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make necessary sacrifices. All of us will, therefore, have to dedicate ourselves to the task of nation building with
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Important Topics from Syllabus

Here we categorized all of the topics from the syllabus into three major categories like three stars (® ® ®),
relatively less important topics are categorizes as two stars (® ®) and only need to read the topics for a
rough idea are categorized as a signle star (®).
Part-01

o Relevance of Keynesian economics for underdeveloped countries ® ® ®

o Measurements of various elasticities of demand and supply ® ® ®

o Law of diminishing marginal utility ® ® ®

o Consumer’s equilibrium ® ® ®

o Income substitution and price effect ® ® ®

o Production function ®® ®

o Isoquants and return to scale ® ®®

o Short run and long run cost curve ®® ®

o Producers equilibrium ® ® ®

o Equilibrium of the farm and the industry ® ® ®

o Short run and long run equilibrium ® ® ®

o Pricing under monopoly, oligopoly and monopolistic competition® ® ®

o The Marginal Productivity theory of distribution ®® ®

o Types and graphs of functions ® ® ®

o Rectangular Hyperbola ® ® ®

o Methods of measuring national income ® ® ®

o Nominal income and real income ®®®

o Theory of Comparative advantage ® ® ®

o Hecksher-ohlin theory of trade ®® ®

o Basic Macro economic concepts in relation to the Keynesian model of income determination ® ®

o Concepts of supply and demand and their determinates®

o Concepts of various elasticities of demand and supply® ®

o Cardinal and Ordinal utility ®

o Equimarginal principle ® ®

o Properties of Indifference Curve ®®

o Determination of rent, wages, interest and profit ® ®

o Utility of the study of national income ®®

o Necessity of Trade ®

o terms of trade, gains from trade ® ®
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Tariffs and their justifications ® ®
Globalization and its necessity ® ®
Effects on the developing countries ®

Globalization under WTO regime. ® ®

Part-02
Characteristics of a developing economy like Bangladesh ® ® ®
Prospects of development of Bangladesh ® ® ®
Population growth, level of unemployment ® ® ®
Inequality in distribution of income and wealth ® ® ®
Economic governance, corruption and poverty® @® ®
Government’s budget, taxes ® ® ®
Role of central bank, commercial banks ® ® ®
Grameen bank, PKSP, NGOs and micro credit programs ® ® ®
Money market, capital market ® ® ®
Terms of trade, balance of trade, foreign aid, balance of payments ® ® ®
Role of crops, livestock, fisheries and forestry ® ® ®
Role of large scale, small scale and cottage industries, RMG and other export promotion. ® ® ®
Growth of service sector in Bangladesh (1972-2005) and its importance ® ® ®
Development planning-private sector versus public ® ® ®
Five year plans, PRSP ® ®®
Bangladesh economy in the era of Globalization: new challenges. ® ®®
Meaning of development and under development ®
Causes of under development and their remedies ®®
Gender inequality ®
Role of Fiscal Policy in economic development: borrowings and repayments® &®
Role of monetary policy in economic development : specialized banks, credit policy, exchange rate
policy, devaluation ®®
Growth of exports, imports ® ®
Changing structure of real GDP of Bangladesh (1972-2005): role of agriculture, industry and service
sectors ®®
Changing structure of Bangladesh agriculture (1972-2005): land use pattern, agricultural productivity
and reforms-self sufficiency in food ® ®
Industralisation in Bangladesh (1972-2005): import substitution industries ®

Bangladesh economy in the era of WTO regime: new challenges. ®
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Chapterwise Suggestion
Part-01

. Primary Discussion:
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. Demand, Supply, Elasticities:
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. Marginal Productivity Theory of Distribution:
F) W’ IBEA A2 TR (T IR0 ©0¢ WICr, RO I TG 71F® PR Oitre® e |
¥) RFIER A ©g 8 @iy Wem oy [eweE vy W |
o) T IBCT AT OCGH LR TG (S I |
. Functions:
) olfdfes Gdaifon U2 eI @ IEHMH FIXTAF AN S AR, GO Swizad, foa, &% ¢ J32F @
BIKISH
. National Income:
F) TR O (frawfs, f&fef, famanz, aqasfs, gafefs, aaqaerz) a7 »fafofs, sifam m&fe ¢ TeFeretEt
RIS RSN
%) QSR W’ AR ARIRE AL o1 @eif Jeat A2 1 92 /e G (Tricky) 2% 20s It |

. Page 13 of 180
oinnow > [ (S IR @ lvemca.com ® 01701377322 ©




Live
L2 mca

S15F AFfo, STy fafer

10.

11.

International Trade:
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Globalization:
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T 92 T g aifee [ afvs ewg M Paewe [emd ¢ sifgs Tt aiaey siw

Part-02

Development of Bangladesh:

) AR ALAN0F (A8, TR IR, TR 16 SUPTR (S0 AL | QAT SGIAS AT “Ameit=fift Araqraret
@i (e [TEete)) [REs ews JEefE 5eE |t St |

Issues related to Development of Bangladesh:
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Role of Fiscal Policy:
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Role of Monetary Policy:
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Foerign Trade of Bangladesh:
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Role of Agriculture, Industry and Service in GDP:
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Changing Structure of Bangladesh Agriculture:
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Industrialisation in Bangladesh:
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11.

Growth of Service Sector in Bangladesh:
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<) G TS TS (@ foisfier, #1276 ¢ <feyer Ar® T4 ©Iteren e |

Development Planning:

<) PreaieT Sfafis foramast+, [iftas o [eifas oww)
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Bangladesh Economy in Globalization:
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Lecture:01, Part:01

What is Microeconomics?

Microeconomics is the study of decisions made by people and businesses regarding the allocation of resources

and prices of goods and services. The government decides the regulation for taxes. Microeconomics focuses

on the supply that determines the price level of the economy.

It uses the bottom-up strategy to analyse the economy. In other words, microeconomics tries to understand
human’s choices and allocation of resources. It does not decide what are the changes taking place in the

market, instead, it explains why there are changes happening in the market.

The key role of microeconomics is to examine how a company could maximise its production and capacity,
so that it could lower the prices and compete in its industry. A lot of microeconomics information can be

obtained from the financial statements.

o SIS 2 TR 3B 4R AT ¢ HARERE o AR cRa T @R I afens R Fraes
QLR | TP B gl e w1 g wdite s Jo 8 MfResial AR ow yig fram e
gefifs s e @ A5 (A THE @FE IR IO | G IR, T4 GLANS A "W GIR TR I
QRN 63 36| @t ISt AfTTST THrr ©F e T A, 92 AW (& AGIST qo0R S A FI |

FE Gdifed o 9l 20 A[rw T4 @ FoE 936 @A oF Teoiva @3 Fwel FKi4F Face AE, qce «ft
TN FACS 2 @3 o ey efsraifrel sace #iit | wifds R3S e apa Fu wdaifon ©2y #iedl @rs /1t |

The key factors of microeconomics are as follows:

Demand, supply, and equilibrium (51f2W1, G € S=y)
Production theory (887w ©g)
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Costs of production (7MW J5)
Labour economics (&% SISfS)

Examples: Individual demand, and price of a product.

What is Macroeconomics?

Macroeconomics is a branch of economics that depicts a substantial picture. It scrutinises itself with the
economy at a massive scale, and several issues of an economy are considered. The issues confronted by an
economy and the headway that it makes are measured and apprehended as a part and parcel

of macroeconomics.

Macroeconomics studies the association between various countries regarding how the policies of one nation
have an upshot on the other. It circumscribes within its scope, analysing the success and failure of the

government strategies.

In macroeconomics, we normally survey the association of the nation’s total manufacture and the degree of
employment with certain features like cost prices, wage rates, rates of interest, profits, etc., by concentrating

on a single imaginary good and what happens to it.

AfEE wdqife wdeifon qafB =< A @3fs ewgedl foa g 4@ «ft wdifen sy e #Afeoie e K
TR GR GFT GLNIeT (@ FESH 7 [@v @ 1 G adaifed AR T077 @32 @7 gaaife AefEe adaited
@6 o I AAfRel =R <=1 =7 |

e qefife f[foq M T ST TR I @ Ireld @i wifed Fifs o wifeq 8o 2ol @1 afs o=
Afafs T s, AP @Feefas Awey ade et [usmet F@

BT GLAfors, SRl AT GF6 FHHEE SR Tof MR S0 @32 @9 AL | 906 ©f e ey Lafieer
MR TR (5 T2 G FAZICIR W@ T2 S i |

The important concepts covered under macroeconomics are as follows:

Capitalist nation (4FeIfE® aer)
Investment expenditure (Rfacae 957)
Revenue (91%)

Examples: Aggregate demand, and national income.
Let us look at some of the points of difference between Microeconomics and Macroeconomics

Microeconomics Macroeconomics

Meaning (@)
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Microeconomics is the branch of Economics that = Macroeconomics is the branch of Economics that

is related to the study of individual, household ' deals with the study of the behaviour and

and firm’s behaviour in decision making and performance of the economy in total. The most
allocation of the resources. It comprises markets = important factors studied in macroeconomics involve

of goods and services and deals with economic gross domestic product (GDP), unemployment,

issues. inflation and growth rate etc.
Area of study (SGIHA A7)
Microeconomics studies the particular market Macroeconomics studies the whole economy, that
segment of the economy covers several market segments
Deals with (STeT®; fAT®)
Microeconomics deals with various issues like Macroeconomics deals with various issues like

demand, supply, factor pricing, product pricing,  national income, distribution, employment, general

economic welfare, production, consumption, and  price level, money, and more.

more.
Business Application (2TaTey ReF [73)
It is applied to internal issues. It is applied to environmental and external issues.
Scope (#ifaf¥)
It covers several issues like demand, supply, It covers several issues like distribution, national
factor pricing, product pricing, economic income, employment, money, general price level,
welfare, production, consumption, and more. and more.

Significance (¥%%)

It is useful in regulating the prices of a product It perpetuates firmness in the broad price level, and

alongside the prices of factors of production solves the major issues of the economy like

(labour, land, entrepreneur, capital, and more) deflation, inflation, rising prices (reflation),

within the economy. unemployment, and poverty as a whole.
Limitations (F=A&wet)

It is based on impractical presuppositions, i.e., It has been scrutinised that the misconception of

in microeconomics, it is presumed that there is  composition’ incorporates, which sometimes fails to

full employment in the community, which is not = prove accurate because it is feasible that what is

at all feasible. true for aggregate (comprehensive) may not be true
for individuals as well.

The Relevance of Keynesian Economics to Developing Countries: Traditional and Modern View!

Keynesian theory was mainly concerned with cyclical unemployment which arose in industrialised
capitalist countries especially in times of depression. During the period of Greet Depression (1929-33),

the developed capitalist countries faced a drastic fall in GNP resulting in severe unemployment.
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J.M. Keynes explained that it was fall in aggregate effective demand for goods and services that was
responsible for depression and huge unemployment that arose during the period of depression. Keynes
put forward a theory of income and employment which explained the determination of income and

employment through aggregate demand and aggregate supply.

In the early fifties although few economists caused doubts on the validity of the Keynesian theory as
applied to the advanced developed countries of the West, a number of eminent Indian economists cast

doubts on the applicability of Keynesian economics to the developing countries like Bangladesh.

Prominent among those who held that Keynesian theory was not relevant in the context of the under-
developed economies, mention may be made of Dr. V.K.R.V. Rao and Dr. A.K. Dass Gupta who pointed
out that the nature of the economic problems of the developing countries was quite different from the
problems that arose during the Great Depression in the developed countries of the West and therefore
the Keynesian theory of income and employment and the policy recommendations were not very helpful
in the context of the then under-developed countries.

@I O YeTe FegiEe et (riefite Rem $@ T AN Ty s@EE (@RI M TS foe |
TYAHE AIIFE (5539-90), TFye ffem ¢eflire GfEfire Sig s 96 a7 T g @@y @A @R
(. 4Y. (FTPT WP FERER @ TG AT Tgo [ (@0 &) #1 ¢ G AT Fea vifar g
W (T Y 8 FHORICI AFH6 ©F (o1 FCERE A ANLS vifewl g2 ANEAF FIRA0ed TG qF 3
T e A ¢

AT TP (TTF e IMs g7 I ad[ifsim «ifoma TFe TFe mefts @i S (@2 Oied
Rl 0 AWz a4 FEREE, 998 @ FEIe [(HE Sqor qedaifelkm I@AmeR Sce! Tqaaaia (refrse
@ gL grErere! M Az o IFERE |

IR T FERET @ TgHe qINeT (AFHE @FEHR ©og dMEs foe b, oima W4 SHAE e ©,
fo.aumfe. e @R ©, «.(F. W @d TEY FERET @ SHATAE (el adiafeos Tone aFpfe Afow ST
(TefeTte TR TN T AP (AT @ WM 2F 992 T (SEPRE WE 8 S ©g Gk
Tfeore Foifaeial SeF@m agye el @ =G {7 @ TS o=

Traditional View: Irrelevance of Keynesian Economics:
The Demand-Deficiency Problem:

The principle of deficiency of effective demand is perhaps the most important proposition put forward
by J.M. Keynes. It was pointed out that Keynes explained that drastic decline in GNP and increase in
involuntary unemployment that occurred during the period of depression was due to deficiency of
aggregate demand caused by decrease in investment demand, but the problems of lack of economic

growth, poverty and unemployment were due to entirely different reasons. Poverty and unemployment
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in developing countries, it was pointed out, was caused by more fundamental and structural factors

such as lack of capital stock relative to labour force of these economies.

Thus, Dr. A.K. Das Gupta wrote, “Indeed whatever be the generality of the General Theory may be in
the sense in which the term ‘general’ was used by Keynes the applicability of the propositions of the

General theory to conditions of an underdeveloped economy is at best limited”.

Therefore, it was explained that Keynesian policy prescriptions to raise aggregate demand such as
increase in Government expenditure by deficit financing cannot be adopted to accelerate the growth of

income and employment.

It was emphasized that the nature of unemployment prevailing in the developing countries was different
in that it was of the type of chronic disguised unemployment caused by deficiency of physical capital
and lack of wage goods rather than decline in effective demand which was stressed by Keynes to be

responsible for the rise in cyclical, involuntary and open unemployment.
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Keynes’ Policy Prescriptions are not Relevant:

It was emphasised by Dr. V.K.R.V. Rao that Keynesian policy prescription of deficit financing to overcome
depression, if adopted in the developing countries to finance increase in investment expenditure by the
Government was likely to generate inflationary pressures in the developing countries rather than

increasing real income, output and employment.

In fact, Dr. V.K.R.V. Rao, among others, contended that in the developing countries it was classical

economics which laid stress on increasing the rate of saving for accelerating rate of growth of income
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and employment was applicable and relevant rather than Keynesian economics which emphasised
deficiency of effective demand. Thus, Dr. Rao ends his article, already quoted, “It is the classical thesis
which is operative for the other category (meaning, the underdeveloped countries) where you move

from one level of development to a higher level of development.”

He adds further, “old-fashioned prescription of ‘work harder and save more still holds good as the
medicine for economic progress, at any rate as far as the underdeveloped countries are concerned.”
While Dr. V.K.R.V. Rao, Dr. A.K. Das Gupta and their followers laid stress on classical policy prescription
of rapid accumulation of physical capital to accelerate economic growth and generate employment
opportunities, Professor, Vakil and Brahmananda emphasised the rapid expansion of wage goods (i.e.
essential consumer goods of which most important are food-grains) as the remedy for accelerating

growth and removing poverty and unemployment.
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Lecture: 01, Part: 02

Developing Countries

Definition:
A developing country is one that is progressing toward becoming more advanced economically and socially

but still faces challenges such as poverty, inequality, or lack of full industrialization.

G35 ST o7 2 9 @6 o T wfAfes ¢ Aifeens wMe e 2erE s «fiy T g ©ge
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Characteristics:

Middle or lower-middle income per capita.
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Rapid economic growth but not fully industrialized.

Reliance on both agriculture and industry, with increasing service sector.
Moderate Human Development Index (HDI).

Infrastructure improving but not fully modernized.

Higher poverty and unemployment rates compared to developed nations.

Social inequality and governance challenges may exist.

Examples:

Bangladesh, India, Brazil, South Africa, Indonesia, Vietnam.

Prospects of Development of Bangladesh

0 Economic Growth Forecasts ({tnfes a3fa elteere)
The World Bank projects Bangladesh’s economy to grow 4.1% in FY25, rising to about 5.4% in FY26,

assuming political stability, financial sector reforms, and improved business climate.

O Recent Downturn & Risks (T=2ife3 BH-7eq ¢ )

Growth in FY25 has been downgraded by the WB to ~3.3% in some reports, due to political uncertainty,

high borrowing costs, inflation, and weak investment.

0 Inflation Trends (‘«1151’@]% 3fS)

Inflation remains elevated but has shown some easing. There is pressure on input and fuel costs, but food-
price declines in some months have helped. Average inflation for FY25 is expected to hit around 10% at

times.

0 External Sector Strengths (I QATex F8IA)
Remittances have seen strong growth, helping to improve the current account balance. This contributes to

external resilience.

0 Exports Slowing, Especially Garments (F8iff® &9 +if, Reiwe cirtie fieg)
Exports, especially in the ready-made garments (RMG) sector, have slowed. Uncertainty over tariff policies

(esp. from the US) and global demand shifts are contributing to this.
0 Major Infrastructure Projects (49 SRS AFFHIR)

Rooppur Nuclear Power Plant (2.4 GW) coming online will significantly boost energy capacity and reduce
power shortages.

Matarbari Deep Sea Port is expected to sharply reduce dependency on transshipment hubs and improve
Bangladesh’s trade logistics.

Karnaphuli Tunnel in Chattogram — the first river-underwater tunnel of its kind in South Asia — is

already operational and improving connectivity.
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Dhaka East-West Elevated Expressway under construction — improves inner-city transport infrastructure.

0 Transport & Connectivity Upgrades (FSIA® 8 (AN JIZH TFA)
Projects like the Aminbazar Bridge (expanding to 8 lanes) and various flyover/expressways are easing

congestion and improving inter-regional movement.

O Deepening Industrial Zones & Economic Corridors (g @=iI=t @ w<ftafes wfarem)
The development of economic zones (e.g. around Matarbari/Maheshkhali), industrial parks, and export-
processing hubs provide opportunities for manufacturing diversification, foreign investment, and job

creation.

O Energy Sector Expansion & Diversity (=i 4re F=iaiad @ tafoan)
Beyond Rooppur, there is push for more diversified energy sources including renewables and maybe more

efficient use of natural gas, to meet rising demand and reduce energy deficits.

0 Urbanisation & Infrastructure Demand (91T € WIFSITA Bifdw)
Rapid urbanisation is increasing demand for housing, public transport, water/sewage, waste management.
Big cities, especially Dhaka and Chittagong, will be both centers of growth and stress points. Infrastructure

investments in urban transit (metro, elevated roads) are crucial.

0 Human Capital Challenges & Opportunities (F99 3=*W)
With a large young population entering the labour force, there’s both opportunity (demographic dividend)
and risk (if jobs aren’t available or skills mismatch persists). Skills training, education quality, and health

services will be key.

O Social Protection & Inclusion (W& )

The government and international lenders are increasing programs for vulnerable populations, women,

persons with disabilities, and climate-affected groups, to build resilience and reduce inequality.

O Climate Change & Environmental Risks (&*131g #Iffq% @ sfaca=ire <)
Key challenge: rising heat, flooding, and climate shocks are already affecting productivity, health,
infrastructure. A World Bank report estimated ~$1.78 billion lost in one year due to rising heat.

Bangladesh’s ability to adapt (green infrastructure, disaster-resilient design, etc.) will be critical.

O Port & Trade Infrastructure Boost (I%4 6 ey SIFISTA Tayzer)
The Bay Terminal Marine Infrastructure Development Project in Chattogram will modernize port facilities,

handle larger ships, reduce turnaround times, and improve trade competitiveness.

0 Macroeconomic Stability Efforts (T=f3% q{ifSr FfoNeretn awst)

Authorities are under pressure to manage the fiscal deficit, maintain debt sustainability, improve revenue
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collection, and strengthen the financial sector (banks, non-performing loans, etc.). Reforms in public

finances matter for investor confidence.

0 Potential for Electric Vehicles (EVs) Adoption (RT{3F TFIIZAF FSI)
Studies have pointed out that EV adoption could reduce fuel import costs, cut pollution, create jobs
(50,000+ by 2030), and improve mobility, though there are barriers like charging infrastructure, awareness,

and cost.

O Technology, Innovation, Digitalization (3%, Tetm, fEfembiemarer)

ICT sector remains promising. Increased broadband penetration, digital finance, start-ups, and tech

outsourcing are growth drivers. There is scope for growth in high-tech sectors with supportive policies.

0 Geopolitical / Trade Relationships (9-AIeAfeF/IIART F=2%)
Deals like Bangladesh’s wheat import agreement with the U.S., and managing tariff issues, show how trade

diplomacy will increasingly affect export performance and import costs.

Lecture: 02, Part: 01
The Law of Demand

The law of demand holds that demand for a product changes inversely to its price when all else is equal.

The higher the price, the lower the level of demand.

Buyers have finite resources so their spending on a given product or commodity is limited as well. Higher

prices reduce the quantity demanded as a result. Demand rises as the product becomes more affordable.
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The Law of Supply

The law of supply relates price changes for a product to the quantity supplied. The law of supply relationship

is direct, not inverse. The higher the price, the higher the quantity supplied. Lower prices mean reduced

supply all else being equal.

Higher prices give suppliers an incentive to supply more of the product or commodity, assuming their costs
aren't increasing as much. Lower prices result in a cost squeeze that curbs supply. Supply slopes are

upwardly sloping as a result.

As with demand, supply constraints may limit the price elasticity of supply for a product. Supply shocks can

cause a disproportionate price change for an essential commodity.
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Equilibrium Price

Also called a market-clearing price, the equilibrium price is that at which demand matches supply, producing

a market equilibrium that's acceptable to buyers and sellers.

Supply and demand in terms of the quantity of the goods are balanced at the point where an upward-
sloping supply curve and a downward-sloping demand curve intersect leaving no surplus supply or unmet

demand.

The level of the market-clearing price depends on the shape and position of the respective supply and

demand curves, which are influenced by numerous factors.
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Factors Affecting Supply/ Determinanats

Supply will tend to decline toward zero at product prices below production costs in industries where
suppliers aren't willing to lose money.

Price elasticity will also depend on the number of sellers, their aggregate productive capacity, how easily it

can be lowered or increased, and the industry's competitive dynamics. Taxes and regulations may matter as

well.

O Price of the Good (239 1)

Generally, as the price of a product rises, suppliers are willing to produce more (law of supply).

O Cost of Production (8« I)

Changes in input prices (raw materials, labor, capital, energy) directly affect supply. Lower costs encourage
more production, while higher costs reduce supply.

0 Technology (23f)

Improvements in technology increase efficiency and productivity, leading to higher supply at the same
cost.

0 Number of Sellers/Producers (SAMFT /[T FHem)

More sellers in the market increase total supply; fewer sellers reduce supply.
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0 Government Policies (FRFIfF FifS)

Taxes, subsidies, and regulations affect supply. Subsidies encourage supply, while high taxes or strict
regulations may discourage it.

O Prices of Related Goods ( ™ifF® @R ET)

If producers can switch production between goods, the relative price of substitutes in production affects
supply. Example: If the price of wheat rises, a farmer may supply less rice.

0 Expectations of Future Prices (®¥jted grejif*® wiw)

If producers expect higher future prices, they may reduce current supply to sell later at higher prices, and
vice versa.

O Natural and Social Factors (Zﬁi?ﬁs ¢ Aifes @)

Climate, weather, natural disasters, political stability, and social unrest can all influence supply.

Factors Affecting Demand/ Determinanats

Consumer income, preferences, and willingness to substitute one product for another are among the most
important determinants of demand.

Consumer preferences will depend in part on a product's market penetration because the marginal utility of

goods diminishes as the quantity owned increases. The first car is more life-altering than the fifth addition
to the fleet. The living room TV is more useful than the fourth one for the garage.

1. Price of the Good (&I I&N)

The most direct factor.

When the price falls, demand usually increases (law of demand), and when price rises, demand decreases.
2. Income of Consumers (TSI &)

Higher income — more purchasing power — higher demand (for normal goods).

Lower income — reduced demand.

For inferior goods, demand may fall as income rises (e.g., low-quality rice, second-hand clothes).

3. Prices of Related Goods (F™if¥® &Ia @IN)

Substitute goods: If tea price rises, demand for coffee may increase.

Complementary goods: If car prices rise, demand for petrol may fall.

4, Tastes and Preferences (¥ 8 2g™)

Fashion, trends, advertising, culture, and social factors affect demand.

Example: Demand for smartphones rises due to technological trends.

5. Expectations of Future Prices/Income (SfRTeq Wi € =i aiopi)

If people expect prices to rise in future, they may buy more now (increasing present demand).

If they expect a fall in income, demand may decrease.

6. Population and Demographics (SR O (SIS F7RM)
Larger population — greater total demand.

Age, gender, education, and lifestyle patterns also shape demand.

7. Government Policies and Taxes (FIFIT NS € F7TY)

Taxes (VAT, excise duty) may raise effective price and reduce demand.
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Subsidies lower costs and increase demand.

8. Seasonal and Climatic Factors (¥ 8 &&Y)

Seasonal products (umbrellas in rainy season, warm clothes in winter) have demand that varies with
climate.

Graphical Representation:

The Demand Curve:

The demand curve
Price

D

D

Quantity
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The Supply Curve:

The supply curve
Price

Quantity
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The Equilibrium by Demand and Supply interaction:
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Market equilibrium price
Price
D
S
P
D
S
Q Quantity
Elasticity

Elasticity is a measure of how much the quantity demanded or supplied of a good responds to a change in

one of its determinants, such as price, income, or the price of related goods. In simple terms, it shows the

responsiveness of demand or supply to changes in economic variables.
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Classification of Elasticity:

Ffog-rel
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1. Price Elasticity of Demand (PED):
o Measures the responsiveness of quantity demanded to a change in the price of the good.

o Formula;

% Change in Quantity Demanded

PED =
% Change in Price
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Types: Elastic (>1), Inelastic (<1), Unitary (=1).

Price Elasticity of Supply (PES):

Shows how much the quantity supplied responds to a change in price.

Income Elasticity of Demand (YED):

Measures responsiveness of demand to changes in consumer income.

Positive for normal goods, negative for inferior goods.

Cross Elasticity of Demand (XED):

Measures responsiveness of demand for one good to a change in the price of another good.
Positive for substitutes, negative for complements.

Advertising/Promotional Elasticity of Demand:

Shows responsiveness of demand to advertising expenditure.
Examples:

Price Elasticity of Demand: If the price of tea increases by 10% and demand falls by 20%, PED = 2 (elastic
demand).

Income Elasticity of Demand: If income rises by 15% and demand for luxury cars rises by 30%, YED = 2
(luxury good).

Cross Elasticity of Demand: If the price of coffee rises by 5% and demand for tea increases by 8%, XED =
+1.6 (substitutes).

Price Elasticity of Supply: If the price of rice rises by 10% and supply increases by 5%, PES = 0.5 (inelastic

supply).
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Lecture: 02, Part: 02

Unemployment Problem in Bangladesh

Causes of Unemployment in Bangladesh:

Overpopulation: Excessive labor force compared to available jobs.

Slow Industrialization: Lack of sufficient industries to absorb workers.

Seasonal Employment: Agriculture-based economy creates seasonal joblessness.
Education-Job Mismatch: The education system produces graduates without practical skills.
Capital Shortage: Low investment limits job creation.

Technological Change: Automation reduces demand for labor.

Corruption & Mismanagement: Poor governance in job sectors.

Rural-Urban Migration: Creates disguised unemployment in cities.

Dependence on Agriculture: Too many people rely on low-productive farming.

. Global Economic Slowdowns: Affects RMG and overseas employment opportunities.

Effects of Unemployment:

Poverty & Inequality: Reduces household income.
Brain Drain: Skilled workers migrate abroad.

Social Unrest: Frustration, crime, drug addiction increase.
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Low Economic Growth: Idle manpower reduces GDP.
Political Instability: Youth unemployment fuels protests.
Dependency Ratio Rises: Fewer earners, more dependents.

Decline in Living Standards: Reduced consumption and savings.
Remedies of Unemployment:

Rapid Industrialization: Especially SMEs and export-oriented industries.
Education Reform: Focus on vocational and technical training.
Self-Employment Programs: Microfinance, entrepreneurship support.
Agricultural Modernization: Irrigation, storage, agro-processing.
Population Control: Family planning to balance labor supply.

Foreign Investment: Encourage FDI to create jobs.

Expansion of Service Sector: ICT, outsourcing, freelancing.

Good Governance: Reduce corruption in recruitment.

Skill Development for Migration: Ensure safe, skilled overseas employment.

. Infrastructure Development: Creates direct and indirect jobs.

20 MCQ-related Key Information (with exam focus):

Bangladesh unemployment rate is higher among educated youth.

Disguised unemployment is common in agriculture.

Main reason for unemployment is overpopulation.

Seasonal unemployment occurs in rural farming,

RMG sector is the largest employment provider after agriculture.

Underemployment means working fewer hours than desired.

Govt. initiative “Skills for Employment Investment Program (SEIP)” addresses skill gap.
Brain drain reduces skilled workforce.

Structural unemployment arises due to slow industrialization.

. Informal sector absorbs most workers in Bangladesh.

. Unemployment causes poverty, frustration, crime.

. Youth unemployment rate is higher than national average.

. Microcredit programs (Grameen Bank, BRAC) help self-employment.

. ICT sector has potential for reducing youth unemployment.

. Rural-urban migration creates urban disguised unemployment.

. Over-dependence on primary sector worsens unemployment.

. Govt. program “Employment Generation Program for the Poorest (EGPP)” provides rural jobs.
. Vocational training is key for solving unemployment.

. Entrepreneurship development encourages self-employment.

. Political instability often worsens job market conditions.
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Inequality of Income and Wealth in Bangladesh

Definition
Income and wealth inequality refers to the unequal distribution of earnings (income) and accumulated
assets (wealth) among different groups of people in society. In Bangladesh, inequality remains a major
socio-economic challenge, despite overall economic growth.

Causes of Inequality in Bangladesh
Unequal access to education - poor families often cannot afford quality education.
Rural-urban divide - urban areas have more industries, jobs, and facilities.
Unemployment and underemployment - many depend on low-wage informal work.
Land ownership disparity - large farmers own most arable land, small farmers/landless laborers earn less.
Low industrial diversification - high dependence on garments sector limits opportunities.
Gender inequality - women often face wage discrimination.
Weak taxation system - limited progressive taxation increases the gap.
Corruption and rent-seeking - wealth concentrated among elites.

Globalization impact - benefits captured by rich, poor remain excluded.

. Technological divide - rich have access to modern tools, poor left behind.

Effects of Inequality in Bangladesh
Social unrest - resentment among disadvantaged groups.
Poverty trap - poor remain poor due to lack of opportunities.
Lower economic growth - inequality reduces overall demand.
Brain drain - skilled workers migrate abroad.
Weak social cohesion - trust gap between classes.
Gender discrimination - limits women’s participation in the economy.
Poor human capital formation - limited investment in education/health.
Political instability - unequal distribution causes tension.

