INTRODUCTION
Bangladesh, a country of more than 140 million people, is one of South Asia’s least developed countries. Bangladesh has an agrarian economy with 22% of GDP coming from the Agriculture Sector. Major agricultural products are rice, jute, wheat, potato, pulses, tobacco, tea and sugarcane. The country is the largest exporter of jute and jute goods in the world. Readymade garments are among the most exportable items. Tea, frozen shrimp, fish, leather goods and handicrafts are also major exportable commodities.
The country has under gone a major shift in its economic philosophy and management in recent years. At Bangladesh’s birth, the country embraced socialism as the economic ideology with a dominant role for the public sector. But, since the mid-seventies, it undertook a major restructuring towards establishing a market economy with emphasis on private sector-led economic growth.
Bangladesh achieved good economic progress during the 1990s by adopting a series of structural and economic reform measures. The stabilization program reduced inflation as well as fiscal and current accounts deficit and established a healthy foreign exchange reserve position. Economic performance improved with gross domestic product (GDP) growth averaging 5 percent in the 1990s compared with 4 percent in the preceding decade. The acceleration in economic growth was accompanied by decreased incidence of poverty and a distinct improvement of some key social indicators. Rapid growth in food grain production has been a remarkable feature of the country’s economic performance in recent years. In FY2000, Bangladesh reached self-sufficiency in food grain production. A combination of factors accounts for the robust growth of the agriculture sector, and in particular of food grains.
According to a World Bank estimate, Bangladesh has the 36th largest economy in the world in terms of GNP based on the purchasing power parity method of valuation, and the 55th largest in terms of nominal GNP in U.S. Dollars.
This report analyses the various aspects of the economy of Bangladesh, taking into account economic growth and standard of living, inflation, unemployment, consumption, savings, investment, balance of payment, and monetary and fiscal policies

ECONOMIC GROWTH:
Economic Growth is defined as the increase in value of the goods and services produced by an economy. It may also be defined as the outward shift in the production possibility curve. It is conventionally measured as the percent rate of increase in real gross domestic product, or GDP.  The GDP figure is inflation adjusted, by netting out the level of price changes in the economy, thus a more reliable figure of output change may be deduced.

Gross domestic product (GDP) is used to ascertain the level of growth in the economy. It is very crucial to minimize statistical and survey error in calculating this figure. GNP (Gross national product) is another measure which is used interchangeably with GDP for economic growth calculation purpose. GNP is calculated by adding to gdp, the income earned by residents from abroad, less the corresponding income sent.
For semi developed South Asian countries like Bangladesh, India and Nepal, economic growth through rise in GDP is not absolute and in many cases misleading too many. This is true due to existence of widespread poverty in these countries. This results due to polarity of wealth and inequality in the distribution of income. In order to properly assess the level of economic growth various Human development index e.g. Sanitation rate, literacy rate, life expectancy rate etc should be examined along with growth of GDP. Another concept of Economic development, therefore, must be introduced to better explain development and growth in the South Asian countries.

Economic development is a sustainable increase in living standards that implies increased per capita income, better education and health as well as environmental protection. The economic growth concepts successfully incorporate and assimilates core economic concept of GDP rise with social welfare. This also helps to bridge the gap between pure and welfare economics. Economic development through GDP rise and improvement of infrastructure reaffirms the vision of growth contributing to the welfare of the population.
Economic Development = GDP+Income+Education+Health+ Environmental Protection

Human Development Index (HDI) The human development index (HDI) focuses on three measurable dimensions of human development: living a long and healthy life, being educated and having a decent standard of living. Thus it combines measures of life expectancy, school enrolment, literacy and income to allow a broader view of a country’s development than does income alone. It was developed in 1990 by Pakistani economist Mahbub ul Haq and has been used to aid calculation of economic development. Various agencies like IMF, World Bank   tend to focus on economic development rather than economic growth, especially for developing countries like Bangladesh.

