
Q: What Are the Differences Between 
Microeconomics and Macroeconomics ? 
The main differences between microeconomics and macroeconomics are their scope and focus. 

●​ Microeconomics focuses on individual economic agents, such as consumers, 
households, firms, and specific markets, examining how these entities make decisions 
and interact. Its scope includes studying the behavior of individual households, firms, 
and industries, focusing on the smaller parts of the economy. It deals with issues such as 
supply and demand, price determination, production costs, and the decision-making 
processes of consumers and businesses. Examples include the analysis of consumer 
choices, firm production decisions, market structures, and the effects of government 
policies on specific markets. The objective is to understand how prices and quantities 
are determined in individual markets and how resources are allocated among various 
uses. 

●​ Macroeconomics concentrates on the economy as a whole, studying aggregate 
economic variables and broad phenomena that impact the entire economic system. It 
takes a wider view, looking at economies on a larger scale, such as regional, national, 
continental, or even global. Its scope looks at the economy as a whole, examining 
aggregate economic variables and broader economic trends. It deals with topics such as 
national income, gross domestic product (GDP), unemployment rate, inflation, and fiscal 
and monetary policy tools and variables. Examples include the analysis of economic 
growth, inflation rates, unemployment rates, fiscal policy, and monetary policy. The 
objective is to understand the overall functioning of the economy, how different sectors 
interact, and how policies can be used to manage economic stability and growth. 

In summary, microeconomics studies the behavior of individual components of the economy, 
while macroeconomics studies the economy as a whole. 

 

Q: Illustrate business cycle with its all 
phases 
The business cycle refers to the fluctuating levels of economic activity in an economy over a 
period, measured from the beginning of one recession to the beginning of the next. It consists of 
expansions and contractions in aggregate economic activity. Economists typically identify four or 
five phases within a business cycle. 

The phases of the business cycle are: 
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●​ Peak: At the peak, real GDP is at its highest level. 
●​ Contraction & Recession: This phase involves a decline in real GDP, potentially 

leading to a recession or even a depression. A recession is defined as two or more 
consecutive quarterly declines in real GDP. If the recession goes below the long-term 
average growth trend, it leads to a depression. 

●​ Trough: The trough is the lowest point in real GDP before it starts to increase. 
●​ Recovery: During the recovery phase, real GDP rises from the trough, ending at the 

initial peak. If the recovery rises above the long-term average growth trend, it leads to a 
boom period. 

●​ Expansion: The expansion phase involves an increase in real GDP beyond the 
recovery phase. 

A complete business cycle is measured from one peak to the next. 

Q: What does GDP mean? Explain 
Different Approaches to determine GDP 
of a national economy ( Brief explain ) 
Gross Domestic Product (GDP) measures the monetary value of all the final goods and 
services produced within a country's borders during a specific period, usually a year. It is used 
as a comprehensive indicator of a country's economic health. 

There are three approaches to calculate GDP: 

●​ Production Approach: This method, also known as the value-added approach, sums 
up the gross value of all industries. 

●​ Income Approach: This approach adds up all the incomes earned from producing 
goods and services. Gross National Income (GNI) is the sum of all compensations of 
employees, proprietors’ income, corporate profits, rental income, and net interest. 
Certain adjustments are required to compute GDP using the income approach: 

○​ GDP = National Income - Income earned by citizens from abroad + Income 
earned by foreigners domestically + Indirect business taxes + Capital 
consumption allowances + Statistical discrepancies. 

○​ Capital consumption allowance (CCA) refers to the funds allocated to replace or 
repair capital assets due to wear, obsolescence or the need for restoration. 

●​ Expenditure Approach: This method sums up all the spending on final goods and 
services. It involves adding up the spending of four sectors: households, businesses, 
government, and foreign. 

○​ GDP = C + I + G + (X-M), where: 
■​ C = Consumption (durable goods, nondurable goods, and services) 
■​ I = Investment (fixed and inventory investment) 
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■​ G = Government purchases/expenditures 
■​ (X-M) = Net exports 

Q: Explain differences between nominal 
GDP and real GDP? 
 

Nominal GDP and real GDP are two ways to measure a country's economic output, but they 
differ in how they account for inflation. 

Here are the key differences between nominal GDP and real GDP: 

●​ Nominal GDP: 
○​ Measures the value of all economic outputs at current market prices. 
○​ It doesn't account for the impact of inflation or rising prices. 
○​ Nominal GDP reflects the current value of economic activity without adjusting for 

inflation. 
○​ Example: If a country produces 10 units of a good at $10 per unit, its nominal 

GDP is $100. If in the next year, it produces 15 units at $15 per unit, the nominal 
GDP becomes $225. 

