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BASICS OF DEMAND AND SUPPLY AND FORMS OF MARKET COMPETITION

What is Demand?

services and willingness to pay a price for a specific good or service.

Law of Demand

According to the law of demand, there is an inverse relationship between the price and

guantity demanded of a commodity, ie., other things being equal, if price of a commodity

falls, the guantity demanded of it will rise, and if price of the commodity rises, its guantity

demanded will declive. In other words, other things being equal, guantity demanded will be

more at _a lower price than at a higher price. Thus, demand of a commodity is mainly

determined by the price of commodity.

For example —

Price per Can Quantity Demanded
(INR)

100 00

20 100

60 300

40 500

20 200

00 1000

The same can be depicted in a graphical manner by way of the following graph -
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Assumptions of the law of demand

The above stated law of demand is based on certain conditions. The law of demand is based

on the following ceteris paribus assumptions:

l. No Change in Consumer’s Income

. No Change in Consumer’s Preferences

. No Change in the Fashion

. No Change in the Price of Related Goods

. No Change in Size, Age Composition and Sex Ratio of the Population

. No Change in the Range of Goods Available to the Consumers

. No Change in the Distribution of Income and Wealth of the Community

2
3
4
S. No Expectation of Future Price Changes or Shortages
6
7
g
9

. No_Change in Government Policy

10. No Change in Weather Conditions

It is therefore, always stated with the ‘other things being equal’. It relates to the change in

price variable only, assuming other determinants of demand to be constant.
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Exceptions to the Law of Demand

follows:

| Giffen Goods : In the case of certain inferior goods called Giffen goods (named after

Sir_Robert Giffen), when the prices fall, less quantity will be purchased than before

commodity with the rise in their real income.

Examples - bread, rice, and wheat.

2. Articles of Snob Appeal : Sometimes, certain commodities are demanded just because

they happen to be expensive or prestige goods, and have a ‘snob appeal’. They satisfy

the aristocratic desire to preserve exclusiveness for unigue goods.

Example = Gold jewellery, premium luxury cars.

the future, they may not act according to the law of demand at the present price,

say, when people are convinced that the price of a particular commodity will rise still

against the quality of the commodity with the price change, they may contract this

demand with a fall in price

What is Supply?

Supply represents how much the wmarket can offer. The quantity supplied refers to the

amount of a good producers are willing to supply when receiving a certain price. The supply of
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a good or service refers to the guantities of that good or service that producers are prepared

ctor For sal i od of ti

Supply is not the same concept as the stock of something in existence. For example, the

point_of time; whereas, the supply of commodity X in Delhi means the gquantity actually

being offered for sale, in the market, over a specified period of time

Law of Supply

According to the law of demand, a firm will produce and offer to sell greater guantities of a

product or service as the price of that product or service rises, other things being egual.

There is a direct relationship between price and quantity supplied. Therefore, under the law of

supply, change in price is the cause and change in supply is the effect. Thus, the price rise

leads to an increase in supply and not otherwise. The law of supply says that as the price of

offered for sale.

Assumptions of the law of supply

the following ceteris paribus assumptions:

I. No change in the state of technology.

> No chane in the price of £  oroducti

3. No change in the number of firms in the market.

4. No change in the goals of the firm.

S !’ ! N !! ” ) ! !. !. S! N

6. No change in the tax and subsidy policy of the products.

7. No change in the price of other goods
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The law of supply can be depicted in a graphical manner by way of the following graph—
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What is Eguilibrium ?

Eguilibrium is _a_situation wherein there is no_shortage or surplus unless a determinant of

| demand or a determinant of supply changes.

Eauilibrium Pri

The eguilibrium price is the market price where the guantity of goods supplied is equal to the

market intersect.
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If a change in the price of a good or service creates a shortage, it means that consumers

surplus, it means that consumers want to buy less quantity than the one offered by

| producers. In this case, supply exceeds demand.

For example —

Price Quantity Quantity Surplus Shortage
Demanded Supplied

100 AY 50 45

30 18 35 17

60 25 25 0

40 4l 18 23

20 S0 9 4l

Elasticity of Demand

Elasticity of demand means how sensitive the demand for a qood is to changes in other

economic variables, such as prices and consumer income. Elasticity of demand is the

responsiveness of the guantity demanded of a commodity to changes in one of the variables

on which demand depends.

Demand elasticity is calculated as the percent change in the quantity demanded divided by a

percent change in another economic variable. In other words, it is the percentage change in

guantity demanded divided by the percentage in one of the variables on which demand

depends. A higher demand elasticity for an economic variable means that consumers are

more responsive to changes in this variable.
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Types of elasticity of demand

. orly 1) ¢ olasticity of d T _

I Price elasticity;

2. _Income elasticity

3. Cross elasticity

Price elasticity of demand

The price elasticity of demand is the response of the gquantity demanded to change in the

price of a _commodity. It is assumed that the consumer’s income, tastes, and prices of all

other goods are steady. Therefore, price elasticity of demand is:

. Percentage Change in Quantity Demanded
- P= Percentage Change inPrice

Change in Quantity . Original Price
Original Quantity =~ Change in Price

- OrEp=

The extent of responsiveness of demand with change in the price is not always the same.

The demand for a product can be elastic or inelastic, depending on the rate of change in the

demand with respect to change in price of a product. Elastic demand is the one when the

response of demand is greater with a small proportionate change in the price. On the other

hand, inelastic demand is the one when there is relatively less change in the demand with a

greater change in the price.

Types of price elasticity of demand

). Perfectly Elastic Demand : When a small change in the price of a product causes a

major change in its demand, it is said to be perfectly elastic demand. In perfectly
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elastic demand, a small rise in price results in a fall in demand to zero, while a small

ol in pri . .+ demand. to infini

Price

1

I

) T oz

- L
Quantity demanded

2. Perfectly Inelastic Demand : A perfectly inelastic demand is one when there is no

O —Q
Quantity demanded

3. Relatively Elastic Demand : Relatively elastic demand refers to the demand when the

proportionate change produced in demand is greater than the proportionate change in

price of a product.

Price Elastic demand

- change in price leads
to bigger percentage
change in demand

sopl T
I O S

50 100 Cuuantity

e i sl

9. Relatively Inelastic Demand: Relatively inelastic demand is one when the percentage

change produced in demand is less than the percentage change in the price of a

product.
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Price

Inelastic demand

: - change in price leads
g0’ Fissnaesanai e to smaller percentage
3 & change in demand

H Demand

200=2

50 B8 Quantity
-10 % e

S. Unitary Elastic Demand : When the proportionate change in demand produces the

same change in the price of the product, the demand is referred as unitary elastic

demand.

L

-]

e

MHH!
Quantity demanded

Numerically, the types of price elasticity of demand can be shown as follows -
Perfectly Elastic Demand (EP = oo )

2. Perfectly Inelastic Demand (EP = 0)

3. Relatively Elastic Demand (EP > 1)

4. Relatively Inelastic Demand (Ep< | )

S.

-~
.

Unitary Elastic Demand ( Ep = 1)

Factors affecting Price Elasticity of Demand

The following factors affect price elasticity of demand -

). Price Level : The demand is generally elastic for moderately priced goods but, the

demand for very costly and very cheap goods is inelastic. The rich do not bother about
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the prices of the goods that they buy. Very costly goods are demanded by the rich

consumption which is very small and fixed.

2. Availabili )

demand for a commodity will be very elastic as some other commodities can be used

for it. A small rise in the price of such a commodity will induce consumers to switch

their consumption to its substitutes. For example gas, kerosene oil, coal etc. will be

used more as fuel if the price of wood increases. On the other hand, the demand of

such commodities which have no close substitutes is inelastic, such as salt,

3. Necessities : If a good is a necessity, then the demand tends to be inelastic. For

example, if the price for drinking water rises, then there is unlikely to be a huge drop

in the guantity demanded since drinking water is a necessity.

4. Time Period : Over time, a good tends to become more elastic because consumers and

businesses have more time to find alternatives or substitutes. For example, if the price

of gasoline goes up, over time people will adjust for the change, ie., they may drive

less or use public transportation or form carpools.

S. Habits : The demand for addictive or habitual products is usually inelastic. This is

because the consumer has no choice but no pay whatever the producer is demanding.

For example, if the price for a pack of cigarettes goes up, it will likely not have any

effect on demand.

6. Nature of the Comwmodities : The demand for necessities is inelastic and that for

comforts and luxuries is elastic. This is so because certain goods which are essential

will be demanded at any price, whereas goods meant for luxuries and comforts can be

dispensed with easily if they appear to become costlier.
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7. Various Uses : A commodity which has several uses will have an elastic demand such

which _can be postponed, is elastic as the prices rise and are expected to fall again.

For example, the demand for mp3 is elastic because its use can be postponed for

some time if its price goes up, but the demand for rice and wheat is inelastic because

their use cannot be postponed when their prices increase.

Income Elasticity of Demand

n «

with respect to changes i the mcome, other determmants remamng constant.

Percentage change in income

Percentage change in quantity demanded = New guantity demanded (0Q)

Original guantity demanded (Q)

Percentage change in income = New income (1Y)

Original income (Y)

Therefore, Ey = 1Q/Q x OY/Y
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Types of Income Elasticity of Demand

the case of essential goods.

3. Greater than 2ero but less than one - Demand for commodity rises with a rise in

ncome.

4. Unity - Demand for commodity rises in the same proportion as rise in income.

S. Greater than the unity - Demand for commodity rises more than in proportion to

rise in income

Cross Elasticity of Demand

The responsiveness of demand to changes in prices of related commodities is called cross

elasticity of demand is the responsiveness of demand for commodity X to change in price of

commodity Y.

are complementary.
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Increase and Decrease in Demand

What is increase in demand?

because of price but because of changes in other determinants of demand, it is a case of

increase in demand.

S0 &S00 QLIBIIL'HF
Copyright wress soomormicsonline. oo uk Per week

What is decrease in demand?

“Decrease in demand wmeans less demand at same price”. When demand decreases not

because of price but because of changes in other determinants of demand, it is a case of

decrease in demand.

Price per Can

|
|
I
I
| | D1
l

400 500 Quantity
LOPYTIEhL WWWECONOMICIONINE.COUK  Pap week
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Expansion and Contraction of Demand

Demand

I
o
T
)
I
]
]
|
'
I
!
I
)
I
-————f -

Quantity

9 TR
ol
2

FORMS OF MARKET COMPETITION

l. Perfect Competition

In a perfect competition market structure, there are a large number of buyers and sellers. All

the sellers in the market are small sellers in competition with each other. There is no one

big seller with any significant influence on the market. So, all the firms in such a market are

price takers. A perfect competition market is pretty much a theoretical concept.

Assumplions for perfect competition -

« The products on the market are homogeneous, i.e. they are completely identical

« All firms only have the motive of profit maximization

« There is free entry and exit from the market, i.e. there are no barriers

« And there is no concept of consumer preference
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2. Monopolistic Competition

This i st o 1 ’ 1) ' world. | st

competition, there are still a large number of buyers as well as sellers. But they all do not

products. Here, consumers have the preference of choosing one product over another. The

sellers can also _charge a _marginally higher price since they may enjoy some market power.

o the sellers become the pri .

For example, the market for cereals is a monopolistic competition. The products are all similar

but slightly differentiated in terms of taste and flavours.

3. Oligopoly

In_an oligopoly, there are only a few firms in the market. While there is no clarity about the

with _another to collaborate together, They use their market influence to set the prices and in

turn _maximize their profits. So, the consumers become the price takers. In an oligopoly, there

themselves.

4. Monopoly

!! !‘ ! ! !: ! . -! . ! . -: ! ” !! ! !

Consumers do not _have any alternative and must pay the price set by the seller. Monopolies

irrelevant. However, a_pure monopoly is very rare in reality.
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S. Duopoly

of a duopoly, a particular market or industry is dominated by just two firms. This means that

! ve onle two firms in the entire market (this. al ). i practice. |

usually means the two duopolistic firms have a great deal of influence, and their actions, as

well as their relationship to each other, powerfully shape their industry. Duopolistic markets

enter the market, but there are usually still other, smaller businesses persisting alongside the

two dominant firms.

Elasticity of Supply

Elasticity of supply establishes a quantitative relationship between the supply of a commodity

and it’s price. While elasticity can also be calculated with respect to the other determinants

the percentage change in the price to the percentage change in gquantity supplied of a

commodity.

= X - X = -

Og = The change in guantity supplied

)

g = The guantity supplied

Op = The change in price

T

p = The price

- £ Price Elasticitu of Suppl

|._Perfectly Inelastic Supply : A service or commodity has a perfectly inelastic supply if

a_given guantity of it can be supplied whatever might be the price. The elasticity of

Adv. Vishishta Nayak YES Academy (8585235235) “I
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supply for such a service or commodity is zero. A perfectly inelastic supply curve is a

bt i lel to the Y-axis. This i ve of the fact that t} !
s 1 respective of the price. The supply of exclusive items. like th

painting of Mona Lisa, falls into this category. Whatever might be the price on offer,

here i \ . !

Chaantity (0

2. Relatively Less-Elastic Supply : When the change in supply is relatively less when

compared to the change in price, we say that the commodity has a relatively-less

elastic supply. In such a case, the price elasticity of supply assumes a value less than

.

Price (F)

Quantity (O}

3. Relatively Greater-Elastic Supply : When the change in supply is relatively more when

compared to the change in price, we say that the commodity has a relatively greater-
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elastic supply. In such a case, the price elasticity of supply assumes a value greater

than |.

