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Ans to the question no. 1 (a)  

Economists see the world through a different lens than anthropologists, biologists, classicists, or 

practitioners of any other discipline. They analyze issues and problems with economic theories that 

are based on particular assumptions about human behavior that are different than the assumptions 

an anthropologist or psychologist might use. A theory is a simplified representation of how two or 

more variables interact with each other. The purpose of a theory is to take a complex, real-world 

issue and simplify it down to its essentials. If done well, this enables the analyst to understand the 

issue and any problems around it. A good theory is simple enough to be understood, while complex 

enough to capture the key features of the object or situation being studied. Sometimes economists 
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use the term model instead of theory. Strictly speaking, a theory is a more abstract representation, 

while a model is more applied or empirical representation. Models are used to test theories, but for 

this course we will use the terms interchangeably. For example, an architect who is planning a major 

office building will often build a physical model that sits on a tabletop to show how the entire city 

block will look after the new building is constructed. Companies often build models of their new 

products, which are rougher and more unfinished than the final product will be, but can still 

demonstrate how the new product will work. It pictures the economy as consisting of two groups— 

households and firms—that interact in two markets: the goods and services market in which firms 

sell and households buy and the labor market in which households sell labor to business firms or 

other employees. This version of the circular flow model is stripped down to the essentials, but it has 

enough features to explain how the product and labor markets work in the economy. We could 

easily add details to this basic model if we wanted to introduce more real-world elements, like 

financial markets, governments, and interactions with the rest of the globe (imports and exports). 

Economic theory types There's an extensive collection of theories available to professionals when 

analyzing economic activity. Here's a brief explanation of 11 foundational theories in economics:   

1. Supply and demand: Supply and demand is a theory in microeconomics that offers an 

economic model for price determination. This theory states that the unit price for a good or 

service may vary until it settles at a point of economic equilibrium, or when the quantity at 

which consumers demand a good equals the quantity at which a consumer supplies it.  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

For example, as the supply of a good or service decreases and consumer demand persists, 

the price of it may skyrocket—in this case, the demand is greater than the supply.   

2. Classical economics:  

 Classical economics is an area of thought established by early economists and political 

thinkers Adam Smith, John Stuart Mill and others. The primary theory of classical economics 

states that market economies are, by definition, self-regulating systems that are ruled by the 

laws of production and exchange. With this basis, Smith also introduced the invisible hand, a 

metaphorical concept and justification for free markets that implies individuals acting within 

their own self-interests generate social benefits and the public good.   

3. Keynesian economics:   

Keynesian economics consists of multiple macroeconomic theories and models that offer 

explanations for how aggregate demand—the entirety of an economy's spending— impacts 

phenomena like economic output and inflation. The central idea of Keynesian thought is that 

aggregate demand doesn't inherently equate to the productive capacity of an economy, but 



rather that a variety of factors, both public and private, determine it. With this, Keynesian 

economical methods support a system in which fluctuations in aggregate demand can lead 

to changes in employment and output, but not prices.  

4. Malthusian economics:    

 Malthusian economics refers to the idea that, while population growth may be exponential, 

the growth of food supply and the supply of other resources is linear. This theory states that 

when a population grows over time and outpaces a society's ability to produce resources, its 

standard of living may reduce and trigger a large depopulation event. With this, Malthusian 

economics supports population control efforts to avoid unchecked growth rates. Various 

schools of thought have largely discredited Malthusianism as it relates to agricultural 

production, but discourse around environmental degradation, resource depletion and 

scarcity persists.  

5.Marxism: Marxism is a type of socioeconomic theory that interprets capitalism's impacts 

on an economy's development, labor and productivity. This theory posits that a capitalist 

society comprises two socioeconomic classes—the bourgeoisie, or the ruling class, and the 

proletariat, or the working class. In Marxism, the bourgeoisie controls the means of   

  

  

  

  

  

  

  

  

productions and the proletariat owns the labor that produces economic goods with value. With this, 

the bourgeoisie's motivation lies in deriving the most work from the proletariat while paying the 

least amount possible in wages, creating an exploitative economic balance. Marxist economists 

argue that this inequality may lead to revolution.   

6. Laissez-faire capitalism:    

Laissez-faire is a theory of free-market capitalism directly opposed to government intervention such 

as regulation, subsidies, minimum wages, trade restrictions and corporate taxes. This theory states 

that economic prosperity is more obtainable in systems that governments "leave alone"—the direct 

translation of the French term laissez-faire. Economists that adhere to this theory argue that 

economic competition instills selfregulation that doesn't necessitate federal involvement. 

Laissezfaire capitalists promote this theory as a pathway in achieving economic prosperity, but it 

provides no inherent protection for vulnerable populations.   

7. Market socialism:      

 Market socialism, often called liberal socialism, is a theory that proposes the creation of an 

economic system that incorporates elements from both socialist planning and free enterprise. In a 

market socialist system, capital is owned cooperatively, but market forces define production and 

exchange rather than government oversight. Different market socialist models direct the profit 

generated by socially owned firms toward varying channels, such as employee remuneration, public 

financing or a social dividend.   



8. Monetarism:     

Monetarism is a macroeconomic theory that promotes the idea that governments can achieve 

economic stability by controlling monetary supply. The key principle of monetarism is that the total 

amount of money circulating in an economy is the main factor that determines its growth. 

Monetarism greatly relies upon the quantity theory of money, a concept that also exists as a part of 

Keynesian economics, which posits that money supply (M), multiplied by velocity (V)—the rate at 

which an economy exchanges money each year—equals its nominal expenditures. Therefore, the 

money supply is a determinant of employment, inflation and production rates.    

9. Tragedy of the commons:    

The tragedy of the commons is a theory that explains an economic problem relating to the 

consumption of resources and the over-exploitation of resources unregulated by  

  

   

  

  

  

  

  

formal governing bodies. This theory states that individuals who have unrestricted access to a 

resource are likely to act within their own self-interest and, through collective action, may deplete 

the resource in its entirety. For such a problem to occur, a resource must be scarce by nature. This 

theory has contributed to discourses surrounding sustainable development practices, environmental 

protection and regulation of open-access resources, such as fisheries and forests.  

10. New growth theory:    

growth theory states that human desire drives perpetually increasing rates of productivity and  

continued economic growth. A key idea behind new growth theory is the assumption that 

competition flattens profit and forces people to seek better, more efficient methods of doing things 

to maximize their potential to earn profit. Therefore, this theory centers on entrepreneurship, 

knowledge, innovation and technological advancement as the impetuses behind economic growth.   

11. Moral hazard theory:    

A moral hazard is an economic phenomenon observed throughout systems in history in which 

parties enter contracts in bad faith. Moral hazards often occur when an entity, such as a corporation, 

increases its exposure to risk during a transaction to maximize profit because the entity may not 

have to endure the consequences of taking on that risk. In such a situation, the other party of the 

transaction typically bears the costs of that risk. The term moral hazard originates from the idea that 

a party makes the previously described decision to enjoy the highest level of benefit without moral 

considerations.   