Health inequality - poor cannot afford treatment.

. Intergenerational poverty - wealth gap passes from one generation to another.

Remedies for Inequality

Progressive taxation - higher taxes on wealthy.

Social safety nets - allowances for poor, elderly, and disabled.

Employment generation programs - SME, agriculture, and IT sector expansion.
Equal access to quality education - especially rural and female education.
Land reform - ensure fair distribution of land ownership.

Gender equality policies - equal wages and workplace rights.

Microfinance expansion - empower small entrepreneurs.

Strong governance - reduce corruption and ensure transparency.

Infrastructure development in rural areas - reduce rural-urban gap.

. Skill development programs - prepare workforce for global jobs.

20 MCQ-related Key Information

Bangladesh’s Gini coefficient (income inequality measure) was around 0.499 in 2022.
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The top 10% of households control about 40%+ of total income.

The bottom 10% receive less than 2% of income.

Rural areas face land ownership inequality as 40% of farmers are landless.
The urban-rural income gap is widening due to industrial concentration.
Female labor force participation in Bangladesh is around 38%, lower than men.
Inequality is higher in wealth distribution than in income.

Education inequality contributes to lower human capital.

The garments sector employs over 4 million workers, but mostly at low wages.

. Progressive taxation is weak, only 10-12% tax-to-GDP ratio.

. Social safety net programs cover about 25% of households.

. The richest 5% hold more than 25% of national income.

. Rural poverty rate is higher than urban poverty rate.

. Inequality increases social unrest and political instability.

. Bangladesh has launched Vision 2041 to reduce inequality and poverty.

. Microfinance institutions (e.g., Grameen Bank, BRAC) help reduce rural inequality.
. Globalization increased export earnings but also widened inequality.

. Corruption Index rank of Bangladesh (2024) is among the lowest in South Asia.

. Remittances help reduce inequality for families receiving them.

. Education and health investment are seen as long-term solutions to inequality.

Poverty in Bangladesh
Causes of Poverty
Overpopulation - High population pressure reduces per capita income.

Unemployment & Underemployment - Many are engaged in low-income informal

jobs.

Low Agricultural Productivity - Traditional farming methods and climate vulnerability reduce income.

Income Inequality - Wealth is concentrated among a few rich people.
Illiteracy & Lack of Education - Limits access to skilled jobs.

Political Instability & Corruption - Misuse of resources reduces development.
Natural Disasters - Floods, cyclones, and river erosion displace millions.
Health Problems & Malnutrition - Lower productivity and higher expenses.

Poor Industrialization - Dependence on garments and lack of diversification.

. Insufficient Infrastructure - Weak transport, electricity, and sanitation facilities.

Effects of Poverty

Low Living Standards - Poor housing, clothing, and food security.
Malnutrition - Child stunting and underweight problems.

Low Literacy - Families cannot afford education.

Health Crisis - Limited access to healthcare facilities.

Child Labor - Children forced into work instead of school.

Social Unrest & Crime - Poverty often leads to theft, violence, and unrest.
Gender Inequality - Women face double burdens in poverty.

Migration - Rural poor migrate to cities, causing slums.
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Dependency on Foreign Aid - Reduces economic sovereignty.

Cycle of Poverty - Poverty passes from one generation to another.
Remedies of Poverty

Employment Generation - Expanding SME, industry, and services.
Agricultural Development - Modern farming, irrigation, and technology use.
Education Expansion - Free primary and vocational training.

Microcredit Programs - Grameen Bank and NGOs providing loans.

Women Empowerment - Education and entrepreneurship support.

Good Governance - Reducing corruption and political misuse.

Social Safety Nets - VGF, VGD, food for work, old-age allowance.

Disaster Management - Proper flood and cyclone preparedness.

Industrialization & Diversification - Beyond garments to ICT, leather, pharmaceuticals.

. Foreign Investment & Trade - Export-led growth to increase employment.

20 MCQ-related Information on Poverty in Bangladesh

Headcount poverty rate in Bangladesh was above 80% in 1972.

Current poverty rate (2023 est.) is around 18.7%.

Extreme poverty refers to living below $2.15 per day (World Bank).
Bangladesh reduced poverty significantly through microcredit programs.

The Grameen Bank, founded by Dr. Muhammad Yunus, pioneered microcredit.
BRAC is one of the largest NGOs working against poverty.

Rural poverty is higher than urban poverty in Bangladesh.

Natural disasters affect around 30% of the poor population annually.
Women-headed households are more vulnerable to poverty.

. Poverty is measured using income, calorie intake, and basic needs approach.

. According to BBS, the Upper Poverty Line is higher than the Lower Poverty Line.
. About 20 million people in Bangladesh live in extreme poverty.

. Slum dwellers in Dhaka and Chattogram face multidimensional poverty.

. Poverty causes dropout rates to rise in schools.

. Nutrition poverty is measured by daily calorie intake (below 2,122 kcal).

. The Five-Year Plans of Bangladesh emphasize poverty reduction.

. The SDG-1 (No Poverty) goal aims to eradicate poverty by 2030.

. Microfinance has empowered rural women entrepreneurs.

. COVID-19 pandemic pushed millions back into poverty in Bangladesh.

. Poverty reduction is linked with economic growth, remittances, and exports.

Corruption in Bangladesh

Definition:

Corruption refers to the misuse of public power for private gain. In Bangladesh, it is widespread in

government offices, law enforcement, judiciary, politics, and business sectors.
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Causes of Corruption in Bangladesh:

Weak Governance: Poor administrative systems and lack of accountability.

Political Instability: Frequent changes in government encourage patronage and bribery.

Low Salaries of Public Officials: Leads officials to accept bribes to supplement income.
Lack of Transparency: Inefficient record-keeping and opaque procedures.

Weak Law Enforcement: Laws exist but are rarely enforced.

Nepotism & Favoritism: Jobs and contracts often go to relatives or friends.

Poverty & Inequality: Poor people may resort to bribery for basic services.

Complex Bureaucracy: Lengthy procedures increase opportunities for corruption.

Weak Civil Society & Media Oversight: Limited scrutiny of officials.

. Corrupt Political Culture: Corruption has become normalized in some sectors.

Effects of Corruption:

Economic Loss: Public funds are diverted, reducing development.
Lower Investment: Investors avoid corrupt environments.
Inefficiency: Public services are delayed or delivered poorly.
Inequality: The rich and connected benefit more than the poor.
Political Instability: Public distrust in government rises.

Social Unrest: Corruption fuels protests and dissatisfaction.

Weak Rule of Law: Law enforcement becomes selective and biased.

Decline in Public Services: Healthcare, education, and infrastructure suffer.

Environmental Degradation: Corrupt approvals for projects may ignore environmental standards.

. Brain Drain: Skilled professionals migrate to less corrupt countries.

Remedies to Reduce Corruption:

Strengthen Governance: Promote transparency, accountability, and meritocracy.
Judicial Reforms: Ensure fast and impartial justice.

Salary Reforms: Adequate pay for public servants to reduce bribery.
Digitalization: E-services reduce face-to-face corruption opportunities.

Anti-Corruption Laws: Enforce anti-graft laws strictly.

Independent Anti-Corruption Commission (ACC): Empowered to act without political pressure.

Public Awareness: Educate citizens about corruption and reporting mechanisms.
Civil Society & Media Oversight: Encourage investigative journalism and activism.

Simplify Bureaucracy: Reduce red tape and unnecessary approvals.

. Political Will: Honest leadership is key to reducing corruption culture.

20 MCQ-Relevant Information Points:

Corruption is the misuse of public power for private gain.
Bangladesh ranks high in the Corruption Perceptions Index.
Weak governance is a major cause of corruption.

Low salaries of public officials encourage bribery.

Political instability contributes to corrupt practices.

Bureaucratic delays create opportunities for corruption.
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Nepotism and favoritism are common forms of corruption.
Corruption hampers economic growth and development.
Public distrust arises due to corruption.
. Investment decreases in highly corrupt countries.
. Inequality increases because corruption benefits the wealthy.
. Weak law enforcement allows corruption to thrive.
. Digitalization can reduce opportunities for corruption.
. Anti-Corruption Commission (ACC) monitors corruption in Bangladesh.
. Judicial reforms help in reducing corruption-related delays.
. Public awareness campaigns can discourage corrupt practices.
. Simplifying bureaucratic procedures reduces bribery.
. Corruption in procurement leads to poor-quality infrastructure.
. Corruption negatively affects education, healthcare, and social services.

. Political will is essential for sustainable anti-corruption efforts.
Lecture: 03, Part: 01

Utility is the total satisfaction or benefit derived from consuming a good or service. Economic theories
based on rational choice assume that consumers will strive to maximize their utility. The utility of a good
or service directly influences an item's demand and its price. Economic models try to quantify or estimate

utility to determine consumer decision-making.
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Ordinal Utility: Economists of the Austrian School developed the ordinal theory of utility, the idea that

individuals order or rank the usefulness of various units of economic goods. Carl Menger used this framework

to resolve the diamond-water paradox: the first available units of any economic good will be put to the

most highly valued uses, and subsequent units go to lower-valued uses. The ordinal theory of utility explains

the law of diminishing marginal utility and the fundamental laws of supply and demand. In ordinal utility

terms, a person with three slices of pizza might eat the first, share the second slice with a friend, and
waste the third.
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Cardinal Utility: Assumes a “util” represents the amount of satisfaction a specific good or service generates
for a subset of people in various situations. The concept of a measurable "util" makes it possible to treat
economic theory and relationships using mathematical symbols and calculations. However, “utils” cannot
be observed, measured, or compared between different economic goods or between individuals. For example,
if economists determine that a piece of pizza yields 10 utils and a bowl of pasta yields 12 utils, individuals
will know that eating the pasta will be more satisfying. Producers of pizza and pasta will then price pasta

higher than pizza.
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Total Utility: If utility in economics is cardinal and measurable, the total utility (TU)is the sum of the

satisfaction that a person receives from the consumption of all units of a specific product or service. Using
the example above, if a person can only consume three slices of pizza and the first slice of pizza consumed
yields ten utils, the second slice of pizza consumed yields eight utils, and the third slice yields two utils,

the total utility of pizza would be twenty utils.
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Marginal Utility: This is defined as the additional (cardinal) utility gained from the consumption of one
additional unit of a good or service or the additional (ordinal) use that a person has for an additional unit.
Using the same example, if the economic utility of the first slice of pizza is ten utils and the utility of the

second slice is eight utils, the marginal utility (MU) of eating the second slice is eight utils. If the utility of

a third slice is two utils, the MU of eating that third slice is two utils.
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Law of Diminishing Marginal Utility

Marginal utility is the incremental increase in utility from the consumption of one additional unit. "Utility"

is an economic term used to represent satisfaction or happiness. The law of diminishing marginal utility

means individuals have less satisfaction with each additional unit consumed.
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SUMMARY

The first unit of consumption for any product typically has the highest utility.
Marginal utility can be negative when any further consumption becomes unfavorable.
Diminishing marginal utility doesn't apply to money because utility doesn't decrease as someone acquires

more cash.
Diminishing Marginal Utility
The law of diminishing marginal utility directly relates to the concept of diminishing prices. Consumers are

only willing to pay smaller dollar amounts for more of a product as the utility of the product decreases.

Assume that an individual pays $100 for a vacuum cleaner. They have little need for a second vacuum

cleaner and therefore see less value in it so the same individual is willing to pay only $20 for it.
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Negative Utility

The marginal utility may decrease into negative utility. It's entirely unfavorable to consume another unit of

any product at this point. The first unit of consumption for any product is, therefore, typically the highest.

Every unit of consumption to follow holds less and less utility after that.

difes Towfrel (@feans Sorfrer g (Ate Al 93 Y2E @RI AT O GF JIAA T IT7jefmeat
foget | ©IZ, T el AT 9P IR AGATS A | 77! Afoft GF JIRAEH =1t I @ T
T |

Consumers handle the law of diminishing marginal utility by consuming numerous different goods, which

keeps the utility high for each of them.
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The law of diminishing marginal utility makes several assumptions:

The goods being consumed are identical. (TSTSR)

The units are consumed quickly with few breaks in between. (92 (T & (1)

Units are not too big or too small. (ACHT GFF T € TFMoR)

The consumer's taste is constant. ((O/&F T A7 SS)

There's no change in the price of the goods or of their substitutes. (RF% @@= W w7fFAfSo)
The unit can be measured. (BT GFF ATTATI)

The consumer is making rational decisions about consumption. (TSI&! Jfee)

Examples of the Law of Diminishing Marginal Utility

JTET | (N6 S aifes
a3 (Q) (TU) Tt (MU)
1 10 10 z
2 18 8 E
X
3 24 6
4 28 4
5 30 2 g
6 30 0 %
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How the Law Affects Pricing?

The law of diminishing marginal utility affects how businesses price their goods and services. Consumers
are usually willing to pay more for it because the first quantity of something has the most utility. A store
might have a deal on backpacks for sale: one for $30, two for $55, or three for $75. A consumer buying

backpacks can get the best cost per backpack if they buy three.

Not all buyers will want three backpacks, however, even though they're the best deal. Anyone who's
shopping for backpacks needs at least one so the first backpack has the highest price. The business must
decrease the cost per unit to entice shoppers to purchase more units after that because the marginal utility

of each additional backpack decreases.

Limitations of the Law of Diminishing Marginal Utility (RfafGa Siaarer)

There are some limitations to the law of diminishing marginal utility when it comes to making business

decisions. It won't operate properly or may not even apply if:

The units being consumed are very small. (TSI&F (SI7 AII)

The units being consumed are of different sizes. (COI&I (oIF @B o)

There are long breaks in between consuming the units. (@59 (ST VD M)

The consumer is thinking or behaving irrationally or is suffering from a mental illness or addiction. (TSr&Iq
w5 e 71 )

The units being consumed are part of a collection or are rare objects. (TSI F® QI foTwl)
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1.

The law of diminishing marginal utility also won't apply if the commodity being considered is money. The

utility of money doesn't decrease as a person acquires more of it

Lecture: 03, Part: 02

Fiscal policy

Fiscal policy refers to the use of government revenue (taxation), expenditure (budgetary spending), and
borrowing to influence a country’s economic activities. It is the deliberate policy of the government to

mobilize resources, stabilize the economy, and promote growth and equity.
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Features of Fiscal Policy

Government-controlled (¥ AAf¥®) — 1t is framed and implemented by the government.

Concerned with revenue and expenditure (|¥ 8 ¥ fATA & FCH) — Taxes, borrowing, budget allocation
are its main instruments.

Dual objectives (¢@® ©T#*l) — Economic growth and macroeconomic stability.

Dynamic and flexible (Aot @ THNT) — Changes with the needs of the economy (inflation, unemployment,
crisis).

Compensatory role (FfsFae® 9f{F!) — Used to counteract business cycles (stimulus during recession,
control during inflation).

Redistributive function (9F4%aYe® F1&) — Helps reduce income and wealth inequality through progressive
taxation and welfare spending.

Long-term and short-term impact (¥§ '€ WY &S[) — Supports immediate stabilization and long-run

development.

Government Budget

A government budget is a detailed statement of expected revenue and expenditure of the government for
a specific financial year. In Bangladesh, the budget reflects the government’s economic policies, priorities,

and development strategies, prepared annually by the Ministry of Finance.

3B TR ACEE 2 @6 e wfmEww o TR aeife e 9 IR 93t [Keifre [Rgfe | qieEme,
S TRFIRE qtafes qife, FafedR e T @Fieefas afesite T, ot 9 wgdem ofs I=7 oFe I |

Necessity of Government Budget in Bangladesh

Resource Mobilization — Collects taxes, fees, and borrowing to fund development.
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Economic Growth — Allocates funds to infrastructure, education, health, industry, and agriculture.
Reducing Inequality — Provides subsidies, social safety nets, and progressive taxation.

Stability — Controls inflation/deflation through fiscal measures.

Employment Generation — Financing labor-intensive projects and entrepreneurship.

Poverty Reduction — Allocations to health, education, rural development, and social welfare.

Public Accountability — Ensures transparency in revenue collection and expenditure.
Taxation

Taxation is the process by which a government collects money from individuals and organizations to finance
public expenditure. A tax is a compulsory financial charge imposed by the state, without direct return of

goods or services, to fund public services and economic development.

9 IIZ IE AN G0 el T VY TG IE ¢ 2SI Iz (A AL AT T STEAGRET I AL
IR | 9 N AG I AR I35 Ao Wil bie, A T A A HAfAewat e A ed, sestdEes
Afar g3 qRAfsF THAER T qLRT I |

Classification of Taxes

Taxes can be classified in different ways:

a) On the basis of incidence

Direct Tax (&% ¥9) — Paid directly by individuals/organizations to the government (e.g., income tax,
corporate tax, wealth tax).
Indirect Tax (ATF F9) — Levied on goods and services, collected from consumers through intermediaries

(e.g., VAT, customs duty, excise duty).

b) On the basis of rate

Proportional Tax (FN§#if®<F $K) — Fixed percentage, same for all income groups.
Progressive Tax (&%f$¥% ¥9) — Higher income — higher tax rate (used to reduce inequality).
Regressive Tax (e eT F9)— Same tax amount/rate for all, but burden heavier on the poor (e.g.,

indirect taxes).

c) On the basis of purpose

Revenue Taxes (FM&X ¥9) — Collected mainly to finance government expenditure.
Regulatory Taxes (%S3¢ /F¢® $1) — Imposed to control imports, exports, or consumption (e.g., higher

tax on luxury goods, tobacco).
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Lecture: 04, Part: 01

Indifference Curve Analysis is a tool in microeconomics used to understand consumer preferences and
choices.
It explains how a consumer allocates income between two goods while maximizing utility (satisfaction),

assuming prices and income are constant.
e @l [Regel 2= IfEe wdifer efeas T ereimE 2w a3 “ewef @RIF & J9Te 23 |

«ft G FE @ IO GG (OS! Fio 2T N AR a4 I @32 SoIe! (@) Ff4F F0F, 408 (W @
W @32 oY 39

It was developed by Francis Y. Edgeworth, Vilfredo Pareto, and popularized by J.R. Hicks and R.G.D.
Allen.

2. Core Concept

An indifference curve (IC) represents all combinations of two goods that give the consumer the same
level of satisfaction.

Since satisfaction is the same at all points on the curve, the consumer is “indifferent” between them.

Example:

If tea and coffee are two goods, points like:

(2 cups tea, 4 cups coffee)
(3 cups tea, 2 cups coffee)

could be on the same IC if they bring equal satisfaction.

Indifference Curve
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Chocolate
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3. Key Assumptions

Rational consumer (TOT&IF 96F9 &) tries to maximize satisfaction.

Ordinal utility (&3S TG - satisfaction can be ranked (1st, 2nd, etc.), not measured in numbers.
Diminishing marginal rate of substitution (MRS) (&fe< afegi7tTa 2= f=aS) - as a consumer consumes
more of one good, they are willing to give up less of the other good.

Two goods model (72 @A WC@e)- only two goods are considered for analysis.

Consistency & transitivity in preferences (=Wa % 37l @ @fGFe! AF)- if A is preferred to B, and
B to C, then A is preferred to C.

Goods are divisible (@@ {867 209)- can be consumed in fractional units.

4, Properties of Indifference Curves

Downward sloping (F&91) - to maintain equal satisfaction, if quantity of one good increases, the other
must decrease.

Convex to the origin ((F@A¥= W Te) - due to diminishing MRS,

Higher IC means higher satisfaction (\8°{t39 =i ¥ ©o/casl (14R) - because they represent more of at
least one good.

ICs never intersect (S35 U UGF FAAT (@ IR )- would violate the assumption of consistency.
They do not touch axes (137 7% @ ¥ @LIE > F@ ) - because that would imply consuming only

one good.
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A group of ICs representing different satisfaction levels forms an indifference map.
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e Lower curves — lower satisfaction.

Higher curves — higher satisfaction.

<

Good Y

0
D

Good X

Consumer Equilibrium (IC + Budget Line)
To find the optimal consumption point:

The budget line represents all combinations of two goods a consumer can afford
Equilibrium condition:

MRSyy= — =

Where:

o Py = price of good X
Py = price of good Y

Equilibrium Conditions

A consumer reaches equilibrium when:

Tangency Condition:

MRSyy= —

This means the slope of the IC equals the slope of the BL.
Budget Exhaustion Condition:

The chosen bundle must lie on the budget line:

P,.X+P,.Y=M (M = income)
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Changes in Equilibrium

Price change: BL rotates, equilibrium shifts to a new point on a higher or lower IC.
Income change: BL shifts parallel, equilibrium moves to a higher or lower IC.
Preference change: Shape and position of IC changes.

Income Effect

This looks at how the price change affects consumer income. If price rises, it effectively cuts disposable

income, and there will be lower demand for the good because of this fall in disposable income.

@ft o ARSIl (ee WReE el w0 ©f (R I v Ifa 2R, rze aft ST JReey o
T A G IR W @8 QTR FIRCA 2ol Hifa S |

O Reason: A fall in price increases real income (purchasing power), even if nominal income is unchanged.
O For normal goods: Income Effect is positive (more consumption).
O For inferior goods: Income Effect is negative (less consumption).

Substitution Effect (SE)

This states that an increase in the price of a good will encourage consumers to buy alternative goods. The
substitution effect measures how much the higher price encourages consumers to buy different goods,

assuming the same level of income.

AT T AR (F, 20 AW g T e 5y A1) f[Fce TeAfRe 2071 dfogienT der A T+ F (@ TH
T6 (OISR (8 BCRA O 4CF [ [feq siefy fFece Fob! Teanfee e |

Reason: When the price of one good falls, it becomes relatively cheaper compared to other goods.
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e The consumer substitutes the cheaper good for the relatively expensive one.

e Direction: Always positive for normal goods (lower price — more quantity demanded).

Price Effect

The total change in quantity demanded when the price of a good changes, keeping other things constant.

ey fEfemT (39 @0, 999 @We Atad Wi Al zm o2 siftne sfasiets @it ofage

Price Effect=Substitution Effect+Income Effect
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Lecture: 04, Part: 02
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A. Issuing Currency

e Sole authority to issue Bangladeshi currency notes (except Tk 1, 2, and 5 — issued by the Ministry of

Finance).
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Ensures currency supply matches economic needs.

Protects against counterfeiting through security features.

o QTN TG 15 3] FAT (NG FGF (Y TGN g TG I, X @ ¢ Pl Fore) |
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B. Formulating and Implementing Monetary Policy

Controls money supply, credit, and interest rates.

Uses tools like CRR (Cash Reserve Ratio), SLR (Statutory Liquidity Ratio).

Aims to maintain inflation within a target range.

9 TERAIR, ¥ QIR WA T @ T |

* CRR (7°% &€ @), SLR (FRf@m SFere! Tiie) «qF Aol FAET 92T I |
. YGRS @B 7% NG T4 IS AL T A0

C. Regulating and Supervising Banks

Licenses banks and financial institutions.

Monitors their activities to ensure compliance.
Prevents financial instability and bank failures.

. P 932 AT efedmels Ao o

- s fAFoe T T Ot SR AR 0 |
. qifdE afgger @2 P JLor afsry T |

D. Managing Foreign Exchange & Reserves

Administers the Foreign Exchange Regulation Act, 1947.

Manages foreign currency reserves.

Controls exchange rates and promotes stability in the forex market.
E. Acting as Government’s Banker

Manages government deposits, loans, and debt repayments.

Issues government treasury bills and bonds.

Acts as an adviser on fiscal matters.

F. Controlling Inflation & Promoting Growth

Balances price stability with economic growth.

Encourages credit for productive sectors like agriculture, SMEs, and export industries.

G. Financial Inclusion & Development

Promotes mobile banking, agent banking, and rural credit.

Supports green banking and sustainable financing.

H. Crisis Management

Acts as lender of last resort for commercial banks during liquidity shortages.

Ensures stability in times of economic shocks.

Role of Commercial Bank in Bangladesh
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A. Mobilizing Savings

Collect deposits from individuals, businesses, and institutions through savings accounts, fixed deposits, and
other schemes. (SNTS 229)

Encourage small savings by offering interest and secure deposit facilities. (F& HAF TLHIT® FCH)
Example: Sonali Bank, BRAC Bank, Islami Bank, etc.

B. Providing Loans and Advances

Offer credit to agriculture, industry, trade, and services. (¥ s @E@ FE)

Support entrepreneurs through SME loans and startup financing. (STI=tE ST GI1)

Provide working capital loans for businesses. TR Aol =R

C. Facilitating Trade

Issue Letters of Credit (LC) and handle export-import financing. (I Aferey FR&wae!

Offer foreign currency accounts and exchange services for international transactions. fRfes faz@e
D. Promoting Industrial Development

Finance large-scale and small-scale industries. T8 i<

Support priority sectors under Bangladesh Bank’s guideline Sallf&<i Wrets s2re!

E. Rural and Agricultural Development

Provide agricultural loans, seasonal crop financing, and rural microcredit. & ¥ 7z

Work with NGOs and microfinance institutions. @9f&8 @ FRAAVTSIAR AN FTE

F. Implementing Government Policies

Distribute government social safety net funds (stipends, allowances).
Collect government revenue and utility bills.
Disburse loans under government subsidy schemes.

G. Facilitating Digital & Modern Banking
Mobile banking (e.g., bKash, Rocket through bank partnerships).

Internet banking, debit/credit cards, and ATM services.

H. Employment Generation

Directly employ thousands of people.
Indirectly create jobs through financing businesses.
Grameen Bank
1. Introduction
Founded: 1976 (as a project); formally established as a bank in 1983 under a special ordinance.
Founder: Prof. Muhammad Yunus, Nobel Peace Prize laureate (2006).
Headquarters: Dhaka, Bangladesh.

Type: Microfinance and community development bank.

2. Objectives

Provide collateral-free microloans to the rural poor, especially women.

Encourage self-employment and small entrepreneurship.
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Reduce rural poverty and dependency on moneylenders.

Empower women and promote social development.
3. Special Features

Collateral-free loans (ISR A9) - no security is required.

Group lending system (2% STl ¥eWi) - loans given to members of small peer groups (5 members) who
support and monitor each other.

Focus on women (TAIFEF) - over 90% of borrowers are women.

Low interest rates (8 37 T9)- designed to be affordable.

Savings program (3123 F37) - borrowers also save small amounts regularly.

Social development goals (GTfEs S @) - follows “Sixteen Decisions” (e.g., education, health,

sanitation).
4. Sources of Funds (S2RCA T&)

Borrowers’ savings.
Loan repayments.
Grants and donor agencies (earlier years).

Internal revenue from bank operations.

5. Achievements (STGTTR)

Served over 9 million borrowers in Bangladesh (as of recent reports).
Helped reduce rural poverty in many areas.
Increased women'’s participation in economic activities.

International model for microcredit — replicated in over 100 countries.

6. Awards & Recognition (3F% € FFfe)

2006 Nobel Peace Prize jointly awarded to Muhammad Yunus and Grameen Bank.

Numerous international development awards for innovative financial inclusion.
Role of NGO in Bangladesh Economy

NGOs (Non-Governmental Organizations) are non-profit organizations that play a vital role in socio-economic
development, especially in developing countries like Bangladesh. They work alongside government efforts to

reduce poverty and improve living standards.

QfEns (R AFI) 27 Wereea 7l AR LA GF TR egsd Sl At Fca, R F6a AR
SCS! THATAE (0 | O MW g IR QARG N SHAE A 2SI A Fier e |
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Major Roles
A. Poverty Alleviation/ Wifd@y v

Provide microcredit and small loans to poor people, especially women (e.g., through organizations like
BRAC, Grameen Bank).

Support income-generating activities in rural and urban areas.
B. Employment Generation/ & JCae 2

Create self-employment opportunities via skill training programs.

Encourage small and cottage industries.
C. Social Development / & ST

Promote education, health, sanitation, and nutrition programs.

Raise awareness about social issues like child marriage, gender equality, and human rights.
D. Women Empowerment/ Tq ®Xoix«

Encourage women’s participation in economic activities.

Provide training and microfinance tailored for women entrepreneurs.

E. Infrastructure Development / SRFISCAINS Sz

Support construction of schools, health clinics, roads, and clean water supply in remote areas.
F. Environmental Conservation/ AfSta= sieg=e

Run projects on afforestation, disaster management, and climate change adaptation.

G. Financial Inclusion/ SET€ %97

Extend banking and credit facilities to unbanked and marginalized populations.

Economic Impact

NGOs have contributed to reducing poverty rates significantly in Bangladesh.
Helped improve human capital through education and health initiatives.
Facilitated rural development and reduced urban migration pressure.

Boosted women’s economic participation, raising household incomes.

Exchange Rate Policy
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Exchange rate policy refers to the strategies and methods adopted by a country’s central bank or monetary

authority to manage and control the value of its currency relative to foreign currencies.

e =17 e w=1ee (@e @eTa (TR TLF I LT FHorF Fod [AA J@ ACHCF O J@iw Io5 Afwiereii
¢ FRECER & 2S @E 93 TSR @R

Types of Exchange Rate Systems

Fixed Exchange Rate: (88 5% =9) The currency’s value is pegged or fixed to another major currency
(like the US dollar) or basket of currencies. The central bank intervenes to maintain this rate.

Floating Exchange Rate: (Af&@$aae RfAs® ¥) The currency’s value is determined by the market forces
of demand and supply without direct government intervention.

Managed Float (Dirty Float): (Aff<fgre Rfas® =9) Mostly floating but with occasional central bank

intervention to stabilize or steer the currency value.
Objectives of Exchange Rate Policy

Maintain external competitiveness of exports and imports. (?Tﬁ:ﬁs Q%Cﬂﬁ@‘)
Control inflation through import price stability. (FaF#Ife )

Manage balance of payments. (TR SIFATY TF1)

Maintain foreign exchange reserves stability. (Rtaf* qara fers)

Encourage foreign investment and trade. ((Itwf*® RfFcaie)

Exchange Rate Policy in Bangladesh

Bangladesh follows a managed floating exchange rate system.
Bangladesh Bank intervenes occasionally to prevent excessive volatility.
The policy aims to maintain a stable and competitive exchange rate to support exports and economic

growth.
Importance

Influences trade balance by affecting export and import prices.

Affects inflation rate via import costs.

Impacts foreign direct investment (FDI) and remittances.
Lecture: 05, Part: 01

Analysis of Production Cost

Production Function
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A production function is a mathematical or graphical expression that shows how various combinations of

inputs (like labor, capital, land, raw materials) produce a certain quantity of output.

O35 T F 2 g Afdfes A afee afeafe o (am @ FreiE ey Soeaea ATy (@9 =¥,
L, G, Foe) @B [e sfgwied sete o 3|

Formally:
Q=f(LX,...)
Where:
Q = Quantity of output
L = Labor input
K = Capital input
f = The functional relationship (technology)
Y
A
Q= (LK)
g
3
o > X
Input

Types of Production Functions

Short-run production function (FFFE SAMT SCHFF) - At least one input is fixed (e.g., capital fixed,
labor variable).
Related to Law of Variable Proportions (AR@ey Soeaet aire ffx).