Human Poverty Index for developing countries (HPI-1) focuses on the proportion of people below a threshold level in the same dimensions of human development as the human development index – living a long and healthy life, having access to education, and a decent standard of living. By looking beyond income deprivation, the HPI-1 represents a multi-dimensional alternative to the $1.9 a day (PPP US$) poverty measure.

Gini coefficient is a measure of inequality of a distribution, and can be used to measure income inequality. It is defined as a ratio with values ranging from 0 to 1 with the numerator being the area between the Lorenz curve of the distribution and the uniform (perfect) distribution line; the denominator being the area under the uniform distribution line. When used as an income inequality metric, 0 corresponds to perfect income equality i.e. everyone has the same income, and 1 corresponds to perfect income inequality i.e. one person has all the income, while everyone else has zero income.

CONSUMPTION
Consumption is the expenditures by households on final goods and services. In Macroeconomics, consumption is the total spending by a nation on consumer goods and services over a period of time. It is the largest single component of GDP. Consumption is strictly applied only to those goods or services that are used within the specified time period. However in practice consumption expenditures include all consumer goods bought, many of which last well beyond the specified period e.g. automobiles, clothes, furniture, etc. Major areas of consumption are housing, motor vehicles, food, and medical care.
The Keynesian view of consumption is that when income increases, consumption rises, but by an amount less than the increase in income. In other words, consumption is dependent on disposable income.
The newer theories of consumption differ from that of Keynes and are more deeply rooted in the microeconomics of consumer behavior. Two of the theories are: Friedman’s Permanent Income Hypothesis (PIH) and Modigliani’s Life Cycle Hypothesis (LCH). 
The Consumption Function shows the relationship between the level of consumption expenditures and the level of disposable personal income. This concept, introduced by Keynes, is based on the hypotheses that there is a stable empirical relationship between consumption and income. The graph below vividly describes the consumption function:
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The “Break-Even” Point: At any point on the 45° line, the distance up the horizontal axis (consumption) exactly equals the distance across from the vertical axis (disposable income). The break-even point on the consumption schedule that intersects the 45° line represents the level of disposable income at which households just break even (100% income is spent on consumption). When the consumption function lies above the 45° line, the household is dissaving. When the consumption function lies below the 45° line, the household has positive saving. The amount of dissaving or saving is always measured by the vertical distance between the consumption function and the 45° line.
Consumption process
[image: C:\Users\admin\Desktop\Bangladesh Studies\consumption-process.jpg]

Marginal Propensity to Consume (MPC) is the extra amount that people consume when they receive an extra dollar of disposable income. The slope of the consumption function, which measures the change in consumption per dollar change in disposable income, is the marginal propensity to consume. The marginal propensity to save (MPS) is defined as the fraction of an extra dollar of disposable income that goes to extra saving. At any income level, MPC and MPS must always add up to exactly 1, no more and no less

2.3 SAVINGS

In any economy, individuals have two ways to use income they can spend it or save it. Saving is the setting aside of income for future use and is undertaken by both individuals and institutions. If too much is spent and too little saved, the economy’s capacity to produce will be diminished. If, on the other hand, too much is saved and too little spent, there will be more money available for investment than can possibly be used and not enough people will buy what is produced. Investment, as defined by economist Paul A. Samuelson, is capital formation: “additions to the nation’s stock of buildings, equipment, and inventories.” Investment, therefore, is primarily the activity of businesses and is a way of using the money that comes from saving. The act of investing uses resources that have been freed from current consumption to develop goods or assets that will produce earnings or add to production in the future.

Savings theories traditionally predict that current consumption is related not to current income, but to a longer-term estimate of income. The life-cycle hypothesis (Modigliani 1966) predicts that individuals hold their consumption constant over their lifetime; they save during their working years and draw down their savings during retirement. One implication of the life-cycle hypothesis is that a program such as social security, which supplements income for retirement, will reduce saving by workers since they no longer need to save as much for retirement. The permanent income hypothesis (Friedman 1954) argues that consumption is proportional to a consumer’s estimate of permanent income. The permanent-income theory implies that consumers do not respond equally to all income changes. If a particular change in income appears to be permanent, people are likely to consume a large fraction of the increase in income and hence, save less.