Economic Model:  

 THE MODERN ECONOMY is a complex machine. Its job is to allocate limited resources and distribute 

output among a large number of agents—mainly individuals, firms, and governments—allowing for 

the possibility that each agent’s action can directly (or indirectly) affect other agents’ actions. As 



economies allocate goods and services, they emit measurable signals that suggest there is order 

driving the complexity. For example, the annual output of advanced economies oscillates around an 

upward trend. There also seems to be a negative relationship between inflation and the rate of 

unemployment in the short term. At the other extreme, equity prices seem to be stubbornly 

unpredictable.  

  

  

  

  

  

  

  

  

  

Interpreting reality:   

An economic model is a simplified description of reality, designed to yield hypotheses about 

economic behavior that can be tested. An important feature of an economic model is that it is 

necessarily subjective in design because there are no objective measures of economic outcomes. 

Different economists will make different judgments about what is needed to explain their 

interpretations of reality.   

There are two broad classes of economic models—theoretical and empirical. Theoretical models 

seek to derive verifiable implications about economic behavior under the assumption that agents 

maximize specific objectives subject to constraints that are well defined in the model. They provide 

qualitative answers to specific questions—such as the implications of asymmetric information (when 

one side to a transaction knows more than the other) or how best to handle market failures.  

 Economic models generally consist of a set of mathematical equations that describe a theory of 

economic behavior. The aim of model builders is to include enough equations to provide useful clues 

about how rational agents behave or how an economy works (see box). Economic models can be 

quite simple in practice: the demand for apples, for example, is inversely related to price if all other 

influences remain constant. The less expensive the apples, the more are demanded. Or models can 

be rather complex: some models that seek to predict the real level of output of an economy use 

thousands of complex formulations that go by such names as “nonlinear, interconnected differential 

equations.”   

Economists build empirical models :  

Despite their diversity, empirical economic models have features in common. Each will allow for 

inputs, or exogenous variables, which do not need to be explained by the model. These include 

policy variables, such as government spending and tax rates, or nonpolicy variables, like the weather. 

Then there are the outputs, called dependent variables (for example, the inflation rate), which the 

model will seek to explain when some or all of the exogenous variables come into play.   

There are, however, fundamental differences among economists regarding how an empirical model’s 

equations should be derived. Some economists insist that the equations must assume maximizing 

behavior (for example, an agent chooses its future consumption to maximize its level of satisfaction 



subject to its budget), efficient markets, and forward-looking behavior. Agents’ expectations and 

how they react to policy changes play a vital role in the resulting equations. Consequently, users of 

the model should be able to track the effect of specific policy changes without having to worry about 

whether the change itself alters agents’ behavior.  

  

  

  

  

  

  

Ans to the question no. 1 (b) :  

 
                                Quantity  q  

Solution:   

Relationship of price to supply and Demand   

Supply and demand, in economics, relationship between the quantity of a commodity that 

producers wish to sell at various prices and the quantity that consumers wish to buy. It is the main 

model of price determination used in economic theory. The price of a commodity is determined by 

the interaction of supply and demand in a market. The resulting price is referred to as the 

equilibrium price and represents an agreement between producers and consumers of the good. In 

equilibrium the quantity of a good supplied by producers equals the quantity demanded by 

consumers.  

 Demand curve:  

 The quantity of a commodity demanded depends on the price of that commodity and potentially on 

many other factors, such as the prices of other commodities, the incomes and preferences of 

consumers, and seasonal effects. In basic economic analysis, all factors except the price of the 

commodity are often held constant; the analysis then involves examining the relationship between 

various price levels and the maximum quantity that would potentially be purchased by consumers at 

each of those prices. The price-quantity combinations may be plotted on a curve, known as a 

demand curve, with price represented on the vertical axis and quantity represented on the 

horizontal axis. A demand curve is almost always downward-sloping, reflecting the willingness of 

consumers to purchase more of the commodity at lower price levels. Any change in non-price factors 
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would cause a shift in the demand curve, whereas changes in the price of the commodity can be 

traced along a fixed demand curve.  

  

  

 

  

increase in demand  

Illustration of an increase in equilibrium price (p) and equilibrium quantity (q) due to a shift in 

demand (D).  

 Supply curve   

The quantity of a commodity that is supplied in the market depends not only on the price obtainable 

for the commodity but also on potentially many other factors, such as the prices of substitute 

products, the production technology, and the availability and cost of labour and other factors of 

production. In basic economic analysis, analyzing supply involves looking at the relationship between 

various prices and the quantity potentially offered by producers at each price, again holding 

constant all other factors that could influence the price. Those price-quantity combinations may be 

plotted on a curve, known as a supply curve, with price represented on the vertical axis and quantity 

represented on the horizontal axis. A supply curve is usually upward-sloping, reflecting the 

willingness of producers to sell more of the commodity they produce in a market with higher prices. 

Any change in non-price factors would cause a shift in the supply curve, whereas changes in the price 

of the commodity can be traced along a fixed supply curve.  
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Decrease in supply   

Illustration of an increase in equilibrium price (p) and a decrease in equilibrium quantity (q) due to a 

shift in supply (S).  

 Market equilibrium, or balance between supply and demand   

Supply and demand are equated in a free market through the price mechanism. If buyers wish to 

purchase more of a good than is available at the prevailing price, they will tend to bid the price up. If 

they wish to purchase less than is available at the prevailing price, suppliers will bid prices down. The  

price mechanism thus determines what quantities of goods are to be produced. The price 

mechanism also determines which goods are to be produced, how the goods are to be produced, 

and who will get the goods—i.e., how the goods will be distributed. Goods so produced and 

distributed may be consumer items, services, labour, or other salable commodities. In each case, an 

increase in demand will lead to the price being bid up, which will induce producers to supply more; a  

decrease in demand will lead to the price being bid down, which will induce producers to supply less. 

The price system thus provides a simple scale by which competing demands may be weighed by 

every consumer or producer. The tendency to move toward the equilibrium price is known as the 

market mechanism, and the resulting balance between supply and demand is called a market 

equilibrium.   

As the price of a good rises, the quantity offered usually increases, and the willingness of consumers 

to buy the good normally declines, but those changes are not necessarily proportional. The measure 

of the responsiveness of supply and demand to changes in price is called the price elasticity of supply 

or demand, calculated as the ratio of the percentage change in quantity supplied or demanded to 

the percentage change in price. Thus, if the price of a commodity decreases by 10 percent and sales 

of the commodity consequently increase by 20 percent, then the price elasticity of demand for that 

commodity is said to be 2.In algebraic form, elasticity (E) is defined as E = %Δy/%Δx; y is elastic with 

respect to x if E is greater than 1, inelastic with respect to x if E is less than 1, and “unit elastic” with 

respect to x if E is equal to 1.  
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Ans to the question no. 2 (b)  

 Efficiency  

In a market-oriented economy with a democratic government, the choice of what combination of 

goods and services to produce, and thus where to operate along the production possibilities curve, 

will involve a mixture of decisions by individuals, firms, and government, expressing supplies and 

demands. However, economics can point out that some choices are unambiguously better than 

others. This observation is based on the idea of efficiency. In everyday parlance, efficiency refers to 

lack of waste. An inefficient washing machine operates at high cost, while an efficient washing 

machine operates at lower cost, because it’s not wasting water or energy. An inefficient organization 

operates with long delays and high costs, while an efficient organization is focused, meets deadlines, 

and performs within budget.  