Price (F)

Quantity [Q)

4. Unitary Elastic Supply : For a commodity with a unit elasticity of supply, the change

in quantity supplied of a commodity is exactly equal to the change in its price. In

other words, the change in both price and supply of the commodity is proportionately

equal to each other. The elasticity of supply in such a case is equal to one.

Price (P}

Quantity ()

S. Perfectly Elastic supply : A commodity with a perfectly elastic supply has an infinite

elasticity. In such a case the supply becomes zero with even a slight fall in the price

and becomes infinite with a slight rise in price. This is indicative of the fact that the

suppliers of such a commodity are willing to supply any gquantity of the commodity at

a higher price. A perfectly elastic supply curve is a straight line parallel to the X-axis.

Adv. Vishishta Nayak VES Academy (8855235235) nl



“It always seems impossible unless it is DONE!”

YES

ACADEMY
Say Yes to CS

Frica [F)

Cnimrtity (L1}

Factors influencing the elasticity of supply

l. Price of the Good : The supply and elasticity of supply of a good depend upon the price

of the qood. If the price of a good increases or decreases, the guantity supplied of it will

also increase or decrease, respectively. This is the law of supply.

2. Probability that the Price would Change in Future : If the sellers think that the price

of the good will increase (or decrease) in near future, then, at any particular price at

present, they would want to decrease (or increase) their supply. In this case, the supply

curve for the good would shift to the left (or to the right).

3. Conditions regarding Cost of Production : If the cost of production of good increases (or

decreases), ie., if its cost curve shifts upwards (or downwards), then the quantity

supplied of the good would decrease (or increase) at any particular price, ie., the supply

curve would shift to the left (or to the right).

4. Nature of the Good : The supply of a good depends upon the nature of the good, eyg.

on the perishability and lumpiness of the good. The more the perishability or lumpiness of

the good, the more would be its market localised, and, in a localised market, the supply of

a good at any particular price would be relatively small.
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S. Length of Time : If the price of good rises, then by how much would supply rise, or, how

complete,
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NATIONAL INCOME ACCOUNTING AND RELATED CONCEPTS

Introduction

National income is an uncertain term which is used interchangeably with national dividend,

national output and national expenditure. On this basis, national income has been defined in

a number of ways. In common parlance, national income means “the total valve of goods and

services produced ammually v a country.” In other words, the total amount of income

accrumg to a country from economic activities in a year’s time is known as national imcome.

It includes payments made to all resources in the form of wages, interest, rent and profits.

While computing National Income only finished or final goods are considered as factoring

intermediate gqoods used for manufacturing would amount to double counting. It includes

taxes but does not include subsidies.

Methods to Measure National Income

There are three methods of measuring the national income of a country. They yield the same

result. These methods are:
l.  The Product Method or Value Added Method.
2. The Income Method
3. The Expenditure Method

The Product Method or Value Added Method

The Product method measures the contribution of each producing enterprise in the domestic

territory of the country. This method involves the following steps:

a. ldentifying the producing enterprise and classifying them into individual sectors

according to their activities.

b. Estimating net value added by each producing enterprise as well as each industrial

sector and adding up the net value added by all the sectors.
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The product approach defines a nation's gross product as that market value of goods and

services produced in the country during the year. The main sectors whose production value is

added up are:

@) agriculture

(i) manufacturing

(i) construction

Giv) transport and communication
(v) banking

(vi) adwministration and defence
(vii) distribution of income

Precautions for Product Method

we should be careful to avoid double counting. This pitfall can be avoided by either

counting the final value of the output or by including the extra value that each firm

adds to an item.

GDP thus includes only those goods, and services that are newly produced within the

current period

This is necessary as there is no real increase in output.

4. Pr ) jon :

should be counted while measuring national income. In this method, the production of

goods for self consumption should be valued at the prevailing market prices.
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Expenditure Method

market prices by households, firms and government during a year. Total aggregate final

expenditure on final output thus is the sum of four broad categories of expenditures:

I~
b

Consumption

Investment

Government

U

Net export

|, Consumption expenditure (€) . Consumption expenditure is the largest component of

national income. It includes expenditure on all goods and services produced and sold to

the final consumer during the year.

2. I/nvestment expenditure (1) : Investment is the use of today's resources to expand

tomorrow's production or consumption. Investment expenditure is expenditure incurred

on newly constructed houses.

3. Government expenditure (G) : It is the second largest component of national income.

It includes all government expenditure on currently produced goods and services but

excludes transfer payments while computing national income.

4. Net exports (X - M) : Net exports are defined as total exports minus total imports.

National income calculated from the expenditure side is the sum of final consumption

expenditure, expenditure by a business on plants, government spending and net exports.
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Precautions for Expenditure Method

represent expenditure on currently produced goods and services.

3. Expenditure on transfer payments by government such as unemployment benefit, old

productive service is rendered in exchange by recipients of these payments.

Income Method

This method seeks to measure national income at the phase of distribution. In the production

process of an economy, the factors of production are engaged by the enterprises. They are

paid _money incomes for their participation in the production. The payments received by the

factors of production in lieu of their services in the production of goods. Briefly, national

income is the sum of all income, wages, rents, interest and profit paid to the four factors of

2. Rents : Rents are the income from properly received by households.

2 It r It b is the i vate busi to households who have lent

the business money.

4. Profits: Profits are normally divided into two categories (a) profits of incorporated

! N ! C!Z 5.! E N ! ! ! N : ! .! !.

partnerships and producers cooperatives).

Adv. Vishishta Nayak YES Academy (8585235235) I



“It always seems impossible unless it is DONE!”

YES

ACADEMY
Say Yes to CS

Precautions for Income Method

included in the estimation of national income.

2. lllegal money earned through smuggling and gambling should not be included.

2. Windfall oai ! . otteri ve included in t)

estimation of national income.

4. Receipts from the sale of financial assets such as shares, bonds should not be

included in _measuring national income as they are not related to the generation of

income in the current year’s production of goods.

Gross Dowmestic Product (GDP)

at_market price as “the market value of the output of final goods and services produced 1

the domestic ternitory of a country during an accounting year.”

| There are three different ways to measure g0OP:

The Product Method

The Income Method

Expenditure Method

Methods of Measure GDP
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/. The Product Method : In this method, the value of all goods and services produced in

banking and insurance, real estates and ownership of dwellings and business services;

and public_administration and defence and other services (or government services). In

! < it is 4 ; e added

2. The Income Method : The people of a country who produce GDP during a year receive

income from their work. Thus GDP by income wethod is the sum of all factor

incomes: Wages and Salaries (compensation of employees) + Rent + Interest + Profit.

3. Expenditure Method . This method focuses on goods and services produced within the

country during one year. GDP by expenditure method includes:

Consumer expenditure on services and durable and non-durable goods (C).

b. Investment in fixed capital such as residential and non-residential building,

machinery, and inventories (I).

Government expenditure on final goods and services (6).

d. Export of goods and services produced by the people of the country (X).

e. Less imports (M) - That part of consumption, investment and government

expenditure which is spent on imports is subtracted from GDP. Similarly, any

imported component, such as raw materials, which are used in the manufacture

of export goods, is also excluded.

Thus,

GDP by expenditure method at market prices = C+1 + 6 + (X - M)

where (X-M) is net export which can be positive or negative.
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GDP at Factor Cost

depreciation).

GDP at factor cost includes:

l.__Compensation of employees i.e., wages, salaries, etc.

2. Operating surplus which is the business profit of both incorporated and unincorporated

firms [Operating Surplus = Gross Value Added at Factor Cost—Compensation of

Employees—Depreciation].

3. Mixed Income of Self- employed.

factor cost (payments to factors) of producing goods must equal the final value of goods and

services at market prices. However, the market value of goods and services is different from

are added to GDP at market price.

T) 4DP at Fact :zzsagzulzg. — Indi r T, + Subsidies.
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Net Domestic Product (NDP)

deducted from GDP.

Thus Net Domestic Product = GDP at Factor Cost — Depreciation.

Nowinal and Real GDP

When GDP is measured on the basis of current price, it is called GDP at current prices or

nominal GDP. On the other hand, when GDP is calculated on the basis of fixed prices in

some year, it is called GDP at constant prices or real GDP.

faced with the problem that the rupee is not a stable measure of purchasing power. GDP

may rise_a great deal in a year, not because the economy has been growing rapidly but

level of the year for which real GDP is to be calculated is related to the base year on the

. . . . .
.

Real GDP = GDP for the Current Year x Base Year (100) | Current Year Index
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GDP Deflator

index which is calculated by dividing the nominal GDP in a given year by the real GDP for

! ' altivling it ba 100. T

GDP Deflator = Nowminal (or Current Prices) GDP_x 100
Real (or Constant Prices) GDP

Gross National Product (GNP)

GNP is the total measure of the flow of goods and services at market value resulting from

current production during a year in a country, including net income from abroad.

GNP includes four types of final goods and services:

formation, residential construction and inventories of finished and unfinished goods;

3. _Goods and services produced by the government;

added together.

2. _In estimating GNP of the economy, the market price of only the final products should

be taken into account. Many of the products pass through a number of stages before

they are ultimately purchased by consumers. If those products were counted at every
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stage, they would be included many a time in the national product. Consequently, the

not _possible to have a correct estimate of their market price. For example, the

bringing up of a child by the mother, imparting instructions to his son by a teacher,

vals to his Friends | .

4. The transactions which do not arise from the produce of current year or which do not

contribute in _any way to production are not included in the GNP. The sale and

purchase of old goods, and of shares, bonds and assets of existing companies are not

included in GNP because these do not make any addition to the national product, and

the goods are simply transferred.

recipients do_not provide any service in lieu of them. But the depreciation of

machines, plants and other capital goods is not deducted from GNP.

not included in the GNP.
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7. Income earned through illegal activities is not included in the GNP. Although the

the preceding years. Two, many of these goods are foreign made and smuggled and

hence not included in the GNP.

Three Approaches to GNP

l.The income method to GNP;

2. The expenditure method to GNP

3. The value added method to GNP

Income Method to GNP

factors of production annually in _a country. Thus GNP is the sum total of the following

items:

commission, provident fund, insurance, etc.

2. Rents : Total rent includes the rents of land, shop, house, factory, etc. and the
| estimated rents of all such assets as are used by the owners themselves.

3. Interest : Under interest comes the income by way of interest received by the

on_that private capital which is invested and not borrowed by the businessman in his

personal business. But the interest received on governmental loans has to be excluded,

because it is a mere transfer of national income.
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4. Dividends : Dividends earned by the shareholders from companies are included in the

GNP.

persons and partnerships. They form part of GNP.
7. Direct taxes : Taxes levied on individuals, corporations and other businesses are

included in the GNP.

3. Indirect taxes : The government levies a number of indirect taxes, like excise duties

and sales tax. These taxes are included in the price of commodities. But revenue from

these goes to the government treasury and not to the factors of production. Therefore,

the income due to such taxes is added to the GNP.

9. Depreciation : Every corporation makes allowance for expenditure on wearing out and

depreciation of machives, plants and other capital equipment. Since this sum also is

not _a_part of the income received by the factors of production, it is, therefore, also

included in the GNP.

of goods and services and the value of imports of goods and services. If this

difference is positive, it is added to the GNP and if it is negative, it is deducted from

the GNP.

GNP _according to the Income Method = Wages and Salaries + Rents + Interest +
Dividends + Undistributed Corporate Profits + Mixed Income + Direct Taxes + Indirect

Taxes + Depreciation + Net Income from abroad.

Expenditure Method to GNP

From the expenditure viewpoint, GNP is the sum total of expenditure incurred on goods and

services during one year in a country. It includes the following items:
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l.Private consumption expenditure : It includes all types of expenditure on personal

2. Gross dowmestic private investment : Under this the expenditure incurred by private

enterprise _on _new _investment and on replacement of old capital. It includes

plants and capital equipment.

3. Net foreign investment . It means the difference between exports and imports or

export_surplus. Every country exports to or imports from certain foreign countries. The

imported goods are not produced within the country and hence cannot be included in

the national income, but the exported goods are manufactured within the country.

Therefore, the difference in value between exports (X) and imports (M), whether

positive or negative, is included in the GNP.

governments spend a_lot on their employees, police and army. To run the offices, the

governments have also to spend on contingencies which include paper, pen, pencil and

Expenditure on Goods and Services (6) = C+ | + (X-M) + 6.
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Value Added Method to GNP

by one industry to the other. They may be final goods for one industry and intermediate for

others. So, to avoid duplication, the value of intermediate products used in manufacturing

final products must be subtracted from the value of total output of each industry in the

economy.

Thus, the difference between the value of wmaterial outputs and inputs at each stage of

production is called the value added. If all such differences are added up for all industries in

+ net income from abroad.

GNP at Market Prices

country plus net income from abroad.

GNP at Market Prices = GDP at Market Prices + Net Income from Abroad.
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GNP at Factor Cost

indirect taxes levied by the government on goods which raise their prices. But GNP at factor

cost is the income that the factors of production receive in return for their services alone. It

is the cost of production.

Thus GNP at market prices is always higher than GNP at factor cost. Therefore, in order to

arrive_at GNP at factor cost, we deduct indirect taxes from GNP at market prices. Again, it

often happens that the cost of production of a commodity to the producer is higher than a

price _of a_similar commodity in the wmarket. In order to protect such producers, the

government helps them by granting monetary help in the form of a subsidy equal to the

difference between the market price and the cost of production of the commodity. As a

a similar commodity.

For example, if the market price of rice is Rs. 3 per kg but it costs the producers in certain

GNP at market prices.

GNP at Factor Cost = GNP at Market Prices — Indirect Taxes + Subsidies.