●​ Real GDP: 
○​ Is an inflation-adjusted measure that reflects the value of all goods and 

services produced by an economy in a given year. 
○​ Expressed in base-year prices and often referred to as constant-price GDP or 

inflation-corrected GDP. 
○​ Real GDP measures the total economic output of a country, adjusted for changes 

in price. 
○​ Example: Using the previous example, if the base price is $10 per unit, the real 

GDP in the second year would be (15 units * $10) = $150. 
●​ GDP Deflator: 

○​ GDP deflator represents the total output of goods and services, factoring in the 
impact of inflation or rising prices. It addresses this by showing the effect of price 
changes on GDP. 

○​ The formula for the GDP deflator is: (Nominal GDP ÷ Real GDP) × 100. 
○​ For the base year, nominal and real GDP are equal, and the GDP deflator is 100. 

A GDP deflator more than 100 indicates prices have risen; less than 100 
indicates prices have fallen. 

●​ When Real GDP is better: 
○​ When comparing economic performance across different time periods, real GDP 

is preferred because it accounts for changes in the general price level. 
○​ Real GDP is valuable for analyzing long-term economic trends and identifying 

patterns in an economy's output over the years. 
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○​ Real GDP is crucial when comparing economic performance between countries, 
as it adjusts for varying inflation rates. 

○​ Real GDP is used by policymakers to assess the actual impact of economic 
policies over time, aiding in informed decisions regarding fiscal and monetary 
policies. 

○​ When evaluating investment opportunities, real GDP is crucial for understanding 
the potential returns on investments after accounting for inflation. 

●​ When Nominal GDP is better: 
○​ For short-term assessments of economic performance, nominal GDP provides a 

snapshot of the current value of economic activity without adjusting for inflation. 
○​ Governments use nominal GDP to calculate tax revenues, as many tax systems 

are based on a percentage of economic output. 
○​ Organizations, governments, and businesses often set budgets based on 

expected revenues and expenditures in current prices. 
○​ Economic sentiment and market confidence can be influenced by the raw value 

of economic activity as presented by nominal GDP, especially in media and 
public discourse. 

○​ Some contracts like debt agreements might use nominal GDP to determine 
payment terms or clauses related to economic performance. 

In summary, nominal GDP uses current prices to measure economic output, while real GDP 
adjusts for inflation by using base-year prices, thus providing a more accurate picture of 
economic growth over time. 

Q: Explain different approaches to 
determine DP of a national economy?   
1. Production Approach (Value-Added Approach) 

This method calculates GDP by adding up the total value created by all industries in a country. It 
starts with the total output of goods and services and then subtracts the value of raw materials 
or intermediate goods used in production. For example, if a bakery produces bread worth 
$10,000 but uses flour and other ingredients worth $4,000, the value added is $6,000. This 
approach helps understand which industries contribute most to the economy, such as 
agriculture, manufacturing, or services. 

●​ Determine the total output of goods and services across all industries. 
●​ Subtract the value of intermediate goods and services (those used in production). 
●​ The result is the net value added, which represents the contribution of each industry to 

the economy. 

2. Income Approach 
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This method calculates GDP by adding up all the income earned by people and businesses in a 
country. It includes wages paid to employees, profits of businesses, income from rent, and 
interest earned from investments. Some adjustments are made, like adding income earned from 
abroad and including taxes like sales tax. For example, if a teacher earns $50,000, a 
shopkeeper makes $30,000 in profit, and a landlord earns $20,000 in rent, their combined 
income contributes to the country's GDP. This method helps understand how money is 
distributed among people and businesses. 

●​ Compensation of employees (wages, salaries, and benefits) 
●​ Proprietors’ income (earnings of self-employed individuals) 
●​ Corporate profits (earnings of businesses) 
●​ Rental income of persons (income from property ownership) 
●​ Net interest (interest earned from financial investments) 

3. Expenditure Approach 

This method calculates GDP by adding up all the money spent on final goods and services in a 
country. It includes spending by households, businesses, the government, and net exports 
(exports minus imports). The formula for this method is GDP = C + I + G + (X - M), where C is 
consumption (like buying food and clothes), I is investment (like building factories), G is 
government spending (like roads and schools), and (X - M) is exports minus imports. For 
example, if a family spends $20,000 on household expenses, a company invests $10,000 in 
new machines, the government spends $30,000 on infrastructure, and the country exports 
$5,000 more than it imports, these all add up to the GDP. This method helps understand how 
much different sectors contribute to economic growth. 

●​ Consumption (C) – Spending by households on goods and services. 
●​ Investment (I) – Spending by businesses on capital goods. 
●​ Government Purchases (G) – Spending by the government on public services and 

infrastructure. 
●​ Net Exports (X - M) – The difference between exports (X) and imports (M). 

 

Q: What are the advantages and 
disadvantages of three types of fiscal 
policies? 
 