The production possibilities frontier can illustrate two kinds of efficiency: productive efficiency and 

allocative efficiency. Figure 2, below, illustrates these ideas using a production possibilities 

Healthcare  

                 A  

  

  

  

                                            E1     E2              Education  

Figure 2. Productive and Allocative Efficiency.   

Points along the PPF display productive efficiency while those point R does not.  

Productive efficiency means that, given the available inputs and technology, it’s impossible to 

produce more of one good without decreasing the quantity of another good that’s produced. All 

choices along the PPF in Figure 2, such as points A, B, C, D, and F, display productive efficiency. As a 

firm moves from any one of these choices to any other, either health care increases and education 

decreases or vice versa. This makes sense if you remember the definition of the PPF as showing the 

maximum amounts of goods a society can produce, given the resources it has. Thus, producing 

efficiently leads to maximum production, which is what the PPF shows.  
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For example, point R is productively inefficient because it is possible at choice C to have more of 

both goods: education on the horizontal axis is higher at point C than point R (E2 is greater than E1), 

and health care on the vertical axis is also higher at point C than point R (H2 is greater than H1).  

Allocative efficiency means that the particular mix of goods a society produces represents the 

combination that society most desires. For example, often a society with a younger population has a 

preference for production of education, over production of health care. If the society is producing 

the quantity or level of education that the society demands, then the society is achieving allocative 

efficiency. Determining “what a society desires” can be a controversial question and is often 

discussed in political science, sociology, and philosophy classes, as well as in economics.  

At the most basic level, allocative efficiency means that producers supply the quantity of each 

product that consumers demand. Only one of the productively efficient choices will be the allocative 

efficient choice for society as a whole. For example, in order to achieve allocative efficiency, a 

society with a young population will invest more in education. As the population ages, the society 

will shift resources toward health care because the older population requires more health care than 

education.  

In the graph (Figure 2) above, a society with a younger population might achieve allocative efficiency 

at point D, while a society with an older population that required more health care might achieve 

allocative efficiency at point B  

We will return to this idea of allocative efficiency later when we learn more about applications of 

supply and demand.  

  

  

  

  

  

  

  

  

  

Ans to the question no.2 (c)  

  

Briefly explain the significance of the firm's cost of capital. What are the factors determining that 

cost of capital, and how can that cost be estimated?  

Definition of Cost of Capital  

Cost of Capital is the rate of return the firm expects to earn from its investment in order to increase 

the value of the firm in the market place. In other words, it is the rate of return that the suppliers of 

capital require as compensation for their contribution of capital.  

Components of Cost of Capital   

There are three factors to the cost of capital explained below:   



Zero Risk Return:   

It talks about the expected rate of return when a project involves no financial or business risks.   

Premium for the Business Risk:  

Business risk is determined by the capital budgeting decisions that a firm takes for its investment 

proposals. So, if a firm selects a project that has more than normal risk, then it is obvious that the 

providers of capital would require or demand a higher rate of return than the normal rate. Thus, the 

premium factor plays an important role here as it increases the Cost of Capital. It’s up to the firm’s 

project selection decision which alienates with the firm’s goal and objectives and how badly they 

want the project to increase their market value.  

Premium for the Financial Risk:  

Financial risk is associated with the capital structure pattern of the firm. Here, the premium finds its 

way to the picture depending on the volume of debts the firm owes. The higher the debt capital, the 

more is the risk compared to a firm that has relatively low debts.  

Cost of Capital Formula   

The three components of cost of capital discussed above can be written in an equation as follows:  

K = Cost of Capital  

  

  

  

  

  

  

r0 = Return at zero risk level   

1. = Premium for business risk   

2. = Premium for finance risk   

Factors Affecting Cost of Capital  

Cost of capital is the cost for a business but return for an investor. There are various factors that can 

affect the cost of capital. Broadly, factors can be classified as ‘fundamental factors’ and ‘economic 

and other factors’. Fundamental factors are market opportunities, capital provider’s preference, risk, 

and inflation. Other factors include Federal Reserve policy, federal surplus and deficit, trade activity, 

foreign trade surpluses and deficits, country risk and exchange rate risk.  

Fundamental Factors affecting Cost of Capital  

 Market Opportunity  

Unquestionably, most fundamental price deciding factor for anything in this world is the law of 

demand-supply. Cost of capital is also not away from this fundamental law. When the demand for 

capital increases, the cost of capital also increases and vice versa. The demand is influenced greatly 

by the available market opportunities. If there are a lot of production opportunities in the market, 

more and more entrepreneurs will explore those opportunities to create profitable ventures. 



Entrepreneurs, then, would require capital to implement their business ideas. So, cost of capital is 

directly related to the market opportunities available in the market.  
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Capital Provider’s Preferences   

An individual who has some additional funds has two straight choices – save money or consume it. It 

is completely a personal choice but to a great extent, it is impacted by the culture of a society. For 

example, Japanese people are more bent towards saving compared to the US. Another important 

factor that determines the utility of capital is the interest rate or returns available to their funds. 

Naturally higher returns would enforce higher savings.  

  

Risk   

‘High-risk high-return’ principle works here too. If the venture where investment is required has a 

high level of risk, the return required by the investor would also be very high to compensate the risk. 

On the other hand, the businessman taking up the venture may not opt for a too high cost of capital 

because it may put the viability of the overall project at stake. So, this is how risk plays a key role 

deciding the capital transactions in the market Inflation  

  

All capital providers try to invest in a manner that maximizes returns. The lower benchmark for 

investing has always been the inflation. At the minimum, an investment should beat the inflation 

and there should be some real income. Real income is nothing but the actual return less inflation.  

  

  

Economic and Other Factors Affecting Cost of Capital    

Federal Reserve Policy   

All federal banks have got the power to influence the economy. US Federal Reserve Board simple 

purchases the treasury securities, normally held by banks, to boost the economy. Let’s understand 

how it works. When the ‘Federal Reserve Board’ buys the Treasury securities from the banks, the 



banks accumulate a lot of loanable funds with it. Now, the banks with a higher supply of funds would 

start offering loans at lower interest rates. This reduction in interest rates will encourage 

industrialists to start more and more ventures and that, in turn, will create job opportunities, overall 

demand in the market etc. Although, there is a flip side of this policy that it will increase the inflation 

in the longer run. This is how federal policies have a great impact on the cost of capital.  

  

  

  

Federal Budget Deficit or Surplus   

  

Federal budget deficit and surplus also have a role to play in deciding the cost of capital in the 

market. In a surplus situation, Fed would buy Treasury securities from the market and that will 

reduce the interest rates. On the contrary, in a deficit situation, Fed would sell Treasury securities or 

mint money. Minting money would increase the money supply in the market along with an 

expectation of higher inflation and that leads to increasing the cost of money. Similarly, selling 

Treasury securities to banks will reduce the loanable funds with banks and they increase the cost of 

funds.  

  

  

  

  

  

  

  

Trade Activity  

  

Economic boom and recession also play a very important role in determining the cost of capital by 

impacting the interest rates in the market.  

  

Foreign Trade Surpluses or Deficits   

A foreign trade deficit creates a need for borrowing from other countries. Borrower countries will 

have their own opportunity cost of capital based on the interest rates available with other countries. 

Higher the borrowings and higher will be the interest rates. That will impact the capital market.  

