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Executive summary
This white paper assesses the needs and drivers for electricity
sector reform in Bangladesh, provides an overview of a model
for reform, and makes further recommendations for the
country’s power system.
Bangladesh is on a trajectory toward middle-income country
status and strives to become a developed nation by 2041. Its
growth must be supported by energy security and universal
access to high-quality, reliable electricity that can fuel economic
and social activities. In the past decade, the country has
made great strides toward these objectives. The electricity
access rate has increased to 97 percent, per capita electricity
consumption and generation capacity have more than tripled,
electricity supply reliability has improved substantially, and
system losses have fallen to about 8 percent. Propelling this
progress is the Government of Bangladesh’s (GoB) 2000 Vision
Statement, which aimed “to provide access to affordable
and reliable electricity to all by the year 2020.”1 It included a
Policy Statement on Power Sector Reforms, which the GoB
updated in 2008 with a three-year road map (2008–2010).
These initiatives set an institutional framework and outlined key
components of the reforms that the GoB intended to adopt.
Nevertheless, reform progress has slowed in the last few years
and new challenges have exposed structural and institutional
weaknesses. These challenges are strong drivers for Bangladesh
to make structural changes, further reforming the electricity
system to be ready for the future. The challenges include:

•
•

1

While the electricity access rate has increased
dramatically, the reliability and quality of power are
major concerns in rural and industrial areas.
About one-third of generation capacity comes from
expensive, oil-based rental plants and a large part
of the thermal generation fleet still runs on old and
inefficient technology, which increases the cost of
power generation.

•
•

•

•

•

•

Domestic natural gas, the mainstay of Bangladesh’s power
sector, is fast depleting and may be exhausted in the next
five to six years. The power sector’s allocation of gas is
inadequate, making generation rely on more costly oil.
Tariffs are not cost-reflective and bulk supply tariffs
for distribution companies are lower than generation
cost, which causes financial losses and weakens the
sector’s ability to invest in modernizing electricity
infrastructure. Government subsidies are not sufficient
to cover the loss.
Although Bangladesh is endowed with abundant
renewable energy resources, recent wind project
procurements have not received encouraging responses
from the market due to issues with policy, coordination
between government agencies, institutional capacity,
grid availability, and financing constraints.
Sector planning focuses mostly on fossil fuel-based
generation, with limited emphasis on renewable and
clean energy. While many countries in the region
are benefiting from competitive renewable energy
prices, Bangladesh has yet to leverage its renewable
potential to improve energy security and move to a
low-carbon economy.
The functions of transmission system management
and national load dispatch are handled by the same
entity. Dispatch is still largely manual, and a lack of
optimization tools causes inconsistency in the merit
order. Transmission grid congestion also means
expensive oil-based generation is dispatched ahead of
cheaper available resources. As demand grows and grid
management becomes more complex due to variable
renewable energy (VRE) integration and advanced
energy systems, these functions may need to be
entrusted to different entities.
While the generation segment has benefited from
private sector participation, transmission and
distribution have not seen similar investments.

MPEMR, Vision Statement.
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1

Overview of the electricity sector reform model
While utility monopolies around the world helped foster
energy access and equity, they also created drivers to
change the status quo. In developed countries, access to
electricity rose dramatically and the quality and reliability
of supply improved, making the sector viable. However,
these gains came with excess capacity in infrastructure and
high electricity prices. By contrast, developing countries had
difficulty mobilizing adequate state funds due to the size of
their public debt. Governments kept electricity prices low
and highly subsidized, resulting in poor financial and operating
performance, and electricity access remained sporadic.
External developments included new technology (e.g.,
combined-cycle gas turbines), macroeconomic shocks that
reduced state funds such as the 1970s oil crisis and the 1980s
debt crisis, and a general shift from state-led to market-led
systems in many sectors.
Countries responded by designing electricity sector reforms
to enhance efficiency in the electricity sector, increase
access, improve service quality and reliability, reduce the
price-cost gap through cost-reflective pricing, and increase
investment. The reform process gradually developed into
the “reference” or “textbook” model, which comprises the
following six steps, not always in the same sequence:

•
•
•
•
•
•

Corporatize and commercialize the national electric
utility.
Pass legislation that creates a legal framework for
electricity and establish an electricity regulator.
Introduce independent power producers.
Unbundle the supply of electricity to enable competition
in generation and retail.
Divest state ownership and privatize electricity
generation and retail.
Develop electricity markets to introduce wholesale and
retail competition.

The GoB’s Policy Statement on Power Sector Reforms and
its road map essentially adopted the steps in the textbook
model for implementation.

Review of electricity reform progress in Bangladesh
The GoB began reforming the power sector in the 1970s,
a process that continues today. After independence, the

2

government established the vertically integrated Bangladesh
Power Development Board (BPDB) in 1972. As the first
step toward reform, the GoB formed the Bangladesh
Rural Electrification Board (BREB) in 1977 to expand
electricity access in rural areas. In 1993, an inter-ministerial
Committee on Power Sector Reform in Bangladesh (PSRB)
recommended unbundling the power sector, corporatizing
unbundled entities, and establishing an independent
regulatory commission. This was followed by the creation of
Power Cell to facilitate the implementation of reform, the
adoption of the National Energy Policy, and the separation of
transmission and parts of distribution from BPDB in 1996.
The biggest push for reform came in 2000, when the
government adopted the Vision Statement and its annexed
Policy Statement on Power Sector Reforms. The statements
announced seven main components for reform, essentially a
version of the textbook model.
The GoB requested technical assistance from the Asian
Development Bank (ADB) to corporatize BPDB; in 2008,
ADB proposed five options for the medium-term target
structure of the holding company. After detailed analysis, the
“non-operating holding company with separate single buyer”
structure was recommended as the most promising option.
In 2008, the government released the 3-Year Road Map for
Power Sector Reform: 2008–2010. Its primary objective
was to create an institutional foundation to stimulate the
substantial investment needed for economic growth and
poverty reduction. This would require restructuring the
power sector to improve its efficiency, transparency, and
overall governance; to facilitate effective and independent
regulation; to expand competition; and to improve the
quality of electricity service. Following the road map,
several generation and urban distribution companies were
created and corporatized as subsidiaries of BPDB. Although
the plan included specific reform initiatives, progress has
slowed in recent years and the roadmap was not updated.
It clarified that Bangladesh’s power market structure
is a single-buyer model, in which BPDB will continuing
functioning as the single buyer except for some direct
utility purchases from small power producers. Bangladesh
may adopt a multi-buyer/competitive pool when the
market becomes more mature and stable.
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These reforms have achieved significant success on some
objectives, such as electricity access and loss reduction;
however, more efforts are needed to improve quality and
reliability of supply, enhance competition, attract private
capital for transmission and distribution upgrades, and
implement effective and independent regulation.