Q=f(LK,...)
Long-run production function (A&l B2iWe ©t<) - All inputs are variable.
Related to Returns to Scale. (T@® T{W)

Q=f(LXK,...)
Key Concepts in Production Function
Total Product (TP) (NIG ©&#W - Total output from a given quantity of inputs.
Average Product (AP) ¢ B&AW+ - Output per unit of input.

AP=TP/units of input
Marginal Product (MP) &If€% TeAwe - Additional output from one extra unit of input, keeping others
constant.
MP=ATP/Ainput
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Common Forms of Production Functions

Cobb-Douglas Function
Q=ALeK8
A = technology parameter
a,B = output elasticities
Leontief Function - Fixed proportion inputs.
Linear Function - Perfect substitutability between inputs.

Importance

Helps firms determine optimal input combination. (S°/%a9 J3¥3)

Guides decisions about scaling production. (Se7wes Si@l fe)

Measures productivity and efficiency. (S7waleTel @ wFel AT

Useful in cost estimation and profit maximization. (I &f@e €@ JAIF AR HF)

Law of Variable Proportion

The Law of Variable Proportions, also known as the Law of Diminishing Returns, is a fundamental principle
in economics that describes how the output of a production process changes as the quantity of one input
varies while other inputs are kept constant. This law is applicable in the short run, where at least one

factor of production (such as capital) is fixed.

AT SoFRe Tt [fY, A GEgpE Sesive [ aitws +ifafoe, wedfFifen usfs cifes Sifs at 3 v
@ PO 9% TeoAme afear aressB/esim faafSs 27 749 @b 375 “fawe +f7af$s 2 @2 sy
390 %7 A 1 92 Al FHERIw 2wrey, @A SRAMETR WS O3 (6 WEF (N Ja4) FF AT

Returns to Factor: Law of Variable Proportion

Returns to a Factor refer to the rise in the total product that results from increasing just one factor while
holding the other factors constant. The production of the firm displays the Law of Variable Proportions in
the short term when one input is variable, and the other inputs are fixed.

Statement of Law of Variable Proportion

The Law of Variable Proportions states that as we increase the quantity of only one input while keeping
other inputs fixed, the total product increases initially at an increasing rate, then at a decreasing rate, and
finally at a negative rate.

As per the law of variable proportions, the changes in TP and MP can be categorized into three phases:
Phase 1: TP rises at an increasing rate, and MP increases.

Phase 2: TP rises at a decreasing rate, MP decreases and is positive.

Phase 3: TP falls, and MP becomes negative.

a6 TeAMTT Afe (T TECO (N6 TeAM® *d I (@R A (PTG GF0 TLAMS Jfad T W6 AR
A TAMT B AMCE | T T2 FHHAW ARISANE S0 7@ 27 FCH I GIF(6 EA55 RS TAre
ACF G2 T 3925 Fa A

AT ST @ & AR (@ ST AL GG 0 (FF @ wgw@ @6 e sAfawie 3w <f,
O (WG TeAfTe Aol AT FHIGTA FCH, SRR JEHE AW AR I HeTF 2@ I A
AT SASH @ WPACH, TP @R MP-9F *Ifseefs foqfb »=fica ot w41 @we #fies:
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Assumptions of the Law of Variable Proportion

It operates in the short run because the factors are categorised as variable and fixed.

The law is applicable to all fixed factors, including land.

The law of variable proportions allows for the combination of several variable units with fixed factors.
This law primarily applies to the production sector.

It is simple to calculate the impact of a change in output caused by a change in variable factors.

It is considered that after a certain point, factors of production become imperfect substitutes for one
another.

In order for this law to function, it is assumed that the state of technology would remain constant.
All variable factors are thought to be equally effective.

afS FHTAW IS T F TAWF s Afasaie e 37 e @ s 2@z )
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Example of Law of Variable Proportion

v ov

T L & A ® 6

Let's say a farmer has 1 acre of land (i.e., fixed factor) and wants to use labour (i.e., variable factor) to
improve the production of rice there. The output increased initially at an increasing rate, then at a
decreasing rate, and finally at a negative rate as he employed more and more units of labour. The below

table displays the output behaviour in this case.

Fixed Factor Variable Factor T MP Phase
(Land) {Labour) {units} (units)
1 1 S 5
Phase I: Increasing Returns to a Factor
1 2 20 1s
1 3 32 1z
1 4 40 8 Phase |I: Decreasing Returns to a Factor
1 s 40 o
1 =] 35 -5 Phase |llI: Negative Returns to a Factor
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Phase I: Increasing Returns to a Factor (TP increases at an increasing rate)

In the initial stage, each additional variable component raises the total production by an increasing amount.
This indicates that each variable's MP rises and that TP rises at an increasing rate.

It occurs as a result of the initial variable input quantity being too small in comparison to the fixed
input. Due to the division of labour, efficient use of the fixed input during manufacturing increases the
productivity of the variable input.

One labour generates 5 units, as shown in the schedule and diagram, whereas two labours produce 20
units. It means that MP rises until it reaches its maximum point at point P, which signifies the end of
the first phase, while TP rises at an increasing rate (up to point Q).

2ifiE ~Hfiw, effsfs afefaes e Somm @b Seamea “fiwe TRdwe 2 3w F@ 1 @7 9 == aAfefs
5 MP 3% AW G3R TP @9RENA 27Ca Jfa =R
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Point of Inflexion: A point from where the slope of TP curve changes is known as point of inflexion. Till

the point of inflexion, TP increases at an increasing rate, and from this point downwards, it increases at
a diminishing rate.

@ 9 (@ TP @R Ui AREC 27 it e iy o1 =21 T [ e, TP @x<du+ 2w I
T 9RR 93 7Y @ R e, aft e 7 I A

Phase II: Decreasing Returns to a Factor (TP increases at a decreasing rate)

Every extra variable in the second phase increases the output by a less and smaller amount. This indicates

that when the variable factor increases, MP decreases, and TP rises at a decreasing rate. This stage is

known as the diminishing returns to a factor.
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This occurs as a result of pressure on fixed inputs that results in a decline in variable input productivity
after a certain level of output.

When MP is zero (point S), and TP is at its maximum (point M) at 40 units, the second phase comes to
an end.

The second phase is highly important because a rational producer will always try to produce during this
time because MP and TP are both positive for each variable factor.

. @ft 7 3oBefia Toq ST w0 96 A9 T @B [UE B AEHB A AR TAeT 2995
TeoAmeAeTS! QT AR |

« T4F MP *7 (TG S) TW, €32 TP A (AT M) 40 BT AeE, ©7 el +fs o7 = T3

- TSR R o8 wwmesd FRY qFE IeTre TLAWME TEMI B TARA W& T IR (53 IFIE T
MP @3 TP Te3g afefb Ao WiFaa & 4 |

Phase III: Negative Returns to a Factor (TP falls)

The third phase shows a decline in TP due to the use of more variable factors. MP has now become
negative. As a result, this stage is referred to as negative returns to a factor.

It occurs when the amount of variable input exceeds the fixed input by a great difference, which causes
TP to decrease.

The third phase in the above graph begins after points S on the MP curve and M on the TP curve.

In the third phase, MP for each variable factor is negative. Therefore, no company would deliberately
decide to operate at this phase.

« 9f5 ©4F TG I 51 276 AR FF 2B W A @ A1 I, TR T TP AT A

« TGRS Al weoin #RAG MP (AR S i 92 TP (IR M e 7Itd o =3

. GO I, 2SS 51 TFEA T MP HelTF | SO, (@8 (FAIR TRFOOIE 12 AAE FIe A
Pl 7 =

Marginal Rate of Technical Substitution (MRTS)

Marginal Rate of Technical Substitution is the proportion at which the one production factor partially replaces

the other, to produce consistent output.
Jifaafa efegma 2ifes 27 26 @12 Tore @AE @ Teowe i3a aefreE amtee dfegem s, arse

YERIRE ATH25 Lofd =7
_ AL ) L, — Ly

MRTS = R,ox _K2 =K
MRTS is computed as below:
Where,
L1 is the labour employed in the first combination, and L2 is the labour engaged in the second combination;
and
K1 is the capital employed in the first combination and K2 is the capital employed in the second combination.

MRTS keeps on falling at each combination. Thus, the isoquant curve also slopes downwards, as shown below:
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Isoquant Curve

1,12

Capital
[y
w

Isoquant Map

An isoquant map is very similar to an indifference map. It can be formed while producing a higher quantity
of products from the various possible combinations of the two factors. It facilitates multiple levels of output.
O3B AIENHRT NAbaq @B R Wol-ag w1 9t Fiee oy w8y 7MNEe 2 O #ifFsied o
TeAMER T Gff Cofd 41 (@S =it 1| «@ff qIfae BCEH ATHABIE FREeod A |

In the given figure we can assume that 1000 units of a product are produced in IQ1, 2000 units in 1Q2 and
3000 units in 1Q3:

Capita

1Q5 (3000 Units)
1Q; (2000 Units)
1Q,(1000 Units)

Labour

Assumptions for Isoquant Curve

Isoquant curve provides an understanding of how the change in one factor of production affects the other
when the output remains constant.

To form an isoquant curve, we have to presume the following:

Optimum Combinations: (F13 33¥3) All the possible combinations of the production factors are efficient,
yielding the same output and quality.

Two Factors of Production: (82t ©=a9 3f6)There are only two factors involved in the production
function, as we can say that ‘Q=f(L, K)".

Steady Production Technique: (fgf#s1 Be2iWa @*1=) The production method or technology remains static
throughout the process.
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Technical Substitution Possible: ((FMF® &feBI7« 7%4) The factors of production should be such that it
is possible to substitute one with the other, like labour and capital.
Divisible Factors of Production: (82t &= fqeren) The production factors should be quantifiable or

divisible into lesser units or smaller proportion.
Properties of Isoquant Curve

The indifference curve is in terms of consumption while the isoquant curve is in the context of the

production.
Following are the properties of an isoquant curve:

Convex to the Origin: (@& (A T&#) Since one production factor increases while the other decreases,

a convex shaped curve to the origin point, is formed. Another reason for it is the diminishing MRTS.

Right Isoquant Indicates Higher Output than Left Isoquant: (SHMtFe SIBENERG AN WiFa WEENERATG
AT SR oM (TAR) When there are more than one isoquant curves on a graph, the upper curve will

always indicate a higher output. As in the above isoquant map, 1Q2 and 1Q3 produce more than IQ1.

Two or More Isoquants May or May Not Be Parallel: (70 31 Stsifs® SRS FNGA 20O AR S
I8 2(S AItd) As the MRTS of each isoquant curve may vary from one another, two or more isoquant

curves don’t need to be parallel to each other.

Negative Slope: ([ TI¥) To increase the number of units for one factor, the producer has to decrease

the units of the other production factor. This principle leads to negative sloping of the isoquant curve.

Two or More Isoquants Never Intersect: (72 1 SCoIf{d SEENHRIT AT=ECE ASET I 1) As we
already know that on an isoquant map, all the isoquant curves depict a different level of output, we can
say that they cannot have any combination of factors in common. Thus, the two curves can never intersect

one another.

No Isoquant Cuts on Any of the Axis: (CFI7 SIECNFAG PN 1 o1% (AACF (A T ) In industrial
application, no commodity can be produced using only one production factor. Therefore, an isoquant curve
cannot touch the x or y-axis at any point.

Oval Shaped Curve: (€951 SIpfex (A1) An isoquant curve forms a semi-oval shape since it passes through

the combinations which show the competent use of the production factors.
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Definition of Returns to Scale

Returns to Scale refers to the long-run relationship between proportional changes in all inputs and the
resulting change in output, when all factors of production are varied in the same proportion and technology

is constant.

QTS TRAMT FACe TAB 2767 ST TS @32 TaF@st AEHoB ARFTOER N ALAM! TP S
@RI, T TAWMHR T TN IF2 T7Te “fFafee 27 qa &y 37 AT |

Key point:

It is a long-run concept (because in the short run, some inputs are fixed).

It measures how output responds when we scale up all inputs together.

Types of Returns to Scale

(a) Increasing Returns to Scale (IRS) G @IS TLAWT

When all inputs are increased by a certain percentage, output increases by a greater percentage.

Example: Doubling labor and capital increases output by more than double.

Reason: Specialization, indivisibility of inputs, better utilization of resources.

(b) Constant Returns to Scale (CRS) B W@*® ST

When all inputs are increased by a certain percentage, output increases by exactly the same percentage.
Example: Doubling inputs doubles output.

Reason: Balanced and proportional use of resources without efficiency gains or losses.

(c) Decreasing Returns to Scale (DRS) GFTHI« @19 B

When all inputs are increased by a certain percentage, output increases by a smaller percentage.
Example: Doubling inputs increases output by less than double.
Reason: Managerial inefficiency, difficulty in coordination, overcrowding of resources.

Example Table for Returns to Scale

Labor (L) Capital (K) Total Product (TP) Returns to Scale Type

1 1 100 =

2 2 250 Increasing (IRS)
4 4 500 Constant (CRS)

8 8 900 Decreasing (DRS)

Interpretation:
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From (1,1) to (2,2): Inputs doubled — output more than doubled — IRS. (GFRIL)
From (2,2) to (4,4): Inputs doubled — output exactly doubled — CRS. (%)
From (4,4) to (8,8): Inputs doubled — output less than doubled — DRS. (&FQFTI)

Graphical Representation

K(ﬁ);r
E
d
c
b Qs = og

a Q= 30 o
A Qi = 3o LA

Qo =g

] —> L)

fod ©.5¢ : FNRETH WahrT Beoyprn

K(ﬁﬁihr
E
> d PRt
b < st — Lo
% Q2= >de
QI = do
Qo = ¢
form ©.58 : Pun AAMS BeHR
K@fen4
E
d
5 & Q3 = 8o
Qz= >
a Q= %0
Q = 2o — L(HH

5 .50 : FFPINR VATS Bl

If the distance between isoquants decreases — IRS.
If the distance stays the same — CRS.

If the distance increases — DRS.
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Producer (S+%<)
A producer is an individual or firm who is engaged in the activity of production of goods and services.
I TRAMT T GG e 1 AfvE R sy @ @1 SeeiveTR IR e A |

A producer gets satisfaction when he earns a profit. However, he becomes profitable when revenue is more

than cost.

Methods of Determining Producers Equilibrium S°WZ3 SRo) MERem »mafe
We can determine the equilibrium point for firms using two methods given below:

TR - TC Approach
MR - MC Approach

TR - TC Approach

In this method, firms ascertain the variance between TR and TC at various output levels. And, the output

generated by calculating variance is in the form of Profitor Loss.
Producer Equilibrium Condition SeAMTFa SR =S

The maximum difference between TR and TC signifies optimum profit. Thus, producer equilibrium is when

the TR and TC difference is maximum at a specific output level.

Note: The variance between TR & TC can be maximum at multiple output levels. In this case, equilibrium

will be at the point where profit starts declining.

Let’s understand it in two situations:

Perfect Competition/ = afscaifsret
Non-perfect Competition/ &% afetaiforet

Perfect Competition

Here, the firms operate in a perfectly competitive market where price remains constant. In addition, the

firms are ‘Price Takers’and ‘Quantity Adjusters’.
In perfect competition, the TR curve moves upwards towards the right and forms a straight line.

Graphical Presentation
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Maximum b
Profit ’ E
TR ) C
TC a : s
E :
' ' .
Profit ;
Loss E Range i :
o O Q O X
Output

l Perfect Competition Market ’

Below ‘@, the firm will suffer aloss in production as the cost is more than revenue.
The producer will be at equilibrium at ‘b’ in the profit range. This is because the vertical distance between
TR & TC is maximum.

After ‘¢, firms will stop production as it is a break-even point.
Non-perfect Competition

It is a situation of Monopoly and Monopolistic competition. Here, the firms can sell more only when they

reduce products price. Thus, the price gets reduced due to an increment in output.

In non-perfect competition, the TR curve isn’t a straight line. This is because it is affected by MR. So, the

TR curve rises up but at a decreasing rate,

Graphical Presentation

TC
Maximum f
Profit . g
TR !
1€ : :
e : i TR
1
' Profit i |
Loss: Range : ! Loss
0 Q, T q X
Output

Non-perfect Competition Market

The producer will suffer loss at any point below ‘¢’ and after ‘g’.

Point ‘f’ depicts the maximum difference between TR and TC. Hence, the producer will be at equilibrium at
‘.
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Limitation of TR-TC Approach
This method is unsuitable because:

It is a geometric method, and measuring the distance between TR and TC is challenging.

Difficulty in measuring the per unit profit and cost from the figure.
MR - MC Approach
We ascertain the firm’s equilibrium output level by comparing MR with MC in this method.

The production is said to be profitable when MR is more than MC. However, firms will earn an optimum

profit when MR is equal to MC. If the firms carry out production beyond this level, they will suffer losses.

Producer Equilibrium Condition

Firms must fulfil two conditions given below to reach equilibrium:

Necessary condition: MR = MC (AR *¢ 200z i @7 € IR T+ 2(H)
Supplementary condition: MC must intersect MR from below (*¥i& *¥ 2t &ifeF I @4 AfSF AW @A
S (AT 2 FfoTT FAW)

Let’s understand it in two situations:

Perfect Competition

Non-perfect Competition
Perfect Competition

In a market with perfect competition, AR is equal to MR. And, MR is a horizontal straight line due to

constant price.

Graphical Presentation
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Perfect Competition Market

MR is equal to MC, i.e. at ‘g’ and ‘h’ at two points.
The firm will be at equilibrium at the Q, level of output.
At point ‘h’, MC is rising, intersecting MR from below.

Firms would have lost the opportunity to earn more profit if would have paused production at ‘g’
Non-perfect Competition

Here, the firms have to lower prices to boost sales. Consequently, the MR curve moves downwards towards

the right.

Graphical Presentation
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Non-perfect Competition Market

At ‘i, MC equals MR but still has the opportunity to earn more profit.
Firms will suffer losses beyond ‘j.
Hence, Q,is the quantity that will provide optimum profit.

Producers Equilibrium and the cost curves

Isoquant Curves
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ot 0o > 0 »W 0 MO

o o
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Isoquant curves represent different combinations of inputs producing the same output level. (719 TeAwe
@A e (e SAFACET TN NS A WEENCERTG (&2

Iso-cost Lines

It represents the combinations of two inputs that possess the same cost. (759 I G 7Y 3 ey
TOFACIT N (AU AN (@)

Producer Surplus

Sometimes, firms are ready to sell below the equilibrium price. The difference between the equilibrium

price and the minimum acceptable price is Producer Surplus.

Producer Equilibrium conditions under Short Run and Long Run

Lecture: 06, Part: 02

Major Export Items of Bangladesh

Ready-Made Garments (RMG)/ CofR ¢

Accounts for about 80-85% of total export earnings.

Includes knitwear, woven garments, sweaters, and other apparel.

Jute and Jute Goods/ A% € #oE® &

Bangladesh is one of the largest exporters of raw jute and jute products like sacks, carpets, and ropes.
Leather and Leather Products/ BI¥Ul € BINGEN® &)

Shoes, belts, handbags, and processed leather for international brands.
Frozen and Live Fish/ Raifie ¢ §ifi® wig

Particularly shrimp, crabs, and hilsa exported to the USA, EU, and Japan.
Agricultural Products/ S $R =l

Tea, vegetables, spices, and flowers.

Pharmaceutical Products/ 834

Exported to over 150 countries, including the Middle East and Africa.
Ceramics and Light Engineering Products/ Fifi= @ =125 fefzifae @

Tiles, tableware, bicycles, and electrical items.

Major Export Destinations

European Union (EU) - Largest market for RMG due to Generalised Scheme of Preferences (GSP).
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® N o ke w e

United States - Significant buyer of garments, leather goods, and frozen foods.
Canada, Japan, Australia - Emerging markets for apparel and pharmaceuticals.

Middle East - Key importer of agricultural and processed foods.

Government Initiatives to Promote Exports

Establishment of Export Processing Zones (EPZs) to attract foreign investment.
JIETMCR AN EPZ 20 5GAN EPZ, A Sobro HITe BT 23 |

TS EPZ €T AP € TIZ:
Chattogram EPZ - 58
Dhaka EPZ - T®I4, GIF!
Mongla EPZ - <=1l
Ishwardi EPZ - <=1l
Comilla EPZ - e
Uttara EPZ — SIeTeeraiat
Adamjee EPZ - SR8
Karnaphuli EPZ - 58

Cash incentives for non-RMG sectors like jute, leather, and IT services.
Trade agreements under SAFTA, APTA, and bilateral arrangements.

Support for compliance with international labor and safety standards in the garment sector.

Sectoral Performance

A. Dominant Sector: Ready-Made Garments (RMG)

RMG exports surged 8.84% in FY 2024-25, generating around $39.34 billion

In the July-March period, RMG exports climbed 10.84% to $30.25 billion

February’s RMG shipments reached $3.24 billion (1.66% growth) and in March alone, RMG exports grew by
12.4%

Source: The Daily Starbdnews24.com, The Daily Star, rmgbd.netThe Daily Star.

B. High-Growth Non-RMG Sectors

(21%5< &) Plastic products surged by 16-22% ($ growth in FY 2024-25 and February)

(F1_19) Rubber recorded a 14.92% increase

(5Tt 8 BIere® <)) Leather & leather goods posted ~10% growth in FY 2025, earning $1.15 billion;
leather and leather products also rose by 8.48% in the first eight months

(fiffre @ |ifq® W) Frozen and live fish exports rose by 26-14% depending on the period

y . Page 67 of 180
JoinNow b AN @ livemcg.com @ 01701377322



https://www.thedailystar.net/business/news/exports-rose-8-48b-fy25-despite-economic-headwinds-3931286?utm_source=chatgpt.com
https://bdnews24.com/business/cd80ac681782?utm_source=chatgpt.com
https://www.thedailystar.net/business/news/exports-surge-march-3865496?utm_source=chatgpt.com
https://rmgbd.net/2025/03/exports-rise-2-77-in-february/?utm_source=chatgpt.com
https://www.thedailystar.net/business/news/exports-surge-march-3865496?utm_source=chatgpt.com

Live
L2 mca

S15F AFfo, STy fafer

A A o

(\€3¥) Pharmaceuticals grew by 7-13%, with exports hitting $145 million (July-Feb) and $134 million (July-
Feb) in overlapping data windows
(FR=F weif) Agricultural exports improved modestly: 2.52% annually and 7% in the July-Feb span

Source: bdnews24.comDhaka Tribune, bdnews24.com, bdnews24.comrmgbd.net, rmgbd.netDhaka Tribune,
rmgbd.netWikipedia, Bangladesh PostDhaka Tribune.

C. Slipping Sectors

Jute and jute goods declined: 4-11% downturns across different timeframes.

Home textiles had muted growth (around 2-5%), with February even showing a minor drop of 0.23%.
Glass products plunged by 38% in FY 2025.

Light engineering products saw slight negative growth at -1.56%.

Major Import Sources

China - Largest supplier, providing machinery, electronics, fabrics, chemicals, and consumer goods.
India - Second-largest partner, supplying cotton, yarn, food products, and industrial raw materials.
Singapore & Malaysia - Petroleum products, edible oils, and chemicals.

Japan, South Korea & EU countries - Automobiles, electronics, and specialized industrial equipment.
Middle East (UAE, Saudi Arabia, Kuwait) - Crude oil, refined petroleum, and fertilizers.

« B - Iz ARSI, TFAINS, TERGH, FC, AT 3R (Sl TR T |

- OIFS - eR 32eN A, Well, !, AW Ao @I A FIbIIE TR IR |

« PPtio @ MR - (AR =0y, (Sreres Qe AR |

T, WEF (@I @32 33T (P - AGICIRIRE, 3ERa S R Reeaifre fHg s@es

« TGA] (RIS TRE ARETS, EM @7<, FEro) - qfqeifqe oo, «feifye (G aae A=

Key Imported Commodities

Industrial Raw Materials - Cotton, yarn, fabrics for the ready-made garment (RMG) sector.
Capital Machinery - Textile machinery, generators, electronic equipment, and industrial tools.
Petroleum & Oil - Both crude and refined, vital for transport, industry, and energy generation.
Food Items - Wheat, rice (in deficit years), sugar, lentils, edible oil, milk powder.

Chemicals & Fertilizers - For agriculture, pharmaceuticals, and industrial processing.

Electronics & Vehicles - Automobiles, motorcycles, computers, and mobile phones.

Trends in Bangladesh’s Imports

Rising Import Volume (SwifAs #if¥i9 gf%) - Driven by economic growth, industrial expansion, and

consumer demand.
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High RMG Sector Dependence (Cof# (AMItea @=19 &fi fASa el - Over 50% of imports are raw
materials and machinery for garment production.

Energy Imports Growing (=i~ @=mify 3f@) - LNG and petroleum imports have increased due to rising
energy needs.

Capital Goods Focus (FTEA! #[9] $FGEW) - Investments in infrastructure and industry push up

machinery imports.

Why Are ToT Declining?

Export Composition: (3®1") Bangladesh primarily exports ready-made garments (RMG), which have low
value addition and are priced externally—limiting price-setting power.

Import Composition: (SSWIfA) On the flip side, Bangladesh imports higher-value goods like machinery, fuel,
and industrial inputs—all of which have relatively higher price trends.

Global Price Shocks: (33%< W= Events like the Ukraine war have driven up global commodity prices,
disproportionately affecting import bills and eroding ToT.

Bargaining Power Constraints: (W8 $IBF Fe! $W AFT) Bangladesh’s exporters have little leverage in

pricing—especially in Europe and North America—which further suppresses export price gains.

Understanding Balance of Trade

The balance of trade (BOT) represents the difference between a country's export and import values over a

specific timeframe, forming the backbone of the broader balance of payments (BOP). Often depicted as the

trade balance or net exports, BOT offers insight into a nation's economic interactions with the world.

Balance of Trade is the difference between a country’s exports and imports of goods:
Trade Deficit: When imports exceed exports (typical for Bangladesh).

Trade Surplus: When exports surpass imports (rare for Bangladesh).

This trade component is a major pillar of the balance of payments, alongside services, primary and

secondary income, remittances, and financial flows.

Jifeiey SR (BOT) @6 e TRt Wi «sfB e 7@ @3 ermifa e e~ dfefafag w5,
T e ARCNY SN (BOP) (WS 913w IR | 22 ey Sieemsy a1 (76 @i« e s, BoT foe
RICRUE N GIG ERCRICICE Rk R (e ekl Ra T IS o f

- qifeiey SRETSy T @B ¢TI TR GJ Ay AEmifE e A

o Jfeey qBfs: T M IBE QT AR (AW &) AGKe) |

qifey Tge: T qef @M =S a7 (AeTmess ey f&=e) |

@3 ey THAMMG ETR1, 2ifSF 3 TYRT A, @™ @32 IiffE e@ieed =i gdeme SReee 9
aqle B8 |
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Trade Surplus vs. Trade Deficit

A numerically positive balance of trade, also known as a trade surplus, occurs when a country's exports are
worth more than its imports. This is measured in their total value using the country's currency. A trade
surplus can be a result of a country having a competitive advantage in the production and export of certain
goods, or it can be the result of a country's currency being relatively undervalued, making its exports

cheaper for foreign buyers.

On the other hand, a numerically negative balance of trade, also known as a trade deficit, occurs when a
country imports more goods and services than it exports in terms of their total value in the country's
currency. This means that the country is spending more on imports than it is earning from exports. While
it may be a cause for concern in some instances, often it's not a problem. It is also not an indication of
economic crisis, or weakness. A trade deficit can result from a comparative production disadvantage or an

overvalued currency that makes imports cheaper and exports pricier.

36 Ao feane AAftes e, A ey Tge wqiws #ifbe, ©X WE I G e 7R O
It (0 @ T 2 @6 (e Y@ RGO O (W6 Y@ AT T 211 @3(5 ey e 2w
AT 930 MR A8~ Seoive ¥R Feifce afsrifTeone AR aem T, sl b 3 @em @
ARSI YIS REAM FCeT FO (e, A T [ (Foins & O qeife 781 203 A 1

JAUCE, G0 ALTCOIE ((edbF ey Sy, [ Jifdsy q6fe TeNe +ifHoe, ©4F 96 I8 aFB ¢ MR
WA O (6 YR AfRalFre qeif m o @R vd «3 sfaEa st w0 97 wd '\ @i 5 il
I (6 wmiface @ 7 Faee | Ts «ft g cF@ Traes el 20e A, AR aft & ae e aw aft
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Comparing Trade Balance and Balance of Payments

The balance of trade is the difference between a country's exports and imports of goods and services, while
the balance of payments is a record of all international economic transactions made by a country's residents,
including trade as well as financial capital and financial transfers. The balance of trade is a part of the
balance of payments and is represented in the current account, which also includes income from investments
and transfers such as foreign aid and gifts. The capital account, which is another part of the balance of

payments, includes financial capital and financial transfers.

Note that the balance of trade and balance of payments are related but not the same. The balance of trade

measures goods and services flow, while the balance of payments tracks all international transactions.

A country can have a trade surplus and a payments deficit if it's exporting more but losing financial capital
or making transfers. A country can have a trade deficit and a payments surplus if it imports more but

receives substantial financial capital or transfers.
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Current Aid Funding & Major Donors of Bangladesh

World Bank (IDA): In April 2025, the World Bank committed $850 million, including:

$650 million for the Bay Terminal Marine Infrastructure Development Project in Chittagong.

$200 million to enhance social protection and resilience for 4.5 million vulnerable people.

Asian Development Bank (ADB): Currently providing approximately $400 million for climate-smart
agriculture and disaster resilience. It is also preparing up to $1.4 billion in budget support tied to
governance reforms.

Japan (JICA): Pledged about $1.06 billion, focused on infrastructure like railway upgrades and student
scholarships.

Germany: Since 1972, Germany has extended development support worth €3.5 billion. As of 2024, it offered
an additional €232.5 million aiming at renewable energy and climate adaptation initiatives.

European Investment Bank (EIB): Seeking to double its funding to €2 billion (~$2.06 billion), supporting
green energy, safe water, communications, and climate-resilient projects—subject to governance and human
rights considerations.

International Monetary Fund (IMF): Bangladesh is requesting an additional $762 million, potentially
bringing total IMF support to $4.1 billion under existing credit and sustainability facilities.

United States (USAID): In fiscal year 2023, approximately $490 million in aid was committed, with 91.6%

for economic assistance and the remainder for security/military support.

Liberalizing the BOP

The rise of global financial transactions and trade in the late 20th century spurred BOP and

macroeconomic liberalization in many developing nations. With the advent of the emerging market economic

boom, developing countries were urged to lift restrictions on capital- and financial-account transactions to

take advantage of these capital inflows.

i Wroia (ieee e Rl Sfde @@ 3R AfeTes SR 0o S SR (A0 BOP R MBS
qtAfeT CARITACR F@2Te 27 | SRR I& WLaAfes SATTR A A, TR (s 92 Jo4 e[
ARl AF T JEL qR LA Fmea SoF [y e I S S 20 |
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Changing Structure of Real GDP of Bangladesh (1972-2005)

Real GDP composition shows how different sectors contribute to the national economy.

In Bangladesh, from 1972 to 2005, the economy shifted from an agriculture-dominated structure toward
industry and services, reflecting modernization and diversification.

This transformation was influenced by economic reforms, infrastructure development, export growth, and

foreign aid.