  

Country Risk   

Country risk is the risk associated with political, social, economic environment of a country. To 

understand with an example, assume a country has trends of suddenly changing the tax rates, 

regulations relating to trade and commerce etc. An international investor would resist investing in 

that country because their policy can put any business at stake suddenly. This will reduce the flow of 

international capital in the country and thereby increase the cost of capital.  

  

Exchange Rate Risk  

Investment in countries other than the home country has a bearing of exchange rate risk on them. 

The real return of an investor depends on two factors.   

1. The performance of the investment in the foreign country and  

2. The performance of the currency of that country in comparison to home currency.  



  

At the time of maturity of the investment, if the home currency weakens, the net realization in home 

currency would also be reduced. That can affect an investor’s decision of investing in other 

countries, especially whose currency rates fluctuate a lot.  

ndividual Company Factors Affecting Cost of Capital  

 Capital Structure Policy   

All companies try to optimize their capital structure with a policy that suits their individual situations. 

New acquisition of capital will depend a lot on the capital structure policy and therefore the capital 

structure policy of the said company will have a bearing on its cost of capital.  

Dividend Policy   

A dividend policy of a corporation decides how much percentage of profits it will retain and how 

much will be distributed as dividends. If a company retains higher percentage  

of profits in the business, it is effectively adding a capital at the cost of equity. Accordingly, the 

overall cost of capital will be impacted.  

Investment Policy   

A company is nothing but a set of different projects it takes up. It is very important to note that 

different projects would have different risk profile. If a company is adding a project with higher risk 

compared to overall risk level of the organization, it is effectively increasing the risk of the 

organization. With this increase in risk, the required rate of return will also increase. This is how, 

investment policy impacts the cost of capital.  

Ans to the question no. 4 (a)  

  

 A business cycle, sometimes called a "trade cycle" or "economic cycle," refers to a series of stages in 

the economy as it expands and contracts. Constantly repeating, it is primarily measured by the rise 

and fall of gross domestic product (GDP) in a country. Business cycles are universal to all nations that 

have capitalistic economies. All such economies will experience these natural periods of growth and 

declines, though not all at the same time. However, given the increased globalization, business 

cycles tend to happen at similar times across countries more often than they did before.  

Understanding the different phases of a business cycle can help individuals make lifestyle decisions, 

investors make financial decisions, and governments make appropriate policy decisions.  

  

  

  

  

   

  

  

Ans to the question no. 4 (b)  

Structural unemployment   



Structural unemployment is a category of unemployment caused by differences between the skills 

possessed by the unemployed population and the jobs available in the market. Structural 

unemployment is a long-lasting condition that is caused by fundamental changes in the economy. 

Structural unemployment is a significant problem in economics because of its long-lasting effects 

and challenges associated with overcoming the issue. It can result in an increase in the natural 

unemployment rate. However, it is not always an indicator of a recession in an economy because it 

can be created even during periods of economic growth. Structural unemployment is caused by 

external processes or events that trigger fundamental changes in the economy, including:  

1. Technological changes   

Technological advancements can significantly affect an economy. The introduction of new 

technologies can cause some of the existing jobs to become obsolete, leaving many people 

unemployed.  

Also, new technologies can substantially increase productivity, allowing companies to reduce 

their labor force without harming their overall output. In such a scenario, many workers face 

the loss of their jobs, and structural unemployment will arise.  

  

2. Competition   

Competition is another factor that can lead to structural unemployment in an economy. For 

example, globalization is one of the driving forces behind increased competition around the 

world. Developing countries generally provide cheap labor; many companies from 

developed countries relocate their manufacturing facilities to developing nations. As a 

result, workers who were previously involved in manufacturing become unemployed.  

  

Although the geographic immobility of a population is not a direct cause of structural 

unemployment, it can severely worsen its effects. For example, if a population in a high 

unemployment region is not willing to relocate to where jobs are abundant, high 

unemployment will continue.  

  

Cyclical Unemployment  

Cyclical unemployment is a type of unemployment where labor forces are reduced as a 

result of business cycles or fluctuations in the economy, such as recessions (periods of  

  

economic decline). When the economy is at its peak or experiences continuous growth, the  

rate of cyclical unemployment is low. During the period, sales and income increase; therefore, more 

people are needed to meet the demand. On the other hand, during a recession, the rate of cyclical 

or involuntary unemployment is high, due to the decline in consumer demand for goods and 

services. In other words, there is a decrease in production; therefore, fewer workers are needed, 

resulting in job layoffs. The number of unemployed workers exceeds the number of job vacancies in 

the labor market  

Natural Unemployment   

Natural unemployment, or natural rate of unemployment, is the unemployment rate that persists in 

a well-functioning, healthy economy that is considered to be at “full employment.” It is a 

hypothetical rate of unemployment and suggests that there is never zero unemployment in an 

economy. Natural unemployment refers to the unemployment that exists when the labor market is 

in perfect equilibrium. The theory behind natural unemployment suggests that there is never zero 

unemployment even in a healthy economy due to the presence of frictional, structural, and cyclical 

unemployment.  

Components of Natural Unemployment   



1. Frictional Unemployment  

Frictional unemployment occurs when workers are “in-between jobs,” i.e., when people in 

the workforce are looking for jobs but are unable to find one yet. It includes recent 

graduates and employees facing unexpected layoffs that are actively searching. To reduce 

frictional unemployment, the government must focus its resources on decreasing 

information costs so that there is a higher amount of job market information present in the 

economy.  

  

  

2. Structural Unemployment  

 Structural unemployment refers to unemployment that is caused due to a mismatch 

between the skills that a worker offers and those that employers demand. An example 

of structural unemployment is a scenario where a software engineer is skilled at a 

coding language that is outdated, which results in unemployment. Offering training 

programs and subsidized education for skill-building is a way to reduce structural 

unemployment  

  

3. Surplus Unemployment  

Surplus unemployment is caused by wage rigidity and changes in minimum wage laws. 

For example, if authorities decide to increase the minimum wage by $2 at any given 

time, some workers are likely to be laid off due to lowering labor demands. This 

contributes to natural unemployment in the economy.  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

                                 Ans to the question no. 5 (a)  

  



  

With a continued average economic growth nearly 7% in the last eleven years (2008- 

2019), Bangladesh now proudly stands as an emerging trade and investment 

destination. The steady growth in export business, hard-working labor force and 

committed entrepreneurs supported by the pro-business, pro-investment policies of the 

Government are leading Bangladesh towards the line of global business competency. 

The country’s unequivocal position for peace and harmony, regional stability, 

cooperation, economic development through international and regional trade with its 

trade partners and an increasing flow of remittance by expatriate Bangladeshis living 

across the world have helped the country achieve and retain an impressive economic 

status. In FY 2018-19, GDP growth was 8.15 %. A strong domestic demand, high export 

growth and continued expansion of infrastructural facilities attributed to the 

accomplishment of accelerated growth.  

International Monetary Fund (IMF), in its World Economic Outlook, 2018, has ranked  

Bangladesh as the 44th the largest economy in the world in terms of nominal GDP in 

2017 and 32nd in terms of purchasing power parity. The country registered a gross 

domestic product of US$ 302.6 billion in FY 2018-19 while it was only US$72 billion in 

2005-2006. Ready Made Garment (RMG) is the main item of export of Bangladesh 

surpassed US$34 billion in 2018-2019 and accounts for 84.21% of total exports and RMG 

is providing employment of four million workers, eighty percent of them are female. 