•

The way forward for power sector reform
in Bangladesh
In view of its ambitious goal to achieve developed-country
status by 2041 and the challenges the electricity sector
faces, Bangladesh needs to implement structural changes
soon. Critical steps include:

•
•

•

•

Update the road map to provide clarity on progress so
far and to facilitate the implementation of reform that
the power sector needs to be ready for the future.
Transition from the single-buyer model to a wholesale
electricity market to increase competition, attract
technology-agnostic private investment, enable
Bangladeshi energy agencies to participate in regional
markets, and benefit from lower electricity prices
by allowing foreign entities to participate in
Bangladesh’s market.
Segregate the transmission and load dispatch functions
as the national grid expands and system management
becomes more complex. Entrusting these functions to
different entities will increase efficiency. An independent
system operator can be established to manage load
dispatch and oversee the wholesale market.
Continue horizontal unbundling in the distribution
segment, especially in BREB and BPDB distribution
areas, which are too big for effective management.
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•

•
•
•
•

Further unbundling, corporatization, and
commercialization in these areas will help improve
reliability and quality of supply, which is a major concern
in rural and industrial areas.
Implement cost-reflective tariffs. Letting customers
face the true cost of power will induce efficient use
and improve the sector’s financial position for longterm sustainability. The GoB should explore alternative
mechanisms to provide subsidies to vulnerable
customers rather than passing the subsidies through
sector entities.
Introduce private participation and ownership in the
transmission and distribution segments to attract
much-needed investment for upgrades, improve
commercial and operational performance, draw private
sector management and technical competencies, and
improve the government’s fiscal position. The process
can start with urban and industrial pockets or zones,
followed by rural zones. The GoB could also explore
less controversial forms of private participation, such as
input-based franchises.
Make financing for energy infrastructure projects easier
by facilitating long tenors, establishing preferential
interest rates, relaxing equity exit requirements, and
creating dedicated funds for energy projects.
Scale up renewable energy’s share in the energy mix to
strengthen energy security, energy independence, and a
low-carbon future.
Modernize the electricity grid to increase the system’s
flexibility, resilience, and efficiency.
Further commercialize the sector by continuing to
reduce losses and improving business processes to
ensure sustainability.

3

4
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CHAPTER 1.

INTRODUCTION
The GoB has set an ambitious target to achieve middleincome nation status by 2021 and transform into a
developed nation by 2041. Bangladesh’s Second Perspective
Plan 2021–2041, prepared by the General Economics
Division of the Planning Division, forecasts that by 2041
the poverty rate will drop to zero, GDP will increase by
9.9 percent, and per capita income will climb to $12,500
(from $1,909 today). Such growth needs to be supported by
energy security and universal access to high quality, reliable
electricity that can fuel economic and social activities.
Bangladesh’s electricity sector has made great strides
toward these objectives in recent years. The electricity
access rate, one of the lowest in the world (20 percent)
in 2000, increased to 97 percent by 2020 and met the
target the GoB set in its February 2000 Vision Statement

2
3

that aimed “to provide access to affordable and reliable
electricity to all by the year 2020.” 2 Per capita electricity
consumption increased from 110 kWh to 378 kWh
during the same period.3 The sector has seen the most
development in the last decade, during which generation
capacity has more than tripled, catapulting from deficit
to overcapacity. At the same time, electricity system
losses have fallen to about 8 percent and system reliability
(measured by duration and frequency of outages) has
improved substantially. System Average Interruption
Duration Index (SAIDI) and System Average Interruption
Frequency Index (SAIFI) indicate the total duration and
number of outages for an electricity consumer during a
single year. Electric utilities commonly use these indices as
power reliability indicators.

MPEMR, Vision Statement.
BPDB, Annual Report 2019-20.
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FIGURE 1-1: Electricity Sector Performance Since 2000
Year
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SAIDI (FY 2020) 1,136 minutes

Bring electricity service to the entire country by 2020.
Make the power sector financially viable and able to
facilitate economic growth.
Increase the sector’s efficiency.
Commercialize the sector.
Improve the reliability and quality of electricity supply.
Use natural gas as the primary fuel to generate electricity
and explore the possibility of exporting power to
augment and diversify foreign exchange earnings.
Increase private sector participation to mobilize finance.
Ensure a reasonable and affordable electricity price by
pursuing least cost options.
Promote competition.

The policy statement also talked about the main reforms
Bangladesh intended to adopt, including segregating

6
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The Vision Statement included a Policy Statement on Power
Sector Reforms, which the GoB updated in 2008 with a
three-year road map (2008–2010). To support the highlevel vision, the policy statement included nine objectives:

•
•
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generation, transmission, and distribution into separate
services; corporatizing and commercializing power sector
entities; creating a regulatory commission; encouraging private
sector participation in generation and distribution; establishing
cost-reflective tariffs and demand-side management; and
developing alternative and renewable energy sources.
The Vision Statement and the Policy Statement provided
ample clarity to spur the adoption of reform and have
benefited the sector and the people of Bangladesh. Chapter
3 assesses the reform measures adopted so far and their
impact. Nevertheless, reform progress has slowed in the
last few years and new challenges have exposed structural
and institutional weaknesses. Bangladesh’s goal to become
a developed country by 2041—for which electricity is a key
catalyst—makes these weaknesses all the more apparent.
Challenges include:

•

While the rate of electricity access reached 97 percent
in 2020, only about 11 percent of grid-connected
households are in Tier 4 and 5, receiving more than
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•

•

4
5
6
7
8

16 hours of supply per day.4 Similarly, only about 11
percent of off-grid households are in Tier 3, receiving
more than eight hours of supply. Evening availability
of supply is the main problem, affecting about 70
percent of rural households and 73 percent of urban
households. Reliability of supply is the second most
pressing issue, forcing people to rely on fossil fuel-based
back-up systems. Quality of energy service is also a
major concern in both rural and urban areas. Issues
with reliability and quality have caused commercial and
industrial customers’ share of consumption to decrease
over the years.
Although the country has made progress in minimizing
the supply-demand gap over the last decade, rising
electricity demand and a shortage of natural gas for
electricity generation mean that rolling blackouts have
persisted. Compounding the problem, Bangladesh
has 20,383 MW of installed capacity but only 12,893
MW available to meet peak demand. To reduce the
impact of blackouts, the country signed short-term
agreements for fossil-based rental power and signed
on independent power producers (IPPs). Installed
capacity of oil-based rental power increased from
about 9 percent in 2010 to more than 33 percent of
total capacity by 2020. 5 However, although power
generation from oil-based capacity is a quick solution
to rapidly increase supply, it is expensive and raises
concerns about long-term sustainability.
While there is an electricity regulator, tariffs are not
cost-reflective: the bulk supply tariff is below average
generation cost. As a result, the BPDB lost about 1
BDT per kWh produced in FY 2020,6 for a total loss
of about BDT 620.5 billion ($7.3 billion).7 The BPDB
acts as a single buyer and is a major shareholder in
other power sector entities; GoB subsidies have not
been sufficient to cover its losses. To meet future
demand and cope with changes in the supply mix, the
sector needs to become more efficient, modern, and
resilient, but its weak financial situation precludes much
investment. Utilities’ weak off-taking capability also
deters the private sector from investing.