The Saving Function saving function shows the relationship between the level of saving that households or a nation will undertake and the level of income. The disposable income is shown on the horizontal axis; but now saving is on the vertical axis. Graphically, the saving function is obtained by subtracting vertically the consumption function from the 45° line in Fig.1.

Saving is the vertical distance between the 45° line and the consumption function. The household’s saving is negative below the zero-saving line because the consumption function lies above the 45° line. Similarly, positive saving occurs to the right of the break-even point because the consumption function lies below the 45° line and the saving function is above the zero-saving line.

Another concept is the marginal propensity to save (MPS), which is the extra amount that people consume when they receive an extra dollar of disposable income. The slope of the saving function, which measures the change in savings per dollar change in disposable income, is the marginal propensity to save. Its mirror image is the marginal propensity to consume (MPC). Therefore, each extra dollar of disposable income must be divided between extra consumption and extra saving i.e. MPS=1-MPC where:

MPC = Change in consumption (ΔC) / Change in income (ΔY)

MPS = Change in saving (ΔS) / Change in income (ΔY)

INVESTMENT
Investment is defined as spending over a given period on new capital goods (e.g. houses, factories, machineries, etc) or on net additions to stock (raw materials, consumer goods in shops etc). This definition covers gross investment.  In other words, Investment is any use of resources intended to increase future production of output or income. If depreciation is deducted, we get the net investment. Investment may be domestic in nature, or may originate from abroad. The latter is known as FDI (foreign direct investment).
 There are basically two types of Investment:
Induced Investment
Autonomous or non-induced investment
Investment expenditures are commonly assumed to be totally autonomous in the introductory analysis of Keynesian economics. That is, any induced investment that realistically exists is ignored. In modern days, economists oppose this motion through their different empirical studies.
Induced Investment is Business investment expenditures that depend on income or production (especially national income and gross domestic product). That is, changes in income induce changes in investment. According to many prominent economists, Investment expenditures are induced because business firms are prone to use profits generated by a growing, expending economy to finance capital investment.
Autonomous Investment is Business investment expenditures that do not depend on income or production (especially national income and gross domestic product). That is, changes in income will not induce changes in investment. Other factors because changes in the level of investment e.g. rate of interest, tax reforms, physical wealth, expectation etc.
The following graph and equation will clarify the relationship between induced and Autonomous Investment.
I= e + f Y
Where: I is investment expenditures, Y is income (national or disposable), e is the intercept, and f is the slope. As with any linear equation, the two key parameters that characterize this investment equation are slope and intercept. Induced investment is indicated by the slope of the investment equation. Autonomous investment is indicated by the intercept.

INFLATION

Inflation is defined as an increase in the general level of prices. Various types of inflation categorized in terms of their type and feature they carry along with them are listed below:

¨ Hyperinflation: It refers to extremely fast increase in price level, e.g. above 1000% a year. Seemingly, no government policies can curtail disparaging effects of hyperinflation on the economy. People’s purchasing power deteriorates sharply and currency loses its worth. In serious cases, people lose faith in their currency and engage in barter.

¨ Stagflation: This is a scenario where there is sluggish economic growth coupled with both high rates of inflation and unemployment. Stagflation is triggered by cost push inflation which increases production costs of good, thereby raising price. For example, a leftward shift of aggregate supply curve during oil price hike raised overall price level of products.

¨ Creeping Inflation: This term is used both for a rate of inflation that is low but even so high enough to cause problems, and for a rate of inflation that gradually moves higher over time. Creeping inflation refers to a steadily accelerating inflation rate, generally 1-6 % annually. Such inflation is worrying if the cause is higher costs of production. Then the economy is likely to suffer from increasing trend in unemployment rate.