Advantages and Disadvantages of Three Types of Fiscal Policies 

1. Expansionary Fiscal Policy 
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This policy increases government spending and reduces taxes to boost economic growth. 

Advantages: 

●​ Increased economic growth: More government spending leads to higher demand for 
goods and services, stimulating the economy. 

●​ Reduced unemployment: Investments in infrastructure, education, and healthcare 
create more jobs. 

●​ Higher business investment: A growing economy increases business confidence, 
leading to more investments. 

Disadvantages: 

●​ Higher inflation: Increased demand can push prices up, causing inflation. 
●​ Budget deficit: The government spends more than it earns, increasing national debt. 
●​ Crowding out effect: High government spending may reduce private sector investment 

by competing for resources like labor and capital. 

2. Contractionary Fiscal Policy 

This policy reduces government spending and increases taxes to slow down inflation. 

Advantages: 

●​ Lower inflation: Reducing money circulation helps control rising prices. 
●​ Reduced national debt: Helps decrease government borrowing and manage the 

budget effectively. 

Disadvantages: 

●​ Slower economic growth: Less money in circulation can reduce business activities and 
investments. 

●​ Higher unemployment: Less government spending may lead to job losses, increasing 
unemployment rates. 

3. Neutral Fiscal Policy 

This policy maintains a balance between government spending and revenue, keeping the 
economy stable. 

Advantages: 

●​ Long-term stability: Ensures a steady economic environment, reducing sudden 
economic shocks. 

●​ Lower debt burden: Prevents excessive government borrowing, allowing resources for 
essential sectors. 
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●​ Increased investor confidence: Stable policies encourage business investments and 
job creation. 

●​ Efficient resource allocation: Market forces determine the best use of resources 
without heavy government interference. 

Disadvantages: 

●​ Lack of incentives: The absence of government intervention may discourage private 
sector expansion. 

●​ Possible economic stagnation: If the economy faces a slowdown, a neutral approach 
may not stimulate growth. 

Each fiscal policy has its advantages and drawbacks, and governments use different policies 
depending on the economic situation. 

Q: Which one do you like to suggest of 
the bangladesh govt. and why? 
 

Expansionary Fiscal Policy 

For Bangladesh, an expansionary fiscal policy is the best option because the country is still 
developing. This policy means the government spends more money on different projects and 
reduces taxes so that people and businesses have more money to spend. This helps the 
economy grow faster. 

Stimulates Economic Growth 

When the government spends more, businesses grow, and people earn more money. For 
example, if the government builds new roads, it helps transport goods faster, which benefits 
businesses. Farmers can send their crops to cities more easily, and factory owners can 
transport products more quickly. As a result, the economy grows, and people have more 
opportunities to earn. 

Increases Employment 

Expansionary fiscal policy helps create more jobs. When the government starts big projects like 
building highways, bridges, hospitals, and schools, it needs workers. This means more jobs for 
construction workers, engineers, teachers, doctors, and many others. For example, if the 
government builds 100 new schools, it needs to hire thousands of teachers, office staff, and 
cleaners, reducing unemployment in the country. 

Encourages Investment 
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When the government spends money to improve the country, businesses also feel encouraged 
to invest. If roads, electricity, and internet services improve, more businesses will want to start or 
expand their operations. For example, if the government builds a new industrial zone with good 
roads and electricity, local and foreign companies may open factories there, creating more jobs 
and boosting the economy. 

Challenges to Consider 

Even though expansionary fiscal policy is helpful, the government needs to be careful. Spending 
too much money can cause inflation, meaning prices of everyday goods like rice, oil, and 
vegetables may go up. Also, if the government keeps spending more than it earns, it can lead to 
budget deficits, meaning the country will have to borrow money, increasing debt. Additionally, if 
the government spends too much, private businesses may struggle to get enough workers and 
resources, known as the crowding-out effect. 

Expansionary fiscal policy is the best choice for Bangladesh because it helps the economy 
grow, creates jobs, and encourages investment. However, the government must plan wisely to 
avoid inflation and debt problems. If used correctly, this policy can help Bangladesh become a 
stronger and more developed country. 

Q: Explain the importance of national 
income? 
Importance of National Income 

1. Assessing a Country’s Economic Performance 

National income helps to measure how well a country’s economy is doing. If national income is 
increasing, it means businesses are growing, people are earning more, and the country is 
developing. For example, if Bangladesh’s national income grows every year, it shows that 
industries, agriculture, and services are improving. 

2. Aiding in Policy Development 

Governments use national income data to make important decisions. If the economy is growing 
slowly, the government may increase spending on roads, schools, and hospitals to boost 
growth. For example, if unemployment is high, the government may introduce job creation 
programs. 

3. Facilitating International Comparisons 
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National income helps compare the economy of one country with others. If Bangladesh’s 
national income is lower than India’s, it means India’s economy is bigger. These comparisons 
help policymakers understand where improvements are needed. 