•

•

•

Domestic natural gas, the mainstay of Bangladesh’s
power sector, is fast depleting and may be exhausted
in the next five to six years. Gas’ share in the power
sector has declined as the generation mix has diversified,
although it is still the dominant generation technology
by a large margin. In 2020, roughly 72 percent of total
generation capacity came from natural gas. With less
gas allocated to the power sector than it requires, the
government must make substantial capacity payments
to idle plants. As a significant part of the thermal power
plant fleet operates on older and inefficient technology,
both the public and private sectors need to make
significant efforts to use gas more efficiently.
Bangladesh is endowed with abundant renewable energy
resources; potential solar power capacity is estimated
to be as high as 240 GW and wind power (including
offshore wind) as high as 150 GW.8 However, the
market response to recent wind project procurement
has been less than encouraging due to many challenges
in policy, coordination between government agencies,
institutional capacity, grid availability, and constraints to
financing. These challenges are discussed in detail in the
USAID SURE white paper Challenges in the Development
of Variable Renewable Energy in Bangladesh. Bangladesh
has not met the Renewable Energy Policy 2008’s target
to provide 10 percent of electricity from renewable
energy by 2020; renewables composed only 1.32
percent of supply in 2020. This is in stark contrast to the
energy transitions happening in many other countries.
Global investment in renewable energy has increased
considerably in recent years, with countries aiming to
increase their share of electricity generation from clean
energy and reduce their carbon emissions. Renewable
energy will be crucial for Bangladesh’s power sector
sustainability and energy security, so the country must
immediately scale up investment in renewables and
mobilize private sector resources.
The Power Sector Master Plan (PSMP) recommends
adding 60,000 MW of capacity by 2041. If Bangladesh
is to meet the PSMP’s future generation projections,
coal is expected to replace a significant portion of the
current gas and oil-based generation, increasing from

Samad et al, “Bangladesh Beyond Connections: Energy Diagnostic Report Based on the Multi-Tier Framework.”
BPDB, Annual Report 2009-2010 and “Key Statistics,” BPDB website.
BPDB presentation, SURE Webinar on Advance Energy Systems: Grid Integration of VRE and Flexibility Solution, December 8, 2020.
BPDB, Annual Report 2009-2010.
USAID, Recommendations for a Renewable Energy Implementation Action Plan for Bangladesh.
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a 5.6 percent share of capacity to 35 percent by 2041.9
Nevertheless, the GoB has started rethinking coal-fired
power plants and may cancel proposed and delayed
projects due to their high environmental impact, the
reluctance of donors and financial institutions to fund
coal-fired plants, and the increasing cost of coal in the
international market.10 This obliges a rethink in the sector
planning process, which may need to be supported
by market structure changes to increase competition,
attract the private sector, and establish regulatory
incentive mechanisms.
The electricity transmission grid and National Load
Dispatch Centre (NLDC) are managed by the same
entity, the Power Grid Company of Bangladesh
(PGCB). According to a recent World Bank study,
system operation in Bangladesh faces several challenges
related to power dispatch and grid stability despite
the existence of a dedicated grid code.11 In terms of
power dispatch, lack of automation or proper dispatch
optimization tools often leads to inconsistency in the
merit order. Dispatch processes are still largely handled
manually, using a merit order list on a spreadsheet.
In some instances, grid bottlenecks or gas shortages
have resulted in more expensive oil-fired plants being
dispatched before cheaper gas-fired plants, leading to
higher overall system costs. While the predominant
load centers will remain in the Dhaka region, increased
power supply is expected from the northwest (as a
result of power imports from India) and the south
(where construction of new coal and gas plants is
concentrated).12 This geographic shift in supply has
major implications for Bangladesh’s transmission grid, as
it will have to be continuously upgraded from the west
and the south to Dhaka to facilitate the transport of
power imports and new coal- and gas-fired generation
as well as new renewable capacity additions. Thus, both

•

transmission planning and upgrades as well as national
power dispatch will become more complex. Separating
these two functions could produce efficiency gains.
While power generation benefited from IPPs,
transmission and distribution have not seen similar
private sector investment. With donors and financial
institutions focused on clean and renewable energy,
there is a need to accelerate the pace of transmission
infrastructure development to evacuate power from
renewable projects as renewable energy zones are
identified and notified by GOB energy agencies. A utilityscale wind or solar plant takes two to three years or less
to construct, while planning, permitting, and constructing
new high-voltage transmission can take ten years or
more.13 Private sector participation in transmission will
help overcome this challenge. Similarly, modernizing
distribution utilities and improving their operational
efficiency, especially in BREB areas, will require new
business models with private sector participation.

These challenges indicate the need for structural changes
through further reform to the electricity system to make it
ready for the future.
This white paper aims to:

•
•
•
•

Assess the need for reform in Bangladesh’s electricity
sector and its underlying drivers;
Provide an overview of the electricity sector reform
model and its adoption in key Asian electricity systems;
Review Bangladesh’s progress on electricity sector
reform and which elements of the reform model have
been adopted; and
Recommend further reforms that suit Bangladesh’s
electricity system.

BPDB and MPEMR, PSMP 2016 Scenario 3.
Jahangir, “Govt to drop nine coal-fired plants.”
Bankuti, Chattopadhyay and Song, “Integrating Variable Renewable Energy in the Bangladesh Power System.”
USAID, System-Friendly Competitive Renewable Energy Procurement in Bangladesh.
NREL, Renewable Energy Zones: Delivering Clean Power to Meet Demand.
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CHAPTER 2.

OVERVIEW OF THE ELECTRICITY
SECTOR REFORM MODEL
2.1 Drivers for electricity
sector reform
Power systems across the globe have come a long way since
reform started in the early 1990s. Before that, power systems
were dominated by publicly owned monopolies; state
funds created economies of scale in large-scale investments
with high fixed costs and it was difficult to attract private
investment for such projects. It was widely believed that
the electricity sector was a natural monopoly and therefore
should be under state control to guarantee the public
interest. It was also considered to be a strategic sector of
national importance and a very useful tool for governments
to implement their social equity programs. This is still the case
today, largely in developing countries. As electricity systems
evolved, the monopoly structure minimized the transaction
cost of coordinating between various arms of the system for
effective planning, operation, and access.
While monopoly systems helped foster access and
equity, they also created drivers to change the status

quo. In developed countries, access to electricity rose
dramatically and supply quality and reliability improved,
making the sector viable. However, these gains came
with excess capacity in infrastructure and high electricity
prices. By contrast, developing countries had difficulty
mobilizing adequate state funds due to the size of their
public debt. Governments kept electricity prices low and
highly subsidized, resulting in poor financial and operating
performance, and electricity access remained sporadic.
External developments included new technology (e.g.,
combined-cycle gas turbines), macroeconomic shocks
that reduced state funds such as the 1970s oil crisis and
the 1980s debt crisis, and a general shift from state-led to
market-led systems in many sectors.14
Many of the drivers for electricity sector reform in
developing and developed countries are common to
Bangladesh, as evidenced by the challenges the power
sector is facing. It is imperative that the GoB adopt and
implement reform measures to mitigate these challenges
and prepare the sector for future needs.