The causes of inflation are cost-push inflation and demand-pull inflation.

¨ Cost Push Inflation:  Such situation occurs when prices of goods and services rise due to higher costs of production. When input costs rise, firms pass over the cost in the form of higher prices. For example, a rise in wage floor without corresponding rise in productivity impacts the price of goods.  The ill effect of cost push inflation is wage spiral. Rise in price of goods will enforce another round of wage rise. This vicious cycle will keep on continuing.

¨ Demand Pull Inflation: In this situation, aggregate demand persistently exceeds aggregate supply at current prices so that price level is pulled upwards. Demand pull inflation usually occurs when the economy has attained full employment and excess demand could not be met by existing supply. There are various scenarios where demand pull inflation may occur:

During wars when overemphasis on military goods cause a shortage of consumer goods.
In countries with higher exports, where supply of consumer goods decreases.
In a growing economy which devotes more resources to capital than consumer goods.
UNEMPLOYMENT
Unemployment exists when workers are unable to find jobs despite being prepared to accept work at the existing wage rate. Problems resulting from unemployment are:

Lower level of wages
Lower level of Incomes
Lower level of investment and Production
Lower standard of living
There are several types of unemployment:

¨ Seasonal Unemployment: Unemployment caused because of the seasonal nature of employment – tourism, cricketers, seasonal labour in agriculture sector, etc.

¨ Frictional Unemployment: Unemployment caused when the workers are unemployed for the short length of time between jobs.  Such as who are changing jobs, initially entering the labour force, or re-entering the labour force.

¨ Cyclical Unemployment: Unemployment caused by the economic performance or business cycle or due to insufficient aggregate demand or total spending. This exists due to inadequate effective aggregate demand.

¨ Structural Unemployment: Unemployment caused as a result of the decline of industries and inability of former employees to move into jobs created in new industries.

Unemployment Rate is the percentage of people in the labour force who are without jobs and are actively seeking jobs. Natural Rate of Unemployment is the proportion of workforce that is unemployed for reasons other than cyclical. At full employment, the actual rate of unemployment is equal to natural rate of unemployment. (Cyclical unemployment = zero).



A correlation between inflation and unemployment is depicted in Phillips Curve. According to the curve, an inverse relationship exists between rate of inflation and unemployment in short run. The rationale was that low unemployment was associated with high aggregate demand, which in turn puts pressure of price and wages on the economy. All policymakers face tradeoffs and decide whether low inflation or unemployment is the priority.
[image: Image result for phillips curve diagram]
Fig: Phillips curve showing relationship between inflation and unemployment

EXCHANGE RATE AND BALANCE OF PAYMENT
Exchange rate (also known as the foreign-exchange rate, forex rate or FX rate) between two currencies specifies how much one currency is worth in terms of the other. The spot exchange rate refers to the current exchange rate. The forward exchange rate refers to an exchange rate that is quoted and traded today but for delivery and payment on a specific future date.
The nominal exchange rate is the rate at which an organization can trade the currency of one country for the currency of another.
The real exchange rate (RER) is an important concept in economics, though it is quite difficult to grasp concretely. It is defined by the model: RER = e (P/P*), where ‘e’ is the exchange rate, as the number of foreign currency units per home currency unit; where P is the price level of the home country; and where P* is the foreign price level.
If a currency is free-floating, its exchange rate is allowed to vary against that of other currencies and is determined by the market forces of supply and demand. Exchange rates for such currencies are likely to change almost constantly as quoted on financial markets, mainly by banks, around the world. A movable or adjustable peg system is a system of rates, but with a provision for the devaluation of a currency.
A market based exchange rate will change whenever the values of either of the two component currencies change. A currency will tend to become more valuable whenever demand for it is greater than the available supply. It will become less valuable whenever demand is less than available supply.