Net National Product (NNP)

the process of production uses up a certain _amount of fixed capital. Some fixed equipment

wears out, its other components are damaged or destroyed, and still others are rendered

obsolete through technological changes. Al this process is termed depreciation or capital
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consumption allowance. In order to arrive at NNP, we deduct depreciation from GNP. The

So, NNP = GNP—Depreciation.

NNP at Market Prices

at_market prices in the course of one year in a country. If we deduct depreciation from GNP

at market prices, we get NNP at market prices.

NNP at Market Prices = GNP at Market Prices - Depreciation.

NNP at Factor Cost

as _wages and_salaries, rents, profits, etc. It is also called National Income. This measure

differs from NNP at market prices in that indirect taxes are deducted and subsidies are

ded to NNP at market prices in order to ari NP at £ . T)

NNP _at Factor Cost = NNP at Market Prices — Indirect taxes+ Subsidies

= National Income.

exceed government subsidies. However, NNP at market prices can be less than NNP at factor

! ! ! ! ¢!. !- r ! !
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Dowmestic Income

resources is called domestic income or domestic product.

Domestic income includes:

@) Wages and salaries,

Giii) interest,

Giv) dividends,

(v) undistributed corporate profits, including surpluses of public undertakings,

(vi) mixed _incomes consisting of profits of unincorporated firms, self-employed

persons, partnerships, etc.,

Qvii) direct taxes.

Adv. Vishishta Nayak VES Academy (8855235235) nl



“It always seems impossible unless it is DONE!”

YES

ACADEMY
Say Yes to CS

Private Income

otherwise, and the retained income of corporations. It can be arrived at from NNP at Factor

ost bu maki \ additi ) deducti

The _additions include transfer payments such as pensions, unemployment allowances,

from lotteries or from horse racing, and interest on public debt. The deductions include

income from government departments as well as surpluses from public undertakings, and

employees’ contribution to social security schemes like provident funds, life insurance, etc.

Private Income = National Income (or NNP at Factor Cost) + Transfer Payments

+ Intereston Public Debt — Social Security — Profits and Surpluses of Public

Undertakings.

Personal Income

Personal income is the total income received by the individuals of a country from all sources

national income.

Personal income is derived from national income by deducting undistributed corporate profits,

form of gifts and remittances, windfall gains, and interest on public debt which are a source

of income for individuals are added to national income.
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Personal Income = National Income — Undistributed Corporate Profits — Profit

Taxes —Social Security Contribution + Transfer Payments + Interest on Public

Debt.

excludes andistrivuted copporate profits.

Disposable Income

Disposable income or personal disposable income wmeans the actual income which can be

spent _on consumption by individuals and families. The whole of the personal income cannot

be spent on consumption, because it is the income that accrues before direct taxes have

actually been paid. Therefore, in order to obtain disposable income, direct taxes are deducted

But the whole of disposable income is not spent on consumption and a part of it is saved.

Therefore, disposable income is divided into consumption expenditure and savings.

. . 1y

= + Savings.

Direct Taxes on Persons — Direct Taxes on Business — Social Security Payments +

Transfer Payments + Net Income from abroad.
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Real Income

less than that of the last year, but owing to an increase in prices, NNP might be higher this

year. On the contrary, it is also possible that NNP might have increased but the price level

might have fallen, as a result, national income would appear to be less than that of the last

year. In_both _situations, the national income does not depict the real state of the country.

To rectify such a mistake, the concept of real income has been evolved.

In order to find out the real income of a country, a particular year is taken as the base year

national income (real) is to be determined is assessed in accordance with the prices of the

base year. For this purpose, the following formula is employed.

Real NNP = NNP for the Current Year x Base Year Index (=100) / Current Year Index

Per Capita Income

country in that year.
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Per Capita Income for 2013 = National Income for 2013

Population of 2013

Similarly, for the purpose of arriving at the Real Per Capita Income, this very formula is used.

Real Per Capita Income for 2013 = Real National Income for 2013
Population of 2013

This concept enables us to know the average income and the standard of living of the people.

But it is not very reliable, because in every country due to unequal distribution of national

income, a_major portion of it goes to the richer sections of the society and thus income

received by the common man is lower than the per capita income.
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Overview of Indian Union Budget

A description of anticipated receipts and expenses, known as the “Awnnual Financial

with Article 112 of the constitution. p ) - Q ——-3\\'2, — PMJ»W-—— ? fV\

The” Indian Union Budget is an annual financial statement presented by the Finance Minister

N\ | upcoming financial year, which begins on April Ist and ends on March 3lst of the fOHOW/nﬁ

year.

(T he Union Budget is an important tool for the government to manage the economy,

)/ resources, and implement policies to achieve its economic and social objeetives. Union Budget

expenditure of the government for that particular year. The followings are the estimates for

—

\ —
(/ of a year, also referred to as the annual financial statement of the estimated receipts and
) the year 2023 and 2023 of the sources of various receipts and expenditures.

;ﬂ/

v’Ufiectives and Significance of Budget e

the key objectives of the Indian Union Budget is to xaiote_economic growt and

order to increase foreign exchange reserves and stabilize the economy. The Indian Union

—

— —
Budget is also a reflection of the government’s policy priorities and political agenda.
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nfrastructure development, increasing healthcare spending, and boosting rural and agri a
picuitirg
growth. The qgovernment also announced several measures to promaote(” digitalization

L
2»-5&& P innovation—ang entrepreneursnip, as part of i ision to make India\self-reliant Yand a globa
/
( manufﬁcw/rim)' ub. Businesses and industries are affected by changes in tal-rates, subsidies,

NS

, . . N . .
and government policies. Investors and financial markets also closely monitor the budget

o r ] | announcements, as they can affect stock prices, bond yields, and currency exchange rates.

Similarly, individual taxpayers are affected by changes in income tax.rates, deductions, and
[
exemptions. QO\'\(A‘ Mb \Vand W
The Union Budget is also a platform for the government to announce policy reforms and
[ —

initiatives. For instance, in recent years, the government has introduced A@ m such

as theL Goods and Services Tax (6ST), Digital Inﬁia. l‘{ake in l;/w/igi and AtmanMBhamt.
L w

which have had a significant impact on the Indian_economry—avd-sgeiety. P —

N —.
.

\The Union Budget comprises three major Comporrer

l. _Revenue Budget
2. Capital Budget <

upcoming financial year.

Revenue Budget:

The Revenue Budget consists of the revenue receipts of the Government (Tax revenues and

non-tax revenues) and the revenue expenditure.
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Tax revenues comprise proceeds of taxes and other duties levied by the Union. Other revenues

the government’s revenue and expenditure plans for the upcoming fiscal year. The Revenue

Budget is a crucial tool for promoting economic growth and development in India, as it

such as education, healthcare, infrastructure, and social welfare programs.

The Revenue Budget comprises two major components:

l. Revenye Receipts

2. Revenue Expenditure

Revenue Receipts refer to the government’s revenue inflows from various sources such as

pensions, and _grants, among others. Revenue receipts includes tax revenue and non-tax

revenue.

Tax
Revenue

Revenue

Receipts

Non-Tax
Revenue
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Tax Revenue: Tax revenue is the wmost significant source of revenue for the Indian

other than taxes, such as fees, fines, and other levies, Non-tax revenue includes sources such

as interest receipts, dividends, and profits from public sector undertakings (PSUs), among

others. Non-tax revenue contributes around 30% of the government’s total revenue receipts.

There are three sources of the revenue that includes:

. Tax Revenue

2. Non-tax Revenue

Revenue Expenditure:

Revenue expenditure is the government’s expenditure on various heads such

Revenue

.« . AR . N
.

l._Plan Revenue Expenditure

pl vpend

Plan Revenue Expenditure: Plan Revenue Expenditure refers to the government’s expenditure

Rural _Employment Guarantee Scheme, and National Highways Development Project, among

others.
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Plan Revenue Expenditure is an essential tool for promoting economic growth and

expenditure on defense, interest payments, and subsidies, among others. Defense expenditure

is a critical component of the government’s expenditure as it ensures national security and

which is an essential component of fiscal management.

Subsidies are provided by the government to promote specific sectors such as agriculture,

energy, and food, among others, and to support vulnerable sections of society.

Other Revenue Expenditure: Other Revenue Expenditure refers to the government’s

expenditure on various heads such as pensions, grants, and loans, among others. Pensions are

provided to retired government employees as a form of social security.
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Capital Budget

investing in critical areas such as transportation, energy, water supply, and communication.

The Capital Budget is a critical tool for promoting economic growth and development in India.

It _enables the government to invest in critical areas such as infrastructure, energy, and

education, among others, which are essential for promoting economic development and

improving the quality of life of its citizens. The Capital Budget also plays an important role

in_promoting social welfare and reducing poverty by investing in social programs and schemes.

Components:

Capital budget comprises three major components:

l. Plan Capital Expenditure

2. Non-Plan Capital Expenditure

3. Public Sector Undertakings (PSUs)

supports the government’s socio-economic objectives and promotes inclusive growth.
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The government allocates resources to various sectors such as agriculture, education, health,

guality of life of its citizens.

For instance, the government may invest in building roads, railways, airports, and ports to

healthcare to improve human capital and reduce poverty.

Non-Plan Capital Expenditure

It is_an_important component of the Capital Budget as it includes expenditure on defense,

interest payments, and subsidies, among others.

Defense expenditure is a critical component of the government’s expenditure as it ensures

national security and sovereignty. Interest payments refer to the government’s expenditure on

servicing its debt, which is an essential component of fiscal management.

Subsidies are provided by the government to promote specific sectors such as agriculture,

Public Sector Undertakings (PSUs) are government-owned companies in which the

government invests to promote their growth and development.

Capital Budget also plays an important role in promoting social welfare and reducing povert

manage the Capital Budget effectively and transparently and ensure that its policies and

measures are inclusive and sustainable.
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Fiscal Deficit

difference between the government’s revenue from taxes and non-tax sources and its

expenses, excluding interest payments on past debt.

This component reflects the government’s ability to finance its expenses from its revenue,

excluding the cost of borrowing. Another component of fiscal deficit is the interest payments

on past debt. This component indicates the burden of interest payments on the government’s

borrowing, which can impact the country’s future borrowing ability and overall economic

growth,

between the government’s revenue from taxes and non-tax sources and its expenses,

excluding capital expenses. This component indicates the government’s inability to finance its

citizens.
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The fiscal deficit for the financial year 2020-2] was 9.5% of GDP, and the government has

by a significant amount which is a good sign of developing.

Fiscal Policy Highlights of 2023-24:

amendments _will _be made to the Banking Regulation #ct of 1949, the Banking

Companies (Acguisition and Transfer of Undertaking) Act of 1970, and the Reserve

Bank of India Act of 1934. To enhance business operations in the Gyjarat

International Finance Tech-City International Financial Services Centre, several steps

will be performed (GIFT IFSC). To avoid dual regulation under the Special Economic

2ones Act of 200S, the IFSC Authority Act, 2019 will be revised to include arbitration

and associated services under GIFT IFSC.

e Infrastructure: The program foeg'ng state gayemmem:s /) years of interest-free loans
will _be made available in 2023-2024 with a budget of Rs. 1.3 lakh crore. 100

essential transportation infrastructure projects will be undertaken to provide last and

sources.

o Urban Development: Public agencies in tier-2 and tier-3 cities will be able to create

reforming property taxes and allocating user fees, cities will be encouraged to increase

their credit worthiness for municipal bonds.
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o Agriculture: To support Agri-startups in rural areas, an agriculture accelerator fund will

(PM-PRANAM) will be introduced to encourage states and UTs to encourage the

balanced use of chemical and natural fertilizers.

o Energy and Environment: Under the Environment (Protection) Act of 1986, a Green

Credit Program will be announced in order to encourage businesses, people, and local

governments to take ecologically responsible measures and to assist raise additional

funds for such initiatives. Viability gap funds will be used to assist battery energy

storage systems with a 4,000 MWh capacity.

o Research and development (R&D): At a few elite academic institutions, three centres

made possible by the publication of a national data governance policy. Via centers of

excellence, a program to encourage pharmaceutical research and innovation will be

implemented.

range of 0-490 in impacted tribal areas will be started in order to eradicate sickle cell

anemia by 2047

e Finance: For access to all financial and auxiliary information, a national registry will

introduced. Moreover, the Senior Citizens Savings Scheme deposit _cap would rise from

Rs 1S lakh to Rs 30 lakh.
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e Governance: Financial sector requlators will be urged to adopt a KYC system, and the

government and its undertakings, a voluntary settlement program will be implemented.

o» 4 vilot basis. the fi tor 0 few scl 1 be switched from input-

based to result-based.
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Chapter 04

INDIAN FINANCIAL MARKETS

Introduction

Financial markets refer broadly to any marketplace where the trading of securities occurs,

including the stock market, bond market, forex market, and derivatives market, among others.

Cinancial marl 1ol to 1) ! on of capitali \

Types of Financial Markets

). Stock Markets

These are venues where companies list their shares and they are bought and sold by traders

and investors. Stock markets, or equities markets, are used by companies to raise capital via

but who do not take an actual position in a stock.

2. Over-the-Counter Markets

hysical locations, and trading is conducted electronically—in which market participants trade

trading in certain stocks (e.g., smaller or riskier companies that do not meet the listing

criteria_of exchanges), most stock trading is done via exchanges. Certain derivatives markets,

however, are exclusively OTC, and so make up an important segment of the financial markets.
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3. Bond Markets

A bond is a security in which an investor loans wmoney for a defined period at a pre-

borrower that contains the details of the loan and its payments. Bonds are issued by

corporations as well as by wmunicipalities, states, and sovereign governments to finance

the United States Treasury, for example. The bond market also is called the debt, credit, or

fixed-income market.