14 USAID, Electricity Sector Reform—Training and Field Support Kit; and Jamasb, Nepal, and Govind, “A Quarter Century Effort Yet to Come of Age: A Survey
of Power Sector Reforms in Developing Countries.”
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FIGURE 2-1: Drivers for Electricity Sector Reform

Developing Country Drivers

Developed Country Drivers

Lack of State Funds
• High public debt
• Huge subsidies, low prices
• Need for privatization to raise funds

1

Poor Sector Performance
• High losses
• Demand exceeding supply
• Low access
• Poor quality and reliability of supply
• Corrupt and inefficient processes

Drivers for
Electricity
Sector
Reforms

Weak Institutions
• Poor policy formulation
• High global investment in renewables
• Constraints to private sector investments

2

Excess Capacity
• Excess capacity in electricity infrastructure
• Expensive generation
• Economic inefficiency and high
electricity prices

1

3

3

2

Changing Customer Preferences
• Increased demand from customers
for cheaper power
Investor Expectations
• Investors seeking higher returns from
new opportunities in the power sector

External Drivers
• Technological innovations such as combined-cycle gas turbines
• Macroeconomic events such as oil and debt crises
• Increasing belief in market forces, competition and privatization signaling paradigm shift
from state-led to market-led systems

2.2 Reform model
Countries responded to these drivers by designing reforms
to enhance efficiency in the electricity sector, increase
access, improve service quality and reliability, reduce the
price-cost gap through cost-reflective pricing, and increase
investment. The reform process that started in Chile and
the United Kingdom in the 1980s gradually developed into
the “reference model” or “textbook model” for reform in
other energy sectors. The textbook model comprises six
steps, not always in the same sequence.15

Bangladesh has adopted a modified form of the textbook
model, starting with partial unbundling, the introduction
of IPPs, corporatization and commercialization, and the
establishment of an electricity regulator. There has not
been much progress on privatization and competition.
Power sector reform in Bangladesh is discussed in detail
in the next chapter.

15 Besant-Jones, “Reforming Power Markets in Developing Countries: What Have We Learned?”; Gratwick and Eberhard, “Demise of the Standard Model for
Power Sector Reform and the Emergence of Hybrid Power Markets.”
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FIGURE 2-2: Electricity Sector Reform Steps
1

2
Corporatization and
commercialization

Separate electric
utility from ministry
and oblige it to
operate according
to commercial
principles

3
Regulation

Develop
economic
regulation of the
power market
to be applied
transparently by
an autonomous
regulator

4
Independent
Power Producers

Promote IPPs
to launch the
reform process
by showing the
benefits of private
sector investment
and management

Corporatization and commercialization: Usually,
the first step is to transform the electric utility into a
separate legal entity from the ministry or government and
incorporate it as a commercial business under company law,
thus mandating economically rational operational decisions.
Corporatized electric utilities are obligated to operate
according to commercial principles such as procuring
electricity from the market, managing budgets, paying taxes,
earning market returns, improving business performance
losses and the quality and reliability of supply, and instituting
prudent accounting practices. Corporatization and
commercialization have often been followed by unbundling,
and vice versa. Electricity systems in Bangladesh, India,
Nepal, and Pakistan unbundled before corporatization,
while smaller systems in Sri Lanka and the Maldives adopted
a different approach. Sri Lanka still maintains a vertically
integrated public monopoly while the Maldives corporatized
its vertically integrated system but did not unbundle. In
Bangladesh, there was a gap of more than six years before
unbundled entities were corporatized.
Despite corporatization and commercialization, the
electricity systems in most developing countries are still
dominated by the public sector and their financial situation
remains precarious.16
Regulation: This includes passing an electricity law or
similar legislation and establishing an electricity regulator.
An electricity law provides a legal framework and mandate

5
Unbundling

Restructure
electric power
supply chain
to enable
competition

6
Privatization

Privatize
unbundled
electricity
segments under
dispersed
ownership

Competition

Develop
competition in
generation and
supply segments
by developing
power exchanges

for electricity sector restructuring and for private sector
participation and ownership. An independent regulator
should introduce efficiency, transparency, and fairness in
sector management; protect customer interests; encourage
investment; and prevent anti-competitive activities.
Most of the regulators in South Asia were established in
the late 1990s and 2000s. Pakistan and India were the
earliest adopters, with the establishment of the National
Electricity Power Regulatory Authority in 1997 and the State
Electricity Regulatory Commissions in 1998 respectively.
Bangladesh’s Electricity Regulatory Commission (BERC), a
quasi-governmental body, was established in 2003; Nepal,
Bhutan, Sri Lanka, and the Maldives created regulators
around the same time. South Asia’s regulators have struggled
to implement cost-reflective tariffs, with governments
usually bearing the fiscal burden through subsidies.17 This is
particularly true in Bangladesh, where BPDB’s accumulated
losses due to non-cost-reflective tariffs are causing
underinvestment in the sector and creating issues for
long-term sustainability.
IPPs: The introduction of IPPs is the most commonly
adopted reform in developing countries, where acute supply
shortage nudged governments to fast-track generation
projects by encouraging private participation. This was the
easiest and quickest way to ramp up generation capacity
and introduce competition without extensive restructuring.
However, working with IPPs usually resulted in expensive

16 USAID, Electricity Sector Reform—Training and Field Support Kit; and Sen, Nepal, and Jamasb, “Reforming Electricity Reforms? Empirical Evidence from
Asian Economies.”
17 Ibid.
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tariffs and led to overcapacity, as generation plans did not
follow the least cost approach. Alleged corruption and
favoritism in allocating projects also caused overcapacity
and lack of adherence to logical plans.18 After initial setbacks,
IPPs in India have provided an alternative to the lack of
public sector capacity addition: in 2020, IPPs contributed
about 47 percent of India’s generation capacity. In hydro
resource-rich Nepal and Bhutan, IPPs have resulted in
lower tariffs, although their growth has also slowed due
to property rights. In Sri Lanka, IPPs contribute over 40
percent of capacity, but limited local resources make them
dependent on imported fuel. IPPs entered the Bangladeshi
electricity sector in 1996 and now contribute over 50
percent of generation capacity. Their growth has slowed
recently, mostly due to multilateral donors’ focus on clean
energy options.

Unbundling: Unbundling refers to restructuring the
supply of electricity to enable competition in generation
and retail. Vertical unbundling separates competitive
generation and retail from regulated transmission and
distribution, whereas horizontal unbundling creates
many players in competitive segments (i.e., generation
and retail) to mitigate market power. Unbundled entities
are expected to participate in competitive wholesale
markets to increase efficiency and reduce electricity prices.
Bangladesh has adopted a partially unbundled structure
with a single-buyer model, where part of the generation
and distribution have been separated from the monopoly
transmission system. Electricity sector entities were
unbundled along functional lines before corporatization.