Role of Agricultural Sector

Early Years (1972-1980)

Agriculture was the backbone of the economy, contributing over 55% of GDP in the early 1970s.
Main products: rice, jute, wheat, tea, and sugarcane.
Employment: Over 70% of labor force engaged in farming.

Vulnerable to floods, cyclones, and low productivity.
Declining Share (1980s-2005)

1980s: Agricultural share fell to around 40% of GDP due to industrial growth.
By 2005: Agriculture’s share reduced to around 21% of GDP.
Reasons for decline: mechanization, rural labor migration to cities, growth of RMG (ready-made garment)

industry, and expansion of services.

Role of Industrial Sector

Initial Stage (1972-1980)
Contribution to GDP: Around 9-12% in the 1970s.
Dominated by small-scale manufacturing, jute mills, and public-sector industries under nationalization

policies.
Expansion Period (1980s-2005)

1980s: Industrial policy reforms, privatization, and export-oriented industrialization.
RMG sector grew rapidly after 1985 under the Multi-Fiber Arrangement (MFA).
Share of industry in GDP rose from 13% in 1980 to 27% in 2005.

Key sub-sectors: manufacturing (textiles, garments, pharmaceuticals), construction, power generation.

Role of Service Sector

Growth Engine of the Economy
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Service sector’s share of GDP rose steadily:

1972: Around 33-35%

1990: Around 43%

2005: Around 52%

Drivers:

Expansion of trade, banking, and finance.

Growth of transport and communication networks.
Remittance-driven growth of consumer markets.

Public administration and education sector expansion.

Summary of Structural Change (1972-2005)

Year  Agriculture (%) Industry (%) Services (%)

1972-73 ~55 =2 ~33
1980-81 ~40 ~13 ~47
1990-91 ~32 ~21 ~47
2000-01 @ ~25 ~25 ~50
2004-05 ~21 ~27 ~52

Lecture: 07, Part: 01

Perfect competition is a market where there are a large number of buyers as well as sellers. Equilibrium
under Perfect Competition is a state where market demand matches the market supply. When market
demand and market supply balance each other, there occurs a situation of equilibrium in the market. During
equilibrium, price and quantity become stable. Equilibrium is the state of no change. The stable price is
known as the Equilibrium Price, and the stable quantity is known as the Equilibrium Quantity.

s efsraifsrel 2z axq @i AT @A (@it A e e afd | 5 afewifTer S SRy
TCT QN g6 SR @RI A B Arers HALENRS e e I 74 qrenieaa vifewn @< qrera <R
OTF QS AN SIFARY IS A0, 04 AT G0 O 2fafFfs (ot 231 SRPIGIF T, Wi «de Afase
fEfeRe = 900 | SREI 0@ (1 AfREe 71 26 9 | B oA JEE OAY T I 2 @R e sAfwes
I AR 9T 2

Market Supply = Market Demand

Key Characteristics of Perfect Competition
Homogeneous Products: ((T&moR &<5) All firms sell identical products with no differentiation.
Large Number of Sellers and Buyers: (3231243 (sl 8 ftarel) There are so many participants in the market

that no single buyer or seller can influence the market price.
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Free Entry and Exit: (203 8 @[F[(7 J<2Tel) Firms can easily enter or exit the market without any
restrictions.

Perfect Information: (YUY ©2) All buyers and sellers have complete knowledge about prices, products, and
production methods.

Price Takers: (W= &21®1) Individual firms cannot set their own prices; they accept the market price as given.

About Market Equilibrium

Market equilibrium under perfect competition occurs when market demand is equal to market supply,
resulting in an equilibrium price and equilibrium quantity.

Disequilibrium occurs when market demand is not equal to market supply. It is the opposite of
equilibrium,

The concept of equilibrium is theoretical. In reality, markets are never in perfect equilibrium. There is
always either an excess supply or excess demand.

In the long run, any firm in a perfect competition market always earns normal profits. Abnormal losses or
abnormal gains get wiped out by the price mechanism and forces of market supply and market demand.

« oo aferaiforor SRt @R SR ©XFE qCB IU A bIfRAl A THIACZA A 2F, I T ol 3R
MERICERCER IR ERC BRI R

« SIS SIFR WCB I SIS BIfw! e Fe<1eed e 28 111 «fp ereiee [Re4dre |

« SRPICR YA ©ifgs | IeCE, T FLF2 9 SREICY ACE 1 1 T Sl AR A wfefie bzl 24t |

« AR, @i s eferaier et @ @e gl I TR [AF Wew FCH | GHelP o i
THOIE *e o7 2 g e TR @ e SifAE =S ae o I

Equilibrium Price under Perfect Competition

Equilibrium Price is also known as a market-clearing price. It is the price that is derived by market forces

of demand and supply and occurs when market demand is equal to market supply. Technically, at an

equilibrium price, the price at which the buyers want to purchase the product is equal to the price at which

sellers want to sell the same product. Prices in the market tend to fluctuate too much due to dynamic

factors. When there is a rise in prices, it will cause a contraction in quantity demanded and an expansion in
quantity supplied, causing a surplus. When there is a decline in prices, it will cause an expansion in quantity
demanded and a contraction in quantity supplied, causing a shortage.

SR WEE A Fove @ 221 @t a¥q 96 TH T bifen 99 TRIERT AW S @R Tgo =
G T4 AR Bifew! A ITIKAIRS TN 27 L 906 | AYfSreeiE, 46 SREmy O&, (@[ (@ W el
fFce o ©f RiaoR @ A 32 #i4) [Kfe Face o O ST | sfeRs TRl SR e wefl 37 Q@
SO FCI | TL AN I A1, S BifRAra #ifReed A b QR FAIRNCR AN TP /B, AR T 878 Cofd
T | Y WIS ZA A, O HIfRWF SATICe TepiFel @2 THKAI0EA ARSI ALFI5 q6, K FCE Qohe (Al (77 |
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Equilibrium Quantity under Perfect Competition

Equilibrium Quantity is when there are no shortages or surpluses in a product in the market. The quantity
that customers/consumers want to buy at a particular price at a particular point in time is equal to the
quantity that the suppliers want to sell. When there is excess supply, i.e. surplus, prices will decline, and

when there is more demand, i.e. shortage, prices will rise.

Determination of Equilibrium Price and Equilibrium Quantity under Perfect Competition

Equilibrium Price and Equilibrium Quantity are determined using the demand curve and supply curve.
Demand curve shows the quantity demanded that the consumers are willing and able to buy at a particular
price during a specified period. The demand curve slopes downward, showing a negative relationship between
quantity demanded and price. Supply curve shows the quantity supplied that the suppliers are willing to sell
at a particular price. The supply curve slopes upward showing a positive relationship between quantity
supplied and price. The intersection of the demand curve and supply curve decides the equilibrium price
and the equilibrium quantity. There is only one point where equilibrium price and equilibrium quantity can
be achieved; i.e., the intersection of the supply curve and the demand curve.

Example:

Price of Candy Market Demand for Candy (in units) Market Supply for Candy (in units) Shortage/Surplus  Situation

6 50 50 0 Equilibrium level
Equilibrium o9&

Supply
Curve

Price

P(6)

0 Q(50)
Quantity

Here, X-axis represents Quantity, and Y-axis represents Price. SS is the supply curve, and DD is the demand
curve. They will interact at point E, causing an equilibrium level. The corresponding price of 26 will be
termed the Equilibrium Price (P), and the corresponding quantity of 50 units will be termed the Equilibrium
Quantity (Q).
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Equilibrium Price and Equilibrium Quantity in case of Excess Demand (Shortage)

When there is more demand for the product than supply in the market, the occurred situation is said to
be Excess Demand or Shortage. It generally happens when prices are lower than the equilibrium price. It
causes the customers/consumers to buy more products at lower prices. Expanded demand and constant
supply affect the prices and quantity in the market. Sellers and their selling quantity will be less than the
buyers and their buying demands. Sellers will be willing to sell less at lower prices, and buyers will be willing
to buy more. There will be unfulfilled demand which will lead to an increase in prices. As prices will rise:
There will be an expansion in quantity supplied (a movement along the supply curve)

There will be a contraction in quantity demanded (a movement along the demand curve)

Due to these movements, prices will rise, restoring them to the level of equilibrium price. At the
equilibrium price, the equilibrium quantity will be set accordingly, again forming a situation of equilibrium
in the market.

Example:

Price of Candy Market Demand for Candy (in units) Market Supply for Candy (in units) Shortage/Surplus  Situation

2 150 60 (-)90 Excess Demand
4 90 30 (-)60 Excess Demand
6 50 50 0 Equilibrium level

Excess Demand (Shortage in Market) 96

Y
Supply
A D S Curve

Price

TP:,E) / \

S D
Shortage Demand
Curve
3
X
0 Qo)
Quantity

Here, X-axis represents Quantity, and Y-axis represents Price. SS is the supply curve, and DD is the demand
curve. E is the Equilibrium Point at which P is the Equilibrium Price (6), and Q is the Equilibrium Quantity
(50 units). P1are the lower prices causing D1as new demand, which is more than the equilibrium demand
and S1as the new supply, which is less than the equilibrium supply. This will lead to a shortage. Due to
shortage, demands will remain unfulfilled, causing an increase in prices from P1 to P. Higher Prices will cause
lower demand (a movement along the demand curve) and higher supply (a movement along the supply
curve). Equilibrium E will be restored at the price of 6.
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Equilibrium of Market/Industry and Firm in short run Competitive Market

Market < Firm

S10
Demand

B Q Q

Price
$12 M
11
10 MR=D=AR
A C
(§)
s
3
0 .
1 2 3 4 5 6 7 8 9 10 11 Quantity

If ATC<AR then it tends to Total cost will be lower thean total revenue also and that's why the firm will

achieve abnormal profit under perfect competition in the short run.

. Firmin P.C Industry in P.C.
£
MC S
K /AC
P1 -
A D=AR=MR
§ D
Ql Qe Q

Here we see the U-shaped average cost curve and from the lowest point AC curve the marginal cost intersects.
From the equilibrium point under the necessary condition MR=MC, we get the equilibrium price like P1 and
equilibrium quantity Q1. Here P=AC=AR, so the firm achieves normal profit under perfect competition in the

short run.
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£ Firm in P.C Industry in P.C.
MC

Supernormal

profit AC

P2

D2 = AR=MR
P1

D1-AR=MR

araz a @ Q
Perfect competition in Long Run
£ Firm in P.C c Industry in P.C.
mC
AC s2
o I AR BN
l \ U D2 = AR=MR

P1 i

1 D1=AR=MR i

Y ' , D2

Qlaz Q1 Q2 a3 Q

However, the supernormal profit encourages more firms to enter the market.
New firms enter (supply increases from S1 to S2) until the price falls to P1.
With price at P1, profits are maximised at Q1 and normal profits are made once again (AR=AC).

Conditions for Industry Equilibrium
For a company to reach equilibrium, two conditions must be met:

The marginal revenue (MR) must equal the marginal cost (MC), meaning MR = MC.

If MR is greater than MC, the company has a reason to increase production and sell more units.

If MR is less than MC, the company should decrease production since producing more units will lead to
higher costs than revenue.

The company achieves maximum profit only when MR equals MC.

Equilibrium of the Industry in a Perfectly Competitive Market

In Economics, the industry comprises several firms. Each of the firms consists of factories or mines, as per
the requirement. If the total output of the industry equals the total demand, then the Equilibrium is created.
In this situation, the ongoing Price of the good is noted to be its Equilibrium cost. While determining how

Equilibrium Price is determined under Perfect Competition, we will need to discuss the following theory.
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Advantages of Price Determination Under Perfect Competition

Efficiency: Resources are allocated efficiently, with no wastage, since firms produce at the point where
marginal cost equals marginal revenue.

Consumer Benefit: The price is kept low due to the competition among many firms, benefiting consumers.
Optimal Output: In the long run, the market achieves the optimal level of output, ensuring that goods are
produced at the lowest possible cost.

Short Run Equilibrium Pricing under Monopoly

Supernormal profit
Qm(AR-AC)

Deadweight welfare loss

DR R B N RN

D=AR

jol
3
jol
2}

a
The diagram for a monopoly is generally considered to be the same in the short run as well as the long
run.

Profit maximisation occurs where MR=MC. Therefore the equilibrium is at Qm, Pm. (point M)

This diagram shows how a monopoly is able to make supernormal profits because the price (AR) is greater
than AC.

Usually, supernormal profit attracts new firms to enter the market, but there are barriers to entry in

monopoly, and this enables the monopoly to keep supernormal profits.

GEHA I Had ArgRTe FHERW I AEIW GF2 I [Ebve 1
o T FIEFIFIY 96 @A MR=MC T | TOG3, ST Qm, Pm (TS M) @ 2AIF
« @3 foafld @A @ FelE GFEHA I ST AP FACS 76 27 FA4 T (AR) AC 9F (B @& |

« AGRTS, WFS-FCIRT JAF T AT AN 23 FACS WPE I(F, 8 qFOLAN AICS R0 CF@
Al A R G5 G FENE Afs-FelE JAF (7 AACS THFA I |

Difference between monopoly and competitive markets in the long-run

In the short run, firms in competitive markets and monopolies could make supernormal profit.
However, there is one major difference.

In monopolies, there are barriers to entry- which prevent new firms from entering the market

In competitive markets barriers to entry and low - so new firms can enter the market causing lower
profit.

Therefore, in the long-run in competitive markets, prices will fall and profits will fall.
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However in the long-run in monopoly prices and profits can remain high.

. GFHA AfSBTLRITS, AT CF@ 4 ATE - I TG FFRE ISR AT FATS AL W
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S AT @3B afepiefETe win g3t At @R TS A
Collusion in Oligopoly Markets

The conditions in oligopolistic industries promote collusion as there are only a few competitors, and their
pricing behavior is interdependent. Collusion is motivated by several factors, such as the potential for
increased profits, the desire to reduce uncertainty in cash flow, and the opportunity to create barriers that

discourage new entrants.

When firms openly and formally establish collusive agreements, they form a cartel. Six factors significantly

influence the chances of successful collusion:

The number and size distribution of sellers: (Rt@&®IF 722 € WFE I%+) Collusion is more likely to succeed
in markets with a small number of firms or when one firm dominates the market.

The similarity of the products: (@ Fu&eRIe!) Collusion has a higher chance of success when the products
are homogeneous and indistinguishable.

Cost structure: (37 FICN) Successful collusion is more probable when the participating firms have similar
cost structures.

Order size and frequency: (STCIER S @ FIR) Collusion is more likely to be successful when orders
are frequent, regular, and of relatively small sizes.

The strength and severity of retaliation: (2fsf@s *f& @ SIg®l) The fear of severe retaliation discourages
firms from breaking collusive agreements.

The degree of external competition: (32 @fecaif*rer @) Collusive agreements have higher chances of

success when external competitors face higher production costs.

In oligopolistic markets, another notable decision-making strategy is the first-mover advantage in the
Stackelberg model. This model assumes sequential decision-making, where the leader firm selects its output
first, and then the follower firm chooses after observing the leader’s output. The leader firm gains an

advantage by being the first mover in this scenario.

Demand, Supply Analysis under Oligopoly Competition

Just like in monopolistic competition, the oligopoly market structure lacks a well-defined supply function.
It’s impossible to ascertain the oligopolist’s best output and price without considering the demand conditions
and competitors’ moves. However, the oligopolist possesses a cost function that determines the optimal
supply level. Thus, the profit-maximizing rule holds true: The output level maximizing profit occurs where
MR = MC, and the price is determined by the price consumers are willing to pay for that quantity of the
product.
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Therefore, the equilibrium price results from the demand curve, while the output levels result from the
association between the MR and the MC.

A dominant firm (one that controls at least 40% market share) in an oligopoly market is one that has greater
capacity, a lower cost structure, is a pioneer in the market, or has secured greater customer loyalty. As such,

the dominant firm becomes the price maker with similar powers as monopolists.

The other firms in the market follow the pricing strategies of the dominant firm. The followers cannot
undermine the dominant firm because it often enjoys a lower cost of production. Surprisingly, the price
followers would rather charge a higher price than the dominant firms’ price. If they try to charge lower
prices than the dominant firm, they will get themselves into price wars with a lower-cost producer who can

threaten their survival

5 @ qoba afsmifrem cw, Tl Ima SR G JFHE TaaR T @12 1 v a<wgr @8
dforiNma e RKaal 1 IR AeT=ifresa Fdiew TeAma aa o7 fdiad T oo | o, Sfelivfesa
O I TG AE T ARET FAIAR B R0 IR 1 AR, TARF-ARHRACR TG o) ACH2[5 BF AAKS
IARF ©¥ T T4T MR = MC =T, €32 T [4fFe 28 @e i #tei@ G2 AR &) @ 27 fire 25ge ©f 74|
O, SR o7 BIfRwl I@CARN ([CF S0, I WCH76 B MR €92 MC € W& AL 0 S0 |
wfereatsifel el @ oRHRT FFl (T FA2THF 40% IS R FTES FCH) 201 @ gl IF ol @, I
AT P, ASE TN, T AR Aoy @ 1 2O, LR el GFBHA FeFeferd Nret 92 ool
7R o1 4T 2@ ew
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Demand Analysis under Monopolistic Competition

In monopolistic competition, firms have a downward-sloping demand curve, meaning lower prices lead to
more demand and vice versa. At some prices, demand is very responsive to changes (elastic), and at lower

prices, demand is less responsive (inelastic).

In the short run, a firm maximizes its profit by producing the level of output where marginal revenue

(MR) equals marginal cost (MC).
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o Short-run Equilibrium in Monopolistic
Competition

N MC (Short-run

\1\\ Marginal Cost)
\\\ AC (Average
N Total Cost)
\\
p fromtd e R
X L
N, ~
Y, ~
C e e \i ...... 3
N
MC = MR ~
3 ~
\
MR D
Q Quantity

In the graph above, the optimal output level is represented by Q1, while P1 represents the price consumers
are prepared to pay for this quantity. The rectangle formed by P1multiplied by Q1 represents the total

revenue.

Supply Analysis under Monopolistic Competition

In this market structure, the supply function is not well-defined. The appropriate output level is

determined by the point where the Marginal Cost and Marginal Revenue curves intersect (MC=MR).

However, it is important to note that price will be charged in accordance with the demand schedule of the
market. The supply curve of a firm should measure the quantity that the firm is willing and able to supply
at different price levels, unfortunately, the marginal revenue and marginal cost do not represent this

information.

G2 A FIICTS, TR Il B Aewire w41 2701 | T4ge Ares+5 v s 27 afss 37
O AMIF AET IGELF @7 9 (MC=MR) =1 |

©ed, @fb W A wEesd (@ AR DR FRED! WP o e A 2071 G5B FIE AR I
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Lecture: 08, Part: 02

Changing Structure of Bangladesh Agriculture (1972-2005): Role of Crops,

From independence in 1971 to the mid-2000s, Bangladesh’s agriculture transformed from a largely rain-fed,
single-crop system into an increasingly irrigated, input-intensive and diversified crop economy. While
agriculture’s share in national GDP steadily declined as industry and services expanded, the crop subsector

remained central for food security, employment, poverty reduction and rural livelihoods. The most striking
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storyline over 1972-2005 is the shift from jute-centric cash cropping and low-yield rice to a rice-secure,

multi-season system anchored by modern varieties and supported by rapid growth in non-cereal crops.

Early 1970s: Recovery, Jute Legacy and Rain-fed Rice

In the immediate post-independence period, cropping was dominated by aus and aman rice under the
monsoon, with limited irrigation for boro rice. Jute—then the “golden fiber”—was Bangladesh’s main export
crop, occupying prime floodplain soils. Yields of cereals and pulses were low, seed systems were informal,
fertilizer use modest, and farm power depended on animal draft. Floods, cyclones, and input shortages kept

output volatile.

FITO- TS TN, IAFICE ACH € AN LI AW L (oI, @R IR ey Ao @ 7% e 1 #A6—
Y "TAAIE ST 2K qRI T fow, A el iR Wb e e fow | w0y ¢ TitEE Seoive FW
fea, qw a7 TR e, 19 I9eR W o @2 R e foq Tor Foae feer | 97, gffare «wae Sormaram
q5fe TAWE Af%d I Qe |

Late 1970s-1980s: Green Revolution Take-off

Policy and technology began to reshape cropping patterns:

Irrigation expansion: Proliferation of low-lift pumps and shallow/deep tubewells enabled dry-season
cultivation.

Modern rice varieties: BRRI/IRRI varieties diffused rapidly, raising yields and stabilizing output.

Input market reforms: Gradual liberalization of fertilizer distribution and equipment markets improved

access to urea, phosphates, and irrigation kits.
Impacts on crops:

Boro rice surged, leveraging irrigation and HYVs; this reduced dependence on risky monsoon rice and
smoothed seasonal food supplies.

Wheat expanded sharply during the late 1970s-1980s as an irrigated rabi cereal, benefiting from new
varieties and public procurement—temporarily diversifying cereals beyond rice.

Jute acreage contracted due to synthetic substitutes, price volatility, and competition from boro rice in the
dry season.

Pulses and oilseeds began to lose area in the best-watered lands as cereals encroached, though they

persisted on marginal and rain-fed plots.
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Changing Structure of Bangladesh Agriculture (1972-2005): Role of Fisheries,

Bangladesh is often called a “land of rivers,” and fisheries have always been integral to its agriculture,
economy, nutrition, and culture. Between 1972 and 2005, the fisheries sector evolved from mainly open-
water capture fisheries to a more diversified system including aquaculture and coastal shrimp farming.
This transformation not only increased fish supply but also reshaped rural employment, export earnings, and
dietary protein intake. Fisheries became one of the fastest-growing subsectors of Bangladesh agriculture

during this period.
Early 1970s: Open-Water Dependence

In the post-independence years:

Fisheries were largely dependent on capture fishing in rivers, floodplains, haors, and beels.

Fish provided about 60% of animal protein in the Bangladeshi diet, especially for rural poor households.
Inland open-water fish species such as hilsa, ruhi, katla, and small indigenous fish dominated.
Management was weak, and overfishing, habitat degradation, and siltation began reducing availability.

Aquaculture was minimal, mainly traditional pond stocking by households without commercial orientation.

Thus, fisheries were abundant but unregulated, with productivity constrained by natural fluctuations.
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1980s: Beginning of Aquaculture and Shrimp Expansion

The 1980s marked a turning point:

Freshwater aquaculture growth: Farmers started to adopt semi-intensive pond fish culture, especially carp
polyculture (ruhi, katla, mrigel). Government and NGO extension promoted fingerling supply and improved
management.

Coastal shrimp farming: Rising global demand led to rapid expansion of brackish-water shrimp (bagda)
culture in Khulna, Satkhira, and Cox’s Bazar. Shrimp exports became a major source of foreign exchange.
Institutional support: The Department of Fisheries and Bangladesh Fisheries Research Institute (founded in
1984) began research on breeding and management.

Employment: Aquaculture and shrimp farming generated new wage labor opportunities, particularly in

coastal regions.

During this period, fisheries started moving from subsistence capture toward market-driven culture.
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1990s: Rapid Commercialization

The 1990s saw accelerated transformation:

Pond aquaculture boom: Expansion of carp hatcheries and fingerling trade made aquaculture more
accessible. Integrated farming systems (fish with rice, vegetables, poultry) spread in rural areas.

Shrimp as “white gold”: Shrimp exports surged, contributing significantly to Bangladesh’s export earnings
after garments. Shrimp farming expanded into thousands of hectares, though often with environmental and
social tensions.

Hilsa decline: Overfishing and spawning ground degradation reduced hilsa catches, highlighting pressure
on capture fisheries.

Community-based management: Some floodplain fisheries adopted participatory management models,
supported by donor projects, to restore sustainability.

Private sector role: Hatcheries, feed mills, and ice plants expanded, creating strong backward and forward

linkages.
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Fisheries became a fast-growing subsector, contributing increasingly to agricultural GDP.
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Early 2000s (up to 2005): Diversification and Consolidation

By the early 2000s, fisheries displayed a more modern structure:

Aquaculture dominance: Pond and gher farming contributed a rising share of total fish production, with
improved carp, tilapia, and pangas gaining popularity.

Shrimp export sector: Despite disease outbreaks and environmental criticisms, shrimp remained
Bangladesh’s second-largest export earner after garments.

Capture fisheries decline: Open-water catches stagnated due to overfishing, pollution, and siltation, though
hilsa remained culturally and economically important.

Nutrition impact: Per capita fish consumption rose, improving dietary protein supply.

Employment: Fisheries employed millions in farming, processing, transport, and marketing, including

significant participation of women in shrimp and aquaculture value chains.

Key Drivers of Change

Technological advances - hatcheries, fingerling supply, induced breeding of carp, and improved
aquaculture practices.

Export incentives - shrimp export earnings motivated rapid coastal expansion.

Institutional support - government policies, donor projects, and NGO involvement in aquaculture and
floodplain management.

Rural income and employment opportunities - fisheries offered cash earnings beyond subsistence,
especially for landless households.

Urbanization and demand growth - rising fish consumption in towns boosted commercial aquaculture.

>. e Taafs - B, NF AH FTEAR, FR @S Ao qae TFe Toe 5F A& |

Page 86 of 180

winnow b [N () B CITa ey @ livemca.com @ 01701377322




Live
L2 mca

S15F AFfo, STy fafer

3, AR erdma - F52fC q@if o w© Torper TN SRS FCACR |

o. elifevifae Terret - THFifa Ffs, Wl 27 IR TS N IR ARTYN IIFIHAR GAfEGeq Foee! |

8. el T I FHALHIER N - W 5 ! ficea A2 T 97 e e, Koo e ofid
AT & |

@ WO G DRl I - *20d M>F [ Affers wete v Tefee weeR |

Challenges (1972-2005)

Overexploitation of open-water resources and decline of indigenous species.

Shrimp sector controversies: land conflicts, salinity intrusion, disease outbreaks, and environmental
damage.

Lack of quality control in hatcheries and disease management in aquaculture.

Limited cold storage and value-added processing facilities.

Climate variability (floods, cyclones) disrupting both capture and culture fisheries.

From 1972 to 2005, the fisheries sector of Bangladesh moved from natural capture-based subsistence to a
commercially driven aquaculture and shrimp-export economy. While open-water catches declined, pond
aquaculture and shrimp farming expanded dramatically, making fisheries one of the most dynamic
agricultural subsectors. This transformation not only enhanced food security and employment but also
contributed significantly to export earnings. However, sustainability challenges such as overfishing,
environmental degradation, and disease outbreaks called for better management and policy attention. By
2005, fisheries had firmly established themselves as a vital engine of agricultural growth and rural

transformation in Bangladesh.

Changing Structure of Bangladesh Agriculture (1972-2005): Role of Forestry,

Forests are a vital component of Bangladesh’s agriculture, ecology, and economy. They provide timber,
fuelwood, bamboo, honey, medicinal plants, and essential ecosystem services such as soil fertility, biodiversity,
and watershed protection. Between 1972 and 2005, the forestry sector in Bangladesh underwent significant
transformation. After independence, forests were degraded due to population pressure, land encroachment,
and illegal felling. Over time, the government, NGOs, and communities initiated afforestation, social forestry,
and participatory forest management programs. The period 1972-2005 thus reflects a shift from forest
depletion to conservation and community-based management, making forestry a more integral part of

agricultural development.
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Early 1970s: Post-Independence Challenges

After 1971, Bangladesh inherited about 17% of its land as forest area, including the Sundarbans mangrove
forest, hill forests in Chattogram and Sylhet, and sal forests in central Bangladesh.

Forests were heavily degraded due to illegal logging, refugee resettlement after the Liberation War, and
increasing demand for fuelwood and cultivable land.

Forestry’s contribution to agriculture was indirect—providing bamboo, thatch, firewood, and grazing land.

Institutional capacity was weak, and little emphasis was placed on sustainable forestry in the early years.

1980s: Afforestation and Social Forestry Initiatives

The 1980s marked a turning point in forestry policy:

Social forestry programs were introduced, allowing communities to plant and share benefits from
roadside, embankment, and fallow land plantations.

Afforestation projects began in degraded hilly areas and coastal belts, focusing on fast-growing species like
eucalyptus, akashmoni, and mangroves.

Coastal mangrove plantations were expanded to protect against cyclones and tidal surges.

The Sundarbans, the world’s largest mangrove forest, remained vital for timber, honey, fish breeding, and
biodiversity, though overharvesting and shrimp farming pressures increased.

Forestry’s role thus shifted from subsistence extraction to planned resource development.
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1990s: Community Participation and Institutional Reforms

During the 1990s, forestry became more participatory and conservation-focused:

Participatory forestry projects supported by donors (ADB, World Bank, UNDP) promoted community

involvement in plantation, protection, and benefit-sharing.
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National Forest Policy (1994) emphasized increasing forest cover, biodiversity conservation, and people’s
participation.

Co-management initiatives emerged in areas like Madhupur sal forests and hill forests to reduce conflict
between forest dwellers and the Forest Department.

Forestry gained recognition for its role in soil fertility improvement, fuel supply, and rural livelihoods.

The forest sector’s contribution to agricultural GDP was small but essential for sustaining rural ecosystems.

Early 2000s (up to 2005): Conservation and Diversification

By the early 2000s, forestry in Bangladesh displayed signs of modernization and diversification:

Social forestry success: Millions of trees were planted along roadsides, railways, riverbanks, and fallow
lands, generating income for rural poor.

Protected areas: National parks, wildlife sanctuaries, and eco-parks were established to conserve
biodiversity.

Agroforestry systems (trees integrated with crops and livestock) spread in many rural areas, enhancing
soil fertility and providing fuel and fodder.

Forestry and disaster management: Coastal afforestation and mangrove protection proved effective against
cyclones, as shown by the 1991 and 2004 storm experiences.

Employment and income: Forestry created jobs in nursery raising, plantation maintenance, and wood-

based industries, contributing indirectly to rural poverty reduction.
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Key Drivers of Change

Population pressure leading to deforestation and need for replanting,

Policy reforms like the 1994 Forest Policy promoting participatory forestry.

NGO and donor involvement in social forestry and afforestation programs.

Environmental awareness linking forestry to climate protection, erosion control, and disaster mitigation.

Community participation providing incentives for protecting and regenerating forests.
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Challenges (1972-2005)

Deforestation from illegal logging and land encroachment.

Shrimp farming and agricultural expansion threatening mangroves.
Loss of biodiversity in sal and hill forests.

Conflicts between local communities and the Forest Department.

Limited enforcement of forest laws and weak monitoring capacity.

Between 1972 and 2005, Bangladesh’s forestry sector transformed from a degraded, overexploited resource
base into a growing, community-managed subsector of agriculture. The introduction of social forestry,
coastal afforestation, and participatory management helped restore degraded lands, protect biodiversity, and
improve rural livelihoods. Although challenges like deforestation and resource conflicts remained, forestry
played an increasingly vital role in providing timber, fuel, ecological protection, and disaster resilience. By
2005, the forestry subsector had established itself not only as a resource provider but also as a key partner

in sustainable agricultural and rural development.
Agricultural Productivity,

Agriculture is the backbone of Bangladesh’s economy and rural livelihood. Though its share in national GDP
has gradually declined with the rise of industry and services, agriculture still provides employment to nearly
half of the population and remains central for food security, poverty reduction, and export earnings.
Agricultural productivity, which refers to the output per unit of land, labor, or input, has been a crucial
factor in Bangladesh’s journey from a food-deficit country in the 1970s to near self-sufficiency in staple food
production by the 2000s.
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Historical Context

At independence in 1971, Bangladesh faced a food crisis:
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Low-yielding traditional varieties of rice and wheat dominated.
Agricultural technology was rudimentary, dependent on rainfall and animal power.
Natural disasters—cyclones, floods, and droughts—frequently reduced harvests.