4. Money Markets

Typically the money markets trade in products with highly liguid short-term maturities (of

less than one year) and are characterized by a high degree of safety and a relatively low

bought by individual investors and money market accounts opened by bank customers.

S. Derivatives Markets

financial _products, that derive their value from underlying instruments like bonds,

Futures wmarkets are where futures contracts are listed and traded. Unlike forwards, which

trade OTC, futures markets utilize standardized contract specifications, are well-requlated,
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and utilize clearinghouses to settle and confirm trades. Options markets, such as the Chicago

income securities, commodities, and so on.

6. Forex Market

and speculate on the exchange rates between currency pairs. The forex market is the most

liguid market in the world, as cash is the most liguid of assets. The currency market handles

more than $S trillion in daily transactions, which is more than the futures and equity

markets combined. As with the OTC wmarkets, the forex wmarket is also decentralized and

consists of a global network of computers and brokers from around the world. The forex

market is made up of banks, commercial companies, central banks, investment management

firms, hedge funds, and retail forex brokers and investors.

7. Comwmodities Markets

Commodities markets are venues where producers and consumers meet to exchange physical

commodities are exchanged both OTC and on listed exchanges around the world such as the

8. Cryptocurrency Markets

Adv. Vishishta Nayak YES Academy (8585235235) I



“It always seems impossible unless it is DONE!”

YES

ACADEMY
Say Yes to CS

that operate without any central authority. These exchanges allow direct peer-to-peer (P2P)

trading of digital currencies without the need for an actual exchange authority to facilitate

Overview of Indian Financial Ecosystem

The financial system of an economy is a crucial element for its economic development. It

facilitates the flow of funds from the households (savers) to business organisations

(investors), thereby assisting in the creation of wealth for the nation. Mainly, the financial

system of a country is concerned with the following:

(a) Allocation and mobilisation of savings.

(b) Provision of funds.

(c) Facilitating the financial transactions.

(d) Developing financial markets.

(e) Provision of legal financial structure.

(f) Provision of financial and advisory services.

|. Financial Institutions

2. Financial Assets

3. Financial Services

4. Financial Markets

). Financial Institutions
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The Financial Institutions act as a wmediator between the investor and the borrower. The

\ S ilised either divectlu or indirectle via the Financial Marl

The main functions of the Financial Institutions are as follows:

L labil ! Y ! \

« It helps in conversion of a risky investment into a risk-free investment

< Also acts as a medium of convenience denomination, which means, it can match a small

eposit with lare | ' 3 laroe deposit with small |

The financial institutions can further be divided into two types:

l.Banking Institutions or Depository Institutions — This includes banks and other

credit _unions which collect _money from the public against interest provided on the

deposits made and lend that money to the ones in need.

2. Non-Banking Institutions or Non-Depository Institutions — Insurance, mutual funds

such as SBl, BOB, PNB, etc.
3. Non Intermediates — Institutions that provide financial aid to corporate customers. It

includes NABARD, SIBDI, etc

2. Financial Assets

The products which are traded in the Financial Markets are called Financial Assets.
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l.Call Money — When a loan is granted for one day and is repaid on the second day, it

days, it is called notice money. No collateral securities are required for this kind of

transaction.

3. Term Money — When the maturity period of a deposit is beyond 19 days, it is called

term money,

4. Tr s - -

securities with a maturity of less than a year. Buying a T-Bill means lending money

to the Government,

S. Certificate of Deposits — It is a dematerialised form (Electronically generated) for

funds deposited in the bank for a specific period of time.

6. Commercial Paper — It is an unsecured short-term debt instrument issued by

corporations.,

3. Financial Services

It is wmade up of products and services offered by Asset Management and Liability

Management Businesses. They assist in obtaining the necessary cash and ensure that they

are invested effectively.

financial _services industry, including credit rating, venture capital funding, mutual funds,

4. Financial Markets
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Capital Market —The purpose of the capital market is to finance long-term

investments. The duration of the transactions in this market will be longer than a

year.
v

Money Market — A wholesale debt market for highly liguid, short-term instruments

with little risk. In this market, funds are offered for terms ranging from one day to

one _year. Generally speaking, the government, banks, and financial organisations

control this market,

Foreign exchange Market — One of the most developed markets across the world,

Institutions is called Credit Market.

simpler to swap various commodities and services for cash.
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Key Facets and Growth of Financial Institutions in India

of different financial instruments and efficient mobilisation of savings.

2. It is playing a significant role in increasing the national output by providing funds to

' their busi \

3. Safequarding the interests of the investors by ensuring smooth financial transactions

through regulatory bodies like, Reserve Bank of India (RBI), Securities and Exchange

Board of India (SEBI) etc.

4. Contributes substantially towards the economic development and raising the standard of

living of the people.

S. _Promotes development of weaker sections of the society through rural development banks

and _cooperative societies.

financial and advisory services.

7. Facilitates financial deepening and broadening. Financial deepening refers to an increase

in_financial assets as a_percentage of GDP and financial broadening pertains to an

. . ! E !-- ! . !! E. -! !

(1) Banking Sector

The banking industry handles finances in a country including cash and credit. Banks are the

RBl) is the apex banking institution that requlates the monetary policy in the count

Banks are classified into four categories —

(i) Commercial Banks

(i) Small Finance Banks
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(iii) Payments Banks

(iv) Co-operative Banks

 brief description of the aforesaid f. : banks | o

|._Comwmercial Banks : Commercial Banks can be further classified into public sector banks,

cooperative banks are classified into _urban and rural. Apart from these, a fairly new

addition to the structure is payments bank. Commercial Banks are requlated under the

Banking Regulation Act, 1949 and their business model is designed to make profit. Their

primary function is to accept deposits and grant loans to the general public, corporate and

government,

Public sector banks are the nationalised banks and account for more than 75 per cent of

the total banking business in the country. Majority of stakes in these banks are held by

the government

shareholders. All the banking rules and regulations laid down by the RBI will be applicable

on_private sector banks as well.

established with the main objective of providing credit to weaker sections of the society

v

as well.

The list of scheduled public sector banks, private banks, foreign banks and regional rural

banks are provided in the following tables.
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12. Jammu & Kashmir Bank Ltd.
13. Karnataka Bank Ltd.
l4. Karur Vysya Bank Ltd.
1S, Kotak Mahindra Bank Ltd
16. Lakshmi Vilas Bank Ltd.
17. Nainital Bank Ltd.
18. RBL Bank Ltd.
19. South Indian Bank Ltd.
20. Tamilnad Mercantile Bank Ltd.
21, YES Bank Ltd.
Table 3
List of Foreign Banks
List of Scheduled Foreign Banks in India
Sr.No. Name of the Bank

: rustralia & New Zealand Banking Group Ltd

Westpac Banking Corporation

Bank of Bahrain & Kuwait BSC

AB Bank Ltd.

Sonali Bank Ltd.

Bank of Nova Scotia

Industrial & Commercial Bank of China Ltd.

X N N s NS

BNP Paribas

10. Societe Generale

1. Deutsche Bank

12. HSBC Ltd

13. PT Bank Maybank Indonesia TBK

14. Mizuho Bank Ltd.

1S, Sumitomo Mitsui Banking Corporation
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16. MUFG Bank, Ltd.
17. Cooperatieve Rabobank U.A.
18. Doha Bank
19. Qatar National Bank
20. JSC VTB Bank
21. Sberbank
22, United Overseas Bank Ltd
23. FirstRand Bank Ltd
24, Shinhan Bank
28, Woori Bank
26, KEB Hana Bank
27. Industrial Bank of Korea
28, Kookmin Bank
29, Bank of Ceylon
30. Credit Suisse A.G
3l CTBC Bank Co., Ltd.
32. Krung Thai Bank Public Co. Ltd.
33, Abu Dhabi Commercial Bank Ltd.
34, Mashreq Bank PSC
3S. First Abu Dhabi Bank PISC
37. Barclays Bank Ple.
33. Standard Chartered Bank
39. NatWest Markets Plc
40, American Express Banking Corporation
4l Bank of Awmerica
42, Citibank N.A.
43, J.P. Morgan Chase Bank N.A.
44, SBM Bank (India) Limited”
4s. DBS Bank India Limited”
46. Bank of China Ltd.
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Table 4
List of Scheduled Regional Rural Banks
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Small Finance Banks : This is a niche banking segment in the country and is aimed to

List of Scheduled Small Finance Banks

Sr.No. Name of the Bank Sr.No. Name of the Bank

. Au Small Finance Bank Limited 7. ESAF Small Finance Bank Limited
2, Capital Small Finance Bank Limited 3. Fincare Small Finance Bank Limited
3. Eguitas Small Finance Bank Limited 9. Jana Small Finance Bank Limited
4. Suryoday Small Finance Bank Limited  10.  North East Small Finance Bank Ltd.
S. Ujjivan_Small Finance Bank Limited 1. Shivalik Small Finance Bank Limited

é. Utkarsh Small Finance Bank Limited

2.
It was conceptualised by the RBI and is allowed to accept a restricted deposit. they also
offer services like ATM cards, debit cards, net-banking and mobile-banking. The following
are the payments bank in India:
List of Scheduled Payments Banks
Sr.No. Name of the Bank Sr.No. Name of the Bank
l._India Post Payments Bank Limited 3. Paytm Payments Bank Limited
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Comparison between Traditional Banks and Payment Banks

. Tvaditional Banl 2 Ban

Accept deposits Yes Yes
Pay Interest on Deposits Yes Yes
Withdrawal facility for customers Yes Yes
Provide loans or involve in lending activities Yes No

Issue credit cards Yes No

Investment products Yes Yes
Maximum Deposit limit No limit Rs.l lakh only per

individual customer.

3. Urban Co-operative Banks : Urban Co-operative Banks refer to the primary cooperative

banks located in urban and semi-urban areas. These banks essentially lent to small

borrowers and businesses centered around communities, localities work place groups.

State.

Years Major Developments

1921 « Closed market

11935 -« RBl was established as the central bank of country.
« Quasi central banking role of Imperial Bank came to an end.

< In_order to_increase penetration in rural areas, lmperial Bank was converted

into State Bank of India.
1956-2000 -+ Nationalisation of 14 large commercial banks in 1969 & & more banks in 1980.
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« Entry of private players such as ICICI intensifying the competition.

had been introduced in 200S.

2018 « As per Union Budget 2019-2020, Provision coverage ratio of banks reached

onwards highest in 7 years.

« As per RBI, as of November 30, 2018, India recorded foreign exchange

reserves of approximately US$ 393.72 billion.

Public Sector Banks

The banking sector was developed during the British era. British East India Company set up

three banks: Bank of Bengal (1809); Bank of Bombay (1840) and Bank of Madras (1843).

Bank of Baroda, Union Bank, Allahabad Bank, United Bank of India, UCO Bank and Bank of
India

A _recent drastic initiative of Government of India is going to change the scenario of public

entities. This would take the number of banks in the country from 27 in 2017 to 12. These

bank mergers, and the ones already carried out, will lead to the creation of big banks with

Adv. Vishishta Nayak YES Academy (8585235235) I



“It always seems impossible unless it is DONE!”

YES

ACADEMY
Say Yes to CS

an _enhanced capacity to give credit. These big banks, would also be able to compete globally

Y e onal efficienca by reducina thei ¢ lendi

The largest of the mergers announced is that of Punjab National Bank with Oriental Bank of

— will become the second-largest public sector bank in India, after the State Bank of India.

It will also become the second-largest bank in India in terms of its branch network, with a

combined total of 11,437 branches.

The second merger announced was that of Canara Bank and Syndicate Bank, which would

render the merged entity the fourth-largest public sector bank. The merger also has the

potential to lead to large cost reductions due to network overlaps. Further, the similar

business cultures of the two banks would also facilitate a smooth transition.

The fourth merger announced is of Indian Bank and Allahabad Bank. This, too, would lead to
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Industrial Finance Corporation OFf India And Swmall Industries Development Bank OFf India

July 1, 1948 by way of an IFC Act 1993.

EC) ve First Devel Cinancial Institation of Indi ! \

growth through the development of infrastructure and industry. To aid in raising funds

directly through capital markets, the constitution of IFCl was changed from a statutory

corporation to a company under the Indian Companies Act, 1956. Subsequently, the name of

the company was changed to ‘IFCI Limited with effect from October 1999.

IFCI has been able to maintain the financial sustainability with the consistent support and

cooperation of all its stakeholders and particularly the Government of India. In addition to its

investments. Over the years, IFCI played a pivotal role in establishment of various institutes

(including some of its subsidiaries & associates) - that are respected in their fields today,

Leadership Development.

IFCI Products

. Loan Products
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2. Project Finance

3. Corporate Finance

|4 Short Term Loan product (tenure upto | year)

S. Syndication & Advisory

6. Structured Products

(b) Small Industries Development Bank of India (SIDBI)

Small Industries Development Bank of India (SIDBI) set up on 2nd April 1990 under an Act

of Indian Parliament, acts as the Principal Financial Institution for Promotion, Financing and

Development of the Micro, Small and Medium Enterprise (MSME) sector as well as for

coordination of functions of institutions engaged in similar activities.

Some of SIDBI’s key initiatives over more than the past 2S years of tirelessly promoting the

growth of MSMEs, include-

into MSME segment.