FIGURE 2-3: Progression of Electricity Market Structure with Vertical and Horizontal Unbundling
4
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Customer
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Customer
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DISCO
Customer

Horizontal Unbundling
GENCO: Generation Company

DISCO: Distribution Company

IPP: Independent Power Producer

18 Ibid.
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Privatization: Divesture of state ownership (in part
or in full) in unbundled generation and distribution has
been very limited in South Asia. Private participation in
generation occurs through IPPs, but there are few similar
examples in distribution. Only India has made notable
progress. In 1996, the first distribution privatization in the
state of Orissa was unsuccessful, but an attempt in Delhi
in 2002 was considered a success. However, the model
has not taken hold in other parts of the country, mostly
for political reasons.19 Distribution companies in Orissa
were privatized again in 2020–2021; it will take a couple
years to assess the result. Recently, private sector entities
have participated in distribution under less controversial
arrangements such as input-based franchises. While IPPs
entered Bangladesh’s generation segment in 1996, stateowned generation has not been privatized. Furthermore,
the private sector has not participated in transmission and
distribution beyond outsourcing some activities.
Competition: The final step in the textbook model is the
development of electricity markets to introduce wholesale
and retail competition. In a wholesale market, generation
companies can sell electricity to traders, distribution

companies, or customers. In retail competition, functions
such as marketing, billing, and collections are transferred
from distribution to retailers. How much electricity markets
evolve strongly influences whether reforms improve
performance: creating competitive wholesale and retail
electricity markets is the underlying aim of changing the
market structure.20
Most electricity systems in developing countries still operate
on a single-buyer model. Less than 10 percent of India’s
generation is traded on the wholesale market, while the
remainder is procured through long-term bilateral contracts.
The country recently launched a real-time market and plans
to implement a security-constrained economic dispatch
system, which will help establish a regional market where
India’s Central Electricity Regulatory Commission allows
neighboring countries to access its wholesale market.
Bangladesh operates on a single-buyer model; it may adopt
wholesale competition when the market achieves a certain
level of maturity.
Table 2-1 summarizes reforms adopted in key Asian
electricity systems.

TABLE 2-1: Electricity Sector Reform in Select Asian Countries
Corporatization &
Commercialization

Regulator

IPPs

Unbundling

Distribution
Privatization

Wholesale
Market

Bangladesh

√

√

√

√

X

X

Bhutan

√

√

√

√

X

X

India

√

√

√

√

√

√

Myanmar

X

√

√

X

X

X

Nepal

√

√

√

√

X

X

Pakistan

√

√

√

√

X

X

Sri Lanka

X

√

√

X

X

X

Thailand

√

√

√

√

√

X

Country

19 Ibid.
20 Ibid.
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CHAPTER 3.

REVIEW OF ELECTRICITY REFORM
PROGRESS IN BANGLADESH
After independence, the GoB separated the Power
Development Authority from the Water and Power
Development Authority to boost the power sector.
It formed the vertically integrated Bangladesh Power
Development Board (BPDB) in 1972, responsible for
generation, transmission, and distribution of electricity.
Bangladesh achieved an important milestone in 1993 when
the inter-ministerial Committee on PSRB recommended:

•
•
•

Unbundling the electricity sector along functional lines,
Corporatizing sector entities, and
Establishing an independent regulatory commission.21

A slew of policies adopted around the same time aimed to
attract private power generation to meet rising electricity
demand. These included the Private Sector Power
Generation Policy of Bangladesh and Policy Guidelines for
Small Power Plants in the Private Sector, both in 1998.
The biggest push for reform came in 2000 with the Vision
Statement and its annexed Policy Statement on Power
Sector Reforms. The statements announced seven main
components that the GoB intended to adopt, which together
make up a version of the textbook model:

•
•
•
•

Segregation of power generation, transmission, and
distribution functions into separate services;
Corporatization and commercialization of emerging
power sector entities;
Creation of a regulatory commission;
Private participation in power generation and distribution;

•
•
•

Introduction of a cost-reflective tariff for utilities’ financial
viability and to promote efficient use of electricity;
Development of demand management, including energy
efficiency measures to conserve energy; and
Development of alternative/renewable energy sources.

In 2008, the GoB released the 3-Year Road Map for Power
Sector Reform: 2008–2010. Its primary objective was to
create an institutional foundation to stimulate the substantial
investment needed for economic growth and poverty
reduction. This would require restructuring the power sector
to improve its efficiency, transparency, and overall governance;
to facilitate effective and independent regulation; to expand
competition; and to improve the quality of electricity service.
The plan included specific reform initiatives and reiterated
the GoB’s commitment to the basic objectives of reform.
Nevertheless, progress has slowed in recent years and the
road map was not updated. The following sections discuss
Bangladesh’s progress on the main steps in the textbook model.

3.1 Unbundling
Bangladesh’s power sector is a partially unbundled system
where generation, transmission, and distribution have been
vertically unbundled. Horizontal unbundling has occurred in
the generation and distribution segments.
The Policy Statement on Power Sector Reforms and the
3-Year Road Map indicate that the GoB adopted a singlebuyer model for the power market structure and confirm
that BPDB will continue functioning as the single buyer,

21 MPEMR, 3-Year Road Map for Power Sector Reform (2008–2010).
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except for some direct utility power purchases from small
power producers, until the sector becomes stable and
mature enough to adopt a multi-buyer/competitive pool.

In 1996, the transmission function was vertically separated
with the creation of PGCB. All transmission assets and the
NLDC were transferred from BPDB to PGCB.

As part of the reform process, the generation sector
was unbundled and BPDB established several generation
companies under the Companies Act 1994: Ashuganj Power
Station Company Limited (APSCL), Electricity Generation
Company of Bangladesh, North-West Power Generation
Co. Ltd., Rural Power Company Ltd., BR Powergen Ltd., and
Coal Power Generation Company Bangladesh Ltd.

3.2 Corporatization and
commercialization

In what could be considered the first step toward reform, the
GoB unbundled part of BPDB, forming the BREB in 1977 to
expand electricity access in rural areas through cooperatives
called Palli Bidyut Samity. Initial unbundling efforts included
creating the Dhaka Electricity Supply Authority (DESA) in 1991
to manage electrification and supply in Dhaka and adjoining
areas. However, it did not perform well, and part of its
network was taken over by the new Dhaka Electricity Supply
Company Ltd (DESCO) in 1996 to improve performance.
Dhaka Power Distribution Company (DPDC) started
commercial operations in 2008 by taking over all assets and
liabilities from DESA. Currently, DPDC provides its service
in the southern zone of greater Dhaka. Two distribution
companies—West Zone Power Distribution Company Ltd.
(WZPDCL) and North West Zone Power Distribution
Company Ltd. (NWZPDCL)—became operational in 2005.
WZPDCL’s distribution area includes five districts and five
Upazilas in Dhaka division, ten districts and nine Upazilas in
Khulna division, and six districts and six Upazilas in Barishal
division. NWZPDCL was renamed Northern Electricity Supply
Company (NESCO) in 2017 and distributes electricity in the
Rajshahi and Rangpur divisions. BPDB now serves electricity
distribution in four zones (Chattogram, Comilla, Sylhet,
Mymensingh) and some large consumers and industrial hubs.
Early reform experiments were not successful and did not
provide a good template for implementing the 3-Year Road
Map. For instance, creating DESA as a separate authority,
without introducing new management or corporate culture
and without sufficient autonomy and incentives, did not yield
good results. Similarly, establishing APSCL and WZPDC
without sufficient preparation or addressing governance and
employee issues created mismanagement in the business.22