Like the stock exchange, money can be made or lost on the foreign exchange market by investors and speculators buying and selling at the right times. Currencies can be traded at spot and foreign exchange options markets. The spot market represents current exchange rates, whereas options are derivatives of exchange rates.

The balance of payments (or BOP) measures the payments that flow between any individual country and all other countries. It is used to summarize all international economic transactions for that country during a specific time period, usually a year.

The BOP is determined by the country’s exports and imports of goods, services, and financial capital, as well as financial transfers. It reflects all payments and liabilities to foreigners (debits) and all payments and obligations received from foreigners (credits).

The Balance of Payments for a country is the sum of the Current account, the Capital account, the Financial Account, and the change in Official Reserves.

The current account is the sum of net sales from trade in goods and services, net factor income (such as interest payments from abroad), and net unilateral transfers from abroad. Positive net sales from abroad correspond to a current account surplus; negative net sales from abroad correspond to a current account deficit. Because exports generate positive net sales, and because the trade balance is typically the largest component of the current account, a current account surplus is usually associated with positive net exports.

The capital account used to entitle the section now familiarly known as the financial account. This section usually includes special debt transactions between nations and migrants’ goods as they cross a country’s borders.

The official reserve account records the government’s current stock of reserves. Reserves include official gold reserves, foreign exchange reserves, and IMF Special Drawing Rights (SDRs). Reserve accounts typically are dominated by monetary authority intervention in the official currency’s exchange rate.

Countries who try to control the price of their currency will have large net changes in their Official Reserve Accounts. Some of the most extreme examples include China and Japan. Japan in particular recently had a change in its reserves approximately one half of the entire net reported Balance of Payments.

The financial account is the net change in foreign ownership of domestic assets. If foreign ownership of domestic assets has increased more quickly than domestic ownership of foreign assets in a given year, then the domestic country has a financial account surplus. On the other hand, if domestic ownership of foreign assets has increased more quickly than foreign ownership of domestic assets, then the domestic country has a financial account deficit.

The accounting entries in the financial account record the purchase and sale of domestic and foreign assets. These assets are divided into categories such as Foreign Direct Investment (FDI), Portfolio Investment (which includes trade in stocks and bonds), and Other Investment (which includes transactions in currency and bank deposits).

Financial account =

Increase in foreign ownership of domestic assets
– Increase of domestic ownership of foreign assets
The Balance of Payments is the sum of the Current Account and the Capital Account. The Balance of Payments Identity states that:

Current Account + Capital Account = Change in Official Reserve Account

A country will have a negative balance of payments (a net decrease in official reserves) if the net of the current account and the capital account is a deficit. Similarly, there will be a positive balance of payments (a net increase in official reserves) if the net of the current and the capital account results in a surplus.

The balance of trade (or net exports, NX) is the difference between the monetary value of exports and imports in an economy over a certain period of time. A positive balance of trade is known as a trade surplus and consists of exporting more than your imports; a negative balance of trade is known as a trade deficit or, informally, a trade gap.

The balance of trade forms part of the current account, which also includes other transactions such as income from the international investment position as well as international aid. If the current account is in surplus, the country’s net international asset position increases correspondingly. Equally, a deficit decreases the net international asset position.

The trade balance is identical to the difference between a country’s output and domestic demand (the difference between what goods a country produces and how many goods it buys from abroad, this does not include money re-spent on foreign stocks, nor does it factor the concept of importing goods to produce for the domestic market).




FISCAL POLICY

Fiscal policy is defined as the deliberate change in government spending, government borrowing or taxes to stimulate or slow down the economy. Fiscal policy is an effective tool through which the government may influence the level of economic activity. Mostly developing countries like Bangladesh predominantly use fiscal policy in order to achieve economic objective with precision and efficiency. There are broadly two phases of policies implemented in various conditions. These are 1) expansionary fiscal policy 2) contractionary fiscal policy. Expansionary fiscal policy occurs when government fiscal revenue is less then expenditure, thus causing a budget deficit. Contractionary fiscal policy occurs when government revenue is more than expense thus causing a budget surplus. For example, during periods of high economic growth, a budget surplus can be used to decrease activity in the economy. A budget surplus will be implemented in the economy if inflation is high, in order to achieve the objective of price stability. The removal of funds from the economy will reduce levels of aggregate demand in the economy and contract it, bringing about price stability.