The country was highly dependent on food aid.
Thus, improving agricultural productivity became a top priority for policymakers.
Reforms Self Sufficiency in food.

Food security has been one of the most pressing concerns for Bangladesh since its independence in 1971. At
that time, the country faced acute food shortages, frequent famines, and heavy dependence on food aid.
Achieving self-sufficiency in food, particularly in rice—the staple diet of Bangladesh—became a national
priority. Over the decades, a combination of policy reforms, technological innovation, institutional support,
and farmer resilience enabled Bangladesh to make remarkable progress. Today, Bangladesh is considered a
near self-sufficient nation in staple food production, though challenges remain in nutrition, diversification,

and sustainability.

Industrialization in Bangladesh (1972-2005): Role of Large Scale Industries,

Industrialisation has been a key driver of economic transformation in modern Bangladesh. After independence
in 1971, the new nation inherited a weak industrial base: war-damaged factories, outdated machinery, and a
largely state-controlled production system. From 1972 to 2005, Bangladesh’s industrialisation gradually
evolved, shifting from state-led control to private sector-driven growth, with large-scale industries
emerging as vital contributors to GDP, exports, and employment. Among them, the ready-made garments
(RMG) industry, textiles, jute mills, cement, and pharmaceuticals played pivotal roles in shaping the country’s

economic structure.

Early 1970s: Post-Independence Challenges and State Control

After liberation, most abandoned industries were nationalised under the Bangladesh Industrial Enterprises
(Nationalisation) Order 1972.

Large-scale jute and textile mills, sugar factories, and steel plants were run by the state.

Problems included inefficiency, corruption, and lack of capital, resulting in poor performance.

Despite this, jute mills (the "golden fiber") contributed significantly to exports in the 1970s, though
synthetic substitutes began reducing demand globally.
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Thus, early large industries were state-owned and inward-looking, with limited dynamism.

1980s: Policy Shifts and Emergence of Private Industry

The 1980s marked the first real structural change in Bangladesh’s industrialisation:

Privatisation and liberalisation: Many state-owned enterprises (SOEs) were sold or leased to private
owners. This created space for private large industries.

Ready-Made Garments (RMG): With support from the Multi-Fibre Arrangement (MFA) and South Korean
technical assistance, Bangladesh’s RMG industry took off, quickly becoming the largest export-oriented
large industry.

Jute industry decline: Global demand for jute fell, leading to closure or underutilisation of many jute mills.
Cement and steel industries: Investment in large-scale cement plants (to support construction) and re-
rolling steel mills began.

Pharmaceuticals sector: Domestic companies grew, supported by the 1982 Drug Policy which limited

multinational dominance.
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By the late 1980s, large-scale industries were increasingly private-driven and export-oriented, contrasting
with the state-led structure of the 1970s.

1990s: Acceleration of Industrial Growth

The 1990s saw rapid industrialisation as market reforms deepened and private investment expanded:
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RMG dominance: By the mid-1990s, RMG accounted for more than 70% of export earnings, employing
hundreds of thousands (especially women). Large garment factories in Dhaka, Gazipur, and Chattogram
reshaped Bangladesh’s industrial landscape.

Textiles and backward linkages: To support the garment boom, large spinning and weaving mills were
established, reducing reliance on imported fabrics.

Cement and construction materials: Rapid urbanisation fueled demand for cement and steel. Large cement
plants were set up by both domestic conglomerates and foreign companies.

Pharmaceuticals: Local firms like Square, Beximco, and Incepta expanded rapidly, supplying both domestic
and export markets.

Food and beverages: Large-scale food processing and beverage industries grew to meet rising urban
demand.

Export Processing Zones (EPZs): Established in Chattogram and Dhaka, EPZs attracted foreign investment

into large-scale industries.
This period firmly established large-scale industries as engines of GDP growth and export expansion.

Early 2000s (up to 2005): Consolidation and Diversification

By the early 21st century, large-scale industries consolidated their role:

RMG supremacy: Bangladesh became one of the world’s leading garment exporters. Factories employing
hundreds of workers each became the backbone of the industrial economy.

Textiles and yarn: Large textile mills expanded under favorable policies, supplying fabrics domestically to
garment exporters.

Cement and construction: Large-scale cement plants met booming domestic infrastructure demand.
Pharmaceuticals as a growth sector: With WTO’s TRIPS transition period, local companies expanded
exports of generic medicines.

Jute revival attempts: Though still declining, efforts were made to promote diversified jute products.
Shipbuilding and other industries: Early signs of diversification appeared, with large shipyards and

electronics factories emerging.

By 2005, large-scale industries accounted for a growing share of manufacturing GDP, employment, and

exports.
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Role of Large-Scale Industries in Economic Development

Export earnings: The RMG industry became the single largest export earner, followed by textiles, shrimp
processing, and pharmaceuticals.

Employment generation: Large factories created millions of jobs, especially for women in garments,
altering the social fabric.

Urbanisation: Industrial hubs around Dhaka, Gazipur, and Chattogram accelerated urban growth.

Private sector dynamism: Large domestic conglomerates like Square, Beximco, Akij, and others emerged as
industrial leaders.

Import substitution: Pharmaceuticals, cement, and textiles reduced dependence on imports.

GDP growth: Manufacturing’s contribution to GDP steadily rose, reducing dependence on agriculture.
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Challenges (1972-2005)

Poor infrastructure (electricity, ports, transport) raised costs for large industries.
Labor unrest and weak compliance in RMG factories.

Global competition and pressure after the phase-out of MFA (2005).

Decline of traditional jute and sugar mills.

Environmental pollution from large factories (textiles, tanneries, cement).

Dependence on imported raw materials for many industries.

Between 1972 and 2005, Bangladesh’s industrialisation moved from state-led, inefficient large enterprises to
a dynamic, private sector-driven system where large-scale industries became central to exports,

employment, and urbanisation. The rise of RMG and textiles transformed Bangladesh into a global player
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in labor-intensive manufacturing, while pharmaceuticals, cement, and food processing diversified the
industrial base. Despite challenges of infrastructure, compliance, and sustainability, large industries firmly

established themselves as engines of economic growth and structural change in Bangladesh by 2005.

Industrialization in Bangladesh (1972-2005): Role of Cottage Industries,

Industrialisation is a key driver of economic development, employment, and poverty reduction. In Bangladesh,
industrialisation after independence in 1971 took a dual path: large-scale industries and small-scale cottage
or household-based industries. Cottage industries, often traditional and labor-intensive, played a crucial role
in providing rural employment, preserving artisanal skills, and supplementing household incomes. Between
1972 and 2005, while large industries expanded in urban areas, cottage industries remained central to rural

industrialisation and the broader process of structural transformation.

Early 1970s: Post-Independence Scenario

The Liberation War left Bangladesh with a devastated industrial base; most formal factories were damaged
or abandoned.

Cottage industries such as handloom weaving, pottery, bamboo crafts, jute products, and metalwork
were largely informal but provided essential household income.

Employment in rural areas depended heavily on these small-scale operations, especially for women and
landless families.

The government’s early policies focused more on rebuilding large industries; cottage industries received

minimal formal support.

Late 1970s-1980s: Recognition and Support

During this period, the government and NGOs began acknowledging the economic and social significance of

cottage industries:

Rural employment generation: Cottage industries helped reduce rural underemployment, especially in
agriculture off-seasons.

Women’s participation: Activities such as weaving, knitting, embroidery, and handicrafts became major
sources of income for rural women,

NGO involvement: Organizations like BRAC, Proshika, and ASA provided training, microcredit, and market
linkages to small producers.

Key cottage sectors:

Handloom and textile weaving - traditional sari and lungi production.

Pottery and clay crafts - rural domestic use and local markets.

Bamboo and cane products - furniture, baskets, mats.

Jute-based products - ropes, bags, and mats.
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This support allowed cottage industries to grow in scale and efficiency while preserving traditional skills.
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1990s: Expansion and Market Integration

The 1990s saw significant changes in cottage industries:

Commercial orientation: Many cottage industries began producing for urban and export markets rather
than just local consumption.

Cluster development: Certain regions became known for specialized cottage industries, e.g., Narayanganj
for textiles, Tangail for handloom sarees, Kushtia for nakshi kantha (embroidered quilts).

Microfinance impact: Access to credit enabled small entrepreneurs to buy raw materials, improve tools,
and expand production.

Export potential: Handicrafts, jute products, and traditional textiles started entering international markets,
often via NGOs and government initiatives.

Technological adoption: Small-scale mechanization (manual looms, improved pottery wheels) increased

productivity while maintaining traditional designs.

Cottage industries became more market-oriented, linking rural producers to urban consumers and

international buyers.
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Industrialization in Bangladesh (1972-2005): Role of RMG,

Industrialisation has been a key driver of Bangladesh’s economic transformation since independence in 1971.
Among various sectors, the Ready-Made Garments (RMG) industry emerged as the most important engine
of industrial growth, export earnings, and employment creation. From a few small factories in the 1970s,
the RMG sector expanded rapidly by the 1980s and 1990s, making Bangladesh one of the world’s leading
garment exporters by 2005. This essay examines the role of RMG in Bangladesh’s industrialisation, highlighting

its contribution to GDP, employment, foreign exchange, and social development.

593 T FATOR 27 (AF ALTNW TRAGF FARE T3 biferemife R Fgem wamgs) | o «ew F@e |
fafen <res wiea, tof ¢ (RMG) gy iy eifi, 3eife @i @3 1 jfEd Tow wwesd sieme e
ARTS 2T | 3590-GF THF FEI0 (RS I (AT EF I, ddb0-do50-0F THF (o (AT 4S T© Fefee
T, T T 00¢ FAF TNV AT [oga NEIEAT (oIS FFRITE T @FBre s 271 @3 27w
AR PR COfF (ITFR QT A I, GDP, TR, (TWMHE @l 3R AN SHACT 7 T Qe
N[SH

Early 1970s: Beginnings of RMG Industry

In the immediate post-independence period, Bangladesh’s industrial base was weak and war-damaged.
Small-scale textile and garment workshops operated mainly for domestic demand.

Export earnings were minimal, and industrialisation policy focused more on state-owned enterprises rather
than private entrepreneurship.

The RMG industry was almost negligible, consisting of a few export-oriented factories producing simple

products like knitwear for niche markets.

Thus, RMG played a very limited role in early industrialisation.
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1980s: Initial Growth and Export Orientation

The 1980s marked the emergence of Bangladesh as a garment-exporting country:

Policy support: Government incentives, including tax holidays, bonded warehouses, and duty-free
imports of raw materials, encouraged private investors.

Export processing zones (EPZs): Established in Chattogram and Dhaka to attract foreign and domestic
investment.

Labor advantage: Low-cost labor made Bangladesh competitive internationally.

Market access: Preferential trade agreements with the European Economic Community (EEC) and the U.S.

opened new markets.
Impact:

Employment in the RMG sector began rising, particularly for women from rural areas.
Export revenue increased modestly but laid the foundation for the sector’s later boom.

The RMG industry demonstrated the potential of labor-intensive industrialisation.

1990s: Rapid Expansion and Global Recognition

The 1990s were transformative for the RMG sector:

Industry growth: The number of factories expanded rapidly, producing woven and knitwear products.
Exports: Garment exports grew from around $0.6 billion in 1990 to over $2.5 billion by 1999.
Employment: Over 1 million workers, mainly women, found jobs in RMG factories, improving income
distribution and female empowerment.

Backward linkages: Growth in textile spinning, weaving, and accessory industries supported RMG
production.

Global integration: Major buyers from Europe, the U.S., and Japan increasingly sourced from Bangladesh

due to cost advantage and compliance with international standards.
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Social impact:

Women’s participation in the labor force increased dramatically.
Rural households benefited from remittances as women sent income home.

Urbanisation accelerated around industrial hubs like Dhaka and Gazipur.
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Industrialization in Bangladesh (1972-2005): Role of Export Promotion Industries,

Industrialization is a key driver of economic growth, employment, and structural transformation. In
Bangladesh, the period 1972-2005 marked a gradual transition from an agrarian-based economy toward a
more industrialized one. Among the various industrial sectors, export promotion industries (EPIs)—
especially ready-made garments (RMG), leather, jute, and textiles—played a pivotal role. These industries
not only generated foreign exchange but also created employment, especially for women, and accelerated
urbanization and infrastructural development. Export promotion industries became the engine of industrial

growth, helping Bangladesh integrate into the global economy.
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Early 1970s: Post-Independence Industrial Challenges

After 1971, Bangladesh faced massive war damage, low capital, and limited industrial base.

The country inherited some state-owned enterprises (SOEs), jute mills, sugar factories, and a few textile
mills.

Industrial output was low; most industries were domestic-market oriented with limited technology.

Export earnings were minimal, mainly from jute, tea, and small handicrafts.

During this period, EPIs were underdeveloped, and industrialization was in its infancy.
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Late 1970s-1980s: Emergence of Export-Oriented Policies

The government introduced Export Promotion Policies (1976, 1980, 1982) to encourage foreign exchange

earnings.

Ready-Made Garments (RMG) sector emerged as a key export-oriented industry. Small and medium

factories began supplying to global buyers.

Jute goods retained importance, with diversification into yarn, twine, and carpets.

Leather and leather goods started being processed for export markets, although on a small scale.Export

incentives such as tax breaks, duty exemptions, and credit facilities encouraged industrial entrepreneurs

to focus on EPIs.

Impact: By the mid-1980s, EPIs began generating significant foreign exchange and employment, especially

in urban and semi-urban areas.
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Industrialization in Bangladesh (1972-2005): Role of Import Substitution Industries.

After gaining independence in 1971, Bangladesh faced enormous economic challenges, including war

devastation, low industrial base, and dependence on imports for essential goods. To reduce foreign

dependency, generate employment, and promote domestic production, the government emphasized Import

Substitution Industrialization (ISI). ISI aims to produce domestically those goods previously imported,

thereby saving foreign exchange and fostering industrial development. Between 1972 and 2005, ISI played a

crucial role in shaping Bangladesh’s industrial landscape, even as export-oriented industries like garments

later became dominant.
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Early 1970s: Post-Independence Industrial Scenario

The economy was largely agrarian, with industry contributing less than 10% to GDP.
Most manufactured goods, such as consumer items, textiles, and machinery, were imported.
Industrial infrastructure was weak, and domestic production could not meet demand.

ISI emerged as a strategy to reduce import dependency and revive war-affected industries.
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1970s: Foundations of ISI

State-led industrialization: The government nationalized major industries including jute mills, sugar
factories, and cement plants.

Focus sectors: Food processing, consumer goods (soap, matches, beverages), basic chemicals, textiles, and
cement.

Protective policies: High tariffs, import restrictions, and quotas encouraged domestic producers to supply
previously imported goods.

Achievements:

Domestic production of staples and essential consumer goods increased.

Employment opportunities were generated in state-owned factories and small-scale industries.
Challenges: Low productivity, outdated technology, and bureaucratic inefficiency limited competitiveness.
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Lecture: 09, Part: 01 (MPT)
Theory of Distribution

The concepts of Distribution - Marginal Productivity Theory of Distribution - Concept of Rent, Ricardian
Theory of Rent - Quasi Rent; Theories of Wage Determination: Subsistence, Theory and Standard of Living
Theory - Classical Theory of Interest -Loanable Funds Theory of Interest -Liquidity Preference Theory of
Interest; Theories of Profit: Risk and Uncertainty, Dynamic and Innovations Theories.
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Explain the Marginal Productivity Theory of Distribution?

Marginal Productivity theory of distribution is the general theory of factor pricing as it can be used to
determine the price of any factor of production. The theory was systematically evaluated by J.B. Clark.
According to this theory, the remuneration of a factor of production will be equal to its marginal

productivity.

Assumptions: Before presenting his theory, Clark made some simplifying assumptions abstracting from the
real world. He assumed a completely static society where population, stock of capital, and techniques of

production are constant. Following are the important assumptions of this theory:
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. Perfect competition exists both in output market and in input market.

. Every unit of input is homogeneous.

. Inputs are perfectly mobile.

. There exists full employment of resources.

. Employer can measure the marginal product of an input in advance.

. Law of variable proportions operates.

. Firm hires input with the objective of profit maximization.
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J. B. Clark’s Marginal Productivity theory of distribution states that price of any input is determined according
to the marginal product of that input. Thus, the price of labour the wage rate is determined by the volume
of marginal product, or to be more specific, the value of marginal physical product (VMP). Assuming a
perfectly elastic supply of labour, wage of labour is determined in accordance with the value of marginal
physical productivity of labour (VMPL).

Since product market is characterized by perfect competition, VMPL becomes equal to MRPL. Thus, the
wage of labour tends to become equal to VMPL= MRPL. A competitive profit- maximizing firm will go on
employing labour until wage equals VMPL = MRPL, i.e., W = VMPL = MRPL. This is the essence of the Clarkian
version of the Marginal Productivity theory of distribution.
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Labour flarginal Physical Price of larginal Revenue Vage rate
Product (MPP) product Product (MRP)

1 20 5 100 55

2 17 5 85 55

3 14 5 70 55

4 11 5 55 55

5 8 5 40 55
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In above diagram units of labour are measured on the horizontal axis and the price of labour, i.e.,
wage rate or marginal product is measured on the vertical axis. Negative sloping labour demand curves that
is Marginal Revenue Product and Average Revenue Product curves (MRP and ARP) intersects the perfectly
elastic labour supply curve that is Average Fixed Cost and Marginal Fixed Cost curves (AFC and MFC) at
point ‘Q’.

Point ‘Q’ is the equilibrium point because, at the going wage rate OP, the firm employs labour till wage
rate equals MRP = ARP. In other words, the firm maximizes profit by employing ON amount of labour at

the wage rate OP.

Perfect competition in input market implies that neither input seller nor the input buyer can influence the
price of an input. At a given price, any amount of the input may be supplied. As a result, price of any
input becomes equal to its cost and marginal cost, i.e., P = AC = MC. This means that the input supply

curve must be perfectly elastic.

We assume labour as the variable input. So MRP = ARP curve is the labour demand curve. AFC = MFC curve

is the supply curve of labour.

ON is the profit-maximizing level of employment because, at the ruling wage rate OP, the firm will not be
able to maximize profit if it employs more than ON or stops employment short of ON. If the firm hires less

than ON units of labour at the wage rate OP.
Explain the Ricardian Theory of Rent?

Introduction: Ricardian theory of rent is one of the earliest theories of rent. It is named after Ricardo, a
great classical economist of the 19™ century. According to Ricardo, “Rent is that portion of the produce of

the earth which is paid to the landlord for the use of the original and indestructible powers of the soil”.

Assumptions: Ricardian theory of rent is based on the following assumptions:
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Land is natural gift.

Land is fixed in supply (perfectly inelastic).

Rent of land arises due to the differences in the fertility of the land.

Ricardo assumes the operation of the law of diminishing marginal returns in the case of cultivation of land.

Marginal land or last grade land has no rent.
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According to Ricardo, rent is the difference between the produce of the superior land and that of the
marginal land. The concept of the differential rent applies to both extensive cultivation and intensive
cultivation are applied to the same piece of land. Rent is a differential surplus because of difference in the

fertility of land.
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According to Ricardo, rent of land arises because the different plots of land have different degree of
productive power; some lands are more fertile than others. So, there are different grades of land. The
difference between the produce of the superior lands and that of the inferior lands is rent, it is called

differential rent.

Ricardo assumes that the different grades of lands are cultivated gradually in descending order. He

assumed three types of lands.

1. A Grade lands
2. B Grade lands
3. C Grade lands
‘A’ grade land being cultivated at first, then the ‘B’ grade, after that the ‘C’ grade. With the increase in

population and with the consequent increase in the demand for agricultural produce, inferior grades of lands

are cultivated, creating a surplus or rent for the superior grades. This is illustrated in below Table.
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Calculation of Differential Rent:

Grade Cost of Production  |Output Rent/Surplus value
(Rs) (in bags) In bags In Value (Rs)
A 600 40 20 300
B 600 30 10 150
C 600 20 - -

The above Table shows the position of 3 different grades of land is equal in size. The total cost is the same
for each land. Let us assume that the order of cultivation reaches the ‘C’ grade when all the three types of
land of different grades are cultivated, and the market price has come to the level of Rs. 15 per bag
(600/40=15).

The ‘A ‘grade land, being the most fertile, produces 40 bags, the ‘B’ grade 30 bags and the “C’ grade land,
being less fertile, only 20 bags. So, the ‘A’ grade land earns a surplus or rent of Rs. 300, the ‘B’ grades a
rent of Rs. 150 and the ‘C’ grade earns no surplus. The first two grades are called the intra-marginal and
the third one is the marginal (or no-rent) land. This simple example shows how the differences in the

fertility of the different grades of land create rent for the superior grade of lands.
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The concept of differential rent arising due to differences in the fertility of different grades of land is

illustrated in below diagram.
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Various Grades of Land

In above diagram various grades of land shown on X-axis and yield of crop shown on Y-axis. In above diagram
shaded area represents the rent of differential surplus. Rent does not arise on ‘C’ grade land as it is least

fertile. So, it is called Marginal land or no rent land.
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What is wage? Explain the various Theories of Wage?

Definition: Wage is a payment made for the services of Labour, either physical or mental work. It should
be noted that wage is a remuneration made for labour not only confined for physical strain but also mental

strain.

A wage is compensation paid to employees for work for a company during a period. Wages are always paid
based on a certain amount of time. This is usually an hourly basis. This is where the term hourly worker

comes from.
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Theories of Wage: The important theories of wages are as under:
1. Subsistence Theory of Wages.
2. Marginal Productivity Theory of Wages.
3. Modern Theory of Wages.

1. Subsistence Theory of Wages: The subsistence theory of wages was first formulated by Physiocratic
School of French economists of 18" century. Further, this theory was developed and improved upon by the
German economists. It is also called as the Iron Law of Wages or the Brazen Law of Wages. Ricardo and
Malthus also contributed to the theory of wages. Karl Marx made it the basis of his theory of exploitation.

According to this theory, wages of a worker in the long run are determined at that level of wages which is
just sufficient to meet the necessaries of life. This level is called the subsistence level. The classical
economists called it the neutral level of wages. In this way, the pro-pounders of the theory believed in the
bargaining power of the workers. In such a situation, trade unions play an important role in increasing

wages.

Wages of labour are equal to subsistence level in the long run. If wages fall below this level, workers will

starve. It will reduce their supply. Thus, the wage rate will rise to the subsistence level. On the other hand,
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if wages tend to rise above the subsistence level, workers would be encouraged to bear more children

which will increase the supply of workers, which in turn will bring wages down to the subsistence level.
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Criticism: following are the main defects of the subsistence theory of wages:

1. One sided Theory: This theory examines the wage determination from the side of supply and ignores

the demand side.

2. Pessimistic: Subsistence theory of wages is highly pessimistic for the working class. It presents a dark

picture of the future of the society.

3. Long Period: This theory assumes of long run. It does not explain the determination of wages at a

particular period.

4. No Historical Evidence: This theory has been criticized on the grounds that it has not been correct in

conclusions. The case of western countries is different from the conclusions of this theory.

5. No Difference in Wages: This theory explains that all the workers get equal wages. As we know, the

workers differ in their productivity, and hence, the difference in their wages is natural.

Marginal Productivity Theory of Wages: Marginal productivity theory of wages is an important theory of
wages. This theory was first propounded by Thunnen. Later, economists like Wicksteed, Walras, J.B Clark etc.
modified the theory. The marginal productivity theory states that labour is paid according to his contribution

in production. A producer hires the services of labour because he possesses the ability to contribute to
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production. If worker contributes more to production, he is paid more wages and if he contributes less,

wages also will be low.
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Assumptions:

. All labourers are equally efficient.
. Constant technology
. Perfect competition prevails both in factor and product markets.

. There is full employment in the economy.

5. Law of diminishing marginal returns apply on the marginal productivity of labour.

. Labour is perfectly mobile.
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Explanation of the Theory: Under the conditions of perfect competition, wages are determined by the value
of marginal product of labour. Marginal product of labour in any industry refers to the amount by which
output increases when one more labour is employed.
Value of marginal product of labour is the price which the marginal product can fetch in the market.

Under the conditions of perfect competition, an employer will go on employing more labourers but, due to
the operation of the law of diminishing returns, the marginal product of labour will diminish until a point
comes when the value of the increase in the product will be equal to the wages paid to that labourer.

The Marginal Productivity theory is an improvement over the earlier theories in the following ways:

(1) This theory is not as rigid as the subsistence level theory and other classical theories.

(11) 1t takes into consideration the demand for labour by the employers and the supply of labour,
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(iv)

although in an indirect form.
(111) It shows why there are differences in wage rate. Wages according to this theory vary because of
marginal productivity differences of different workers.

It gives importance to the productivity of labour.
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Demand for Money: Liquidity preference means demand for money. People prefer to keep their resources
in “Liquid” form. It is because of this reason that among various forms of assets money is the most liquid
form. Money can easily and quickly be changed in any form as and when we like. Suppose you have a ten
rupee note now you can change it into either wheat, rice, sugar, milk, book or in any other form you like.
It is because of this feature of liquidity of money, people generally prefer to have cash money.

SRETS! AT WA LR HIfewl | AR SR T S I TS e A | 93 FIAes [ow «@we e
0y DI A O Fi7l | DI HRE2 9L T© (@RI AFIE 749 Y 7S a1 I 1 7 Ao FIR 92
= B @1 @iy, Wil «@ff oW, v, B, g1, 32 1@ WeE ARE (@RI QI Ao FA0e AR |
R SRETSIA W2 (MR FIACEE, W AGFAS 7o Bl e W |

The desire for liquidity arises because of three motives:

. The transaction motives (CFHm~S T 5 3'7!)
. The precautionary motives (TeT® €I D 1)
. The speculative motives. (F531 HIf2wl)

1. Transactions Motive: The transactions motive relates to “the need of cash for the current transactions of
personal and business exchanges”. It is further divided into the income and business motives. The income
motive is meant “to bridge the interval between the receipt of income and its disbursement”, and similarly,
the business motive as “the interval between the time of incurring business costs and that of the receipt of
the sale proceeds.” If the time between the incurring of expenditure and receipt of income is small, less

cash will be held by the people for current transactions and vice-versa.
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2. Precautionary Motive: The precautionary motive relates to “the desire to provide for contingencies
requiring sudden expenditures and for unforeseen opportunities of ad-vantageous purchases.” Both individual
and businessmen keep cash in reserve to meet unexpected needs. Individuals hold some cash to provide for
illness, accidents, unemployment and other unforeseen contingencies. Similarly, businessmen keep cash in

reserve to tide over unfavorable conditions or to gain from unexpected deals.

TEF OIS Tl "SFAT I AR HL*S AOed TR JRR & ARG S AfRf3en oy 5330
FAF TR 49 M A 1 e G2 JPNA TeAR wASI© SRl SAes T 79 WL AT B | W R,
o], AIRY G2 G Seeie ofEfen o el g 7om o ewwd I 9FEOd, IR alfepe
AR N TR & A ALGI*S & (A 7 Tewa &y 79 oL AT I |

3. Speculative Motive: Money held under the speculative motive is for “securing profit from knowing better
than market what the future will bring forth.” Individuals and businessmen have funds, after keeping enough
for transactions and precautionary purposes, like to gain by investing in bonds. Money held for speculative
purposes is a liquid store of value which can be invested at an opportune moment in Interest bearing bonds
on securities. There is an inverse relationship between interest rate and the demand for money i.e., more
demands for money at lower Interest rate and less demand at higher interest rate. Hence, the liquidity

preferences curve becomes a downward sloping curve.
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Supply of Money: The supply of money refers to the total quantity of money in the country for all purposes
at any time. The supply of money is a function of the rate of Interest. The supply curve of money is perfectly

inelastic.

The supply of money in an economy is determined by the policies of the government and the Central
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Bank of the country. It consists of coins, currency notes and bank deposits. The supply of money is not

affected by the Interest rate; hence, the supply of money remains constant in the short period.
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Determination of Interest Rate: According to the Liquidity-Preference Theory the equilibrium rate of interest

is determined by the interaction between the demand for money and the supply of money. This can be

explained in below

diagram: vt

[N

- X
= Q
Money Supply
OR is the equilibrium rate of interest

Rate of Interest

In above diagram ‘OR’ is the equilibrium rate of interest. The theory further states that any change
in the liquidity preferences function (LP) or change in money supply or changes in both respectively cause
changes in the rate of interest. Thus, as shown in figurel below, it given the money supply the liquidity

preference curve (LP) shifts from LP, to LP, implying thereby an increase in demand for money, the

equilibrium rate of interest also rises from R, to R;.

Several economists have given their varied views on origin, nature, and role of profit. Till date, there is
no complete consensus among the economists with respect to the true nature and origin of profit. Due to this,

several theories of profit came into existence. The important theories are:

1. Risk Theory of Profit

2. Uncertainty Theory of Profit
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3. Dynamic Theory of Profit

4. Innovation Theory of Profit

1. Risk Theory of Profit: This theory is associated with American economist Hawley. According to him profit
is the reward for risk-taking in business. Risk- taking is supposed to be the most important function of an
entrepreneur. Every production that is undertaken in anticipation of demand involves risk. Risk profit is paid

to entrepreneur. No entrepreneur will be willing to undertake risks if he gets only the normal return.
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The reward for risk-taking must be higher than the actual value of the risk. If the entrepreneur does not
receive the reward, he will not be prepared to undertake the risk. Thus, higher the risk greater is the
possibility of profit.

According to Hawley the entrepreneur can avoid certain risks for a fixed payment to the insurance
company. But he cannot get rid of all risks by means of insurance. If he does so he is not an entrepreneur
and would earn only wages of management and not profit.

Criticism: 1. Risk-taking is not the only entrepreneurial function which leads to emergence of profits. Profits
are also due to the organizational and coordinating ability of the entrepreneur. It is also reward for
innovation.

2. According to Carver profit is paid to an entrepreneur not for bearing the risk but for minimizing and
avoiding risk.

3. This theory assumes that profit is proportional to risk undertaken by entrepreneurs. But this is not true
in practical life because even entrepreneurs who do not take any risk are paid profit.

4. Knight says that it is not every risk that gives profit. It is unforeseen and non- insured risks that account
for profit.
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According to Knight risks are of two types viz., foreseeable risk and unforeseeable risk. The risk of fire in a
factory is a foreseeable risk and can be covered through insurance. The premium paid for the fire insurance
can be included in the cost of production. The entrepreneur can foresee such a risk and insures it. An
insurable risk is no risk and profit cannot arise due to insurable risk.