Corporatizing and commercializing unbundled and emerging
power sector entities is one of the main objectives of
Bangladesh’s sector reform.
As part of PSRB, the GoB decided to corporatize BPDB,
making it into a holding company. The GoB requested technical
assistance from the ADB, which proposed five options for the
medium target structure of the holding company. After detailed
analysis, the “non-operating holding company with separate
single buyer” structure was recommended as the most
promising option. In this option, the holding company owns the
current and future operating companies created from BPDB
and the vast majority of BPDB personnel are transferred to
these new operating companies. The residual BPDB continues
separately as the single buyer. (“Residual BPDB” refers to
BPDB after the establishment of the holding company and the
corporatization of its remaining generation and distribution
operations as subsidiaries of the holding company).23
The 3-Year Road Map mentioned that a BPDB corporatization
study will guide the structured reform in the power sector.
However, it is not clear if the study’s full recommendations
were adopted.
Most of the unbundled entities have been corporatized and
plans were made to horizontally unbundle BPDB’s distribution
segment and corporatize the entities. The GoB has formed
boards of directors to govern corporatized entities, and
board committees have been formed for audit, recruitment,
and procurement to ensure transparency and accountability.

3.2.1 Generation
Bangladesh’s generation sector has implemented reform
focused on ramping up generation to meet growing demand.
Private generation was allowed in 1996 and supported by
many attractive policies. In 2020, the private sector accounts
for about 50 percent of generation in the country. Bangladesh

22 Ibid.
23 PA ConsulIng, Technical Assistance Completion Report.
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has 20,383 MW installed generation capacity, with natural gas
representing the largest share at 53.86 percent (10,979 MW),
followed by diesel and furnace oil with 27.18 percent (5,540
MW), coal with 5.26 percent (1,146 MW), and hydropower
with 1.13 percent (230 MW).24 The maximum peak generation
is 12,738 MW, which is sufficient to meet peak demand. Thus,
after several years where demand outpaced supply, the supply
of power in Bangladesh currently exceeds demand.
Since the three-year reform process, BPDB treats each
generating plant as a profit center, which has helped
improve their performance over the years. However,
there is a considerable gap between total installed capacity
and maximum peak generation. Gas shortages lead to
inadequate allocation for power generation, an increased
share of oil-based generation (which raises the cost of
production), derated power plant capacity due to aging,
and plant unavailability due to maintenance or overhauling.
In addition, problems maintaining reliable spinning reserves
for frequency regulation and a distribution grid in need of
upgrades have resulted in load shedding to adjust demand
to available generation and stabilize frequency, particularly
during peak hours in summer months.
Some of these issues can be mitigated by modernizing plants,
using efficient generation technology, and increasing plants’
flexibility to maintain a stable frequency and voltage profile.
Renewable Energy. While conventional generation has
made large strides, the renewable energy sector—which is
crucial for long term sustainability and energy security—is
still in its infancy. The U.S. National Renewable Energy
Laboratory (NREL) estimates Bangladesh’s solar power
generation potential to be 380 terawatt-hours per year (240
GW) and gross wind potential to be over 30 GW.25 The
Strengthening People’s Action on Climate Risk Reduction and
Energy Efficiency (SPACE) project study 100% Renewable
Energy for Bangladesh estimated in 2019 that Bangladesh
could install up to 16 GW of onshore wind capacity and 134
GW of offshore wind capacity. Renewable energy growth in
Bangladesh is primarily in off-grid solar PV systems (328 MW),
with grid-connected renewable energy accounting for 139.81
MW (excluding hydro capacity).26 Currently, there are only
four solar and two wind power projects connected to the

grid. An additional ten solar projects and two wind projects
have been approved and are under development; these will
add 616.8 MW of solar and 2 MW of wind capacity.
Thus, Bangladesh has huge renewable energy potential
that needs to be harnessed. However, VRE development
is constrained by many challenges, including policy and
coordination, land availability, grid availability, detailed
information on solar and wind resource data, financing, and
procurement issues. These challenges and recommendations
to mitigate them are discussed in detail in the SURE white
paper Challenges in the Development of Variable Renewable
Energy in Bangladesh.
While PSMP targets are significantly lower than Bangladesh’s
estimated potential for solar PV and wind power, if the
country can mitigate these challenges and adhere to
a pragmatic action plan, it could multiply its installed
renewable capacity targets severalfold. This plan is proposed
in the SURE white paper Recommendation for a Renewable
Energy Implementation Action Plan for Bangladesh.

3.2.2 Transmission
PGCB is responsible for transmission systems as well
as the NLDC. When PGCB was formed in 1996, the
total length of 230 kV and 132 kV lines was 838 circuit
kilometers (ckt-km) and 4,755 ckt-km respectively, which
increased to 3,658 ckt-km and 7,870 ckt-km respectively
in December 2020. In the meantime, PGCB built a 400 kV
transmission line to import power from India and reduced
transmission losses below 3 percent.
While the transmission grid has expanded extensively,
congestion in the transmission network has prevented
power from reaching load centers, causing outages and
load shedding. The management of the transmission
network, its operation, and upgrades will become more
complex in the coming years:

•

As domestic reserves for natural gas deplete, dependency
on imported coal and liquefied natural gas will increase.
The new power projects will be concentrated near
points of import, toward the southern border. Similarly,

24 Ibid.
25 NREL, “Solar Resources by Class and Country.”
26 SREDA, National Database of Renewable Energy.
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•

electricity imports from India will also increase to make up
the shortfall and benefit from India’s cheaper electricity.
Lower-cost power will also come from Nepal and Bhutan,
either through dedicated lines or through interconnections
with India from the northwest. Thus, Bangladesh will
need to build new transmission lines and augment existing
ones. While the sources of supply shift to the south and
northwest, the main load centers will remain around
Dhaka and Chattogram. This change will have a significant
impact on the transmission system.
High-potential areas for utility-scale solar PV projects are
in southern coastal districts, especially in the Chattogram
area; solar potential decreases further north. High wind
potential areas are in the coastal south and southeast.27
As renewable energy zones are identified and developed,
they will need new transmission lines to evacuate
the power. As these areas are prone to cyclones, the
transmission systems may need special considerations.

These future challenges and needs would benefit from an
entity focused only on the development and management of
the transmission system.
PGCB also manages the NLDC, which forecasts demand
and schedules generators based on merit order. However,
the dispatch protocols are handled manually with the merit
order list on a spreadsheet, which results in preemptively
using oil-based generators and dispatching higher-cost plants
ahead of lower-cost ones. Modernizing the NLDC and
making it independent would benefit the sector.