Remittances sent by Bangladeshi expatriates totaled US$15 billion in the 2017- 18 

financial year, also forms a very important pillar of the country’s economy. The Foreign 

Exchange Reserve was US$ 32.94 billion in FY 2017-18.  
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Ans to the question no. 5 (b)  

  

orruption has been perceived as a national problem. The growing socio- economic 

complexities in recent years widened the scope of bribery and corruption, particularly, 



among the public servants, which eventually went a long way in eating up the vitals of 

the social equilibrium in the  

country. For combating the menace there have been efforts in formulating laws 

providing for speedy trials and effective punishments of such offences. With the 

changing needs the laws against corruption have been amended from time to time to 

make the same more effective for achieving the optimum object in eradicating bribery 

and corruption from among the  

public servants. Although it is clear to everyone that corruption was formerly of a 

domestic nature, but now it has emerged as a phenomenon transnational in character. 

In this regard, the roles of the decision-makers, high officials and bureaucracy are 

considerably remarkable  

  

  Basically corruption is a governance issue and structural adjustment is a program for 

implementation by the government of measures to improve economic governance through reducing 

the role of the government as a producer of private and joint goods and service, as a regulator 

beyond protection of consumers rights and creation of competitive condition, setting standards, 

increasing the role of the market through deregulation, liberalization of trade and financial regime 

and improving efficiency by reducing bureaucratic control. It is recognized that corruption  
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3.Current situation of Corruption in Bangladesh: Corruption is one of the main obstacles to 

the socio-economic development of the country. It should never be forgotten that 

corruption poses a serious development challenge. In the political realm, it undermines 

democracy and good governance by subverting formal processes, at the  

  

Writ Jurisdiction of the Supreme Court of Bangladesh same time corruption undermines the 

legitimacy of government and such democratic values as trust and tolerance. It generates 

considerable distortions and inefficiency of government officials and reduces accountability. 

Corruption reinforces political instability and underdevelopment (Ouma, 1991). Some other equally 

damaging  

  

consequences of corruption are undermining of public confidence in government; engendering 

wrong economic choices and construing of government ability to  

implement policies; it makes the poor pay the price and threatens government strategy of private- 

sector, oriented growth   

(World Bank 1996). In our country maximum poor people do not engage in corruption in the first 

place. In fact, even if they wanted to, they might not have the resources, power, position and state 

patronization to do so.  

 We may have a mini scenario of corruption from the source of Bureau of Anti-Corruption (BAC): The 

above picture itself shows the extent of bad governance, lack of accountability and suspension of 

rule of law in our country and obviously these are responsible for slow growth rate in the process of 

economic development. Integrity is a moral purity. The wise man or woman will live a life of 



integrity, which is a part of wisdom. Those who follow corruption or falsehood will be destroyed by 

the decisions and actions of their lives. Almost the whole machinery of the state has been suffering 

from lack of patriotism and decreasing rate of integrity. Corruption jeopardizes the society in several 

ways, which are as below:  

  

I. It reduces efficiency of government officials;  

II. It discourages investment & growth;  

III. It negatively impacts on the rule of law;  

IV. It deflects public resources;  

V. It creates low labor productivity;  

VI. Cost of services becomes inflated through corrupt pay-offs;  

VII. It distorts public spending;  

VIII. Corruption tends to fuel arbitrary rule with dire implications for both democracy and 

investor confidence as public trust declines and  

IX. It causes inequality and pervasive poverty;  

X. X. Corruption resulting from tax evasion reduces the government tax revenues  

XI. XI. It intrinsically undermines the quality of governance;   

XII. XII. It makes opportunity to deflect funds by corrupt officials;  

XIII. XIII. Where corruption occurs, the public good is generally regarded as being of secondary 

importance;  

XIV. XIV. It distorts prices throughout the economy, as the costs of bribes are  

 passed onto the final consumer and it creates delays in economic transactions and additional 

uncertainty, which may be a crucial element in undermining investment and encouraging capital 

flight, and XV. It superimposes informal practices over the proper rules and procedures of 

government.  

  

4. Causes of corruption in Bangladesh: The main causes of corruption in Bangladesh may be 

categorized as bellow:  

A. Political causes of corruption:  

  

(i) Political instability;  

(ii) Lack of patriotism;   

(iii) Inadequacy of existing laws;   

(iv) Lack of accountability;   

(v) Centralization of power;  

(vi) Lack of strong supervising and monitoring system;   

(vii) Inefficiency of our Anti-Corruption Commission; (viii)  Corruption in anti-

corruption department, and  (ix)  Lack of political will.  

  

B. Social causes of corruption:   

• Poverty; Writ Jurisdiction of the Supreme Court of Bangladesh  

• Unemployment;  

• Law and order situation;  

• Fascination for luxurious life;  



• Fragile social status;  

• Availability of illegal arms, and  Lack of social awareness.  

  

C. Economic causes of corruption:   

(i) Unequal distribution of wealth and income;  

(ii) Expensive life style;   

(iii) Financial uncertainty, and  (iv)  Economic insolvency.  

  

  D. Other causes:  

(i) Lack of patriotism;   

(ii) High ambition, and   

 (ii)  Ambiguity of law.   

 (iii)    

5. Latest position of the legal system: For an effective and speedy step to prevent corruption the 

previous elected Government has taken initiative and passed an Act named as The Anti-Corruption 

Commission Act, 2004 (Act 5 of 2005) The main features of the Act are as follows:  

(I) There shall be a Commission named as Anti-Corruption Commission, that will be an independent 

and neutral in nature and function;  

(II) The Commission shall be comprised of three commissioners who shall be appointed by the 

President on the recommendation of a selection committee;   

(III) Commissioner shall be appointed for four years and shall not be eligible for reappointment after 

the tenure;   

(IV) President will appoint a chairman among the commissioners;  

(V) Commissioner shall be removed from the office on the same ground and as per the same a judge 

of the Supreme Court is removed;   

(VI) Chairman and commissioners of the commission shall be entitled to the same remuneration, 

allowances and other facilities as the judge of a High Court Division are entitled to;  (VII) 

Commission shall have the following powers-  
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6. Legal system related to corruption control in Bangladesh: Corruption assumes different shapes 

and forms in different countries. Bangladesh is a developing country and corruption has spread in 

this country as well as other developing countries. The newly created Anti- Corruption 

Commission is the foremost among the agencies engaged in combating corruption in Bangladesh. 