Gi) Directly impacting over 360 lakh persons/enterprises through its branch

across the country.

benefitting 356 lakh disadvantaged people, mostly women, through its Micro

Finance opemtions

have emerged as strong and viable financial intermediaries serving the

unserved.

v) Supporting more than 116 lakh budding and existing entrepreneurs by

infusing skills and reskilling initiatives.
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(vi) Facilitating Institutions Building by adopting a SIDBI Plus approach and

o its Subsidi  associate Institations for providing i

the growth of MSME ecosystem.

(vii) Developing a passionate pool of 1000+ professionals with 22% wowmen and

dynamic and consistently evolving MSME Sector.

Key Milestones in the Journey of SIDBI

Years Milestones Achieved

1990 Setting up of SIDBI

1994 Foundation of Microfinance laid

1998 Technology Bureau for Small Enterprise (TBSE) was set up which converted

into India SME Technology Services

1999 Setting up of SIDBI Venture Capital Limited
(CGTMSE)
2008 Setting up of SMERA Ratings Ltd.
2008 Birth of India SME Asset Reconstruction Company Ltd. (ISARC)
208 Set up MUDRA
2017 Launched Certified Credit Counsellor (CCC)
2018 Launch MSME Pulse and CriSidEx

Regional Rural Banks (RRBs)

September, 1975 and the RRB_Act 1976 to provide sufficient banking and credit facility for

agriculture and other rural sectors.
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The current structure of RRBs is that Central Government owns $0% , Sponsorship Bank

~ lholds 35% and State Government holds 1S%.

Regional Rural Banks (RRBs) are Indian Scheduled Commercial Banks (Government Banks)

serving primarily the rural areas of India with basic banking and financial services. However,

RRBs may have branches set up for urban operations and their area of operation may include

Government of India _covering one or more districts in the State. RRBs also perform a variety

of different functions. RRBs perform various functions in the following heads:

(a) Providing banking facilities to rural and semi-urban areas.

(b) Carrying out government operations like disbursement of wages of MGNREGA workers,

distribution of pensions etc.

(c) Providing Para-Banking facilities like locker facilities, debit and credit cards, mobile

banking, internet banking,UPI etc.

(d) Small financial banks.

Cooperative Banks

l.__Cooperative banks issue shares of unlimited liability, while the joint stock banks issue

shares of limited liability.

2. In_a cooperative bank, one shareholder has one vote whatever the number of shares he

may hold. In a joint stock bank, the voting right of a shareholder is determined by the

number of shares he possesses.
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3. Cooperative banks are generally concerned with the rural credit and provide financial

cooperative banks at the state level. Joint stock banks do not have such a federal

structure,

stock banks and their branches mainly concentrate in the urban areas, particularly in the

big cities.

History of Cooperative Banking in India

Cooperative movement in India was started primarily for dealing with the problem of rural

credit. The history of Indian cooperative banking started with the passing of Cooperative

limited means.”

Structure of Cooperative Banking

credit institutions dominate the entire cooperative credit structure.  Agricultural credit

of agriculturists have a three-tier federal structure- (a) at the apex, there is the state

cooperative bank in each state; (b) at the district level, there are central cooperative banks;
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(c) at the village level, there are primary agricultural credit societies. Long-term agricultural

B Cooperative Credit Inshtutions

i .

i Agrcultural Credit institution Non-Agricultural Creda Intitutions

. !

i Short-Term Credit Institutions Long-Term Credit Institutions

| l (Land Developmant banks)
R | '] 1 |

State Copperatve Central Cooperative Primary Agricultural
Banks Credit Societies
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Banks receive concessional refinance services from RBI and IDBI from time to time for them

purposes. They are requlated by the National Bank for Agricultural and Rural Development

(NABARD).

Non-Banking Finance Companies (NBFCs)

A Non-Banking Financial Company (NBEC) is a company registered under the Companies

Act, 1956/2013 and engaged in the business of loans and advances, acquisition of

shares/stocks/bonds/debentures/securities issued by Government or local authority or other

marketable securities of a like nature, leasing, hire purchase, insurance business, chit business

but does not include any institution whose principal business is that of agriculture activity,

which _is_a_company and has principal business of receiving deposits under any scheme or

arrangement in_one lump sum or in_instalments by way of contributions or in any other

not available to depositors of NBFCs, unlike in the case of banks.

Different types of NBFCs
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follows:

) Asset Fi . (AFC) : An AFC i hich i p al

institution carrying on as, its principal business the financing of physical assets

supporting productive/economic activity, such as automobiles, tractors, lathe machines,

generator sets, earth moving and material handling equipments, moving on own power

and_general purpose_industrial machines. Principal business for this purpose is defined

as the aggregate of financing real/physical assets supporting economic activity and

income arising therefrom is not less than 60% of its total assets and total income

respectively.

2. Investment Company (IC) : IC means any company which is a financial institution

carrying on as its principal business the acquisition of securities.

Asset Finance Company.

4. Infrastructure Finance Company (FC) : IFC is a non-banking finance company a)
hich depl  least 7S + of its total vs in infrastruct ) b) |

minimum Net Owned Funds of Rs. 300 crore, ¢) has a minimum credit rating of ‘A

‘or equivalent d) and a CRAR of 15%.
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S. Systemically Important Core Investment Company (CIC-ND-SI) : CIC-ND-SI is an

VBEC . ve busi ¢ acuisition of <} ! vios which satisi

the some conditions

6. Infrastructure Debt Fund : Non- Banking Financial Company (IDE-NBFC) : IDF-

NBFC is a company registered as NBFC to facilitate the flow of long term debt into

infrastructure projects. IDF-NBFC raise resources through the issue of Rupee or Dollar

Companies (IFC) can sponsor IDE-NBFCs.

7. Non-Banking Financial Company - Micro Finance Institution (NBFC-MFI) .

NBFC-MFI needs to deploy at least 85% of its assets in the form of micro-finance

to be given as loans to those with an annual income of "120,000 (in urban areas) and

'60,000 Cin rural areas). These loans need to be sanctioned without collateral: should

not _exceed "S0,000 and should not have a loan tenure of less than 24 months. The

aqgreed.
v

8. Non-Banking Financial Company — Factors (NBFC-Factors) : NBFC-Factor is a

the gross income is from mortgage guarantee business and net owned fund is Rs. 100

crore.

10. NBFC- Non-Operative Financial Holding Company (NOFHC) is financial institution

through which_promoter / promoter groups will _be permitted to set up a new bank.
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It’s a wholly-owned Non-Operative Financial Holding Company (NOFHC) which will

regulatory prescriptions.

Services offered by NBFCs

NBFCs offer a wide range of financial services, including:

e Personal loans

o Home loans

o Vehicle loans

e Gold loans

e Microfinance

o Leasing and hire-purchase services

e Credit card services

e Insurance services

| e Investment and asset management services

Differences between NBFCs and banks?

Although NBFCs lend money and make investments, just like banks do, there are a few

distinct differences between them:

o NBFCs cannot accept demand deposits

o NBFCs cannot issue chegues drawn on itself

Guarantee Corporation is not available to depositors of NBFCs

| e NBFCs do not form part of the payment and settlement system
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Basics Of Capital Market : Types of Shares and Debentures

cotton. Hence, trading activities flourished during the period, resulting in a boom in share

prices. This boom, the first in the history of the Indian capital wmarket, lasted for half a

decade. The first joint stock company was established on 1850. The bubble burst on July I,

1865, when there was a tremendous slump in share prices.

Trading was at that time limited to a dozen brokers, their trading place was under a banyan

tree in_front of the Town Hall in Bombay. These stockbrokers organized an informal

The Bombay Stock Exchange was recognized in May 1927 under the Bombay Securities

Contracts Control Act, 1925. Indian remained largely inactive till the 1970s. Partial

lasting impetus.

Today, segments of India’s capital markets are comparable with counterparts in many of the

2013, is a sign of their increasing maturity.
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Types of Shares

in_a company. The holders of these shares are the real owners of the company. They have

control over the working of the company. Egquity shareholders are paid dividend after paying

profits of the company. They may be paid a higher rate of dividend or they may not get

anything.

Eguity share is a main source of finance for any company giving investors rights to vote,

share profits and claim on assets. Various types of equity share capital are authorized, issued,

subscribed, paid up, rights, bonus, sweat equity etc. The expression of the value of equity

shares in terms of the face value or par value, issue price, book value, market value, intrinsic

value, stock market value etc.

Types of Equity Share Capital /| Shares

Types of Equity Share Capital

— Authorised Share Capital

— Issued Share Capital

Subscribed Share Capital

__ Paidup Capital

—— Rights Shares

I Sweat Equity Shares
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I. Authorised Share Capital : It is the maximum amount of capital which a company can

agrees _upon.

4. Paid up Capital : It is the part of the subscribed capital, which the investors pay.

6. Rights Shares : These shares are those which a company issues to it’s existing

shareholders. The company issues such kind of shares in order to protect the ownership

rights of the existing investors

7 Sweat Easuity S . Sweat ity <) . | 4 Hional )

directors of the company for their exceptional job in terms of providing know-how or

intellectual property rights to the company.

Preference Share Capital

any voting rights, but common shareholders usually do.

Types of Preference Shares
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Types of Preference Shares

. Cumulative Preference Shares

MNon-Cumnulative Preference Shares

B Redeemable Preference Shares

B Participating Preference Shares

Norn-participating Preference Shares

Convertible Preference Shares

Mon-convertible Preference Shares

|. Cumulative Preference Shares : Preference dividend is payable if the company earns an

adeguate profit. However, cumulative preference shares carry additional features which allow

the preference shareholders to claim unpaid dividends of the years in which dividend could

not be paid due to insufficient profit.

2. Non-Cumulative Preference Shares : The holders of non-cumulative preference shares will

to claim unpaid dividend which could not be paid due to insufficient profit.

3. Redeemable Preference Shares : Redeemable preference shares are those shares which

are redeemed or repaid after the expiry of a stipulated period.
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4. Participating Preference Shares : Participating preference shareholders are entitled to

option to convert whole or part of their holding into equity shares after a specific period of

time,

7. Non-convertible Preference Shares : The holders of non-convertible preference shares do

not_have the option to convert their holding into equity shares i.e. they remain as preference

share till their redemption.

Debentures

“A debenture /s a document uynder the company’s seal which provides for the payment of

prmcpal sum and interest thereon at regular mtervals, which /s usually secured by a tixed or

company.
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Types of Debentures

e

Secured Debentures |

[ Unsecured Debentures l

Redeemable Debentures l

B Irredeemable Debentures

B Fully Convertible Debentures

— Partly Convertible Debentures

Mon-Convertible Debentures

3. Redeemable Debentures : These debentures are payable at the expiry of the end of a

specified period. They are payable either in the lump sum or in installments over a time

period.

4. Irredeemable Debentures : Such debentures are perpetual in nature. There is no fixed

date at which they become payable. They are redeemable when the company goes into

the liguidation process. Or they can be redeemable after an unspecified long time interval.

S. Fully Convertible Debentures : These shares can be converted to equity shares at the

option of the debenture holder.
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6. Partly Convertible Debentures : Here the holders of such debentures are given the

shares or any kind of equity. These debentures will remain so till their maturity, no

conversion will take place. These are the most common type of debentures.

3. Bearer Debentures — Such debentures are payable to the bearer thereof. These can be

transferred merely by delivery. Interest is paid to the person who produces the interest

coupon attached to such debentures.

9. Registered Debentures are those which are payable to the persons who appear in the

Register of Debenture holders. These can be transferred only by executing a transfer

deed. Interest is paid to the registered holder.

Financial Assistance Scenario For Small And Medium Enterprises And Startups

I. Small and Medium Enterprises in India

(a) Scheme of Fund for Regeneration of Traditional Industries (SFURTI)

Description The objectives of the scheme is to organize the traditional

industries and artisans into clusters to make them competitive

and provide support for their long term sustainability, sustained

employment, to enhance wmarketability of products of such

clusters, to equip traditional artisans of the associated clusters

with the improved skills, to make provision for common facilities

and improved tools and equipments for artisans, to strengthen

the cluster governance systems with the active participation of

the stakeholders, and to build up innovated and traditional skills,

improved technologies, advanced processes, market intelligence
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and new models of public-private partnerships, so as to gradually

y il els of cluster-based ' traditional

industries.

Nature of The Financial assi dod F i proiect shall |

assistance subject to a maximum of Rs 8 (eight) crore to support Soft,

Hard and Thematic interventions.

Who can apply? Non-Government  organizations (NGOs), institutions of the

Central and  State  Governments and  semi-Government

institutions, field functionaries of State and Central Govt,,

Panchayati Raj institutions (PRIs), Private sector by forming

cluster specific SPVs, Corporates and Social Responsibillity (CSR)

foundations with expertise to undertake cluster development.

Objectives of the Scheme:

(il) Promote entrepreneurship culture in India

C-nz 2 : . ! ! ! : !! !- : . : ! !
C-Z E -!‘! ! N :¢ ! . ! !. E : ¢! !

(v) Promote innovation to further strengthen the competitiveness of MSME sector.

Nat £ Assist _ 20 Livelihood busi neul (2014-2016) ) )

NSIC, KVIC or Coir Board or any other Institution/agency of Gol/State Govt. on its own or by

organisation of the M/o MSME, one-time grant of 100% of the cost of Plant & Machinery

other than the land and infrastructure or an amount up to Rs.l00 lakhs whichever is less to

be provided
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1 (c) Entrepreneurship and Skill Development Programme (ESDP)

Description Entrepreneurship  Development  Programmes are  being

enlightening them on various aspects of industrial activity

required for setting up MSEs. These EDPs are generally

wcted in ITls - Polutechni ot wmical

institutions, where skill is available to wmotivate them

towards self-employment.