2. Uncertainty Theory of Profit: This theory was propounded by an American economist Prof. Frank H.
Knight. This theory starts on the foundation of Hawley’s risk bearing theory. Knight agrees with Hawley that
profit is a reward for risk-taking. There are two types of risks viz. foreseeable risk and unforeseeable risk.
According to Knight unforeseeable risk is called uncertainty beaming,

Knight regards profit as the reward for bearing non-insurable risks and uncertainties. He distinguishes
between insurable and non-insurable risks. Certain risks are measurable, the probability of their
occurrence can be statistically calculated. The risks of fire, theft, flood, and death by accident are insurable.

These risks are borne by the insurance company.
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The premium paid for insurance is included in the cost of production. According to Knight these foreseen
risks are not genuine economic risks eligible for any remuneration of profit. In other words, insurable risk
does not give rise to profit. According to Knight profit is due to non-insurable risk or unforeseeable risk.
Some of the non- insurable risks which arise in modern business are as follows:

1. Competitive risk: Some new firms enter the market unexpectedly. The existing firms may have to face
serious competition from them. This will inevitably lower down the profit of the firms.

2. Technical risk: This risk arises from the possibility of machinery becoming obsolete due to the discovery
of new processes. The existing firm may not be able to adopt these changes into its organization, and hence
suffer losses.

3. Risk of government intervention: The government, in course of time, interferes into the affairs of the
industry such as price control, tax policy, import and export restrictions, etc., which might reduce the profits
of the firm.
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4. Cyclical risk: This risk emerges from business cycles. Due to business recession or depression, consumer’s
purchasing power is reduced, consequently demand for the product of the firm also falls.

S. Risk of demand: This is generated by a shift or change of demand in the market. Prof. Knight calls these
risks as ‘uncertainties’ and ‘it is uncertainties in this sense which explains profit in the proper use of the

term’.

Criticism:

1. According to this theory, profit is the reward for uncertainty bearing. But critics point out that sometimes
an entrepreneur earns no profit despite uncertainty bearing.

2. Uncertainty bearing is one of the determinants of profit and it is not the only determinant. Profit is also
a reward for many other activities performed by entrepreneur like initiating, coordinating, and bargaining,

etc.

3. It is not possible to measure uncertainty in quantitative terms as depicted in this theory.

4. In modern business corporation’s ownership is separate from control. Knight does not separate ownership
and control and this theory becomes unrealistic.

5. Uncertainty bearing cannot be looked upon as a separate factor of production like land, labour or capital.
It is a psychological concept which forms part of the real cost of production.
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Knight’s theory of profit is more elaborate than other theories because it combines the conception of
risk, of economic change and of the role of business ability.
3. Dynamic Theory of Profit: Prof. J.B. Clark propounded the dynamic theory of profit in the year 1900. To

him profit is the difference between the price and the cost of production of the commodity. Profit is the
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result of progressive change in an organized society.

The progressive change is possible only in a dynamic state. According to Clark the whole economic society
is divided into organized and unorganized society. The organized society is further divided into static and
dynamic state. Only in dynamic state profit arises.

In a static state, the five generic changes such as the size of the population, technical knowledge, the
amount of capital, method of production of the firms and the size of the industry and the wants of the
people do not take place; everything is stagnant and there is no change at all. The society has always been
dynamic. Several changes are taking place in a dynamic society.
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Criticism:

1. It is wrong to say that there is no profit in static state because every entrepreneur is paid profit irrespective
of the state of an economy.

2. This theory does not fully appreciate the nature of the entrepreneurial function. If there are no profits in
a static state, it means there is no entrepreneur. But without an entrepreneur it is not possible to imagine

how different factors of production would be employed.

3. This theory assumes the existence of perfect competition and static state. But they are far from reality.

4. This theory states that profit arises because of dynamic changes. But Knight says that it is only unforeseen
changes that give rise to profit.
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4. Innovation Theory of Profit: This theory was propounded by Schumpeter. This theory is like that of

Clark’s theory. Instead of five changes mentioned by Clark, Schumpeter explains the change caused by
innovations in the production process. According to this theory profit is the reward for innovations. He uses
the term innovation in a sense wider than that of the changes mentioned by Clark.

Innovation refers to all those changes, in the production process with an objective of reducing the cost
of commodity to create gap between the existing price of the commodity and its new cost. Innovation may
take any shape like introduction of a new technique or a new plant, a change in the internal structure or
organizational set up of the firm or change in the quality of raw material, a new form of energy, better method

of salesmanship, etc.
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Lecture: 09, Part: 01 (Functions)

Types of Functions- Linear, Quadratic, Hyperbolic, Exponential, Log.

1. Linear Function

Definition: A function that shows a constant rate of change; its graph is a straight line.
@B T A ARRSETE GFH 9T T FLAT; 9T AFH @B AFEEL |

General form:
f(x)=ax+b,a#0

Graph: Straight line (positive slope if a>0, negative slope if a<0).
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Explanation:

a = slope (rate of change),
b = intercept (value when x=0).

Linear functions model proportional growth, cost functions, and simple relationships in economics.

2. Quadratic Function

Definition: A polynomial function of degree 2; its graph is a parabola.

General form:
f(x)=ax2+bx+c,a#0

Graph: U-shaped (opens upward if a>0, downward if a<0).

X
2| 4
-1 1 e =5 -1 = 5 4 s 6"
0] 0
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|
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Explanation:

Vertex = turning point ( D )i (— %))

z:
Axis of symmetry: vertical line through vertex.

Quadratics are used in physics (projectile motion), economics (cost/revenue curves), and optimization.

3. Hyperbolic Function

Definition: A rational function where variable appears in denominator, showing inverse relation.

General form:

f(x)=§,x¢0

x2+y2=1

(—=1.0)

Graph: Two separate curves (branches) in opposite quadrants (rectangular hyperbola).
Explanation:

As x—0, function tends to infinity.
As x—o0, function approaches 0.

Models inverse relationships (e.g., Boyle’s Law in physics, demand-price relation in economics).

4. Exponential Function

Definition: A function where the variable is in the exponent.

General form:

f(x)=a",a>0,a#1
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Graph: Rapidly increasing (if a>1) or decreasing (if 0<a<1)

y
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6_
51
144
.
(‘—1.5,) 3l
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® ——t f——t et +-X
5 -4 -3 2 -10 1 2 3 a4 5
-
!

Explanation:

Always positive, never touches x-axis.
Growth rate proportional to current value.

Used in population growth, compound interest, and radioactive decay.

5. Logarithmic Function

Definition: The inverse of exponential function.

General form:
f(x)=log.(x),a>0,a#1

Graph: Increasing curve, defined only for x>0.
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t T t + t X
05 1 15 2 25 3

log,(z) =y b =2,b>0,b#1

—~ -
_ Think
'og"(\’?_;y btothey = x
(0]

Explanation:

log.(x) = exponent to which base aaa must be raised to get x.
Grows slowly, never negative if base > 1.

Used in measuring pH, earthquake intensity, and data compression.

Equation of Straight Line- Rectangular Hyperbola
A straight line equation describing the asymptotes of a rectangular hyperbola can be written asy = +x or x*
- y* = 0, derived from the standard forms of a rectangular hyperbola, which are either x*/a* - y*/b? = 1 or
y?/a® - x*/b? = 1, where a=b, making the angle between the asymptotes 90 degrees. A more general form for

a rectangular hyperbola, centered at the origin, is xy = ¢, where c is a constant.
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Asymptotes of a Rectangular Hyperbola

A rectangular hyperbola has its transverse and conjugate axes of equal length (a=b).
The angle between the asymptotes is 90 degrees, meaning they are perpendicular.

The standard equation of a hyperbola is x*/a* - y*/b? = 1. For a rectangular hyperbola, a = b, so the

equation becomes x* - y* = a% or x* - y? = k, where k is a constant.
The asymptotes are the lines y = +(b/a)x. Since a=b, the asymptotes become y = *x.

Therefore, the equation of the asymptotes for a rectangular hyperbola centered at the origin can be
written as y = x and y = -x, or combined as y* - x* = 0 or x* - y* = 0.

General Equations of a Rectangular Hyperbola

or y? - x* = a% This is the standard form when the hyperbola is centered at the origin and its axes align

with the coordinate axes.

Xy = C:

This is the equation for a rectangular hyperbola whose asymptotes are the coordinate axes, which are
perpendicular to each other.

rectangular hyperbola

Lecture: 10, Part: 01

Concept of National Income

"The labour and capital of a country acting on its natural resources produce annually a certain net aggregate
of commodities, material and immaterial, including services of all kinds. This is the true net annual income

or revenue of the country or national dividend." (Marshall)

"AFeP TR TR O I G MO 2N ¢ A IO 9 g wAfawiel sidf, Ieste qR e
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sfolf AT IR, TF 0P A QAR AR oye | «fbd @eas eiFe 6 I @ A1 Ferx 1 ey wrepiee 1"
(st
"National income is that part of the objective income of the community, including of course income
derived from abroad, which can be measured in money." (Pigou)
"SI W TE TRAWICAS IED WG (12 ¥, AT T T¥02 O (A0F 2l O Tee e, [ a4
Afqaol A @ AT 1" (FPre)
“The aggregate value of all final goods and services produced by the residents of a country, operating
both within the national boundary and abroad, in any particular year, is called the national income
of the country.”
Characteristics of National Income -
1) National income is estimated in monetary terms. This may be expressed at current
prices or some base year prices.
2) Only the value of final goods and services are taken into account for measuring
national income.
3) National income is always expressed with respect to a given time period. Hence, it is a
‘flow” concept.
4)  All types of ‘pure exchange transactions’ are excluded from national income
accounting.
5) National income is not simply the sum of all personal incomes in a country.
Caf=igy-
») TR WY SfAFeI S 41 231 aff IS o= w3 g fofs q=eaw =0 o T @S i1t |
2) WO AW AR T SYNIG FOE Ao 8 < o [war a1 271
©) TSR A A G5 [ AT MATE 2 a1 = | W0, dff @ '@’ 4l
8) e ¥R 'fawm [Ny @' TR i f9 (A0F AW (el 27 |
@) TSI T (T 96 (0 ATE IS AT Qo 77 |

Difference between Domestic Income and National Income -

SL National Income Domestic Income
1 |It includes income earned by the residents only. | It includes income earned by the residents as well
S RIRRIRIESICERSIE)) as non-residents. (MFF T wifddma aF
EEE 7))
2 It consists of income earned both within and It consists of income earned only within the
outside the domestic domestic territory.
territory of a country. (BY (T TOIS(F TS TR TEYE 2)
(THT*IF TOIBE 8 AMBE Gfere @)
3 It is an economic concept. It is a geographic concept.
(a5 zt= wdtafes @) (@f5 zt= cSTeaifers graen)
4 It includes net factor income from aborad. It does not include net factor income from abroad.
(o 2t (@fse 9 QT Teee =) (Rom @t @fee o QAT T=ege =7 =)
5 National income = Domestic income Domestic income = National income - Net factor
+ Net factor income from aborad. income from abroad.

. Page 123 of 180
RTINSO S P> CooglePlay [l 8 Aop Store [ BB Microsore |l 8 Nac App Store IECILINCI gl Reelng! Q 01701377322g




Live
L2 mca

S15F AFfo, STy fafer

Net factor income from abroad is the difference between the income received by the residents from abroad
for rendering factor services (e.g., banking and insurance services, other financial services, engineering
services, etc.) and the income paid for the factor services rendered by the non-residents in the domestic

territory of a country.

Gross Domestic Product (at market prices):

The gross domestic product at market price (GDPmp) indicates the value of all final goods and services
produced within the domestic territory of a country during any particular year. These goods and services
are valued at the prevailing market prices of those goods and services.

T T (B (S T2 (GDPmp) (Fle g q=0a (@18 (MeiF T@al Szt Teoffre I8 pore #ic
@3 ARG W o 01 @B A @3 ARERIsRR 1 Fdwd F9 2 612 A g Al evfhre aew
T fofers |

Net domestic product (at market prices):

The Net domestic product at market prices (NDPmp) refers to the value of all final goods and services at the
prevailing market prices within the domestic territory of a country during any particular year after making
allowance for the consumption of fixed capital or depreciation allowance.

NDPmp = GDPmp - Depreciation allowance

eI e 6 (TR #I5 (NDPmp) F#10® (e g q=ea FIal To4era IR A <03 SO &) Ore! 2ita At
(FIFS AT TR S RN UG Y0 FIE GOIS #ief G2 2RI & @R

Gross National Product (at market price) :

The Gross National Product at market prices (GNPmp) refers to the aggregate market value of all final goods
and services produced by the residents of a country during any particular year.

IS T GG TSI SAWH (GNPmp) Ice (8 e I=e@ @me moR Aifasom/afmims ol Sesfifre
B YOI Ao @I AT AN S FHP (IR |

Net National Product (at market prices):

The net national product at market prices (NNPmp) refers to the market value of all final goods and services
produced by the residents of a country after allowing for the depreciation of fixed capital during any
particular year. Thus, if we deduct the consumption of fixed capital or the depreciation allowance from the
GNPmp, we get NNPmp.

NNPmp = GNPmp - Depreciation allowance

IEF T 6 ORI 2 (NNPmp) FoCe (@ AW Iu@ J THALCIR SR SEMETR @ (@8 iR
eifaera /ARt @l TeAlme e PO o) R “IREdE S &0 (@R | oA, AW S GNPmp ([
B LR I A S0 Orel IM B, SRCE W NNPmp A7 |

Gross Domestics Product (at factor cost):
The Gross Domestic Product at factor cost (GDPfc) refers to the estimation of GDP in terms of the aggregate

earnings of factors of production.
B AA® (B (IS T2 (GDPfc) IACe TLAWHR IR ANfaF Wwd »faf e GDP-93 I @RI |
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Net Domestic Product (at factor cost):
The net domestic product at factor cost (NDPfc) estimates the NDP in terms of the aggregate factor incomes

of the residents and non-residents within the domestic territory of a country during any particular year.
FHFA IAW 16 =e T (NDPfc) (e e q=ea (FiFe (reeix Sreresid geed Al 93R SRRFes e
T R ACLFFCS NDP ST |

Gross National Product (at factor cost):

The Gross National Product at factor cost (GNPfc) refers to the GNP in terms of factor incomes. It is the
aggregate earnings received by different factors of production (i.e., wages, rent, interest and profits) supplied
by the residents of a country during any particular year.

FT A (B TR BLAW (GNPfc) FE WA Afeafre GNP & @R 1 @ft ze1 TSesivis fafes w1%a (@,
TGfR, SITl, 37 3R Fe) = i AN @ T 96 [ME qwm 9B @es AFFITE @R TR 9 =

Net National Product (at factor cost):

The net national product at factor cost (NNPfc) to the value of the final goods and services produced by the
residents of a country, whether operating within the domestic territory or outside it, at their factor costs. It
is also termed as the National Income of a country.

@le (oo AR TeAAfre pore #id) ¢ #fTaara e, A St e $Ries o A IR it @1 =i
@, TNFT AA0E, W A[G (5 Srely T (NNPfc) | «fbtd @36 e o @ws & 28 IMethods of

Measuring National Income
A) Value added or production or output approach

The output approach focuses on finding the total output of a nation by directly finding the total value of
all goods and services a nation produces.

Tesme et «Ffs wifer Teviire 7w~ @ »fHEa™ (6 o0 T Y& (@7 I 9316 Eifod (6 =es6
& (@7 A TR 92 fom oA

Problem of double counting: Because of the complication of the multiple stages in the production of a good

or service, only the final value of a good or service is included in the total output. This avoids an issue often
called 'double counting', wherein the total value of a good is included several times in national output, by
counting it repeatedly in several stages of production.

@IFS #oy 1 SR TeomeR qFIfET S wibered FRed, @FETE ooy I~ por Yo (B TAME
qeve <d 21 @t fRed A0 aNE @FH T qUR, @A TAwe [y o/t IRRE A I S
TRAMC T (N6 ol IR TLeS 4 2 |

In the example of meat production, the value of the good from the farm may be Rs10, then Rs

30 from the butchers, and then Rs 60 from the supermarket. The value that should be included

in final national output should be Rs 60, not the sum of all those numbers, Rs 90. The values

added at each stage of production over the previous stage are respectively Rs 10, Rs 20, and Rs

30. Their sum gives an alternative way of calculating the value of final output.
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1. Formula of Output Approach

National Income (Y)=Y.(Value of Output-Value of Intermediate Consumption)
or,
Y=Gross Value of Output (GVO)-Intermediate Consumption=Gross Value Added (GVA)

To get Net National Income at Factor Cost (NNI at FC):

NNI (FC)=GDP at Market Price-Depreciation+Net Factor Income from Abroad-Indirect Taxes+Subsidies

2. Explanation

e The Output Approach (also called the Product Method or Value Added Method) measures national
income by calculating the monetary value of all final goods and services produced in an economy
within a year.

e Only the value added at each stage of production is counted to avoid double counting.

e Intermediate goods (like raw materials) are excluded, as their value is already included in the final
output.

e By summing up the Gross Value Added (GVA) across all sectors—agriculture, industry, and services—we
arrive at GDP.

« BRAVH #GfS (AE 2 S A o RS “afoe e ) IF IREF NG G0 qdifsre Teanfrs 7w
PO i 32 SRR LT o of T Gror = AR R |

« Tagel o9 quite wyAE SeAme efss i Aeaifers o Ao v =7 |

o GE! A (AT FIBWE) W WS TF, F1HY a1 oML FUE TLAME TBYS Fl FCACR |
- PR, fog @3 AR - TP (@R (WG T ALATH (GVA) FLTHCA A GDP-(S (212 |
Example

Suppose in a small economy:

e Agriculture produces crops worth $500 million, using intermediate inputs worth $100 million.
e Industry produces goods worth $800 million, using inputs worth $300 million.

e Services contribute $400 million, using inputs worth $50 million.
Step 1: Calculate Value Added (GVA) for each sector

e Agriculture = 500 - 100 = $400 million
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e Industry = 800 - 300 = $500 million
e Services = 400 - 50 = $350 million
Step 2: Total GDP at Market Price
GDPMP=400+500+350=1250 million
Step 3: Adjustments to get NNI at Factor Cost
Suppose:
Depreciation = $50 million
Net Factor Income from Abroad = $20 million
Indirect Taxes = $30 million
Subsidies = $10 million
NNIFC=1250-50+20-30+10=1200 million
Final National Income = $1200 million
B) Income method
The income approach equates the total output of a nation to the total factor income received by residents
or citizens of the nation. The main types of factor income are:
Employee compensation/ salaries & wages (cost of fringe benefits, including
unemployment, health, and retirement benefits);
Interest received net of interest paid,;
Rental income (mainly for the use of real estate) net of expenses of landlords;
Royalties paid for the use of intellectual property and extractable natural resources.
Corporate Profits

S aore GF6 MU (15 TLAMACE (O A1 A MoAfFFwa 7 Al (W5 WG W AL A T
T | WIFE AT 2L GRSl 2
o FOIA FoFd /o GR NG (FFRAT, TG GIR TPRIEA {4 72 AfSF R4 437b);
. 2me e 46 i 9w,
. ST Y (4o {HEE G50 GRRET &) AMCSTF™E JER +5;
« Qifers 778 G SRR eliFfod Fo7W JLICHT G 2GS FIAT |
PG =e
Formula NI=Compensation of Employees+Rent+Interest+Profit+Mixed Income of Self-
employed+Net Factor Income from Abroad
Or, simply:
NI=W+R+[+P+MI+(X-M)
Where:
W = Wages & salaries (Compensation of employees)
R = Rent
I = Interest
P = Profit (corporate profit, dividends, retained earnings, etc.)
MI = Mixed income (farmers, self-employed, small traders)

(X - M) = Net factor income from abroad
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C)

Explanation
The Income Approach measures national income by summing up all incomes earned by factors of
production within a country. Since every unit of output generates an equal unit of income for someone,
this method reflects the distribution side of national income.
Wages — reward to labor
Rent — reward to land
e Interest — reward to capital
e Profit — reward to entrepreneurship
e Mixed income — when self-employed people earn a combination of wages, profit, and rent
It ensures double counting is avoided, as it only counts factor incomes, not transfer payments (like
pensions, scholarships, or subsidies).
Example (Simplified)
Suppose in a country for one year:
e Wages and salaries = 500 billion
e Rent = 100 billion
e Interest = 150 billion
e Profits = 200 billion
e Mixed income of self-employed = 50 billion
e Net factor income from abroad = +20 billion
Now, applying the formula:
NI=500+100+150+200+50+20=1020 billion
So, National Income = 1020 billion
Expenditure or Consumption method
The expenditure approach is basically an output accounting method. It focuses on finding the total output
of a nation by finding the total amount of money spent. This is acceptable, because like income, the total

value of all goods is equal to the total amount of money spent on goods

IR “EfS T GFfs AEH|6 211 “afs | «ft e wefa @b =it @@ I @’ wifen @6 =ess[5 e
Tt g2 f w01 afb arecar, FEe S Yo, TS AR (N6 JoH 2o T e (W6 el A |
Formula (Basic GDP Identity - Expenditure Method)
GDP=C+I+G+(X-M)
Where:
e C = Private Consumption Expenditure (households spending on goods & services)
e I = Investment Expenditure (business investment on capital goods, inventories, housing)
e G = Government Expenditure (spending on public goods & services, excluding transfer payments)
e X - M = Net Exports (exports minus imports)
Explanation
The expenditure approach measures national income (GDP) by summing all expenditures made on
final goods and services produced within a country during a specific period.

e It avoids double counting by excluding intermediate goods.
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Consumption (C) reflects household demand.

Investment (I) indicates future productive capacity.

Government spending (G) shows the state’s role in development.

Net exports (X - M) adjust for trade balance: if imports > exports, GDP falls.

This method highlights how national output is utilized by households, businesses, government, and

foreign buyers.

Example

Suppose a country reports the following (in billion USD):

Consumption (C) = 500
Investment (I) = 200
Government Spending (G) = 150
Exports (X) = 100

Imports (M) = 120

Now,

GDP=C+[+G+(X-M)
GDP=500+200+150+(100-120)
GDP=830 billion USD

So, the country’s GDP (Expenditure Method) = 830 billion USD.

Problems of Calculating National Income

1

2)

3)

4)

5)

Difficulty in defining the nation (&% 7GR @fbeTel)- As the world has become a global village, it
is very difficult to identify the national boundaries has become difficult.

Non-marketed service (34 ARTS AN - Services like love, kindness, and mercy has economic value
but have no money value.

Possibility of double counting ((@®*i91e ®IF)- The possibility of double counting which arises from
the failure to distinguish properly between a final and intermediate product.

Transfer payment (RIS “NSHN)- Individual get pension, unemployment allowance and interest on
public loans, but whether these should be included in national income is a difficult problem. The best
way to solve the difficulty is to consider only the disposable income of individual or personal income
minus all transfer payments.

Capital gains or losses (Y514 ©¥ Al {8) - Commodity product this year is sold next year if at higher

price is capital gain & at loss then capital losses e.g. other example could be selling of shares.

Nominal income and real income.
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Nominal Income - Definition

Nominal income refers to the money income earned by individuals or a nation in current prices, without

adjusting for inflation.
I W7 FeIce J@IFTed M AN 7 Fea ToA Yoh Hfe A Tifer @il wiere «d SR @R

Example: If a worker earns 50,000 BDT per month in 2025, that is their nominal income, regardless of

whether prices of goods and services are high or low.

Real Income - Definition

Real income is the purchasing power of money income, i.e., the quantity of goods and services that can
actually be purchased with nominal income. It is obtained by adjusting nominal income with a price index
(inflation/deflation).

Y4Fe N 2 9L W@ @ FHel, G, NG AW M@ AFOACEF @ FA QTS AL G HAy @ AfEE=
S 1 5T P (F@HS/JarRie) e [rwia o ATy v Gfb werw w4 7|

Example: If prices double but the worker still earns 50,000 BDT, their real income has fallen, since they

can buy only half as much as before.

Key Differences between Nominal and Real Income

Basis Nominal Income Real Income
Definition Money earned in current prices Income adjusted for price changes (purchasing
power)
Inflation Not adjusted for inflation Adjusted for inflation
effect
Stability Fluctuates with price level More stable indicator of welfare
Measurement | Measured in monetary terms Measured using price index (deflator)
Economic Use | Useful for tax collection, Useful for welfare, policy-making, real growth
accounting analysis

Way of Measuring Real Income from Nominal Income

The formula is:

Nominal Income
Real Income= ——————— x100
Price Index

Nominal Income = Income at current prices.

Price Index = Consumer Price Index (CPI) or GDP Deflator, with base year = 100.
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Example:

Nominal Income = 500,000 BDT in 2025
CPI = 125 (base year = 100)

00000
125

= 400000 BDT

Real Income= x100

This means the real value of income is 400,000 BDT in base year terms, showing a reduction in

purchasing power.

Lecture: 11, Part: 02

Concept and Emergence of Development Plans

Development planning means a strategic and participatory process to integrate economic, spatial, social,
infrastructural, housing, institutional, fiscal, land reform, transport, environmental, water and other
strategies or sectoral plans with a view to the optimal allocation of scarce resources to the various sectors
and geographic areas and to supporting the whole of the population in a manner which promotes sustainable

growth and equity, with the emphasis on capacity-building in poor and marginalized communities.

Development plans are comprehensive strategies created by governments or organizations to achieve
specific socioeconomic goals within a defined period. The emergence of development plans can be traced

to various factors:

T AfRTEA 2 TR A AP Fed (i TN ey [ s mnfes ww weiEme o e w9 e
e | T Sifspaa S ffey e S frow e

Post-War Reconstruction: (& *7! 7FA) The concept of development planning gained prominence after
World War Il when many countries needed to rebuild their economies. Planning became essential to allocate
resources efficiently and promote growth.

Industrialization: (&) As nations aimed to industrialize and modernize, they realized the need for
systematic approaches to manage economic transformation.

Soviet Influence: (PTf@® &©[) The Soviet Union's centralized planning model influenced the adoption
of development plans in various countries during the mid-20th century. This led to the creation of Five-
Year Plans in countries like India.

Decolonization: (C~f~ta® Y&F=) Newly independent nations sought to address economic disparities and
achieve self-sufficiency through planning.

Globalization: (R™T9) In the latter half of the 20th century, globalization introduced new dynamics to

development planning, emphasizing trade, investment, and international cooperation.
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Development plans typically include:

- Economic Goals: (S¥(1e< &%) These plans outline targets for economic growth, industrialization,

and income distribution.

- Infrastructure Development: (SO TF%W) Plans often focus on building essential

infrastructure like roads, schools, and healthcare facilities.

- Social Welfare: (3if&& Fe19) They address social issues such as poverty alleviation, education,

and healthcare.

- Environmental Sustainability: (%f&ta=isrs fZfe#eTel) Recent plans incorporate sustainability goals
to address environmental challenges.

- Monitoring and Evaluation: (3¢ @ SE0RA) Plans include mechanisms to track progress and adjust
strategies as needed.
The effectiveness of development plans varies, and their success depends on factors like political stability,
sound economic policies, and adaptability to changing circumstances. Today, development planning

continues to evolve in response to global challenges and shifting priorities.

T cfiegan sl AfREe o R SR e At fEfenieTel, Jp wdtafes fife ¥ s
Afafgfore afermmarrer ol el T+ha foa a1 o, Rl oiteie «de sfaeTie gaifaeEs
efsfar S sAfrea fefre =)

Development Plans in Bangladesh

The context behind the development plans in Bangladesh is rooted in the country's long-standing
commitment to economic growth and poverty reduction. Bangladesh has faced numerous challenges since
its independence in 1971 including:

«  Political instability (FreAfes wfgfeReTe!)

+ Natural disasters (2IFroF )
+  High population density (SRR SEP qg)

Bangladesh has several development plans and goals aimed at improving various aspects of the country,
including economic growth, infrastructure development, social welfare, and environmental sustainability.
For Example:

Historical Background of Five-Year Plans (FYP) in Bangladesh

Pre-Independence Context

Before the independence of Bangladesh in 1971, the then East Pakistan (now Bangladesh) was part of

Pakistan’s centralized economic planning process. Pakistan introduced Five-Year Plans in the 1950s, but the
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benefits of development were largely concentrated in West Pakistan. As a result, East Pakistan suffered
from neglect, low industrialization, poor infrastructure, and widespread poverty. This economic disparity

was one of the major causes behind the Liberation War of 1971.

553 FICE TR FIRITOIF ST, SLFTA 7 AT (ISHCH ) AR (Feahge qLAfss #AfRg
Afe @il e | ATV d5¢0-9F Tt AR ARTHA b1 I, 68 Taeaa Jiefr yere 6w sifwsie
@FEge TR | ToFE, A7 A o[, T e, e aw o g e A few 2w @3
qfAfeT ta fed 55y AR Yfeqrad e Tres aq Fihe |

Post-Independence and the Beginning of Planning (1972-1975)

After independence, Bangladesh faced severe economic challenges—war destruction, food shortages,
poverty, unemployment, and inflation. To rebuild the economy, the government felt the necessity of

systematic planning.

First Five-Year Plan (1973-1978):

Bangladesh launched its first FYP in July 1973 under a socialist-oriented economic framework. The plan
prioritized food self-sufficiency, rehabilitation, industrial nationalization, and poverty alleviation.
However, due to political instability, natural disasters, and financial constraints, its targets were only

partially achieved.

Shifts in Development Strategy (1978-1990s)

After political changes in the late 1970s, Bangladesh moved away from a socialist approach toward a

mixed economy, encouraging private sector participation and gradual liberalization.

Second FYP (1980-1985): Emphasized rural development, agriculture, and employment creation.

Third FYP (1985-1990): Focused on structural reforms, private investment, and export-oriented growth.

During this period, Bangladesh increasingly engaged with international organizations like the IMF and

World Bank, which influenced its planning strategies.

Democratic Era and Long-Term Vision (1990-2010)

With the restoration of democracy in the 1990s, the planning process became more participatory.

Fourth FYP (1990-1995): Aimed at poverty reduction, human resource development, and market
liberalization.
Fifth FYP (1997-2002): Stressed on social sector development (education, health), gender equality, and

infrastructure.

Page 133 of 180

winNow b [N () B CITa ey @ livemca.com @ 01701377322




Live
L2 mca

S15F AFfo, STy fafer

Interim Plan & PRSP (2002-2010): Instead of traditional five-year plans, Poverty Reduction Strategy
Papers (PRSP) were adopted in line with donor recommendations and Millennium Development Goals
(MDGs).

Revival of Five-Year Plans (2010-Present)

In 2010, Bangladesh reinstated the five-year planning framework to achieve long-term goals such as

Vision 2021, which aimed to transform Bangladesh into a middle-income country.

Sixth FYP (2011-2015): Focused on accelerating growth, reducing poverty, improving energy supply, and
achieving MDGs.

Seventh FYP (2016-2020): Targeted employment generation, infrastructure expansion, and SDGs
integration.

Eighth FYP (2021-2025): Currently ongoing, it emphasizes post-LDC graduation challenges, COVID-19

recovery, private sector growth, and sustainable development.

Development Planning in Bangladesh: Public Sector vs. Private Sector

Development planning in Bangladesh has always been shaped by the interplay between the public sector,
which traditionally dominated the economy in the early years after independence, and the private sector,
which gradually emerged as the driving force of growth under liberalization and globalization. Both sectors

play crucial roles, though their responsibilities, strengths, and limitations differ.