The main job of this organization is to take legal actions after conducting inquiry into corruption 

that takes place in society. Function of the Commission: The main task of the Anti- corruption  

Commission is checking corruption. The Commission performs the following tasks in the process of 

prevention of Corruption:  

  

I. Receiving and screening complaints related to corruption;   

II. Undertaking inquiry to ascertain whether the complaint is correct.;   

III. Lodging formal complaint in the Police Station;  

IV. Completing the investigation;  

V. Completing the investigation process for undertaking legal measures;  

VI. Prosecuting cases , and   

VII. Routine official work. Writ Jurisdiction of the Supreme Court of Bangladesh  

  

  

7. Existing Laws:   

To prevent corruption existing laws which are in force in Bangladesh are as follows:  

  

I. The Anti-Corruption Commission Act, 2004 (Act 5 of 2004);   

II. The Prevention of Money Laundering Act, 2002 (Act VII of 2002);   

III. The Criminal Law Amendment (Sanction for Prosecution) Rules,1977  

IV. The Anti-Corruption (Tribunal) Ordinance,1960;   



V. The Criminal Law Amendment Act,1958 (Act XL of 1958);  VI.  The Anti-Corruption 

Rules,1957;   

VII. The Prevention of Corruption Act, 1947 (Act II of 1947), and   

VIII. The Criminal Law Amendment Ordinance, 1944 (Ord. XXXVII of 1944).  

  

  

8. Fighting and combating corruption: According to public perception both petty and general 

corruption has increased in Bangladesh like other developed and developing countries. Corruption 

has been identified as a great problem in the public administration and society, which ultimately 

has jeopardized our progress. Very often we talk about honesty and moral values but sometimes 

we find it easier to be dishonest. All around the world people share the fact that corruption is 

human behavior. It is not a natural disaster or a technical problem. Corruption is a symptom of 

bad governance which slows down sustainable economic growth (The Hague Declaration, 2001). 

To mitigate such acute problem no pragmatic. and preventive measures have been taken as a 

result it has spread as chronic disease. To combating  

  

corruption we may have to propose some recommendations such as:  

I. Constructing a meaningful multilateral Agreement with other developed and 

developing countries;   

II. Applying modern technology in investigation system;   

III. Appoint an Ombudsman and establish related office;   

IV. Establish a really independent Anti-Corruption Commission;   

V. Establish a task force on public sector transparency, made up by independent 

members drawn from various professional and occupational groups;   

VI. Expansion of education;  

VII. To enhance social values and practice of morality;  

VIII. Initiate program for establishing public complaint offices;   

IX. Formulate and announce public policy on transparency;   

X. Key sectors, ministries, agencies to announce their respective objectives and 

performance targets at the beginning of the year to enable continuous 

performance evaluation;   

XI. Effective scheme for development of moral, socio- cultural, religious and political 

values is to be designed by the Government and the social organizations;   

XII. Expansion of employment opportunity;   

XIII. Modernization and re- organization of police;   

XIV. Eradication of pollution and criminalization of politics;   

XV. Number of Courts to be increased to combat the case flow;  

XVI. To establish rule of Law;   

XVII. Separation of Judiciary from executive;   

XVIII. Strengthen interest groups;  

XIX. Reform of traditional anti – corruption laws and to formulate different code of 

conduct for the officials of Anti- Corruption;   

XX. Democracy should be institutionalized;   

XXI. To ensure proper salary for the govt. officials considering the market price of 

necessary goods;   

XXII. To decrease revenue expenditure through decentralization of power   

XXIII. Corrupt officials and peoples should be dealt with firmly and ruthlessly, exemplary 

punishment must be imposed on the corrupt officials or people;   

XXIV. Activate the role of opposition in the parliament so that they can play constructive 

role in formulating policies;   



XXV. Above all the governments will have to be committed to curb corruption. In fine: 

We can say that all these measures cannot be materialized by he Government 

alone as the most problem relates to human behavior, which is usually changed 

and influenced by social values and ethics. Different NGOs, social organizations, 

notable personalities may play a vital role in this regard. Increasing growth of 

corruption cannot be met by any specific discipline as the problems stem from 

various factors as already stated. Coordinated attack through enlightened political, 

administrative, Writ Jurisdiction of the Supreme Court of Bangladesh educational 

and legal initiatives is needed. Law and courts are not the only means of ensuring 

justice and reducing corruption. The entire socio- political system requires radical 

changes and reforms, which must be tuned for upgradation of values. Especially 

political leaders have shown increasing awareness of the need to curb corruption 

recognizing a mandate in the growing public calls for action. From the above 

discussion, it is clear that to fight against corruption successfully, three conditions 

are believed to be necessary; 1. Top political leader of strong will against 

corruption, 2. Effective anti –corruption strategies, 3. Efficient anti- corruption 

system. It is generally accepted that any efforts to eradicate corruption tend to be 

in vain without the backup of the political power and both preventive and punitive 

strategic approaches are needed  

  

  

  

                                       Ans to the question no. 6 (B)  

Research and development is the generation of new knowledge. In a business context, it is an 

activity that companies undertake in order to develop new products, processes or services, or 

improve those that already exist. In order to do this, businesses often take on risk. This is because 

uncertainties exist around if what they are attempting is technologically feasible, or, more 

commonly, they don’t know how they will achieve their objectives in practical terms. R&D is an 

essential function for many businesses. Launching new offerings or improving existing ones is a way 

for a business to remain competitive and make profit. When developing a new product, process or 

service, or refining an existing one, R&D is one of the earliest phases. Experimentation and 

innovation is often rife at this stage, along with risk. The R&D cycle often begins with ideation and 

theorizing, followed by research and exploration and then into design and development Product 

Life Cycle  

Product life cycle measures the total lifespan of a product. It begins when a product is first conceived 

in the development stage and continues through when it first goes to market. Finally, it ends when 

the product is removed from the market.  

Product life cycles are broken down into five distinct phases:  

  

  

• development,   

• introduction,   

• growth,   

• maturity, and    decline.  

  



  

Determining where the product is in its life cycle is important because each stage has its own                          

unique marketing strategy, including different advertising tactics, discount options, and engagement 

techniques.  

Stages in a Product Life Cycle  

  

The major stages of a product life cycle are as follows  

  

• Research & Development: Starts when a product is first conceived and continues until 

launch.  

• Introduction: The phase where a product is officially introduced into the marketplace.   

• Growth: The stage where a products sales are increasing at its fastest rate.   

• Maturity: Marks the period where product sales growth rates are beginning to slow.   

• Decline: The phase of the cycle where sales growth begins to decline.   

  

  

You can determine where a product is in its life cycle by simply analyzing and comparing sales rates. 

Its in a business's best interest to extend a products growth and maturity phases by as much time as 

possible. In addition to extended growth & maturity, the decline phase is delayed for as long as 

possible. To extend the product life cycle, businesses utilize many different strategies, including:  

  

• Advertising: Find a new audience or re-engage with an existing one.   

• Price Reduction: Sellers lower prices to attract make the product more attractive  

 Adding Value: Augment the existing product with new features or improve specs.   

• Target New Markets: Bring the product into geographical markets or re-release products in 

way more target to different demographics.  