Nature of assistance 20 % of the total targeted of ESDPs are conducted
exclusively —for weaker sections of the society i.e.

(SC/ST/women and PH) with a stipend of Rs.S00/- per

month_per candidate under the Promotional Package for

(Mi small Enterprises) MSEs. No fee is cl £

Who can apply? These _programmes _are _conducted by MSME-DIs of

Ministry.

(a)  Schemes of National Small Industries Corporation (NSIC)

The schemes of National Small Industries Corporation are as under:

With a view to increase the share of purchases from the small-scale sector, the Government

tores Purchase P wunched in 1955-56. NSIC revisters Micro £ Swall

Enterprises (MSEs) under Single Point Registration scheme (SPRS) for participation in

Government Purchases.
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2. Financial Assistance for Start-Ups

This _scheme is _run by Ministry of Agriculture and Farmers welfare. Venture Capital

qualifying projects to meet shortfall in the capital requirement for implementation of the

project,

The benefits of the Venture Capital Assistance Scheme are as under:

(i) Help in assisting agripreneurs to make investments in setting up agribusiness projects

through financial participation.

Eligibility Criteria (Who can apply)-

e Farmers

e Producer Groups

e Partnership/Proprietary Firms

o Self Help Groups

o Companies

° Agripreneurs

o Units in agriexport 2ones

o Agricul Individuall in n ibusin

(SIP-EIT):;
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This scheme is managed by Ministry of Electronics & Information Technology. SIP-EIT is a

global IP along with capturing growth opportunities in ICTE sector.

Eligibility Criteria :

2. The applicant should be a registered company under the Companies Act, 2013/1956 and

should fulfil the investment limits in plant and machinery or equipment as defined in the

MSME Development Act 2006

3. The applicant should be a registered STP Unit and should fulfill the investment limits in

plant and machinery or equipment as defined in the MSME Development Act 2006

4. The applicant should be a technology incubation enterprise or a startup located in an

incubation centre/ park and registered as a company (a certification from the incubation

centre/ park in this case is mandatory).

(c) Stand-Up India for Financing SC/ST and/or Women Entrepreneurs :

This scheme is managed by Small Industries Development Bank of India (SIDBI). Stand Up

India Scheme facilitate bank loans between 10 lakh and | crore to atleast one scheduled

caste (SC) or Scehduled Tribe, borrower and atleast one women per bank branch for setting

up a greenfield enterprise. This enterprise may be in manufacturing, services or the trading

sector. In case of non-individual enterprises at least S1% of the shareholding and controlling

stake should be held by either an SC/ST or Woman entrepreneur.
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Eligibility :

2. Loans under the scheme is available for only greenfield project. GreenField signifies, in

y e first i ¢ the beneficiard in 4 cacturi \

trading sector.

3. In _case of non-individual enterprises,S1% of the shareholding and controlling stakes
| should be held by either SC/ST and/or Women Entreprevewr.

S._Borrower should not be in default to any bank or financial institution.
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Chapter 0S
INDIAN ECONOMY

Primary (Agriculture And Allied Activities)

The primary sector is that which is involved in obtaining raw materials or natural resources

from the planet. The kind of economic activities that can exist in a location depend on its

characteristics. This industry produces goods that are offered or sold to the general

population. Utilising the Earth’s natural resources, like water, minerals, vegetation, etc., it is

able to carry out its economic activities. There are two categories of primary industries:

Genetic Industry

This industry involved the extraction or gathering of raw wmaterials, which can then be

enhanced through labour-intensive manufacture. Agriculture, forestry, fisheries, and livestock

management are a few examples of the primary sector's genetic industry. These industries

are susceptible to advances in renewable resource technology and science.

Extractive Industry

This category includes the extraction or manufacture of finite raw materials that cannot be

replaced or replenished by agriculture. In the extractive industries, stone is quarried, mineral

fuels are extracted, and mineral ores are mined.

Primary Sector Classifications

Primary industries include the following: Farming:

Farmers cultivate plants and raise animals that may be utilised to produce food or other

items on their property. Agriculture is a primary-sector industry. It is the ability to make raw

food using agricultural methods. Rough materials and textiles are separated from food and

fuel to form four distinct product groups. The food category includes egq yolks, wmilk,

vegetables, meats, and oils. Cotton is a raw material used in agriculture to produce clothes.

Mining

The extraction of raw materials from the ground, such as rock, sand, metals, clay, gemstones,

and minerals, is known as mining. A mining company’s most valuable assets are its reserves
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and resources. Ore resources are located, the profit potential is assessed, and precious metals

are extracted.

them and processing them. Industrial fish farming is the fastest-growing food production

technology globally, and fish farms presently provide about half of the world’s seafood.

Forestry: The forest products business makes a substantial contribution to world economies.

For various sectors, forestry is a crucial supplier of raw materials. All forms of forest sector

goods help address some of the needs of contemporary civilization while also improving

worldwide human well-being.

Agriculture is the primary source of livelihood for about S8% of India’s population. Gross

India_at current prices stood at 17.8 % in FY20. The Indian food industry is poised for huge

growth, increasing its contribution to world food trade every year due to its immense

Inc42, the Indian agricultural sector is predicted to increase to US$ 24 billion by 202S. The

India_is the world’s second-largest producer of rice, wheat, sugarcane, cotton, groundnuts and

fruits & vegetables. It also produced 25% of the world’s pulses, as of last decade, until 2019
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Major Investments

ndian food processing industry ha ymulatively attracted Foreign Dire Y

equity inflow of about US$ .08 billion between April 2000 and March 2019.

Some major investments and developments in agriculture are as follows:

e Investments worth Rs 8,500 crore (US$ 1.19 billion) have been announced in India for

ethanol production.

o The first mega food park in Ragjasthan was inaugurated in March 2013.

o Agrifood start-ups in India received funding of US$ 1.66 billion between 2013-17 in 58

deals.

o In 2017, the agriculture sector in India witnessed 18 M&#A deals worth US$ 2SI million.

o From 2017 to 2020, India received ~US$ | billion in agritech funding. With significant

interest from the investors, India ranks third in terms of agritech funding and number of

agritech start-ups by 202S, Indian agritech companies are likely to witness investments

worth US$ 30-3S billion.

one million production and sales mark.

o Investment worth Rs. 3,500 crore (US$ 1.19 billion) have been announced in India for

ethanol production.

Major & b Initiatives

Some of the recent major government initiatives in the sector are as follows:

(TMA) scheme to provide financial assistance for transport and marketing of agriculture

products in_order to boost agriculture exports.
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o The Agriculture Export Policy, 2018 was approved by Government of India in December

(PM-AASHA), under which states can decide the compensation scheme and can also

partner with private agencies to ensure fair prices for farmers in the country.

$5,500 crore (US$ 820.49] million) assistance package for the sugar industry in India.

o The Government of India is going to provide Rs 2,000 crore (US$ 306.29 wmillion) for

computerisation of Primary Agricultural Credit Society (PACS) to ensure cooperatives are

benefitted through digital technology.

o With an aim to boost innovation and entrepreneurship in agriculture, the Government of

India _is introducing a new AGRI-UDAAN programme to mentor start-ups and to enable

them to connect with potential investors.

development of irrigation sources for providing a_permanent solution from drought.

o The Government of India plans to triple the capacity of food processing sector in India

(SAMPADA).

o The Government of India has allowed 100 per cent FDI in marketing of food products and

‘Dairy Sahakar’ scheme in Anand, Gyjarat.

scheme proposes assistance and_incentive for movement of agri-produce by air transport.

The Krishi UDAN 2.0 will _be implemented at S3 airports across the country, largel
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focusing on Northeast and tribal regions, and is expected to benefit farmers, freight

forwarders and airlines.

added products.

o In October 2021, the Union Ministry of Agriculture and Farmers Welfare announced that

IS _major producing states under a special programme. This programme is likely to boost

production and productivity by speeding up the seed replacement rate and subsequently,

help in_increasing farmer’s income.

o In September 2021, Prime Minister Mr. Narendra Modi launched 3S crop varieties with

special traits such as climate resilience and higher nutrient content,

o Prime Minister of India launched the Pradhan Mantri Kisan Samman Nidhi Yojana (PM-

Kisan) and transferred Rs, 2,021 crore (US$ 284.498 wmillion) to bank accounts of more

(PM-Kisan).

o In September 2021, the Union Ministry of Agriculture and Farmers’ Welfare signed five

maximise yield.

o With a budget of US$ 1.496 billion, the ‘Production-Linked Incentive Scheme for Food

food brands in international markets.
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The key highlights of Union Budget 2023 for Agriculture Sector

Accelerator Fund.

o The agricultural credit will be raised to Rs.20 trillion, with an emphasis on dairy,

fisheries, and animal husbandry.

o A new sub-scheme of the PM Matsya Sampada Yojana will be introduced with a targeted

investment of Rs.6,000 crore to further enable the activities of fish vendors, fishermen,

the market.

o The Center will empower 10 million farmers to switch to natural farming.

o To assist farmers in storing their produce and obtaining fair prices through timely sales,

a_sizable, decentralised storage capacity will be set up.

o A Digital Public Infrastructure for Agriculture will be created as an open source, open

standard, and interconnected general welfare. It will make it possible for solutions that

are_inclusive of farmers and help to increase access to farm inputs, market intelligence,

also be introduced.

o A Rs.2,516 crore investment was made to start computerising 63,000 Primary Agricultural

Credit Societies (PACS).

farmer’s lands in S Km wide corridors along the river Ganga.

o NABARD to facilitate fund with blended capital to finance startups for agriculture & rural

enterprise,
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o ‘Kisan Drones’ for crop assessment, digitization of land records, spraying of insecticides

and nutrients.

project,

The key highlights of Union Budget 2020-2] for Agriculture Sector

o The government has reduced the excise duty component to compensate for the additional

CesSs.

o The target for agricultural credit has been increased to Rs.6.S lakh crores in order to

ensure availability of higher credit to farmers and for sectors like animal husbandry,

diary, and fisheries.

o Allocation towards rural infrastructure development fund is proposed to be increased to

Rs.490,000 crore by 202]-22.

o _Water conservation commitment stands further enhanced since the Micro lrrigation Fund

corpus has been increased to Rs.10,000 crore via NABARD.

strengthening these crops’ production clusters.

e 1,000 more mandis to be integrated with e-NAM to help boost transparency in the Agri

markets.

country’s vast ocean resources and R&D capabilities.

Secondary (Manufacturing)

the year 2020.
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Major Investments

recent past are:

o As of December 2018, premium smartphone maker OnePlus is anticipating that India will

become its largest Research and Development (R&D) base within the next three years.

on_hiring and anticipate good growth in future prospects.

o As of October 2018, Filatex India, a polymer wmanufacturer, is planning to undertake

forward integration by setting up a fabric manufacturing and processing unit.

o As of August 2018, 11ISC’s Society of Innovation and Development (SID) and WIPRO 3D

are collaborating to produce India’s first industrial scale 3D printing machine.

o For its Commercial Vehicles, Ashok Leyland is utilising machine learning algorithms and

its newly created telematics unit to improve the performance of the vehicle, driver and so

on.

growth in the production of natural gas, steel, cement, fertilisers, coal, refinery products

and _electricity.

between April 202] and October 2021,
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Major Government Initiatives

developments are:

o In October 2018, the Government of India released the draft National Policy on

Electronics (NPE) which has envisaged the creation of a US$ 400 billion electronics

cacturing. industra in oy 2025

o In September 2018, the Government of India exempted 3S wmachine parts from basic

custom duty in order to boost mobile handset production in the country.

o _Government of India is in the process of coming up with a new industrial policy which

envisions the development of a globally competitive Indian industry. As of December 2013,

the policy has been sent to the Union Cabinet for approval.

o In Union Budget 2018-19, the Government of India reduced the income tax rate to 25 per

cent for all companies having a turnover of up to Rs 250 crore (US$ 33.7S wmillion).

o The Government of India has launched a phased manufacturing programme (PMP) aimed

at_adding more smartphone components under the Make in India initiative thereby giving

automatic route from 49% to 74%.

e The Ministry of Defence, Government of India, approved the “Strategic Partnership” model

submarines, fighter jets, helicopters and armoured vehicles
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o The Union Cabinet has approved the Modified Special Incentive Package Scheme (M-

PS) in whic) < will 1 ) 1ll December 2013 N
. imit of Rs 10.000 0SS 1.5 billion)

o With the help of Make in India drive, India is on a path of becoming the hub for hi-tech

either set up or are in process of setting up manufacturing plants in India, attracted by

India's market of more than a billion consumers and an increasing purchasing power.

the Uttar Pradesh Defence Industrial Corridor project worth Rs. 400 crore (US$ $3.73

million) in Jhansi,

In_November 2021, the Experts' Advisory Committee (EAC) of the Department for

Promotion of Industry and Internal Trade approved Rs. 3 crore (US$ 403,293.54) for the

Atal Incubation Centre (AIC), Pondicherry Engineering College Foundation (PECF), under
the Start-up India Seed Fund scheme.

In_September 2021, Prime Minister Mr. Narendra Modi approved the production-linked

10,683 crore (US$ 1.4S billion).

India_outlines a plan _in August 202| to reach its goal of US$ | trillion in manufactured

goods exports.