Historical Context

Public Sector Dominance (1970s):

After independence in 1971, Bangladesh adopted a socialist-oriented development strategy. Key industries
like jute, textiles, banking, and large manufacturing units were nationalized. The First Five-Year Plan
(1973-78) emphasized state ownership, food self-sufficiency, and rehabilitation. The public sector was seen
as the primary driver of industrialization and service delivery.

Shift toward Private Sector (1980s onward):

Due to inefficiency, corruption, and poor performance of state-owned enterprises (SOEs), reforms in the
late 1970s and 1980s emphasized privatization, deregulation, and liberalization. The private sector began
to lead in industrial growth, especially in the ready-made garments (RMG) industry. Since the 1990s,

development planning has increasingly recognized the private sector as the “engine of growth.”

Role of the Public Sector in Development Planning

Infrastructure Development:

The public sector invests heavily in roads, bridges, ports, power plants, and railways, which are essential
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for supporting private sector activity. For example, the Padma Bridge, metro rail, and electricity grid
expansion were led by public investment.

Social Sector Investment:

Education, healthcare, poverty reduction, and rural development remain largely public-sector-driven, often
supported by donor agencies and NGOs.

Regulation and Policy Framework:

The state provides the legal, regulatory, and institutional framework for economic activity. Through
agencies like Bangladesh Bank, BIDA (Board of Investment), and ministries, the government regulates trade,
finance, and investment.

Strategic Industries and SOEs:

The public sector still owns enterprises in energy, banking, aviation, and heavy industries. Although
often criticized for inefficiency, these remain crucial in national security and strategic development.
Long-Term Vision and Planning:

National Five-Year Plans and Perspective Plans are prepared by the Planning Commission under the

Ministry of Planning, reflecting government priorities such as Vision 2021 and Vision 2041.
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Limitations of Public Sector:

Bureaucratic inefficiency (S¥emelf@s sme))

Political interference and corruption (FeATeT TBCHA 8 FAlTw)
Loss-making SOEs (FIgRg Swiicsd <)

Slow adaptation to technology (2 wferretas &7 «ifs)
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Role of the Private Sector in Development Planning

Industrial Growth and Employment:

The private sector is the backbone of Bangladesh’s economy today, led by the RMG sector, which employs
over 4 million workers and contributes more than 80% of export earnings. Leather, pharmaceuticals, ICT,
and shipbuilding are also expanding under private entrepreneurship.

Foreign Direct Investment (FDI):

Multinational corporations and joint ventures bring capital, technology, and skills. The private sector’s role
in attracting and utilizing FDI has been crucial for export diversification.

Innovation and Competitiveness:

Private enterprises introduce modern technologies, improve productivity, and respond quickly to global
demand, making Bangladesh competitive in international trade.

SMEs and Rural Development:

Small and Medium Enterprises (SMEs) in agro-processing, light engineering, and services contribute
significantly to employment and inclusive growth, complementing government poverty reduction strategies.
Service Sector Expansion:

The private sector dominates finance, telecommunications, ICT, and education. Mobile financial services like

bKash have revolutionized financial inclusion, driven by private initiatives under supportive regulation.
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Limitations of Private Sector:

Over-concentration in garments, leading to vulnerability (¢ fitga afe wifss wwmgicas)
Weak compliance with labor and environmental standards (X% 8 AfCI*I7® Awees A SHfSITel)
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Dependence on government incentives (tax holidays, subsidies) (FFSIfH Swter ost)
Limited investment in long-term infrastructure due to high cost and risks (8% 7 @3z 3fFx S AGR@!
TRFIIIICS Afsre e

Public-Private Partnership (PPP)

Recognizing that neither sector alone can meet the development challenges, Bangladesh has increasingly
promoted Public-Private Partnerships (PPP), especially in infrastructure, energy, and health. Examples

include:

Private power plants under government contracts
PPP-based economic zones and IT parks

Joint investments in transport projects

TR OIEEeE O (TFIEE 9 (@S CFAS A 7 O FIF FCF, AENT AL AP -
wemifag (FIfF) evm Sz, [edT S TR, el @2 Jrg Ace | SwradelEd T e

« TR P 9 (@RI [ @@
« Fofif-fefes wdtafos et gz @zl =i
« e ety N e
Aspect Public Sector Private Sector
Focus Infrastructure, regulation, social welfare, Manufacturing, exports, services,
strategic industries innovation
Strengths Policy-making power, large-scale projects, Efficiency, flexibility, global
social equity competitiveness
Weaknesses Bureaucracy, inefficiency, political influence ~ Over-reliance on few sectors, weak

compliance
Contribution to | Historically higher (1970s), now smaller but Currently dominant contributor
GDP crucial in infrastructure (industry & services)
Employment Civil service, SOEs, public services Main generator of industrial and

service employment

First Five-Year Plan

Announced on November 3, 1973.
Covered the period from 1973 to 1978

Aimed at promoting economic and social development in the newly independent Bangladesh.

Objectives/Goals:

Economic Growth: (1A% @3f&) The primary objective was to promote economic growth and

development in the country.
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A A

Agricultural Development: ($ T=T¥) Focus on agriculture, including increasing food production and
improving rural livelihoods.

Industrialization: (®&¥) Encourage industrialization and infrastructure development.

Human Resource Development: (W55 BFA) Invest in education, healthcare, and skill development.

Poverty Alleviation: (W@ fRTa5+) Reduce poverty through job creation and income generation.
Infrastructure: (FRFISTN) Develop infrastructure, including roads, ports, and energy production.
Regional Balance: (S1%fe7% ©I7311%5) Promote balanced regional development.

Achievements:

Economic Growth: The plan saw steady economic growth, with a focus on agriculture and small-scale
industries.

Agricultural Production: Significant improvements in food production and self- sufficiency in rice
and other staples.

Industrial Growth: Industrial output increased, particularly in textiles and manufacturing.
Infrastructure: The plan led to the development of critical infrastructure, including roads and ports.

Education and Healthcare: Investments in education and healthcare improved literacy rates and reduced

mortality rates.
Poverty Reduction: Some reduction in poverty and improved living standards for many.
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Challenges and Problems:

Resource Constraints: (T%97®l) Limited financial resources and reliance on foreign aid posed
challenges in implementing the plan.

Political Instability: (frewfes @ifgael) The period was marked by political instability, which
sometimes hindered policy implementation.

Inequality: (SPTXI) Despite progress, income inequality remained a significant issue.

Environmental Concerns: (°Ifft™/°rs ©ta*) Rapid industrialization led to environmental degradation in
some areas.

Bureaucratic Hurdles: (SIeirelf@s d141) Administrative inefficiencies and corruption affected plan
implementation.

External Shocks: (&% 51%) External factors like oil price shocks and global economic conditions

impacted the plan’s progress.
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Second Five-Year Plan

Announced in 1980.

Covering the period from 1980 to 1985.

Envisaged GDP growth at the rate of 7.2% per year against the actual growth rate of 5.2% in the
preceding 5 years of the 1970's.

Foreign Aid requirement was estimated at take 13,880 crore which constitutes the 54% of the total
planned outlay.

The main focus of the plan is on poverty. So, a higher level of income and employment in the economy
as a whole is needed.

* Sobo FATA (A Fal JCAMA |
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Objectives/Goals:

Economic Growth: (9€t7fe% @3f%) The primary goal was to achieve a sustained and high rate of economic
growth, particularly in agriculture, industry, and infrastructure development. (GDP to 7.2%)

Poverty Alleviation: (Wifs@y fSt59) The plan aimed to reduce poverty and improve the living standards of
the population, especially in rural areas.

Industrialization: (&) There was a focus on the development of industries and infrastructure to
promote self-sufficiency and reduce dependence on foreign aid.

Agricultural Development: (3@ ©F) The plan sought to increase agricultural productivity through land
reform, irrigation, and modernization of farming techniques.

Social Services: (TN& (141 Improving education, healthcare, and social services was a significant objective

to enhance the well-being of the people.

Achievements:

Economic Growth: Bangladesh achieved a significant increase in its GDP during this period, with growth

rates averaging around 5.5% annually.

Agricultural Productivity: The plan led to increased food production due to better farming practices
and irrigation, reducing the risk of famine.

Infrastructure Development: Investments in infrastructure, including roads and power, improved
transportation and access to basic services.

Industrialization: The industrial sector saw growth, with the establishment of various industries and

manufacturing units.
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Social Services: Progress was made in expanding education and healthcare facilities, although
challenges remained.
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Challenges and Problems:

Resource Constraints: Limited financial resources posed a challenge to implementing the plan fully,
leading to a reliance on foreign aid and loans.

Political Instability: Bangladesh experienced political instability during this period, which at times
hindered the smooth execution of the plan.

Income Inequality: Despite economic growth, income inequality persisted, with disparities
between urban and rural areas.

Infrastructure Gaps: While progress was made, there were still gaps in infrastructure development,
particularly in rural regions.

Population Pressure: The rapid population growth posed challenges in terms of providing adequate social
services and employment opportunities.

Environmental Concerns: Some development activities had adverse environmental impacts, such as

deforestation and water pollution.

Fifth Five-Year Plan

Announced on December 1996

Covered the period from 1997 to 2002.

Expected GDP growth at an average annual compound rate of 7%. In the first year it is estimated at 6%
and in the terminal year at 8.3 %.

Increase employment facility

Objectives/Goals:

Economic Growth: Expected GDP growth at an average annual compound rate of 7 percent. In the
first year it is estimated at 6 percent and in the terminal year at 8.3 percent.
Poverty Alleviation: Poverty reduction was a key focus, with strategies targeting income distribution and

social safety nets.
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Human Resource Development: The plan aimed to improve education, healthcare, and skill development
to enhance the country’s human capital.

Infrastructure Development: Infrastructure, including transportation and energy, was to be expanded to
support economic growth.

Agricultural Development: The plan aimed to increase agricultural productivity and food security.

Private Sector Development: Encouraging private sector investment and industrialization was another key

objective.

Achievements:

Economic Growth: (I1tAfs% @f@) Bangladesh achieved an average GDP growth rate of around 5.5%
during this plan period, which was below the target but still significant.

Poverty Reduction: (4@ g There was a notable reduction in the poverty rate during this period,
although poverty remained a significant challenge.

Human Development: (V73 TxI«) Improvements were seen in education and healthcare indicators, with
increased enrollment in schools and better access to healthcare.

Infrastructure: (V94 ©FFF) Investments in infrastructure, such as roads and power generation,
contributed to economic development.

Agriculture: () Agricultural production increased, contributing to food security and rural livelihoods.
Private Sector: (7RI 41®) The plan led to some expansion of the private sector, particularly in

manufacturing and export-oriented industries.

Challenges and Problems:

Political Instability: The period was marked by political instability and changes in government,
which affected the consistency of policy implementation.
Corruption: Corruption remained a significant challenge, hindering efficient resource allocation and

development.

Infrastructure Gaps: Despite investments, infrastructure development faced challenges, especially in
maintaining quality and expanding to rural areas.

Inequality: While poverty was reduced, income inequality persisted, and disparities in access to basic
services remained.

Natural Disasters: Bangladesh is prone to natural disasters like cyclones and floods, which could
disrupt development efforts.

External Factors: Global economic conditions, including international trade dynamics, had an impact on

the plan’s outcomes.
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Seventh Five-Year Plan

Accelerating Growth, Empowering Citizens
Published December 2015

To create employment for 20m people (22-07-2015)
Covered the period from 2016 to 2020.

Break out of the sphere of 6% growth and raise the annual average growth rate to 7.4%.

Objectives /Goals:

Economic Growth: The plan aimed to achieve sustainable economic growth by increasing the GDP growth
rate and reducing poverty. Break out of the sphere of 6% growth and raise the annual average growth rate
to 7.4%.

Infrastructure Development: Focus was on improving infrastructure, including transportation, energy, and
communication networks, to support economic development.

Poverty Reduction: The 7FYP sought to reduce e poverty from 24.8% in 2015 to 16.6%

and extreme poverty from 12.9% to 8.0% over the same periods.

Human Resource Development: Enhancing education, healthcare, and skill development to create a
capable and healthy workforce.

Social Safety Nets: Expanding social safety net programs to reduce poverty and improve the living
standards of vulnerable populations.

Energy Security: Addressing energy shortages and promoting renewable energy sources for a reliable and
sustainable power supply.

Rural Development: Emphasizing rural development to reduce urban-rural disparities and promote
inclusive growth.

Environmental Sustainability: Ensuring that development initiatives

consider environmental conservation and sustainability.

Achievements:

Economic Growth: Progress with economic growth, employment and probability reduction. Reaching an
impressive rate of 6.2% during the 7FYP.

Progress with Poverty Reduction: The plan contributed to a decline in the poverty rate, although
challenges remained. The poverty was reduced from 24.8% in 2015 to 20.5% and extreme poverty from
12.9% to 10.5% within 2019.

Expansion of Microcredit: The number of borrowers increased from 20.4 million in FY2015 to 25.76
million in FY2019 while total loans increased from Taka 634 billion to Taka 1335 billion over the plan
periods.

Energy production: In FY 2019 total installed capacity, inclusive of public, IPP, captive and renewable

— , Page 142 of 180
JoinNow b AN @ livemcg.com @ 01701377322




Live
L2 mca

S15F AFfo, STy fafer

energy reached 22,787 MW higher than the target. Electricity coverage has been increased to 92.23%, which
was 72% in the baseline FY2015.

Life expectancy: The increase in life expectancy to 72 years in 2018, ahead of the target of 70 years set
for FY2021.

Gender Equality: The implementation of the National Women Development Policy (NWDP) 2011 has
continued during the 7FYP. Data from LFS 2016-17 shows that progress has been made in increasing the

share of female in managerial and professional leadership roles.

7. Infrastructure: Significant improvements were made in transportation and energy infrastructure.

8. Human Resource Development: Progress was made in education and healthcare, leading to better literacy

U N

rates and reduced maternal mortality.
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Challenges and Problems:

Delay Implementation: Implementation bottlenecks and delays in various projects.

Financial Constrains: Limited financial resources and external debt burdens.

Environmental concern: Due to rapid industrialization and urbanization.

Inequality: Income inequality and disparities between rural and urban areas.

Natural Calamity: Vulnerability to natural disasters, such as floods and cyclones, which could disrupt
development efforts.

Political Instability: Bangladesh experienced political instability during this period, which at times

disrupted the implementation of development projects.
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Eighth Five-Year Plan

In the premise of the eighth five-year plan there is a quote “No plan, however well-formulated, can be
implemented unless there is a total Commitment on the part of the people of the country to work hard
and make necessary sacrifices. All of us will, therefore, have to dedicate ourselves to the task of nation
building with single-minded determination. I am confident that our people will devote themselves to this

task with as much courage and vigour as they demonstrated during the war of liberation.”

e Announced in December 2020
e Covered the period from 2021 to 2025.

e Bangladesh is now on its 8" five-year plan

e National Economic Council (NEC) approved the 8th Five Year Plan in December 2020, which set a target to
attain 8.51% GDP growth in the fiscal year 2024-25 and aimed to achieve various economic and social

targets as envisioned under the country's Second Perspective Plan (2021-2041).

Objectives/Goals:

1. Economic Growth: Achieve higher and sustainable economic growth to reduce poverty and improve the
living standards of the population. (Reach to 8.51 by 2025)

2. Human Resource Development: Invest in education, healthcare, and skills development to enhance the
quality of the workforce

3. Progress with Poverty Reduction: The plan contributed to a decline in the poverty rate, although
challenges remained. The poverty is expected to reduce to 15.6% and extreme poverty to 7.4% within
2025.

4. Electricity efficiency: Ensuring 100% electricity by 2025. Power production capacity to reach 30,000 MW
by the end of the plan period.

5. Employment: Creating employment for the returned emigrant workers and temporary unemployed people
due to COVID-19. (11.33 Million will get employed and further 3.2 Million will be employed overseas
within 2025)

6. Ensuring Equality: Ensuring equality for both male and female towards entering the labor market, reducing
income inequality.

7. Infrastructure Development: Improve infrastructure, including transportation, energy, and digital

connectivity, to support economic growth.
8. Agricultural Development: Enhance agricultural productivity and food security.
9. Social Safety Nets: Strengthen social safety nets to protect vulnerable populations.

10. Environmental Sustainability: ~ Address environmental challenges  and
promote sustainable development.

11. Urbanization: Ensuring sustainable urbanization and 'Amar Gram Amar Shohor' initiative.
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A e e

Poverty Reduction Strategy Papers (PRSPs)

Poverty Reduction Strategy Papers (PRSPs) are country-owned and led documents that describe a country's
economic and social policies in support of growth and poverty reduction. PRSPs are prepared in consultation

with a wide range of stakeholders, including civil society, the private sector, and development partners.

PRSPs emerged in the late 1990s in response to the growing recognition that poverty reduction required
a comprehensive approach that went beyond traditional economic growth strategies. PRSPs were also seen

as a way to improve the alignment of development assistance with country priorities.

In Bangladesh, the first PRSP was published in 2005. The current PRSP, the Interim Poverty Reduction
Strategy Paper (I-PRSP), was published in 2016. The I-PRSP sets out the government's strategy for achieving
the Sustainable Development Goals (SDGs) by 2030.
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BISH

Some recent achievements of Bangladesh in poverty reduction include:

The poverty rate fell from 40.3% in 2010 to 20.5% in 2021.

The extreme poverty rate fell from 17.6% in 2010 to 9.2% in 2021.

The child mortality rate has fallen by more than half since 2000.

The literacy rate has increased from 61% in 2000 to 74% in 2021.

The proportion of people with access to improved sanitation has increased from 34% in 2000 to 62% in
2021.

S, M@ T 050 T 80.0% (AF FCA 03D T 20.¢% AR

2. BF ARG 29 050 A 39.8% (ATF I 03D Al 5.3% AR |
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These achievements are the result of a number of factors, including:

Strong economic growth: Bangladesh's economy has grown at an average rate of 6% per year over the
past decade.

Investments in education and healthcare: The government has invested heavily in education and
healthcare, which has helped to improve human development indicators.

Social safety net programs: The government has introduced a number of social safety net programs, such
as the Food for Work program and the Vulnerable Group Feeding program, which have helped to protect
the poor and vulnerable from shocks.

« *feidl wgtafod a3fa: o wHE AWM TS 0T L% AW Jfa CARCE |

- ol @ FYORT Ate R TR e ¢ TPeR! Ae P REFE I, A TG S5 3 ere
FECS AR AR |

@3 syl ot <y S, [ wfaw @ JEoATE A (AT T S AR IR |

Despite the progress that has been made, poverty remains a major challenge in Bangladesh. The government

is committed to continuing its efforts to reduce poverty and achieve the SDGs by 2030.

gaaife Tge, AW Wiw Qiq8 G IT HItEe | TP 000 AR N A7 T @32 (BFA2 S
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Bangladesh Economy in the Era of Globalization and WTO Regime

Globalization has emerged as one of the defining forces of the late twentieth and early twenty-first
centuries. It refers to the increasing interdependence of nations through trade, investment, technology,
information flow, and labor mobility. For developing countries like Bangladesh, globalization and integration
into the World Trade Organization (WTO) regime have presented both opportunities and challenges. As
Bangladesh has sought to transform from a predominantly agrarian economy into one that is export-
oriented and industrially diversified, the global economic system has played a pivotal role in shaping its

path of development.

faeel *ei (s e 3R i * e coifer e fege @fo ewgeld *fe feeme wiikgs 2@ «ft
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Integration of Bangladesh into Global Economy

Since independence in 1971, Bangladesh has struggled with poverty, underemployment, low industrial base,
and weak infrastructure. However, the process of globalization in the 1980s and 1990s, along with trade
liberalization and economic reforms, opened new windows for growth. The accession of Bangladesh to the
WTO in 1995 further deepened this integration. The WTO framework, which emphasizes free trade,
nondiscrimination, and tariff reduction, has given Bangladesh access to global markets while binding it to

certain trade-related rules.

Bangladesh’s major export-led growth strategy has been built around the Ready-Made Garments (RMG)
industry. Under globalization, this sector has flourished due to low labor costs, preferential trade treatment
in developed markets, and the availability of foreign investment and technology transfer. Today, the RMG
industry accounts for over 80% of Bangladesh’s export earnings and employs millions, especially women,

making it a cornerstone of the economy’s globalization story.

543 AT FRTOR *[ (AF IAwm= wifkw, sl @7y, 78 fig fofe 3 13 SRR e 7ok F@
TR | ©TF, Sdbo G2 dobo & WS e alfew, Afdey Tuisiead «2 SLtafes ATHIER I M, afad
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g Qifeley egia SO, T & Ay, ITTVIATS! 12 §F T AT (@9 (7, ASNOHE Y e erife=
it W Jifdes-srifse feg e @ veice 919 FEw@ |
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Opportunities under the WTO Regime

Bangladesh’s participation in the WTO regime has opened several opportunities.

Market Access: Bangladesh, as a Least Developed Country (LDC), enjoys duty-free and quota-free access
to many developed countries under the WTO framework. This has allowed its exports, particularly
garments, to penetrate markets in Europe, North America, and Asia.

Trade Liberalization: WTO membership encouraged Bangladesh to reduce trade barriers, modernize
customs procedures, and reform tariff structures. These steps have increased competitiveness and
efficiency in export-oriented industries.

Foreign Direct Investment (FDI): Integration into the global economy has facilitated greater inflows of
FDI, particularly in manufacturing and service sectors. Multinational companies have invested in textiles,

telecommunications, pharmaceuticals, and energy, boosting productivity and employment.
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4. Technology Transfer: Through globalization, Bangladesh has gained access to modern technologies,
production methods, and knowledge-sharing, enabling industries to upgrade and become more
competitive.

5. Diversification Potential: The WTO regime has created scope for export diversification into non-
traditional sectors such as pharmaceuticals, leather goods, frozen foods, and IT services. This reduces

dependence on garments alone.
WTO J<ZR LT SexierRe (@1 f6g et e feate-

>, AT AR FEFFS (1 (LDC) TR AT WTO FIOTHT AT T THS (AT SHYE G2 (FIOE
AP (O T 1 GF T ©IF I, [T F@ (oIF, TTE, Ted ACGF 32 AFF IS @R
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o, aPTfE oAt e (Fp1): g aidHifers qFigs 29T T [edw 03 Teoime @ AR AIce FDI-A 2k
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FAEA e PR |
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Challenges Faced by Bangladesh

While globalization and WTO membership have created opportunities, they have also exposed Bangladesh

to several challenges.

1. Dependence on Garments: Over-reliance on the RMG sector makes the economy vulnerable to external
shocks, price fluctuations, and global demand changes. Any downturn in the sector directly affects
employment and foreign exchange reserves.

2. Competition: With globalization, Bangladesh faces intense competition from countries like Vietnam,
Cambodia, and India in global markets. To maintain competitiveness, productivity, compliance with labor
standards, and quality improvement are essential.

3. WTO Rules and Intellectual Property Rights: Under the WTO’s Trade-Related Aspects of Intellectual
Property Rights (TRIPS) agreement, Bangladesh faces constraints in producing patented medicines and
technologies. While LDCs enjoy temporary exemptions, eventual compliance may pose challenges for

domestic industries.
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4. Vulnerability to Global Shocks: Integration into the global economy means Bangladesh is more
vulnerable to crises such as the 2008 global financial crisis or the COVID-19 pandemic, which disrupted
global trade and supply chains.

5. Environmental and Social Concerns: Globalization has led to rapid industrialization, sometimes at the
cost of environmental degradation, poor labor conditions, and urban congestion. The challenge lies in

ensuring sustainable and inclusive growth.
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Policy Responses and Adaptations

The Government of Bangladesh has adopted several strategies to maximize the benefits of globalization

and WTO membership while minimizing risks.

e Trade Policy Reforms: Gradual tariff reduction, simplification of customs procedures, and export
promotion policies have been pursued to strengthen competitiveness.

e Export Diversification: Policies are being designed to encourage sectors like shipbuilding, information
technology-enabled services (ITES), and agro-processed foods.

e Human Capital Development: Investment in education, vocational training, and skill enhancement aims
to equip the labor force for higher-value industries.

e Sustainability Measures: Bangladesh has emerged as a global leader in green garment factories,
demonstrating a commitment to environmentally friendly industrialization.

e Negotiation for LDC Graduation: As Bangladesh is set to graduate from LDC status by 2026, the
government is engaging in negotiations to retain preferential market access and prepare industries for a

more competitive global trade environment.
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Future Prospects

The future of Bangladesh’s economy in the era of globalization and the WTO will depend on how

effectively it navigates emerging challenges and harnesses new opportunities. Some key areas include:

Post-LDC Graduation Strategy: After graduation, Bangladesh may lose some preferential trade benefits.
Thus, it must strengthen bilateral and regional trade agreements to maintain competitiveness.
Infrastructure Development: Improved ports, energy supply, and transportation networks are essential
for sustaining global trade competitiveness.

Digital Economy: Embracing digitalization, e-commerce, and ICT-based industries can create new export
opportunities and jobs.

Inclusive Growth: Ensuring that globalization benefits rural populations, women, and marginalized
groups will be crucial for balanced development.

Global Value Chains: Bangladesh must position itself in higher segments of global value chains by

producing more value-added products rather than remaining confined to low-cost manufacturing.
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Lecture: 12, Part: 01

Trade is necessary because it allows individuals, businesses, and countries to access goods and services they
cannot produce themselves, leading to greater economic efficiency, innovation, and a higher standard of
living for everyone. By specializing in what they do best and trading with others, countries can acquire a

wider variety of goods at lower costs, ensure food security, and promote overall economic growth.

O Necessity of Trade

Access to Goods and Services: (@3 8 (]t &ife)

No single country possesses all the natural resources and labor needed to produce everything it
consumes. Trade allows countries to import products they don't produce and export those they have in

abundance, providing access to a broader range of items.
Economic Efficiency and Specialization: (SIftafe® %wef ¢ RriSiwad)

Countries can specialize in producing goods and services where they have a comparative advantage. This

specialization leads to more efficient use of capital and labor, increasing overall output and economic

welfare.

Economic Growth and Recovery: (€tAfe & @ 7wFais)

International trade is a key driver of economic growth and a vital component of economic recovery,
especially after crises like the pandemic. It provides demand for exports and supplies crucial intermediate

goods for domestic production.
Consumer Benefits: (CFoIa FR4T)

Consumers benefit from trade through a greater variety of available goods and services and lower prices,

as countries specialize and produce goods more cost-effectively.
Food Security: (35 fasi=rat)

Trade plays a crucial role in global food security, with a significant portion of the world's food calories
being traded across international borders. This ensures access to affordable food, especially in countries

reliant on imports.
O Theory of Comparative Advantage
The classical theory of International

Trade is popularly known as the Theory of Comparative Costs or Advantage. It was formulated by David

Ricardo in 1815.
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The classical approach, in terms of comparative cost advantage, as presented by Ricardo, basically seeks to
explain how and why countries gain by trading. The idea of Comparative Costs Advantage is drawn in view
of deficiencies observed by Ricardo in Adam Smith’s principles of absolute cost advantage in explaining
territorial specialisation as a basis for international trade.

Being dissatisfied with the application of classical labour theory of value in the case of foreign trade,

Ricardo developed a theory of comparative cost advantage to explain the basis of international trade.

Ricardo’s Theorem:

Ricardo stated a theorem that, other things being equal, a country tends to specialise in and export those
commodities in the production of which it has maximum comparative cost advantage or minimum
comparative disadvantage. Similarly, the country’s imports will be of goods having relatively less comparative

cost advantage or greater disadvantage.

el @ T $E @ @, Qe fEnefe TUw A Arge, 9 ¢ (1R AAarefire SedmeEy «de qeife
P AR TAMC OF TG Qe 6 R4l A PToN Qe Pyl AR | GFB9IE, \CR Swife =263
AEFONE TN QIS A5 4l 91 269 LTS 19 (A0 |

Assumptions:
Labour is the only productive factor.
Costs of production are measured in terms of the labour units involved.
Labour is perfectly mobile within a country but immobile internationally.
Labour is homogeneous.
There is unrestricted or free trade.
There are constant returns to scale.

There is full employment equilibrium.

[ R R S A A = R e R e

There is perfect competition.

Under these assumptions, let us assume that there are two countries A and B and two goods X and Y to be
produced. Now, to illustrate and elucidate comparative cost difference, let us take some hypothetical data
and examine them as follows.

Absolute Advantage:

Adam Smith argued that trade should be based on absolute advantage. This term describes the position when one

country is absolutely more efficient at producing good A, whilst another country is absolutely ‘better’ at producing

good B. Both countries would benefit if they specialised in producing the goods at which they have the advantage

and then exchanged their products.

Thus, Britain has an absolute advantage compared to Jamaica in the production of cars whilst Jamaica has an

absolute advantage in the production of tropical fruits. It will benefit both countries if they specialise and trade.

Absolute advantage is a specific example of the advantages of specialisation and division of labour.
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Comparative Advantage:

Smith’s argument about absolute advantage was refined and developed by David Ricardo in 1817. Ricardo, improving
upon Adam Smith’s exposition, developed the theory of international trade based on what is known as the Principle
of Comparative Advantage (Cost).

International trade involves the extension of the principle of specialisation or division labour to the sphere

of international exchange.

As a person specialises in the trade in which he has best advantages, a country also specialises in the
production of the commodity in which it has the best natural advantages. A country may produce many
things at a time, but it may have comparative advantages in the production of some commodities (say, tea

or jute as in India) over others and it will specialise in those goods.

Similarly, another country would produce those goods (say, machineries and engineering goods as in
Germany or Japan) in which it has comparative advantage. If these two countries produce goods according
to their respective areas of comparative advantage, each country would be able to produce the goods at
the lowest cost; and both these countries will gain from trading with each other. This is the substance of

the principle of comparative advantage (cost).

The principle of comparative cost states that (a) international trade takes place between two countries when
the ratios of comparative cost of producing goods differ, and (b) each country would specialise in producing
that commodity in which it has a comparative advantage. We may illustrate this principle after stating its

assumptions first.
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Assumptions of the Theory:
The classical version of the principle of comparative cost is based on several assumptions:
(@) Trade takes place between two countries only, say A and B.
(b) They are trading with only two commodities, say, jute and cotton,

(€) The cost of production of these two goods in both the countries is expressed in terms of labour

only,
(d) The production of these two goods in both the countries taken place at constant costs,

(€) There is no transport cost, or the transport cost, if any, is so small a part of product prices that it is

ignored.

Example:

Ricardo was concerned about the position where a country was able to produce every commodity at an
absolutely lower real cost than another country. He suggested that in this case each country should specialise
in the production of those goods where its comparative advantage was greatest.

This can be explained by using the division of labour as an example. If A is ten times more efficient than B

as a surgeon and twice as efficient as a road sweeper, then A should devote all his efforts to surgery and

Table 1 : Comparative Advantage
Country Amount of labour (man-hours) required to produce 1 unit
Wine Cloth
Portugal 80 S0
England 120 100

leave all the roads sweeping to B.

Ricardo developed his theory by comparing two countries, England and Portugal, and two commodities, wine
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and cloth. Table shows that Portugal was more efficient in the production of both goods, but Ricardo argued
that both countries could benefit if they specialised where their advantage was comparatively high and then
traded.