The benefits of fiscal policies are advocated mainly by Keynesians and rejected by Classical economists.

Keynesian View: They consider the economy to be operating with huge unused capacity. Keynesians look to stimulate the economy by influencing the aggregate demand. This will allow the economy to run at a higher growth rate with low level of unemployment, thus helping the economy to recover from slump. If the economy is nearing full employment, fiscal policy may fail to generate desired growth and push inflation rate to an undesirable level.

Classical View: Classical economists consider economy to be fully employed with no unused capacity. So according to them, expansionary fiscal policy will cause only rise in price level with no corresponding rise in output. This actually is a far cry from actual scenario where spare capacity in the economy is a common phenomenon.

MONETARY POLICY

The regulation of the money supply and interest rates by a central bank, such as the Bangladesh Bank., in order to control inflation and stabilize currency constitutes monetary policy. The main intention of monetary policy is to gain quick result on improving current macroeconomic conditions.  Monetary policies are mainly championed by monetarists. These economists suggest that inflation is a monetary phenomenon. Monetarism is an economic theory which focuses on the macroeconomic effects of the supply of money and central banking. Formulated by Milton Friedman, it argues that excessive expansion of the money supply is inherently inflationary, and that monetary authorities should focus solely on maintaining price stability.





The main instrument used as monetary policy tools are

1. Interest rate

2. Bank rate

3. Open market operation

4. Reserve ratio.

Interest rate is the focal point of all policies as indirectly, interest rate will be affected by all the policies. Interest rate is usually dictated by the central bank. However, in Bangladesh the government does not try to fix the rate of interest.

Bank rate is the rate at which the central bank lends to the commercial banks. Rise in bank rates may discourage loans from central bank. As a result, supply of money will fall. The reverse is also true. Reserve ratio is the certain percentage that commercial banks need to keep as deposit. If the reserve ratio is increased, the money supply will fall as the banks will have their credit limit contracted,

Open market operations look to influence the money supply rather directly. If the government intends to alter money supply, it engages in buying and selling bonds or government securities. If government wants to combat inflation, it sells bonds to general public. This will reduce the supply of money and increase rate of interest. Higher interest rate in turn will help to dampen aggregate demand and stem growth level and inflation in the economy.

 MACROECONOMIC OVERVIEW OF BANGLADESH 
ECONOMIC GROWTH AND STANDARD OF LIVING:
The economy of Bangladesh seems to have stabilized because it is experiencing a steady growth in GDP. The graph below illustrates the trend in Bangladesh’s GDP growth:
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Economic growth
It can be seen from the above graph that Bangladesh’s GDP growth has remained around 4 percent. Many factors are contributing to the steady growth, the most important being the ready-made garment (RMG) industry, which has proved to be the power wheel of Bangladesh economy. Other important factors include increase in exports, higher level of savings and investment, and increase in aggregate demand of products in the economy.
Growth of GDP during mid-nineties was based on rise of investment growth, both public and private. This resulted in substantial acceleration of GDP growth.
From 1999 to 2001, investment growth declined due to decline of private investment. But growth of public investment continued, as a result agricultural growth accelerated producing an acceleration of overall GDP growth. This decline in private investment, and hence overall GDP was due to political instability. But after the elections of 2001, the newly elected government adopted expansionary fiscal and monetary policies to boost employment and growth. As a result GDP growth started rising from FY2002.

GDP growth continued rising well in FY2004, supported by huge increase in production in the agriculture, industry, and service sector. But in August of that year, Bangladesh was hit by the worst flood in six years. The colossal losses of crops due to the devastating floods caused GDP growth in FY2005 to fall to about 4%. The unfavorable condition was further aggravated by political unrest. However, economists opine that the attainment of such a growth rate despite the various constraints demonstrates fundamental resilience of the economy.