50,000 crore (US$ 6.7 billion) for building six conventional submarines under Project-7S

India

sectors, including food-tech, green energy, defence, education-tech, and health-tech, have

promising start-ups that provides various social and digital connect opportunities.

o In May 202), the government approved a PLI scheme worth Rs. 18,000 crore (US$ 2.47

billion) for the production of advanced chemical cell (ACC) batteries; this is expected to
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attract investments worth Rs. 45,000 crore (US$ 6.18 billion) in the country, and further

India’ and ‘Self-reliant India’ initiatives.

o India's display panel market is estimated to grow from ~US$ 7 billion in 2021 to US$ 1S

billion in 20285.

o The Mega Investment Textiles Parks (MITRA) scheme to build world-class infrastructure

will _enable global industry champions to be created, benefiting from economies of scale

and agglomeration.

o Seven Textile Parks will be established over three years.

e The government proposed to make significant investments in the construction of modern

fishing harbours and fish landing centres, covering five major fishing harbours in Kochi,

Chennai, Visakhapatnam, Paradip, and Petuaghat, along with a multipurpose Seaweed Park

in _Tamil Nadu.

! . ! . N .
| e The Operation Green scheme of the Ministry of the Food Processing Industry, which was

limited to onions, potatoes and tomatoes, has been expanded to 22 perishable products to

encourage exports from the agricultural sector. This will facilitate infrastructure projects

for horticulture products.

Major Investments

o In October 202|, information technology major 2oho, announced that it will invest Rs.

research and development (R&D) in the manufacturing sector.
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o In August 202), Wistron Corp. collaborated with India's Optiemus Electronics to

o In FY2|, India received a total foreign direct investment (FDI) inflow of US$ 81,72 billion,

a 10% increase YoV.

o On February 16, 2021, Amazon India announced to start manufacturing electronic products

in_India, starting first with Amazon Fire TV stick manufacturing. The company plans to

of Foxconn in_Chennai by the end-202].

o In April 2021, Samsung started manufacturing mobile display panels at its Noida plant

and plans to ramp up manufacturing IT display panels soon.

Union Budget 2023-24 for The Manufacturing Sector

The budget highlighted the importance of manufacturing in the country. A total of 18,73,323

crore_rupees have been allocated for the manufacturing sector which is 35.49 percent higher

than the previous year’s allocation.

the Trade Infrastructure For Export Scheme (TIES) which aims to promote Indian exports

and the setting up of the National Traders Welfare Board which will provide assistance to

of Manufacturing.

Tertiary (Services)

transpo storage and communication, financing, insurance, real estate, business services
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Key Developments

while imports stood at US$ 12.7] billion.

< 0 June 202). Indid . by 92.30% to USS 32.5 billi ino 1}

seventh consecutive month of growth.

o The Indian services sector was the largest recipient of FDI inflows worth US$ 88.95

as per data released by the Department for Promotion of Industry and Internal Trade

(DPIT).

o In August 202|, the Department of Telecommunications (DoT) issued a letter of intent

(Lol) to OnelWeb (backed by Bharti Group) for satellite communication services licence.

o In July 2021, Tata Teleservices collaborated with 2o0om Video Communications to offer

bundled communication services.

o In April 202, the Ministry of Education (MoE) and University Grants Commission (V6C)

government’s focus on ease of doing business to enable ease of living for stakeholders.

e By October 2021, the Health Ministry’s eSanjeevani telemedicine service, crossed 14

company's _first startup partnership programme focused on Indian mentors, creates

rateoic part _develop healt} uti

o _The Indian healthcare industry is expected to shift digitally enabled remote consultations

via_teleconsultation. The telemedicine market in India is expected to increase at a CAGR

of 31% from 2020 to 2028,
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o In December 2020, Gamma Skills Automation Training introduced a unigue robotics %

trained technicians, with an emphasis on getting them ready for the industry and future,

based on the German Dual Vocational Educational Training (DVET) model. By 2024, this

e In October 2020, Bharti Airtel entered the cloud communications market with the launch

of business-centric ‘Airtel 1Q’.

Major Government Initiatives

Services Exports from India Scheme (SEIS)

(a) SEIS is aimed at promoting export of services from India by providing duty scrip credit

for eligible export.

for Mode | and Mode 2 services.

(c) In the Mid-term review of FTP 2015-20, SEIS incentives to notified services were

increased by 2 per cent.

National Digital Communications Policy 2018

. P . . . . . .
.

(a) Connect India: Creating Robust Digital Communications Infrastructure.

Innovation and IPR generation.

(c) Secure India: Ensuring Sovereignty, Safetg and Security of Qig/‘tal Communications.

National Tourism Policy 2015
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(a) Formulation of National Tourism Policy 201S that would encourage the citizens of India

global travellers.

National Health Policy 2017

(a) The Union Cabinet, Government of India, has approved the National Health Policy 2017,

which will provide the policy framework for achieving universal health coverage and delivering

| guality health care services to all at an affordable cost.

National Education Policy, 2020

The key highlights of the National Education Policy, 2020 are as under:

o Ensuring Universal Access at All Levels of schooling from pre-primary school to Grade 12;

o Ensuring quality early childhood care and education for all children between 3-6 years;

o New Curricular and Pedagogical Structure (S+3+3+4);

o No hard separations between arts and sciences, between curricular and extra-curricular

o Emphasis on promoting multilingualism and Indian languages; The medium of instruction

until at least Grade S, but preferably till Grade 8 and beyond, will be the home language/

Disadvantaged Groups(SEDGs),

o A separate Gender Inclusion fund and Special Education 2ones for disadvantaged regions

and groups;

o Robust _and transparent processes for recruitment of teachers and wmerit based

performance;

o Ensuring availability of all resources through school complexes and clusters;
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o Setting up of State School Standards Authority (SSSA);

o Holistic Multidisciplinary Education with multiple entry/exit options;

o Establishment of Academic Bank of Credit:

o Setting up of Multidisciplinary Education and Research Universities(MERUs);

. Sersi ¢ National Research Foundation(NRE):

o ‘Light but Tight’ regulation,

o Single overarching umbrella body for promotion of the higher education sector including

teacher education and excluding wedical and legal education- the Higher Education

Commission of India (HECI)-with independent bodies for standard setting- the General

e Education Council; funding-Higher Education Grants Council (HEGC); accreditation-
National Accreditation Council (NAC); and regulation- National Higher Education
Regulatory Council (NHERC);

. E ion of ) di earni . ER:

e Internationalization of Education;

e Professional Education will be an integral part of the higher education system. Stand-

alone technical universities, health science universities, legal and agricultural universities,

Education;

o Establishing a National Mission for Mentoring;

o Creation of an autonomous body, the National Educational Technology Forum (NETF) to

all levels of education;

e Achieving 100% youth and adult literacy,

o Multiple _mechanisms _with _checks and _balances _will _combat _and _stop _the

commercialization of higher education;
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o All education institutions will be held to similar standards of audit and disclosure as a

‘not forprofit’ entity;

. The ! the S 0 worl ; . ve public i \

Education sector to reach 6% of GDP at the earliest;

overall focus on guality education,

o Ministry of Education: In order to bring the focus back on education and learning, it may

e decirabl _desionate MHRD as. the Ministra of Education (MoE)

FDI Policy

o 100 per cent FDI is allowed under automatic route in scheduled air transport service,

regional air transport service and domestic scheduled passenger airline.

o Approval of 100 per cent FDI in aviation for foreign carriers.

o 100 per cent FDI is allowed under the automatic route in tourism and hospitality, subject

to_applicable regulations and laws.

automatic route since 2002.

o For the healthcare sector, 100 per cent FDI is allowed under the automatic route for

Greenfield projects and for brownfield project investments, up to 100 per cent FDI is

done through the FIPB approval route.

o _Government has allowed 100 per cent FDI in the railway sector for approved list of

projects
T J

100 per cent for insurance intermediates.
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Further initiatives

boost the manufacturing of telecom and networking products in India. The scheme is

expected to attract an investment of Rs. 3,34S crore (US$ 446.22 wmillion) over the next

o In October 202|, the government launched phase-1l _of the Mahatma Gandhi National

Fellowship to empower students and boost skill development.

o In October 2021, the PM Ayushman Bharat Health Infrastructure Mission was launched

by the government, to strengthen the critical healthcare network across India in the next

four to five years.

o In September 2021, India _and the VK joined the |lth Economic and Financial Dialogue

(EFD) to discuss the FTA (Free Trade Agreement) opportunities in services.

o Credit t _food  industri vood at Rs. 110.86 trillion (VS 1.49 trillion) p
November S, 2021.

o The Indian government is planning to introduce a credit incentive programme worth Rs.

50,000 crore (US$ 6.8 billion) to boost healthcare infrastructure in the country. The

e FDI limit for insurance companies has been raised from 43% to 74% and 100% for

insurance intermediates.

o In May 202|, the Ministry of Commerce and Industry announced that India received an

FDI inflow of US$ 81.72 billion, the highest FDI during FY 2020-21.
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o In March 202I, the central government infused Rs. 14,500 crore (US$ 1.99 billion) capital

non-interest bearing bonds.

o On January 1S, 202), the third phase of Pradhan Mantri Kaushal Vikas Yojana (PMKVY)

Skill _Development and Entrepreneurship, the third phase will focus on new-age and

COVID-related skills. PMKVY 3.0 aims to train eight lakh candidates.

the Ministry of Communications, Government of Japan, to strengthen cooperation in the

areas of SG technologies, telecom security and submarine optical fibre cable system.

o On November 4, 2020, the Union Cabinet, chaired by the Prime Minister, Mr. Narendra

Modi, approved to sign a memorandum of understanding (MoU) between the Ministry of

Communication and Information Technology and the Department of Digital, Culture, Media

and Sports (DCMS) of United Kingdom Government to cooperate in the field of

telecommunications/ information and communication technologies (ICTs).

satellite broadband under BharatNet project by March 202].

o In September 2020, the government announced that it may infuse Rs. 200 billion (US$

revolutionise the healthcare industry by making it easily accessible to everyone in the

o In September 2020, the Government of Tamil Nadu announced a new electronics %

hardware _manufacturing policy aligned with the old policy to increase the state's

electronics output to US$ 100 billion by 202S. Under the policy, it aims to meet the
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requirement for incremental human resource by upskilling and training >100,000 people by

2024.

Broadband access to all villages by 2022,

Agricultural And Industrial Policies Of India

(A) Agricultural Polices

The agricultural development policies during five year plans are as under:

(1) Five-year plan (1951-56) : The highest priority was accorded to increase of agricultural

production. Nearly one third or 3| per cent of total plan funds were allocated to the

agriculture sector. River valley projects were taken up. lrrigational facilities and fertilizer

plants were established. Consequently, production of food-grains increased by 36 per cent in

a short _span of five years.

(2) Second five-year plan (1956-61) : It focused on industrial growth and only 20 per cent

of plan allocation was devoted to agriculture. Still food-grains production exceeded the target

! ! ! . E‘ . !- S -!.!. ! E ! N ! 5 !.!-

(3) Third Five Years Plan (1961-66) : The priorities were on self-sufficiency in food grains,

Revolution. The production of food grain touched 94 wmillion tonnes.
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(4) Fourth Five Years Plan (1969-74) : It aimed at a S per cent annual growth in food

increased sharply but growth in rice, oilseeds and coarse grains were nominal resulting in only

(5) Fifth Five Years Plan (1979-79) : It emphasised on self-sufficiency in food production

area_under HYV seeds and grant of loans and subsidies to farmers. Dry farming was

propagated. This plan achieved its target successfully with 4.6 per cent growth. Almost all

food grains except pulses witnessed an increase in production.

(6) Sixth Five Years Plan (1980-8S) : It emphasised on land reforms, use of HYV seeds,

chemical fertilisers and groundwater resources and improving post harvest technology as well

as _marketing and storage facilities. The annual growth rate was 6 per cent, highest ever

(7) Seventh Five Year Plan (1985-90) : During this period, the highest growth in foodgrain,

pulses and coarse cereals was recorded showing overall annual growth rate of 4 per cent. The

scheme for crops.
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(10) Tenth Five Year Plan (2002-07) : In the Tenth Plan (2002-2007) focus was placed

2000, in the light of changes arising out of economic liberalization and globalization.

The main aims of the policy were:

@) achieving _more than 4 per cent per annum growth rate in _the

agriculture sector,

(i) growth based on efficient use of resources and conservation of soil,

water and biodiversity,

(i) growth with equity in region and among the farmers,

Giv) growth that caters to the domestic market and maximizes benefits from

exports of agricultural products and

(1)) Eleventh Five Year Plan (2007-12) : The llith Five Year Plan (2007-12) emphasised

‘Inclusive growth’ to achieve target growth of 4 per cent per annum in GDP from agriculture

and _ensure optimum use of natural resources.

:-.2 q!! !- !¢! !!‘ . ! ! ! . !! EE‘ E !

investments.
Gii) Promoting diversification for higher value crops and livestock.
v) Decentralising decision making to come up with customised solutions to

specific local problems and to _improve the accessibility of land, credit,

skills and scale to the poor.
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ecurity Mission (NEFSM) launched i

(RKVY) in the financial year 2003,

National Food Security Mission (NFSM) : In 2007, the Government of India launched the

National Food Security Mission (NFSM) initiative to improve the country’s overall crop

introduce technological components that include farm machines/implements as well as

improved variants of seeds, soil ameliorants, plant nutrients and plant protection measures.

The_government aimed to_increase the production of rice, wheat and pulses by 10 wmillion

tons, eight million tons and two wmillion tons, respectively, by the end of 2012. It had
allocated Rs 4,383 crore (US$ 915.7 million) to NFSM, of which Rs 3,38] crore (US$ 634
million) was spent until 3] March 201l. Through NESM, 25 wmillion tonnes of additional food

grain were produced in the llth Five Year Plan.