• New Packaging / Branding: Make changes to the products packaging or branding  

  

Ans to the question no. 6 (c)  

  

ECONOMIES OF SCALE IN THEORY  

Nineteenth century Austrian capital theorists stressed that capitalist production is twostage 

production: First a capital good is made, then it is used to provide service inputs in the production of 

some final good. This paper argues that the neoclassical theory of scale effects obscures important 

relations by ignoring the Austrian two-stage process. Instead, it deals with capital goods only in 

terms of their service flows that enter into the production function for final output. The paper 

distinguishes two production stages. In stage one, a capital good is produced and in stage two, the 

services of that good are combined with other inputs to produce some final output. When this is 

done, scale effects are seen to be common and to be located in the firststage production of capital 



goods. It is conventional to distinguish three sub-components of capital: plant and equipment, 

residential buildings, and inventories. This paper is confined to plant and equipment, broadly 

understood as being everything that is not in the other two categories. Returns to scale refers to the 

response of output to a proportionate increase in all inputs with technology held constant. Returns 

to outlay refers to changes in the unit cost of output when that output is varied in the long run with 

input prices held constant.1The capital goods that deliver capital services can be altered in two 

distinct ways. They may be replicated, which means creating units identical to those already in use. If 

the unit under consideration is one machine or one factory, another identical machine or factory 

may be installed. Replication applies to increases of the original capital good by integer multiples 

(and, where replication has already occurred, it also applies to reductions by integer multiples).3  

  

  

Ans to the question no. 7 (a)  

Balance of Trade (BOT)  

Balance of trade (BOT) is the difference between the value of a country's exports and the value of a 

country's imports for a given period. Balance of trade is the largest component of a country's 

balance of payments (BOP). Sometimes the balance of trade between a country's goods and the 

balance of trade between its services are distinguished as two separate figures.  

  

The balance of trade is also referred to as the trade balance, the international trade balance, 

commercial balance, or the net exports.  

Understanding the Balance of Trade (BOT)   

The formula for calculating the BOT can be simplified as the total value of exports minus the total 

value of its imports. Economists use the BOT to measure the relative strength of a country's 

economy. A country that imports more goods and services than it exports in terms of value has a 

trade deficit or a negative trade balance.  

 Conversely, a country that exports more goods and services than it imports has a trade surplus or a 

positive trade balance. A trade surplus or deficit is not always a viable indicator of an economy's 

health, and it must be considered in the context of the business cycle and other economic indicators. 

For example, in a recession, countries prefer to export more to create jobs and demand in the 

economy. In times of economic expansion, countries prefer to import more to promote price 

competition, which limits inflation.  

  

The Balance of Payments.  

In general, the balance of payments records a country’s trade in goods, services, and financial assets 

with the rest of the world.  

 The balance of payments records a country’s international transactions: payments and receipts that 

cross the country’s border.   

The balance of payments uses the double-entry bookkeeping method. Each transaction has a debit 

and a credit entry. If the value of the credit items on a particular balance of payments account 

exceeds (is less than) that of the debit items, a surplus (deficit) exists.  

 The current account is the sum of the merchandise, services, investment income, and unilateral 

transfers accounts.  



 Current account deficits are offset by capital account surpluses.   

The balance of trade is the merchandise exports minus the merchandise imports.   

The official settlements balance is equal to changes in financial assets held by foreign monetary 

agencies and official reserve asset transactions.   

An increase (decrease) in the U.S.-owned deposit in foreign bank is a debit (credit) to the U.S.  

capital. While an increase (decrease) in foreign-owned deposit in the U.S. bank is a credit (debit) to 

the U.S. capital.   

The United States became a net international debtor in 1986.  

  

5 Different Ways of Balance of Payments in International Transactions :  

  

• (i) Balance of Trade:   

• (ii) Balance of services:   

• (iii) Balance of unrequited transfers:   

• (iv) Balance on current account:  

• (v) Balance on capital account:  

(i) Balance of Trade  

Balance of trade (BOT) is the difference between the value of a country's exports and the value of a 

country's imports for a given period. Balance of trade is the largest component of a country's 

balance of payments (BOP). Sometimes the balance of trade between a country's goods and the 

balance of trade between its services are distinguished as two separate figures. The balance of trade 

is also referred to as the trade balance, the international trade balance, commercial balance, or the 

net exports.  

ii) Balance of services  

Balance of Services is the difference between funds received by a country when exporting services 

and the funds paid for importing services. The balance of services is one part of the current accounts 

portion of the balance of payments, the other is major part is the balance of trade.  

iii) Balance of unrequited transfers   

Unrequited transfers are reported in the balance of payments under two main headings—private 

and official. Private transfers are, in principle, only those in which both transactors belong to the 

private sector, while official transfers cover transactions in which one or both parties belong to the 

official sector.   

(iv) Balance on current account:   

The current account of the balance of payments includes a country's key activity, such as capital 

markets and services. The current account balance should theoretically be zero, which is impossible, 

so in reality, it will tell whether a country is in a surplus or deficit   

(v) Balance on capital account:   

The capital account, on a national level, represents the balance of payments for a country. The 

capital account keeps track of the net change in a nation's assets and liabilities during a year. The 



capital account's balance will inform economists whether the country is a net importer or net 

exporter of capital.  

  

  

Ans to the question no. 7 (b)  

  

  

A letter of credit or LC is a written document issued by the importer’s bank (opening bank) 

on importer’s behalf. Through its issuance, the exporter is assured that the issuing bank will make a 

payment to the exporter for the international trade conducted between both the parties.  

 The importer is the applicant of the LC, while the exporter is the beneficiary. In an LC, the 

issuing bank promises to pay the mentioned amount as per the agreed timeline and against specified 

documents.   

A guiding principle of an LC is that the issuing bank will make the payment based solely on 

the documents presented, and they are not required to physically ensure the shipping of the goods. 

If the documents presented are in accord with the terms and conditions of the LC, the bank has no 

reason to deny the payment.   

A letter of credit is beneficial for both the parties as it assures the seller that he will receive 

his funds upon fulfillment of terms of the trade agreement and the buyer can portray his 

creditworthiness and negotiate longer payment terms, by having a bank back the trade transaction.  

  

  

  

Documents required for a Letter of Credit   

• Bill of Lading  

• Airway Bill   

• Commercial Invoice   

• Insurance Certificate   

• Certificate of Origin   

• Packing List   

• Certificate of Inspection  

  

Fee and charges payable for an LC   

There are various fees and reimbursements involved when it comes to LC. In most cases, the 

payment under the letter of credit is managed by all parties. The fees charged by banks may include:  

  



• Opening charges, including the commitment fees, charged upfront, and the usance fee that is 

charged for the agreed tenure of the LC.  

• Retirement charges are payable at the end of the LC period. They include an advising fee charged 

by the advising bank, reimbursements payable by the applicant to the bank against foreign 

lawrelated obligations, the confirming bank’s fee, and bank charges payable to the issuing bank.  

  

  

  

  

Parties involved in an LC   

Main parties involved:  

 Applicant An applicant (buyer) is a person who requests his bank to issue a letter of credit.   

Beneficiary A beneficiary is basically the seller who receives his payment under the process.  

 Issuing bank The issuing bank (also called an opening bank) is responsible for issuing the letter of 

credit at the request of the buyer.   

Advising bank The advising bank is responsible for the transfer of documents to the issuing bank on 

behalf of the exporter and is generally located in the country of the exporter.  

 Other parties involved in an LC arrangement:   

Confirming bank, the confirming bank provides an additional guarantee to the undertaking of the 

issuing bank. It comes into the picture when the exporter is not satisfied with the assurance of the 

issuing bank.  

 Negotiating bank, the negotiating bank negotiates the documents related to the LC submitted by 

the exporter. It makes payments to the exporter, subject to the completeness of the documents, and 

claims reimbursement under the credit.   

Reimbursing bank, The reimbursing bank is where the paying account is set up by the issuing bank. 

The reimbursing bank honors the claim that settles the negotiation/acceptance/payment coming in 

through the negotiating bank.   