3.2.3 Distribution

FIGURE 3-1: Energy Demand of Distribution Utilities28
WZPDCL
NESCO

5%

5%

DESCO 8%

DPDC 13%
51% REB
16%
BPDB
Total Demand 67,668 GWh

BREB is the biggest distribution utility, serving more than 31
million customers in rural areas covering about 65 percent of
Bangladesh’s total population.29 It accounts for more than half
of the electricity demand in the country (see Figure 3-1); the
next largest utility has only a tenth the customer base. Other
distribution utilities mostly serve urban or peri-urban areas.
These distribution companies’ size and reach helped
Bangladesh achieve 97 percent electricity access by 2020.
However, such large utilities can also be unwieldy, and the
distributors have been unable to guarantee availability or
reliability of supply across such wide areas. Few households
(grid-connected or off-grid) receive electricity more than half
of the day, and more than two-thirds of both urban and rural
customers report a lack of power in the evening. Furthermore,
unreliable supply means households must rely on expensive
and emissions-generating fossil fuel-based backup systems.

Electricity distribution in Bangladesh is managed by six unbundled
entities: BREB, BPDB, DPDC, DESCO, NESCO, and WZPDCL.

TABLE 3-1: Key Performance Parameters of Distribution Utilities (2019–2020)
Parameter

BREB

BPDB

DPDC

DESCO

NESCO

WZPDCL

9.96%

7.30%

7.29%

7.11%

10.52%

8.83%

96.22%

96.64%

98.53%

99.55%

98.5%

100.65%

SAIDI (minutes/year)

1,327

746.2

229.9

367.3

311.3

332.4

SAIFI (number/year)

47.96

48.42

17.26

13.77

95

17.78

Distribution Losses
Bill-to-Collection Ratio

27 USAID, System-Friendly Competitive Renewable Energy Procurement in Bangladesh.
28 BPDB, Annual Report 2019-20.
29 BREB website, “BREB Program at a Glance.”
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For all these reasons, the share of electricity consumption
by both commercial and industrial consumers has declined
in recent years. However, as Bangladesh works to become a
developed country, per capita consumption will jump from
about 378 kWh to 1,475 kWh. Such growth will require a
drastic improvement in the quality and reliability of supply,
especially for industries and commercial establishments
acting as engines of growth to fuel the economy.
In recent years, all distribution utilities have reported
reduced distribution system losses and improved bill
collections. This is encouraging and shows that unbundling
has benefited Bangladesh. With its size, BREB could profit
from further unbundling.
The GoB has planned more than 100 economic zones, most
of which will fall under BREB and BPDB distribution areas.
These utilities will have to come up with new utility models to
ensure improved service, possibly with private investors with
the capital to fund much-needed electrical infrastructure.

3.3 Policy and regulation
The National Energy Policy, adopted in 1996, reiterated
PSRB’s recommendations and provided an overall framework
for sector reform and improvements. To help implement
these recommendations, the GoB formed Power Cell
under the Ministry of Power, Energy and Mineral Resources
(MPEMR) with a mandate to facilitate power reform and to
promote private power development. At present, electricity
sector policy and regulations are governed by four entities:
Power Division, Power Cell, BERC, and the Sustainable and
Renewable Energy Development Authority (SREDA).
Power Division: Power Division was established under
MPEMR in 1998 to deal with all matters and policy-related
issues in generation, transmission, and distribution and
to encourage private and public sector investment in the
sector. Currently, all regulatory bodies as well as generation,
transmission, and distribution-related organizations and
companies operate under Power Division.
Power Cell: Power Cell was created in 1995 under Power
Division to facilitate the implementation of sector reform
and promote private sector development. With assistance
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from the World Bank and ADB, Power Cell drafted the
Electricity Reform Bill, which was approved in 2002.
BERC: In 2003, the GoB enacted the Energy Regulatory
Commission Bill to cover the electricity, gas, and oil sectors.
An associated legislative act, the 2003 Bangladesh Energy
Regulatory Commission Act, formed BERC, which began
functioning in 2004 as an independent and impartial
regulatory commission to regulate electricity, gas, and
petroleum products. BERC is responsible for framing rules
and regulations to ensure transparency in management,
operation, and tariff determination. It enacted the Licensing
Regulation for Generation in 2006 and another for
transmission and distribution in 2008. Generation tariff
regulations were issued in 2007, while those for transmission
and distribution were issued in 2010.
SREDA: Improved energy security requires diversifying
the generation mix, minimizing dependency on imported
fossil fuels, promoting renewable energy sources, and
improving energy efficiency. To pursue these goals, the
GoB formed SREDA in 2014 under Power Division.
SREDA is a nodal agency to promote, facilitate, and
disseminate sustainable energy, addressing both renewable
energy and energy efficiency.

3.4 Privatizing generation
and distribution
The private sector (in the form of IPPs) started generating
electricity in 1998–1999 and now accounts for more than
50 percent of generation in Bangladesh. It has made a
significant contribution to sector development and helped
reduce the gap between demand and supply. However,
private participation in distribution has been minimal, limited
to outsourced activities.

3.5 Wholesale and retail
competition
BPDB acts as a single buyer, purchasing power from IPPs,
small IPPs, rental power plants, and government-owned
generation companies. It sells bulk power to five distribution
companies and supplies to four of its own distribution zones.
Wholesale and retail competition have not been adopted.
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TABLE 3-2: Generation Cost and Bulk Supply Tariff, FY 2019–2020 (provisional), BDT/kWh30
Fuel Type

Plant Factor

Fuel Cost

Variable Cost

Fixed Cost

Generation
Cost

Imported power

66%

-

1.66

4.3

6.01

Hydro

41%

-

0.42

1.4

1.82

Renewable (solar & wind)

19%

-

9.89

1.9

11.82

Gas

52%

1.15

0.15

2.0

3.26

Coal

30%

4.66

0.07

1.9

6.62

Furnace oil

19%

7.90

0.29

6.7

14.89

High-speed diesel

1.2%

19.28

1.02

--

--

Total

39%

2.13

0.32

3.13

5.58

Interest on budgetary support

0.19

Maintenance and development fund

0.15

Average generation cost, FY 2020

5.91

Average bulk supply tariff (BERC), effective March 2020

5.17

Actual bulk supply cost

4.86

Loss (BDT/kWh)

1.05

When the GoB introduced liquid fuel-run plants in 2009 to
address power shortages, it decided not to pass the full cost
of these plants on to customers to avoid “tariff shock” from
this temporary measure. Instead, it began to make annual
budgetary transfers to BPDB to compensate for the shortfall.
However, due to the shortage of natural gas and inadequate
gas allocation for power generation, the liquid fuel-based
plants’ share kept increasing from about 10 percent in 2010
to about 30 percent in 2019 (although it fell slightly to 27
percent in 2020 due to reduced demand).
The bulk supply tariff is set below average generation cost,
causing BPDB to lose about 1 BDT per kWh produced. 31
As of 2020, the accumulated loss was BDT 620.5 billion
($7.3 billion). 32
Such massive losses weaken the holding company’s ability
to make investments to meet future demand growth and
modernize the grid. The budgetary transfers the GoB
provides BPDB are not sufficient to cover the loss.