4. Providing Valuable Information for Businesses 

Businesses use national income data to make decisions about investments. If national income 
is growing, companies may decide to expand because people have more money to spend. For 
example, if Bangladesh’s national income rises, a car company may open new showrooms 
because more people can afford cars. 

5. Gauging the Standard of Living 

A higher national income means people generally have better living conditions. If national 
income grows, people can afford better healthcare, education, and housing. For example, if per 
capita income (income per person) rises, families can send their children to better schools and 
afford healthier food. 

Other Important Uses of National Income 

●​ Comparing Economic Growth Over Time: Helps track whether the country is 
improving economically or facing difficulties. 

●​ Evaluating Long-Term Trends: Shows patterns of growth, helping in future planning. 
●​ Analyzing Savings and Investment Needs: Helps determine how much money should 

be saved and invested for future development. 
●​ Forecasting Revenue Collection: Helps the government plan how much tax it can 

collect and how to use it. 
●​ Formulating Fiscal and Monetary Policies: Helps create policies that control inflation, 

manage debt, and stabilize the economy. 

National income is very important because it helps the government, businesses, and people 
understand the country’s economic condition. It is used to make policies, compare with other 
countries, and improve people’s standard of living. 

 

Q: In what way nominal GDP is differ 
from real GDP. Explain with appropriate 
examples 
Differences Between Nominal GDP and Real GDP 
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1. Definition 

●​ Nominal GDP: Measures the total value of goods and services produced in a country 
using current market prices. It does not adjust for inflation. 

●​ Real GDP: Measures the total value of goods and services while adjusting for inflation. It 
shows the actual growth of the economy by removing the effect of rising prices. 

2. Calculation 

●​ Nominal GDP: Calculated using the current prices of goods and services in a specific 
year. 

●​ Real GDP: Adjusted for inflation using a base-year price to compare actual economic 
growth. 

3. Example 

Imagine a country that produces only one type of good. 

●​ In Year 1, the country produces 10 units, and the price is $10 per unit.​
 

○​ Nominal GDP = 10 × $10 = $100 
○​ Real GDP = 10 × $10 (base-year price) = $100 

●​ In Year 2, the country produces 15 units, but the price increases to $15 per unit.​
 

○​ Nominal GDP = 15 × $15 = $225 
○​ Real GDP (adjusting for base-year price of $10) = 15 × $10 = $150 

Here, nominal GDP increased from $100 to $225, but real GDP increased from $100 to 
$150, showing actual growth by removing price changes. 

4. GDP Price Deflator 

The GDP price deflator helps measure the impact of price changes. It is calculated using the 
formula: 

GDP Deflator=(Nominal GDPReal GDP)×100\text{GDP Deflator} = \left( \frac{\text{Nominal 
GDP}}{\text{Real GDP}} \right) \times 100 

For the base year, the deflator is 100, meaning nominal and real GDP are equal. 

5. Importance 

●​ Real GDP is better for long-term economic comparisons, international comparisons, and 
making government policies. 

●​ Nominal GDP is useful for short-term analysis, budget planning, and market sentiment 
analysis. 
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Nominal GDP shows the economic value at current prices, while real GDP gives a more 
accurate picture by adjusting for inflation. Real GDP is more reliable for comparing a country’s 
economic performance over time. 

Explain the importance of national income of accounting 

National income accounting is very important for a country because it helps to assess economic 
performance, develop policies, make international comparisons, provide information for 
businesses, and measure the standard of living. Both nominal and real national income 
accounting are crucial for several reasons: 

●​ Comparing economic growth over time Real GDP is especially useful when 
comparing economic performance across different time periods because it adjusts for 
changes in the general price level. This provides a more accurate assessment of 
economic growth by measuring the quantity of goods and services produced. 

●​ Evaluating long-term trends Real GDP is valuable for analyzing long-term economic 
trends and identifying patterns in an economy's output over the years, which provides 
insights into the economy's growth. 

●​ Global comparison of economic performance Real GDP is essential when comparing 
economic performance between countries because it accounts for varying inflation rates, 
which could lead to misleading conclusions if nominal GDP were used. 

●​ Analyzing savings and investments Real GDP is crucial for understanding potential 
returns on investments after accounting for inflation, providing a clearer picture of an 
investment's real growth potential. 

●​ Forecasting or calculating revenue Nominal GDP is used to calculate tax revenues, 
as many tax systems are based on a percentage of economic output. Nominal GDP is 
directly relevant to revenue calculations because taxes are collected in current prices. 

●​ Formulating fiscal and monetary policies Real GDP is used by policymakers to 
assess the impact of economic policies over time and helps them make informed 
decisions regarding fiscal and monetary policies by focusing on the real changes in 
economic output. 
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