Sector wise, industry is contributing more to the growth. Service sector is becoming a major component in the growth of GDP in Bangladesh. Like other developing countries, service sector is increasing in a rapid rate in our country as a result of providing assistance to the growing industry sector. On the other hand, the contribution of agriculture to GDP growth is dwindling. Despite the large production increases that were registered by the sector, agriculture’s year-on-year growth rate was lower due to the high base for comparison following robust growth during successive recent years. In FY2004-05 the rate of growth of the agriculture sector has been -0.73%, down from 4.38% in FY2003-04. This sharp decline was mainly due to the devastating floods at the middle of the year 2004. The figure below illustrates the trends in sectoral share of GDP from FY1999-00 to FY2004-05:

The growth in GDP has been accompanied by an increasing trend in per capita GDP and GNI growth. In FY2004-05, per capita income has been $470, which is 9.66 percent higher than that of the previous fiscal year. During the same period, per capita GDP had increased by 9.22 percent. The figure below illustrates the trends in per capita GDP and GNI

But focusing on per capita GDP and GNI alone to deduce standard of living will not be correct. An analysis of the overall improvement in standard of living should also take into account measures such as Poverty Incidence, Human Development Index (HDI), Human Poverty Index (HPI), and the Gini coefficient. Almost 50% of Bangladeshi are poor (earning less than $2 a day), and 30% extremely poor (earning less than $1 a day). In the past decade real GDP grew by 60 percent, translated into average GDP growth of 3 percent per capita. This growth in GDP was accompanied by a modest 9 percent decrease in the incidence of poverty. Although this improvement is heartening, the overall poverty incidence still remains very high at 50 percent.

On the other hand, income inequality rose considerably over the same period. Inequality in the distribution of private per capita expenditures, as measured by the Gini coefficient, increased from 0.259 in 1991-92 to 0.306 in 2000. Most of the observed increase in inequality took place during the first half of the 1990s. Urban inequality increased much more than rural inequality during this period. Decomposing the national Gini coefficient by sector suggests that the increase in the national Gini was due not only to rising inequality within sectors, but also to rising inequality between the urban and rural sectors.

However, there has been some improvement of Bangladesh in the HDI metric. In 2004, Bangladesh ranked 137 in the HDI scale and had a HDI value of 0.530, compared to the rank of 139 and a HDI value of 0.520 in 2003.