Portugal’s labour costs were lower than England’s in both cloth and wine, but the comparative advantage
was greater in wine. The cost ratios were 9:10 for cloth and 8:12 for wine. Thus, it cost England roughly 1.1
times as much labour to produce cloth as it did Portugal, but 1.5 times as much to produce wine.

Ricardo showed that both countries would benefit if England specialised in cloth and Portugal in wine and;
if after specialisation, a unit of wine is exchanged for a unit of cloth. England would gain 20 hours since it

costs her 100 hours to produce cloth but 120 to produce wine.

Portugal would also benefit because she would trade a unit of wine which took 80 hours to produce and

receive a unit of cloth which would have taken her 90 hours to produce. Hence, Portugal gains 10 hours.

In the above example, Portugal has an absolute advantage in the production of both the commodities since
the input requirements for both the commodities are less than those of England. But Portugal has a
comparative cost advantage in wine. However, a situation of equal advantage, where one country is superior

to another in the same ratio in all products, rules out the possibility of gainful trade.

Ricardo’s theory is a simple one. It ignores factors such as transport costs and assumes that goods are
homogeneous. It also ignores intra- firm trade, such as that between subsidiaries of a multinational firm.
Nevertheless, its conclusion is clear. Countries should specialise where their advantage is comparatively

greatest (or, comparative disadvantage is least) and then trade.

Another approach uses the terminology of opportunity costs to reach the same conclusion. In the example
above, the opportunity cost to Portugal (what is given up) is minimised if Portugal concentrates on producing

wine.
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Criticisms of the Theory:
As with many other economic ideas there are criticisms to be levelled at this theory:

(i) 1t is much more complicated in the real world in deciding in which goods countries have a comparative

cost advantage. This is so because there are a large number of goods and many countries.

(i) IWCI (I A (A QoATEAS AR R AR ©f el 21 weas @ @it | FEe @it @fga s
ol G TS (T ACACR |

(ii) in reality we find changing pattern of comparative advantage. A country may gain comparative
advantage by raising its factor (labour) productivity or by imposing restrictions on trade such as an

import tariff. So, comparative advantage is dynamic concept, and not a static one, as Ricardo thought.

(i) BT S QTS L 479 HATST (UCS AR | 4B (A T g (2W) TeAMAATO! o @A
wmify @@ Weel Afarerd TAR Ry S F@ gemigere Ryl oe TR0 A | oA, A JR !
@5 ofoRe qigell, B aiRell 99, @9 [l (orfRET |

(iii) The theory ignores the effects of transport costs. England might specialise in cloth and Portugal in

wine, However, once transport costs are added any comparative advantage may be lost.

(i) ©gH ~fe2e 4AET LR T FCA | IEHT 1T @2 AT SR [ 20 AT | TR, “Afeazd
O 9 T R I QT L M @S M

(iv) The theory assumes that if Portugal wants to specialise introducing more wine it can do so easily by
transferring factors of production into wine production. However, it may be difficult to easily transfer these

factors from cloth to wine production. In addition, textile workers might not know how to produce wine.

(iv) ©gh 4@ T8 @ e M A8 eI IS TAF TS 20 B ©F O TLAMCTR FIAtefers Sz
TG BB I AS FIE2 O FACS A | O, FI2T (ACF ST TLAMCT @3 IR E A&z e
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(V) Modern theories, no longer based on Ricardo’s labour theory, have established that the only necessary

condition for the possibility of gains from trade is that price ratios should differ between countries.

(v) Qg sgelE, @ @ e @x srea o fofe v w7, afsfe ww@r @ fiey @ wites TwRwe
GIA@ AR 26 T (ST 0 o0 T#ATed AL A1 Tfve |
O Hecksher-Ohlin Theory of Trade

The Heckscher-Ohlin theory represents a method of explaining trade flows based on comparative advantage
with multiple factors of production, commodities, and countries. The Heckscher-Ohlin model has been a very
prominent theory of international trade since 1933. The earlier classical theory of absolute advantage and
theory of comparative advantage assumed that open markets would lead countries and producers to determine
which goods they could produce more efficiently with free trade. The absolute advantage and comparative
advantage theory of trade explains the trade patterns using one factor of production. The standard H-

0 model begins by expanding the number of factors of production from one factor of production to two.

H.0 model, developed by Swedish economists Eli Heckscher and Bertil Ohlin from the Stockholm School of
Economics. The H-O model advances international trade theory by introducing the concept of factor
endowments within a country as well as the underlying causes for differences. This model has been the central
model of international trade theory, and it consists of two countries, two goods, and two factors of
production. The Heckscher-Ohlin theory of international trade says that comparative advantage arises from
the differences in countries' relative factor endowment. The country with higher relative proportions of a
particular input factor will specialise in producing the good that intensively uses that factor, and import the
other good (Clements, 2007). The H-O model explains comparative advantage in terms of the factor abundance
of countries and the factor intensity of commodities (Salvatore, 2013). According to this model, the country
exports the products which use their abundant and cheap factors of production and imports the products
which use the countries' scarce factors (Mark, 1992). As stated by Ohlin, the countries should produce and
export using two factors of production. The labour-endowed country can export labour-intensive commodities
and the capital-endowed country exports capital-intensive commodities. Therefore, countries can produce
and export capital-intensive goods or labour-intensive goods and gain mutual benefit from international

trade. Thus indirectly, factors in abundant supply are exported and factors in scanty supply are imported.
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(Ohlin, 1933). This can happen with the differences in factor endowments of different countries and different
factor proportions of producing different commodities. Therefore, The H-O theory is also known as the factor

proportions theory or factor-endowment theory.

The Heckscher-Ohlin theory of international trade hypothesizes several assumptions. However, six are the
most important in the theory. They are,

(1) no transportation costs or trade barriers

(2) perfect competition in both commodity and factor markets,

(3) all production functions are homogeneous to the first degree

(4) production functions are such that the two commodities always show different factor intensities,

(5) production functions differ between commodities but are the same in both countries, and

(6) tastes are the same in both countries.

The model assumes that labour and capital are used in the production of two final goods. Capital factor
refers to the physical machines and equipment that are used in production. The important aspect of HO
theory is the introduction of capital as the second factor of production. Two factors of production are

considered more realistic in international trade theory.

There are number of significant differences between the classical and the modern approach in international
trade theories. Ricardo and other classical economists argued that international trade between countries was
based on differences in comparative costs. The absolute advantage and comparative advantage theories of
trade consisted of the relative commodity prices of countries. Ricardo explained that differences in
comparative costs arise from differences in skill and efficiency of labour. It is important to note that Heckscher
and Ohlin agreed with this fundamental aspect of Ricardo’s theory. Heckscher and Ohlin elaborated on this
by explaining the factors which cause differences in the comparative costs of countries. The Heckscher-Ohlin
theory makes a positive contribution to international economics. It makes a systematic attempt to explain
the structure of international trade and reveals the base of international trade as the differences in factor
endowments in different countries. The HO theory explains the real cause of the difference between trading

countries. HO model pointed out differences in factor endowments of the nations and differences in factor
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proportions of producing different commodities, which account for differences in comparative costs. The
Ricardian theory of comparative advantage failed to explain the causes of the differences in comparative
costs. Blaug, (1992) stated that according to H. O’s theory a country exports the goods whose production is
intensive in the country's relatively abundant factor and imports other goods that use intensively in the
country's relatively scarce factor. Differences in factor endowment in the countries are of basic significance
in explaining international trade patterns. The H.O theory does not challenge or replace the comparative
cost theory but it provides a sufficiently satisfactory explanation for differences in relative costs. The concept
of factor endowment can be explained in two ways, either in terms of factor price or physical supply of
factors.
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Gains from Trade

Gains from Trade refer to the net benefits a country (or individual) enjoys by engaging in trade rather than

remaining in self-sufficiency (autarky). It comes from specialization (based on comparative advantage) and

exchange, allowing countries to consume beyond their production possibility frontier (PPF).

Jifeey (A F e e @RIN @ @Fe ¢ (I Je) Faorfel (Faefarel) Iar AR #faace e wfts 2@
@ 16 R Toer T @t [edSiead (gemiere Afas e fofe w0a) qar [ @ @i, a1 @i

SIE TAM VIR AN (PPF) A3 (O FACS (W |

In simple words: countries gain when they trade because they can get more goods and services than they

could produce alone.

There is no single universal formula, but in international economics, it is often expressed as:

Gains from Trade= Consumption after Trade-Consumption before Trade (Autarky)

Or in utility terms:

Gains from Trade=U;-U,

Where:

Uy = Utility/consumption with trade

U, = Utility/consumption in autarky

Example (Comparative Advantage)

Suppose two countries A and B produce rice and cloth.

Country A can produce 10 rice or 5 cloth with its resources.

Country B can produce 6 rice or 6 cloth with its resources.
@ Opportunity Cost:

For A: 1 cloth = 2 rice.
For B: 1 cloth = 1 rice.

A has comparative advantage in rice, B in cloth.
If they specialize and trade:

A produces 10 rice (exports 4 rice to B).
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B produces 6 cloth (exports 2 cloth to A).
After trade:

A has 6 rice + 2 cloth (better than autarky max: 5 rice + 2.5 cloth).
B has 4 rice + 4 cloth (better than autarky max: 3 rice + 3 cloth).

Both countries consume more than they could without trade — Gains from Trade.
Tariffs and their Justification
Definition of Tariff
A tariff is a tax or duty imposed by a government on imported (sometimes exported) goods and services.
Bife 20T anmifige (e FURe TR FAN) HA 8 R ToF MAFIF IS RIS qIfB T4 A wF |
Its primary purposes are:

To raise government revenue. (TSI ey i)
To protect domestic industries from foreign competition. (Rt afetaifer (At e #as )
To influence trade flows and balance of payments. (JITEHR IR 8 (FTAMCTH SREI 2feli® 23)

Suppose Bangladesh imports 1,000 tons of sugar at $500/ton from abroad.

Without tariff — Importer pays $500,000.
If government imposes a 10% tariff — Price per ton = $550.
Total payment = $550,000.

The extra $50,000 goes to government revenue. This may reduce imports and encourage local sugar

production.
Difference between Tax and Tariff
Aspect Tax Tariff

Definition A compulsory financial charge imposed on A tax specifically imposed on
income, property, or goods to fund government | imports/exports of goods and
spending. services.

Scope Broad (income tax, VAT, corporate tax, property | Narrow (applies to traded
tax, etc.). goods/services).
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Purpose Revenue collection, redistribution, public services. | Revenue + trade regulation +
protection of domestic industries.
Applicability | Citizens, businesses, properties, transactions. Foreign goods/services crossing
borders.

Classification of Tariffs

Based on Method of Levy:

Specific Tariff — Fixed charge per unit (e.g., $5 per kg of sugar).

Ad Valorem Tariff — Percentage of value (e.g., 10% of the import price).
Compound Tariff — Combination of both (e.g., $5 per kg + 10% of value).
Based on Objective:

Revenue Tariff — Main goal is to raise government income.

Protective Tariff — To shield domestic industries from foreign competition.
Anti-dumping Tariff — To counteract unfairly cheap imports.
Countervailing Tariff — To offset foreign subsidies.

Retaliatory Tariff — To retaliate against another country’s tariffs.
Globalization and its necessity

Globalization is the process of increasing interconnectedness and interdependence among countries through
the free flow of goods, services, capital, information, technology, and people across borders.
It transforms the world into a global village, where economic, social, political, and cultural activities become

integrated.

Reasons for Globalization

Technological Advancement - Internet, transport, and communication reduce distance barriers.
Trade Liberalization - WTO and regional trade agreements promote free trade.

Foreign Direct Investment (FDI) - Multinational companies expand globally.

Capital Mobility - Easier flow of funds across nations due to deregulation.

Outsourcing and Offshoring - Businesses shift production to low-cost countries.

Policy Reforms - Economic liberalization in developing nations (e.g., Bangladesh, India since 1990s).

Consumer Demand - Rising global demand for diverse and high-quality products.

Impact on Economy and Business

On Economy:

Boosts GDP growth through trade and investment.
Expands employment opportunities in export sectors.
May worsen trade imbalances or dependency on imports.

Can increase inequality if benefits are unevenly shared.
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On Business:
Access to larger international markets.
Greater competition from foreign firms.
Technology transfer and innovation.
Expansion of multinational corporations.
Outsourcing reduces costs but may harm domestic industries.
Merits of Globalization
Economic Growth - Enhances production, trade, and income.
Access to Markets - Businesses can reach global customers.
Technology Transfer - Developing countries gain modern skills and innovation.
Employment Creation - New jobs in export-oriented industries.
Consumer Benefits - Wider variety, lower prices, and better quality products.
Cultural Exchange - Promotes global understanding and diversity.
Demerits of Globalization
Inequality - Rich countries and big corporations benefit more.
Job Losses - Domestic industries may collapse due to cheap imports.
Cultural Homogenization - Local traditions may weaken under global culture.
Environmental Damage - Overproduction and global transport raise pollution.
Economic Dependence - Developing nations may depend heavily on foreign markets.
Financial Risks - Global financial crises spread quickly across borders.
Effects of Globalization in Developing Countries
Positive Effects (Benefits)
Economic Growth
Access to foreign markets boosts exports.
Developing nations like Bangladesh, Vietnam, and India have seen GDP growth from trade liberalization.
Employment Opportunities
Rise of export-oriented industries (e.g., garments, IT outsourcing, call centers).
In Bangladesh, the RMG sector employs over 4 million workers, mostly women.
Technology Transfer & Skills
Multinational corporations bring modern machinery, management practices, and technical know-how.
Foreign Direct Investment (FDI)
Attracts capital inflows that build infrastructure, factories, and service industries.
Consumer Choice & Living Standards
Cheaper and better-quality imported goods improve consumption.
Wider cultural exchange through media, fashion, food, and education.
Negative Effects (Challenges)
Rising Inequality
Urban industrial workers benefit more than rural farmers, widening income gaps.
Job Losses in Traditional Sectors

Cheap imports harm local small-scale industries and agriculture.
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Exploitation of Labor

MNCs often take advantage of cheap labor with low wages and poor working conditions.

Cultural Erosion

Global media weakens local traditions and cultural identity.

Economic Dependence

Heavy reliance on exports makes economies vulnerable to global recessions (e.g., 2008 crisis, COVID-19).
Environmental Problems

Overuse of natural resources, pollution, and climate change impacts worsen with industrialization.
Bangladesh-Specific Example

Positive: The globalization-driven RMG sector contributes over 80% of Bangladesh’s export earnings.
Negative: Workers face poor labor standards, and the economy is highly dependent on a single sector,
making it vulnerable to global shocks.

Globalization under WTO Regime

The World Trade Organization (WTO), established in 1995, plays a central role in shaping globalization. It
provides rules for international trade, reduces trade barriers, and ensures fair competition among nations.
Globalization under the WTO regime means the expansion of world trade, investment, and integration
within the framework of WTO agreements.

Features of Globalization under WTO

Trade Liberalization - Gradual reduction of tariffs, quotas, and other barriers to promote free trade.
Non-Discrimination Principle -

Most-Favored Nation (MFN): Equal trade treatment to all members.

National Treatment: Imported goods must be treated like domestic goods once inside a country.
Dispute Settlement Mechanism - Provides a legal framework to resolve trade conflicts peacefully.
Encouragement of FDI - WTO rules protect investors and intellectual property (TRIPS agreement).
Service Sector Integration - Through GATS (General Agreement on Trade in Services), WTO expanded
globalization beyond goods to finance, telecom, education, and IT.

Impact on Globalization
Positive Impacts

Expansion of world trade volume and GDP.

Better market access for developing countries.

Spread of technology, services, and knowledge.

Growth of global supply chains (e.g., electronics, garments).

Greater consumer choice worldwide.

Negative Impacts

Unequal benefits - rich countries often gain more bargaining power.

Pressure on developing nations to open markets prematurely.

Protectionist measures (like agricultural subsidies in developed nations) hurt developing exporters.

Cultural homogenization and environmental risks.
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Globalization under WTO: Bangladesh Example

Bangladesh, as a WTO member, has benefited from export-led growth in the RMG sector, which thrives
under reduced tariff barriers.

e However, issues like withdrawal of trade preferences, compliance with labor and environmental

standards, and vulnerability to global shocks also pose challenges.
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Model Question-02

3) Which of the following is a developing
country?

F) Bangladesh ) USA

) Uganda ¥) Ghana

?) Which isn't the characteristics of under-
developed country?

<) High population growth rate

) Higher unemployment rate

) Lower inequality of gender

¥) High poverty rate

©) Which is the prospect of developing country
like Bangladesh?

%) Demographic transition

) Small and Medium Enterprise

) Stronger and smooth per capita income

q) All of them

8) Which may be the more significant sector
to be developed of the country?

F) employment %) price control
) technology q) culture

¢) What can be the effective way to control

population of a country?

<) inflation control <) family
planning
%) microcredit q) gender
equality

Y) In 2024, current unemployment rate of
Bangladesh is approximately--

) 4.68% ) 7.92%

) 11.35% 9) 14.84%

q) To eradicate poverty, a country can take

measure like--

) large scale loan <) proper
employment
%) increase import q) currency
devaluation

b) Corruption is the misuse of -- for private

gain.

F) public power ¥)  corporate
power

) political power only 9) financial
power only

8) About -- in Bangladesh live in extreme
poverty.

<) 5 million people %) 10 million
people

) 15 million people ¥) 20 million
people

50) Which of the following is not included into
domestic borrowing?

) Bank borrowing

) Non- Bank borrowing

) IMF- WB borrowing

¥) Public borrowing

35) On the basis of purpose, what kind of

taxes?
F) 02 <) 03
) 04 q) 05

3%) Higher tax rate with higher income is
called--

JF) regressive tax ¥) progressive
tax

) proportional tax ¥) parallel tax
39) After the scrutiny by finance ministry,
which is the step of budgeting process in
Bangladesh?

) drafting the budget

<) proposal for ministries

) approval by cabinet

¥) parliamentary discussion

38) Which is the feature of fiscal policy?

) single objective

%) fixed and static

) government controlled

¥) Only short-term effect
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3¢) The prime and unique duty and power of
Central Bank of majority of the country is --
<) to issue notes ) to control loan

) to supervise banks ¥) to regulate institutes
SY) How many scheduled banks are executing
in our country?

F) 29 9) 47

) 52 9) 61

34) Which of the following is the foreign aided
NGO in Bangladesh?

) Action Aid Bangladesh ) SSS
o) TMSS 9) BRAC
Sv) How many donor organizations are

working in our country to finance the NGOs

and so on?
<) About 50 <) About 60
) About 80 ) About 90

35) Grameen Bank's speciality is --

) Collateral free loan

¥) empowering rural people

) providing agricultural loan

¥) signifying cottage industry

20) Which is the example of specialized bank?
<) Prabashi Kallyan Bank

%) Palli Sanchay Bank

s1) BDBL

q) All of the above

2)) The first EPZ is established in --

) Chittagong, 1983 ¥) Khulna, 1990
) Barishal, 1992 ¥) Dhaka, 1995
?R) Which is not high growth non-RMG sector?

) Plastic %) Rubber
) jute ¥) Leather
) Electronic goods, automobiles and
machineries are mainly imported from--
<) India ¥) French
) EU ¥) Norway

38) Bangladesh's ToT trend in 1980s-2000s was-

) consistent %) increasing

) cyclical ¥) decreasing
2¢) Which isn't the reason behind declining
wheat production in Bangladesh?
) rising temperature <) disease
pressure

9) all of them

Q) Programs for vaccination of livestock in

) profitable alternatives

Bangladesh have been initiated in which
decade?

<) 1980s <) 1990s

%) 1970s <) 2000s

29q) 'Bangladesh Fisheries Research Institute'
has been founded in--

F) 1980 %) 1984

%) 1990 9) 1994

Q) Participatory forestry projects in our
country are supported by donors like--

<) ADB %) UNDP

) World Bank q) All of them
3®) Adoption of HYV in rice and wheat since -
<) 1990s ) 1970s

%) 1980s 9) 2010s

o) How many workers are employed in RMG
sector in 1994-957?

F) About 12 Lakh %) About 22
Lakh
%) About 32 Lakh ¥) About 42
Lakh

©3) Which is the backward linkage industry of
RMG?

<) Leather
%) Rubber
©R) Which percentage of female participation

%) Cotton

¥) Machineries

in working RMG sector in Bangladesh?

<) almost 70% ¥) almost 80%
%) almost 90% q) almost 95%
©®) The letter 'E' refers in EPZ --

) Efficiency <) Electricity
) Export ¥) Elementary
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w8) Which is the PPP-based industrial sector in
our country?

) Roads and highways %) RMG

%) Tea ¥) Medicine

w¢) Which of the following may be import
substitution industry in our country?

<) leather <) jute

) electric goods ¥) agro-food
wY) Which is the latest industrial policy of
Bangladesh?

<) Industrial Policy-2010

%) Industrial Policy-2016

?) Industrial Policy-2022

¥) Industrial Policy-2025

©q) Which is not the sub-sector of service
sector in Bangladesh?

) Construction %) Tourism

%) Mining ¥) Medicine

o) Which sector has the largest share of
contribution to GDP in our country?

) Industry
) Agriculture

%) Service

9) All is equal
©d) Which is the 'emerging service sector' in
Bangladesh perspective?

) IT services <) Medical
services

) Power supply ¥) Water supply
80) The employment rate in service sector in
our country is about--

) 30% ) 40%

) 45% 9) 52%

83) 'Economic Planning is the direction of

productive activity by a central authority' is

quoted by--

) Prof. Dalton ¥) Lord Winn
) Hayek q) Prof.
Dickenson

8%) In our country perspective, which is the
duration of 'Long term Perspective Planning'?
<) 10-25 Years ¥) 5-10 Years

%) 20-40 Years 9) 10-40 Years
89) Which is the objective of ADP?
<) Spread education <)

inflation

Control

9) all of them
88) How much foods should be imported into

) Increase savings

Bangladesh each year?
) 29.18 Lakh Metric Ton
¥) 32.11 Lakh Metric Ton
%) 43.98 Lakh Metric Ton
¥) 54.10 Lakh Metric Ton
8¢) Which is the duration of Fourth FYP?

) 1973-1978 ) 1990-1995

) 1997-2002 q) 2011-2015
8Y) Which is the common focus point at almost
all planning to achieve?

) Eradication of poverty

) Development in Cottage Industry

%) Advancement in technology

¥) Increase large-scale industries

84) In case of trade liberalization, which is the
challenge for RMG sector?

F) to employ educated young people

) to use domestic materials

) to compete another countries

¥) to decrease imports in foreign trade

8y) Developed countries are providing
subsidies in -- sector.

<) industrial <) agriculture
%) service q) health &
education

85) Which is the challenge for the employment
in developing country like Bangladesh?
) IT based support <)

education

Higher
%) Advanced training q) Automation
and Al

¢o) Which is the position of Bangladesh to
achieve FDI?

T) 123 <) 168"
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M) 178" ) 182™

@>) Which of the following is the main focus
of Microeconomics?

<) National income

) Price determination in individual markets
?) Inflation and unemployment

¥) Balance of payments

@*) Which problem is primarily studied under
Macroeconomics?

F) Demand and supply of rice in a market
¥) Wage determination of a factory worker
) National income and employment level
¥) Production decision of a single firm

©9) Keynes emphasized which factor as the
main cause of unemployment in
underdeveloped economies?

) Lack of natural resources

) Lack of aggregate demand

) High population growth

¥) Excessive taxation

@8) Which policy instrument did Keynes
suggest to stimulate aggregate demand?

) Free market with no intervention

) Expansionary fiscal policy (public
spending)

) Reduction in wages

¥) Monetary contraction

€@) Why is Keynesian theory considered
relevant for underdeveloped countries?

F) Because they have surplus demand

%) Because they face chronic inflation

) Because they suffer from unemployment
and underutilization of resources

¥) Because they are technologically advanced
@Y) Which of the following is not a
determinant of demand?

) Consumer income %) Prices of related
goods

) Technology

¥) Consumer tastes and preferences

@q) Which factor is the most important
determinant of supply?
) Prices of inputs ¥) Consumer
preferences

¥) Advertising

¢v) If the percentage change in quantity

%) Population size

demanded is greater than the percentage
change in price, demand is—

) Perfectly inelastic ) Elastic (>1)
%) Unit elastic (=1) q) Inelastic (<1)
&5) Which of the following goods is most
likely to have inelastic demand?

%) Designer clothes

q) Air tickets for

) Luxury cars
%) Salt
holiday

Yo) Supply tends to be more elastic when—
F) Time period is very short

) Production capacity is limited

?) Firms can adjust resources in the long run
¥) Goods are perishable

v)) Cardinal utility theory assumes that
utility is:

F) Measurable in numbers (utils)

¥) Only comparable

%) Cannot be measured

¥) Always constant

V) According to ordinal utility approach, a
consumer can:

) Measure satisfaction in exact units

) Rank preferences without measuring exact
utility

%) Calculate utils precisely

¥) Ignore choices

v©) The law of diminishing marginal utility
states that:

) Total utility decreases with every unit
consumed

¥) Marginal utility decreases as consumption
of a good increases

) Marginal utility remains constant
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¥) Utility cannot be compared

v8) If a consumer continues to consume
more of a good, eventually marginal utility
will become:

) Constant
) Negative q) Zero

v¢) Which of the following is an

assumption of the law of diminishing

) Increasing

marginal utility?

) Tastes and preferences change constantly
%) Successive units of the commodity are
homogeneous

) All goods are free

¥) Income of the consumer is unlimited
V) Indifference curves are generally:

) Downward sloping from left to right

) Upward sloping

%) Horizontal q) Vertical
vq) Two indifference curves can never:

F) Be convex to the origin %) Intersect
each other

) Slope downwards

¥) Represent equal satisfaction

VL) Indifference curves are convex to the
origin because of:

) Increasing marginal rate of substitution
(MRS)

¥) Constant MRS

%) Diminishing MRS

¥) Negative utility

US) A consumer is in equilibrium when:
F) MUx = Px

¥) MUx/Px = MUy/Py = MUm

%) Px = Py

¥) Total utility is maximum, irrespective of
price

q0) At consumer’s equilibrium, the slope of
the indifference curve (MRS) is equal to:
) Total utility

¥) Marginal utility of money

) Slope of the budget line (price ratio)

¥) Marginal cost

qQ3) If all inputs are doubled and output
becomes more than double, it is called:

) Constant returns to scale

%) Increasing returns to scale

) Decreasing returns to scale

¥) Negative returns to scale

QR) In the long run, returns to scale occur
because:

<) All factors of production are fixed

¥) Some factors are fixed, others variable

) All factors of production are variable

¥) There are no inputs used

q©) The Law of Variable Proportions (short
run law of production) applies when:

<) All inputs change in the same proportion
¥) Output remains constant

) No inputs are used

¥) Some inputs are fixed and others are
variable

a8) According to the Law of Variable
Proportions, the stage of rational production
is:

) Stage 1 <) Stage 1I

) Stage III ¥) Both I and 1I
a¢) In producer’s equilibrium under isoquant-
isocost analysis, equilibrium occurs when:
F) MRTS = Ratio of factor prices

¥) MRTS > Ratio of factor prices

%) MRTS < Ratio of factor prices

¥) Isoquant is above isocost

Q) 1. Under perfect competition, the demand
curve facing an individual firm is:

) Downward sloping

) Horizontal (perfectly elastic)

) Upward sloping

¥) Vertical

Qq) In perfect competition, in the long run
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firms earn:

<) Supernormal profit

) Unlimited profit

%) Loss

¥) Normal profit only

ab) A key feature of monopolistic
competition is:

<) Homogeneous product

¥) Product differentiation

) Single seller

q) No close substitutes

a5) Which of the following is true under
monopolistic competition in the long run?
) Firms earn abnormal profit

<) Firms face perfectly elastic demand

%) Firms earn only normal profit

9) No entry of new firms

b0) A major characteristic of oligopoly is:
F) Many small firms

) Few large firms dominate the market
2) Single producer controls market

¥) No interdependence among firms

) The Marginal Productivity Theory of
Distribution explains the determination of:
F) Total output of an economy

%) Price of factors of production

%) Consumer demand

¥) Exchange rates

) The Marginal Productivity Theory is

most closely associated with:

) J.B. Clark ¥) David
Ricardo
%) Adam Smith q) Alfred
Marshall

9) According to the marginal productivity
theory, a factor of production is paid:

) More than its contribution

) Less than its contribution

) According to its marginal productivity

¥) A fixed wage, unrelated to productivity

8) Which of the following is an assumption
of the marginal productivity theory?

) Factors of production are indivisible

<) Perfect competition in factor and product
markets

) All resources are unlimited

¥) Law of diminishing returns does not apply
@) The marginal productivity theory fails
in explaining factor pricing when:

) Factors are perfectly divisible

%) Perfect competition exists

%) Monopoly or monopsony exists in factor
markets

¥) Factors are mobile

b¥) The logarithmic function f(x)=logx is

defined only when:

33) x>0 Q[) x<0
c) x=0 d) x is any real
number

Q) The graph of a quadratic function is
always a:

) Straight line ) Circle

2) Parabola ¥) Hyperbola
bb) Which of the following is an exponential

function?
) f(x)=2x+3 ) f(x)=x*+2
) f(x)=3" 9) f(x)= lnx

d) Which of the following is an essential
condition for avoiding double counting in
national income calculation?

) Including transfer payments

) Using the value-added method

) Counting resale of second-hand goods
¥) Ignoring net exports

50) If we add net factor income from
abroad (NFIA) to GDP, we get:

<) Net Domestic Product

<) Disposable Income
%) Net National Product
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¥) Gross National Product

&%) The product (or output) method
measures national income by calculating:
) Total spending on goods and services

) Total income earned by citizens

) Total value of goods and services produced
in the economy

¥) Only industrial output

&%) GDP at market price minus depreciation
is called:

) Net Domestic Product (NDP)

¥) Net National Product (NNP)

%) Gross National Product (GNP)

q) Personal Income (PI)

$9) Comparative advantage suggests that
international trade is beneficial when:

F) A country produces only what it can
produce absolutely cheaper

¥) A country specializes in goods with lower
opportunity cost

) Both countries produce the same goods
¥) There is no specialization at all

58) Which of the following is a key
assumption of comparative advantage?

) Constant returns to scale

%) Identical tastes and technology

%) Free trade without barriers

q) All of the above

5¢) According to the H-O model, a capital-
abundant country will export:

) Labor-intensive goods

) Capital-intensive goods

) Primary goods

¥) Services only

®Y) The factor-price equalization theorem
in the H-O model implies that:

F) Trade makes factor prices equal across
countries

%) Factor prices always remain unequal
%) Only labor prices are equalized

¥) Only capital prices are equalized

59) Globalization mainly promotes:

F) Autarky

) Trade liberalization and interdependence
) Complete self-sufficiency

¥) Decline of technology transfer

®b) One positive effect of globalization on
developing countries is:

) Decline in FDI inflows

) Technology transfer and knowledge
sharing

%) Increase in trade barriers

¥) Loss of global market access

$5) A common negative impact of
globalization on developing nations is:
F) Growth of domestic industries

) Increase in cultural diversity

) Income inequality and job insecurity
¥) Increase in local savings

300) A major challenge for developing
countries under globalization is:

) Expanding domestic markets

%) Protecting local industries from
multinational corporations

?) Increasing regional cooperation

¥) Developing skilled manpower
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