Second Beneficiary The second beneficiary is one who can represent the original beneficiary in their 

absence. In such an eventuality, the exporter’s credit gets transferred to the second beneficiary, 

subject to the terms of the transfer.  

  

Letter of Credit - Process   

The entire process under LC consists of four primary steps:  

 Step 1 - Issuance of LC   

After the parties to the trade agree on the contract and the use of LC, the importer applies to the 

issuing bank to issue an LC in favor of the exporter. The LC is sent by the issuing bank to the advising 

bank. The latter is generally based in the exporter’s country and may even be the exporter’s bank. 

The advising bank (confirming bank) verifies the authenticity of the LC and forwards it to the 

exporter.  



Step 2 - Shipping of goods   

After receipt of the LC, the exporter is expected to verify the same to their satisfaction and initiate 

the goods shipping process.   

Step 3 - Providing Documents to the confirming bank   

Step 4 - Settlement of payment from importer and possession of goods   

The bank, in turn, sends them to the issuing bank and the amount is paid, accepted, or negotiated, as 

the case may be. The issuing bank verifies the documents and obtains payment from the importer. It 

sends the documents to the importer, who uses them to get possession of the shipped goods.  

  

  

Ans to the question no. 8 (a)  

  

Association for Regional Cooperation (SAARC) countries and of its policies regarding bilateral and 

global trade. The common structure of the economies and the same intensive price competitiveness 

could lead to a great deal of formal trade between Bangladesh and the SAARC countries, but this 

potential is yet to be realized. Bangladesh suffers from a huge trade deficit with India. This paper will 

lay special emphasis on the trade relations with India and the proposed South Asian Growth 

Quadrangle consisting of seven north-eastern states of India, Bangladesh, Nepal and Bhutan. It will 

examine the impact of GDP and of the exchange rate and its variability on the export and import 

growth of Bangladesh. It will also examine the trade policies of Bangladesh with special reference to 

both nominal and effective tariff levels, and nontariff barriers that hinder the growth of Bangladesh 

global trade with its neighboring countries.  

The policy of trade liberalization and free-market economy in the 1980s has created both challenges 

and opportunities for Bangladesh economy. The creation of the World Trade Organization has 

created new ways of enjoying the comparative advantage for Bangladesh. At the same time, the 

globalized trade scenario has opened up the structural limitations of Bangladesh economy, which 

needs immediate attention through the formulation of appropriate policy and actions.  

Bangladesh continues to suffer from a low-growth, high-poverty syndrome. However, Bangladesh 

has a large lab our force willing to work for low wages resulting in a very competitive position for 

labor-intensive manufacturing exports. It has a large number of entrepreneurial businessmen who 

are able to develop and run small and medium scale. Structure and performance of imports of 

Bangladesh  

 In contrast to export growth, Bangladesh import growth has remained much less robust, in spite of 

impressive progress in import liberalization. Bangladesh has, since the 1980s, realized major 

advances in eliminating quantitative restrictions (QRs) and reducing protection to Bangladesh 

imports. By 1994 only 30 import items remained exposed to any form of trade-related QRs, as 

opposed to 429 items being covered by QRs in 1986. Average nominal tariffs, on a trade-weighted 

basis, are now down to 21% in 1995, with a low of 11.3% for capital goods and a high of 25% on final. 

Consumer goods. These are tariffs levels which may still be below East/Southeast Asian rates, but for 

one of the world's poorest and as yet highly undiversified economies such as Bangladesh, this level 

of trade liberalization is not an insignificant achievement.  

The growth rate of imports into Bangladesh over the 1993-1996 period. Compared to the rates of 

growth in FY 1993 and FY 1994 which were 7.4% and 6.2% respectively, the rate of growth in imports 

of 38.6% in FY 1995 was indeed quite significant. It is noticeable that imports continued to 



demonstrate robust growth in FY 1996. Imports increased by about 24.8% compared to FY 1995. If 

the structure of growth of imports in FY 1996 is analyzed, it can be seen that for primary and final 

consumer goods the growth rate was about 15%, whilst the corresponding rates for intermediate 

and capital goods were 21.5% and 50.9% respectively. This has resulted in a shift in the structure of 

imports in favor of production-related imports. Table 8 shows the structure of imports into  

Bangladesh for the 1993-1996 period. In FY 1996, the share of production-related imports 

(intermediate inputs and capital goods) accounted for 64.8% or about two thirds of total imports 

while the share of consumption related imports (primary and final consumer goods) accounted for 

35.2% of total imports.  

  

The structure of imports into Bangladesh by major countries. A review of Bangladesh's import 

market structure indicates that import sources have undergone some important changes in recent 

years, with the emergence of India as the major source of imports to Bangladesh and the decline in 

importance of such major import sources as the USA, Japan, Singapore and South Korea. India has, 

over the last five years, climbed from the 7th position to that of the most important import source 

for Bangladesh. India supplied about 12% of total imports to Bangladesh in FY 1995, thereby 

doubling its share of 6%, registered in FY 1991. In contrast, Japan's share declined from a high of 10% 

in FY 1991 to only 4.6% in FY 1995. On the other hand, China and Hong Kong have remained 

important import sources in the 1990s, together contributing about 14% of the global imports 

coming into Bangladesh (Centre for Policy Dialogue, 1996).  

  

  

  

  Ans to the question no. 8 (b)  

Import Policy:   

Commercial importers and private industrial consumers (with the exception of those located in EPZs) 

must register with the Chief Controller of Imports and Exports within the Ministry of Commerce, 

who issues import registration certificates (IRC). An IRC is generally issued within three working days 

of receipt of the application. Commercial importers are free to import any quantity of non-restricted 

items. For industrial consumers, the IRC specifies the maximum value (the “import entitlement”) for 

each product that the industrial consumer may import each year, including items on the restricted 

list of imports. The import entitlement is intended as a means to monitor imports of raw materials 

and machinery, most of which enter Bangladesh at concessional duty rates.  

Reform Program:   

In Bangladesh in 2011, Democracy International implemented the Democratic Participation and  

Reform Program (DPR), a USAID- and DFID-funded political party development program designed to  

(1) enhance grassroots participation, with a focus on women and youth, (2) improve the parties’ 

access to and use of information, and (3) improve the environment for responsive politics.  
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DI also developed and managed a Young Leaders Fellowship Program for young political party 

activists that provided training and the opportunity to engage with national and regional party 

leaders on important political and policy issues. The six-month fellowship program focused on 

several different areas of political party operations, including connecting with young people, 

outreach to women, media relations, advocacy, and using technology to improve party operations.  

To improve and facilitate coordination on reform initiatives between national party organizations 

and historically marginalized political groups, particularly women and youth, DI engaged parties in 

more sophisticated and strategic constituency outreach. Specific activities included support to the 

administration of national and regional party conferences and councils as well as the creation of 

public-facing party web portals.  

To strengthen the capacity of political parties to craft data-driven policy, DI led a series of activities 

to demonstrate the value of public opinion research, help develop effective polling and research 

approaches, and aid in the incorporation of research findings into policy formation and 

communication strategies. Specific activities included an applied research program, which makes use 

of focus group discussions in addition to regional and national surveys, a targeted research training 

program, and a media monitoring portal. DI supported its research activities with a Computer 

Assisted Telephone Survey System, the first of its kind in Bangladesh.  