The following are the major achievements of the initiative:

(i) Implemented in about 312 districts, spread across 17 states.

to 80.3 wmillion tons in FYI0.

however, it declined to 87.6 million tons in FYI0,

(iv) Pulse production increased from 13.6 million tons in FY07 to 14.7 million tons in FYIO.

national _priorities as sub-schemes, thereby providing flexibility in project selection and

implementation to state governments. Various sub-schemes under RKVY are as follows:

(a) Green revolution in the Eastern region.
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(b) Combining development of 60,000 pulses villages in rainfed areas.

(c) _Encouraging the use of palm oil.

(d) Initiative on vegetable clusters.

(e) Nutri cereals.

() National Mission for Protein Supp

(g) Accelerated Fodder Development Programme.

(h) Rainfed Area Development Programme.

(i) Saffron Mission.

(12) Twelfth Five Year Plan (2012-17) : Agriculture sector grew by an average 1.6 percent

per_annum _in_first four years as against the targeted 4 percent annual growth due to lower

production. However, Government of India took several steps for increasing investment in the

agriculture sector such as enhanced institutional credit to farmers, promotion of scientific

warehousing infrastructure for increasing the shelf life of agriculture produce, setting up of

agri-tech _infrastructure fund for wmaking farming competitive and profitable, developing

commercial organic farming.

However, it was realized that action is required on numerous fronts including the provision of

basic support services such as technology and irrigation infrastructure, access to credit, good

horticulture, animal husbandry and fisheries.

The greatest potential for improving productivity was identified in the rain-fed areas, which

difference.

Latest Developments — Union Budget 2022
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.

Rs. 2.37 lakh crore direct payment to 1.63 crore farmers for procurement of wheat and
paddy.

enterprise,

< ‘Kisan Drones’ for crop assessment, digitization of land records, spraying of insecticides

and nutrients.

Ken Betwa project

+ 1900 crore outlay for implementation of the Ken — Betwa link project.

< 9.08 lakh hectares of farmers’ lands to receive irrigation benefits by Ken-Betwa link

project,

Drawbacks of agricultural planning in India

Self-Complacency:

The First S-Year Plan wisely gave top priority to agriculture. But the Second S-Year Plan

failed to give agriculture a proper place. It appears that the success of the First S-year Plan,

complacency.

Quick-Yielding Projects not given sufficient importance:

Projects having a long gestation period were given undue importance and those with a short

less to maintenance of existing works so that increase in_irrigation potential was neutralized

by loss of irrigation potential.

Unproductive Expenditure

Unnecessarily large sums were provided for unproductive expenditure.
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Inadeguate Provision for Rural Credit :

12,000 mn. whereas the provision is not even for Rs. 3500 mn. Without adeguate credit

cacilities aaricyl

No Provision for Agricultural Inputs:

like fertilizers, pesticides, cement, etc.

New Farming Technigues Not Enforced:

In_agricultural planning in India, no concrete steps were taken for the adoption of new

agricultural technigue and for standardizing farming practices.

Lack of Suitable Price Policy:

gone wrong in_India.

Morale Neglected:

measures to keep up the morale of the people.

Unrealistic Planning :

authorities, are a _few, instances of unrealistic planning.
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Delay in Land Reforms :

Industrial Policies

Industrial policy is a statement of objectives to be achieved in the area of industrial

development and the wmeasures to be adopted towards achieving these objectives. The

sectors. It lays down rules and procedures that would govern the growth and pattern of

industrial activity.

(1) Industrial Policy Resolution 1948

After having attained independence, the Government of India declared its first Industrial

Policy on éth April, 19438,

Sallent Featyres of Inaustrial Policy, 1998

Under this policy, the large industries were classified in four categories viz. Strategic

Industries, Basic [/ Key _industries, lmportant Industries and other _industries which

. . . . .
N - - .

and Private & Cooperative sector.

(i) _Strategic Industries (Public Sector) : This category included three industries in which

Central _Government had a monopoly. These included Arms and ammunitions; Atomic energy

and Rail transport

(i) Basic | Key Industries (Public-cum-Private Sector) : Six industries viz. coal, lron and

Steel, Aircraft manufacturing, Ship-building, Manufacture of telephone, telegraph and wireless

decided that the new industries in this category will henceforth only beset-up by the Central

Government. However, the existing private sector enterprises were allowed to continue.

Adv. Vishishta Nayak YES Academy (8585235235) ml



“It always seems impossible unless it is DONE!”

YES

ACADEMY
Say Yes to CS

(iii) Important Industries (Controlled Private Sector) : Eighteen industries were kept in the

and sea_transport, motor, tractor, electricity etc. These industries will continue to remain

er pri ! ! ! \ tation with

government, will have general control over them.

(i) Other Industries (Pri ' Co- ve Sector) - All other industries which

included in_the above mentioned three categories were left open for the private sector.

However, government could impose controls on these industries also if any of them was not

working satisfactorily.

2. The Industries (Development and Regulation) Act, 195]

Industries (Development and Regulation) Act, 195] was passed by parliament in Oct, 199) to

of different regions of the country.

Provisions of the Act

The act laid down two provisions:

industries

0 Registration and licensing of industrial undertakings
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o Enguiry of listed industries

o Cancelation of registration license.

* Reformative provisions

o Control on price, distribution and supply

o Constructive measures.

3. Industry Policy Resolution (IPR), 1956

Industrial Policy Resolution, 1956 replaced the IPR, 1998. It stressed on:

< Speeding up the pace of industrialization, particularly heavy industries.

< Expansion of public sector and growth of co-operative sector.

State to take up the responsibility of setting up new industrial set up and development of

transport facilities.

number of individuals.

4. New Industrial Policy of India, 199

economic _growth.

Features of New [ndustrial Policy

|. Strengthening of Private Sector

s . . . .
.

«_Greater role of private sector envisaged

« Contraction in field of operations for public sector.

Adv. Vishishta Nayak VES Academy (8855235235) I



“It always seems impossible unless it is DONE!”

YES

ACADEMY
Say Yes to CS

2. Dismantling of controls

3. Dispersing Industries

« Policy to shift industries away from big congested cities to rural and backward areas

r

« Policy pointed out the grey area which were not fit for PSUs and needs to be vacated by

them

Liberalization of foreign investments

« Foreign investment in the form of FDI allowed up to $50% with automatic approval

« Foreign investment in export promotion activities.

< It ensured the speedy payment towards the sale of products by SS| sector.

Domestic Regulatory Reforms

« Reduced the number of reserve industries

.« . . .
.
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Abolition of Industrial Licensing : It abolished industrial licensing system for all industries

manufacture of hazardous industries.

Balance Of Payments

The balance of payments (BOP) is the method countries use to monitor all international

every calendar year. All trades conducted by both the private and public sectors are

accounted for in the BOP to determine how much money is going in and out of a country. If

a_country has received money, this is known as a credit, and if a country has paid or given

money, the transaction is counted as a debit.

Theoretically, the BOP should be zero, meaning that assets (credits) and liabilities (debits)

should balance, but in practice, this is rarely the case. Thus, the BOP can tell the observer if

The formula is X - M = TB, where:

X = Exports

M = Imports

TB = Trade Balance

Why is Balance of Payment (BOP) vital for a country?

A country’s BOP is vital for the following reasons:

o The BOP of a country reveals its financial and economic status.

currency value is appreciating or depreciating.

o The BOP statement helps the Government to decide on fiscal and trade policies.
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o It provides important information to analyze and understand the economic dealings of a

country with other countries.

Structure of Balance of Payments

Current Account

The current account is useful for monitoring inflow and outflow of goods and services. Thus,

this _account covers all the payments and receipts that are made with respect to

engineering, business services, transportation, etc.

Capital Account

The capital transactions that occur between the countries are monitored under the capital

account. Thus, capital transactions include the sale and purchase of assets like properties.

Furthermore, the capital account also includes the flow of taxes, sales and purchases of fixed

assets _for a_wmigrant _moving in_or out of the country. The three major elements of the

Financial Account

The flow of funds to and from foreign countries via various investments in real estate, FDI,

whether a country us acquiring more or selling more.

Key Features of India’s BoP in §3:2022-23

billion (2.7 per cent of GDP) a year ago [ie., 03:202] -22].

. . .
[ ] N -

merchandise trade deficit to US$ 72.7 billion from US$ 78.3 billion in 02:2022-23,

coupled with robust services and private transfer receipts.
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o Services exports reported a growth of 24.5 per cent on a year-on-year (y-o-y) basis on

o Net outgo from the primary income account, mainly reflecting investment income

payments,

o increased to US$ 12.7 billion from US$ 11.S billion a year ago.

e Private transfer receipts, mainly representing remittances by Indians employed overseas,

o __In the financial account, net foreign direct investment decreased to US$ 2.] billion from

US$ 4.6 billion a year ago.
o Net foreign portfolio investment recorded inflows of US$ 4.6 billion, as against an outflow

of USE S.8 billion in 03:2021-22.

o Net external comwmercial borrowings to India recorded an outflow of US$ 2.6 billion in

03:2022-23 as compared with an outflow of US$ 0.4 billion a year ago.

o Non-resident deposits recorded net inflows of US$ 2.6 billion as compared with net

inflows of USE 1.3 billion in 03:2021-22.

Significance of Balance of Payments in India

The importance of the balance of payment in India can be determined from the following

points:

and _encourage export, individually, and be self-sufficient.

Favourable And Unfavourable Balance Of Trade
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The balance of trade or Net Exports is the difference between the monetary value of exports

surplus and consists of exporting more than is imported; an unfavorable balance of trade is

! e deficit or. informall !

BoP during April-December 2022

2022 as compared with a deficit of 1.l per cent during April-December 2021, mainly on

account of a sharp increase in the merchandise trade deficit.

o Net invisible receipts were higher during April-December 2022 on a y-o-y basis on

account of higher net receipts from services trade and private transfers.

o Net FDI inflows at US$ 217 billion during April-December 2022 were lower in

comparison with US$ 249.8 billion during April-December 202I. Portfolio investment

recorded a net outflow of US$ 3.5 billion during April-December 2022 as compared with

a net outflow of US$ 1.6 billion a year ago.

strengthening the economy of a country.

Unfavourable Balance of Trade

When there is excess of imports over exports, it is called an unfavourable balance of trade. In

INR 8,637 crore. Balance of trade was INR -5410 crore. Further, it create problems for the

economy.
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Foreign Investment.

Types of Foreign Investments

Funds from foreign country could be invested in shares, properties, ownership [ management

or collaboration. Based on this, Foreign Investments are classified as below.

Details on each of the foreign investment type can be found below:

Foreign Direct Investment (FDI)

A foreign direct investment (FDI) is a purchase of an interest in a company by a company

or an investor located outside its borders.

Generally, the term is used to describe a business decision to acquire a substantial stake in a

foreign business or to buy it outright in order to expand its operations to a new region. It is

Foreign Portfolio Investment (FPI)

Foreign portfolio investment (FPI) consists of securities and other financial assets held by

investors in_another country. It does not provide the investor with direct ownership of a

company's assets and is relatively liguid depending on the volatility of the market.
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Key takeaways.

. I Forel colin i (£P1) involves holdine. financial :

outside of the investor's own.

funds.

o 3.Along with foreign direct investment (FDI), FPI is one of the common ways for

\ o ol "

e Unlike FDI, FPI consists of passive ownership; investors have no control over ventures or

direct ownership of property or a stake in a company.

Foreign Institutional Investment (Fll)

Flls can include hedge funds, insurance companies, pension funds, investment banks, and

mutual funds. Flls can be important sources of capital in developing economies, yet many

developing nations, such as India, have placed limits on the total value of assets an Fll can

and the potential damage that might occur if Flls move out of an economy during a crisis.

Key takeways:

home country.

and mutual funds.

. g . . . .
.l e
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Differences between FDI and FII

BASISFOR FDI FII
COMPARISON
Meaning When a company situated inone  FII is when foreign companies make invest-

country makes an investmentina ments in the stock market of a country.
company situated abroad, it is

known as FDI.
Entry and Exit Difficult Easy

~ Whatitbrings? Longterm capital Long/Short term capital Funds only

Transfer of Funds, resources, technology,
B strategies, know-how etc.
. Economic Yes No

Growth
~ Consequences Increase in country's Gross  Increase in capital of the country
| Domestic Product (GDP)

Target Specific Company No such target, investment flows into the
B financial market
~ Control over a Yes No

~ Difference between FDI and FPI

B BASISFOR FDI FPI

L COMPARISON

B Meaning FDI refers to the investment made When an international investor,

i by the foreign investors to obtain invests in the passive holdings of
a substantial interest in the enterprise an enterprise of another country,

| located in a different country. i.e. investment in the financial

asset, it is known as FPI.

Role of investors Active Passive
| Degree of High Veryless
control
I Term Long term Short term
| Management Efficient Comparatively less efficient
of Projects
i Investment in Physical assets Financial assets
| Entry and exit Difficult Relatively easy
Resultsin Transfer of funds, technology and Capital inflows

other resources

KKK
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OVERVIEW OF MSME SECTOR

importance due to its contribution to Gross Domestic Product (GDP) of the country and

exports.

o The MSMEs are further categorized based on investment in equipment and annual

turmover as per the below criteria:

——  Classification Micro Small Medium
" Manufacturing & Services Investment Investment Investment
| <Rs. Icr.and <Rs.10cr.and <Rs.20 cr. and
B Turnover Turnover Turnover < Rs. 100 cr.
<Rs.5cr. <Rs.50cr.
Services Enterprise Investment Investment Investment
——— <Rs.10lac <Rs.2cr. <Rs.5cr.
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