Macroeconomics Challenges:  Today, there are six major macroeconomic challenges for Bangladesh's economy. First, accelerating economic growth and maintaining high economic growth over the coming years will remain a big challenge. Two major drivers of economic growth in Bangladesh have been the readymade garments exports and remittances. The dividends from these drivers of growth are likely to decline in the future. There is a need to find new drivers of growth through diversification of the economy and developing productive capacities. In these contexts, stimulating private investment in diversified economic sectors and ensuring efficient public investment remain uphill tasks.
Second, containing inflation is a critical challenge. Bangladesh has been able to avoid high inflationary pressure since 2011. The overall inflation rate has remained below 7 percent. In recent years, the inflation rate is less than 6 percent. However, there are three concerns with respect to the inflation situation in Bangladesh: (i) the overall inflation rate hides the sudden and intermittent steep rise in food prices, especially the price of rice, which affects the poor people; (ii) as the overall inflation rate is a weighted sum of the food and non-food inflation, there are concerns that the non-food inflation in Bangladesh is underestimated due to inappropriate representation of non-food items and their prices in the calculation of inflation rates; (iii) the overall low inflation rate at the national level may not reflect the true picture of the high inflationary pressure faced by different low-income groups as their consumption baskets and related prices are likely to be different from the national averages. Given these concerns, containing inflationary pressure for low-income people will remain a challenge for Bangladesh in the wake of further growth acceleration. 
Third, the management of the exchange rate is a crucial area of concern. Though, for long, Bangladesh has been able to maintain a relatively stable exchange rate regime, the exchange rate in recent times is alleged to be over-valued. In recent years, while Bangladesh's major competitors in the global market, such as China, Vietnam, India, and Sri Lanka, have experienced significant depreciation of their currencies against US dollar, Bangladeshi taka remained quite stable. The analysis of the real effective exchange rate in Bangladesh also shows a misaligned exchange rate regime which, together with high tariff rates on imports, lead to significant anti-export bias. In other words, the current exchange rate and trade policies are not favorable for rapid export expansion in Bangladesh. However, one important point to note here that, while the importance of the correction of anti-export bias for export promotion and diversification cannot be undermined, such correction alone cannot be sufficient to trigger "auto" large supply response in terms of expanding export volumes and diversifying the export basket. A number of supply-side constraints, in terms of weak infrastructure, the high cost of capital, lack of access to credit, and lack of skilled human resources can prevent local producers from expanding exports, and the lack of an enabling business environment can strangle entrepreneurship and innovation. Therefore, the policy options and support measures for exports are much more difficult and involved than the mere correction of anti-export bias.
Fourth, the surged Balance-of-payment (BOP) deficit in recent years remains a big concern for the stability of the macro economy. Over the past two years, the economy has been witnessing high growth rate in imports, while the growth rates in exports and remittances have been subdued and unstable, which has led to widening trade deficit and current account deficit. Though the current volume of foreign reserve can meet the import demand of around five months, the volume of the foreign reserve has been on a declining trend since the financial year of 2017. Given the projections of high import demand for construction and industrial raw materials in the coming days on the one hand and unstable global trading environment, thus creating uncertainties for both export and remittance growth, on the other hand, managing a stable balance-of-payment regime will remain a big challenge for the Bangladesh economy. One important lesson Bangladesh can learn from the experiences of the successful countries from Southeast Asia is that attracting large scale foreign direct investment (FDI) can ease the pressure on balance-of-payment. Bangladesh is yet to be successful in attracting large-scale FDI. The amount of annual FDI inflow in recent years is only around 2.5 billion USD while the country needs more than USD 10 billion FDI annually to achieve many of its development goals. Therefore, enabling the environment for ensuring large-scale FDI remains a critical task ahead.
[bookmark: _GoBack]Fifth, while the monetary policy by the Bangladesh Bank has been, in general, able to maintain a so-called stable "status quo", it has failed to generate a big push for accelerating private investment. A number of banking scams and escalation of non-performing loans show a major institutional weakness of the financial sector and pose a threat to macroeconomic stability. The high cost of credit is a reflection of the inefficient banking system which discourages inclusive financing. Therefore, the challenge of the monetary policy is more of an institutional issue rather than any narrowly-focused effort to lowering of the interest rate. 
Finally, though the country has been able to maintain a stable fiscal deficit of around 5 percent of GDP over a long time period, in a regime of low tax-GDP ratio of around 10 percent, this has only been possible through keeping the vital social expenditures, like public expenditure on education, health and social protection, at very low levels. However, as the country aspires to achieve stiff development goals in the coming years, public spending on education, health and social protection has to be raised substantially. There is no denying that with such a low tax-GDP ratio many development aspirations will remain unrealized. Though the country has undertaken several reforms to improve tax collection, they have remained unsuccessful due to various institutional weaknesses and vested political patronage. The fiscal policy process thus needs a strong political commitment to simplifying tax systems, strengthening tax administration, and broadening the tax base under a wider reform agenda.
Balance of Payment (BOP): The balance of payments (BOP) is a statement of all transactions made between entities in one country and the rest of the world over a defined period of time, such as a quarter or a year.
BOT/Current Account- Goods & Service Related Transaction
Capital Account: Foreign aid, Foreign Grant, FDI
Financial Account: Treasury bill, Financial tools etc
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