Furthermore, because the GoB sets and subsidizes both
liquid fuel and natural gas prices (as well as subsidies for
marginal electricity customers), the BPDB’s deficit does not
truly reflect the extent of the subsidies, which would be
significantly higher without government intervention.
The electricity sector must reduce subsidies gradually and
let customers face the actual cost of electricity to incentivize
efficient use and improve utilities’ financial situation and
ability to invest in meeting future requirements. In addition,
the sector should move from the single-buyer model to a
multi-buyer/competitive pool, as the 3-Year Road Map for
Power Sector Reforms envisaged.
This situation points to the need to establish a wholesale
market that will induce competition and attract
technology-agnostic private investment to bring down
the cost of generation.

30 BPDB presentation, December 8, 2020.
31 BPDB presentation, December 8, 2020.
32 BPDB, Annual Report 2019-20.
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CHAPTER 4.

THE WAY FORWARD FOR POWER
SECTOR REFORM IN BANGLADESH
In view of the ambitious goal of achieving developed-country
status by 2041 and the challenges the electricity sector
faces, Bangladesh needs to implement structural changes
soon to guide the sector toward financial viability; improved
availability, quality, and reliability of supply; increased private
sector participation; enhanced competition; and affordable
electricity for all. The reforms under the Vision Statement,
the Policy Statement, and the 3-Year Road Map for Power
Sector Reform were steps in the right direction, but they
must continue resolutely so the sector can prepare itself to
support future growth. Critical steps include:
1.

entities from neighboring countries to participate in its
market, there will be opportunities to integrate both
markets and systems, increasing the possibility of higher
trade and lower costs. Bangladesh’s grid also suffers
from a lack of reserves, which causes wide variations in
frequency and voltage profiles. A wholesale market can
support sales of ancillary services to support the grid in
times of need.
3.

Segregate transmission wires and load dispatch
functions to establish an independent system
operator. As the Bangladeshi grid becomes more
complex with increasing imports and VRE integration,
its management and upgrades would be better handled
by an entity entrusted to manage transmission network
infrastructure. The GoB should separate the scheduling
and load dispatch functions from PGCB and assign them
to a new independent system operator, which may also
oversee the operation of the wholesale market.

4.

Implement further horizontal unbundling in
the distribution segment. Bangladesh’s reforms
emphasized loss reduction in distribution utilities,
which has produced good results: overall distribution
system losses are around 8 percent. However, quality
and reliability of supply are major concerns, especially
in the rural areas, and need to be addressed through a
focused approach. The BREB, which provides electricity
services to more than 65 percent of the population
through 80 Palli Bidyut Samity cooperatives, is probably
too big to be properly managed. While the model was
successful in accelerating access to electricity among
low-consumption customers, as consumption grows
and new economic zones are established (mostly in

Update the reform road map. The GoB should
update the 3-Year Road Map to provide clarity on the
progress it has made and to outline actions for further
reform in the sector. The update will need to draw upon
the recommendations of the BPDB corporatization
study, lessons from reform so far, and the experience of
reform in the region and comparable power sectors.

2. Transition from a single-buyer model to a wholesale
electricity market. BPDB’s accumulated losses expose
the drawbacks of a single-buyer system, which is usually
adopted as a first step in vertical unbundling because it
is the easiest option. As the system increases in size and
complexity, transitioning to a wholesale market makes
more sense, especially in places where private generation
already commands a good share of the market. A
wholesale power market will induce competition
among suppliers and attract technology-agnostic private
investment, thus easing the pressure on diminished gas
resources. The GoB may allow sellers from India, Nepal,
and Bhutan to submit bids in its market, taking advantage
of lower prices in the region. As India prepares to allow

POWER SECTOR REFORM IN BANGLADESH

21

BREB and BPDB areas), Bangladesh needs a way to
better manage the quality and reliability of supply. One
option is to unbundle BREB into smaller distribution
entities (similar to utilities serving urban load centers)
that can better manage distribution operations.
5.

6.

7.

Implement cost-reflective tariffs. Both generation
fuel (liquid and gas) and electricity tariffs are subsidized,
causing huge losses to the sector. The GoB’s fiscal
support is not enough to cover the shortfall, and soon
it may become unmanageable. To keep the sector
viable, tariffs need to rise. Facing the true cost of supply
will cause customers to use energy more efficiently and
adopt energy efficiency measures. If the government
wants to provide subsidies, it should explore
mechanisms such as direct benefit transfer rather than
passing subsidies through sector entities.
Introduce private participation and ownership in
transmission and distribution. Bangladesh needs to
quickly expand its transmission network to meet load
growth, ease congestion, and support the anticipated
renewable energy zones. This is an opportunity to
attract private players to own and operate transmission
lines. There is already plenty of experience in the region
to support such initiatives; neighbors’ reforms show that
private distribution companies generally perform better
than state-owned enterprises. Through distribution
privatization or concessions, the GoB can draw private
investment and improve its fiscal situation while better
performance will help set new benchmarks in the
sector. The process can start with urban and industrial
pockets or zones, followed by rural zones. The GoB
could also explore less controversial forms of private
participation, such as input-based franchises.
Make financing easier for energy infrastructure
projects. Financing power projects is difficult in

Bangladesh, especially renewable energy projects,
with which the local financial system does not have
much experience. Commercial banks’ loan tenors are
short, interest rates are high, and exit requirements for
equity owners are stringent.33 There is no governmentmandated preference for commercial banks to invest
in the power sector, so power projects compete
with projects from other sectors with higher returns.
Potential ways to address the issue include creating
dedicated funds for power projects (e.g., green funds,
clean energy funds) and mandating banks to invest a
certain part of their funds in power projects.
8. Scale up renewable energy’s share in the energy
mix. Renewable energy is key for Bangladesh’s
energy security and low-carbon future. While the
country has huge potential, the sector suffers from
many challenges, including policy uncertainty, limited
coordination between government agencies, lack of
available land, lack of resource data, and lack of grid
availability for power evacuation. GoB energy agencies
should implement the recommendations in the SURE
white paper Recommendation for a Renewable Energy
Implementation Action Plan for Bangladesh to help scale
up the share of renewable energy.
9.

Modernize the electricity grid and focus on
commercialization. Implementing grid modernization
technologies increases the system’s flexibility,
resilience, and efficiency. These are key requirements
for making the grid future-ready, including the ability
to absorb more VRE. Bangladeshi utilities have
begun implementing elements of smart grids such as
supervisory control and data acquisition (SCADA),
distribution automation, and smart meters; these
efforts must accelerate. Utilities must also keep
reducing losses and improving business processes to
remain profitable and sustainable.

33 USAID, Challenges for the Development of Variable Renewable Energy in Bangladesh.
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