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Economics: The Discipline

e The first and the most famous work in this direction was by the Scottish philosopher-economist
Adam Smith in The Wealth of Nations (1776)

e Adam Smith is considered as the father of Economics
Capitalist Economy

e Capitalist Economy: The capitalist form of economy has its origin in the famous work of Adam
Smith-wealth of Nations (1776)
Adam Smith advocated for “division of labour", ‘laissez faire’ and invisible hand’ of ‘market
forces’
Adam Smith acknowledged the need of competition in the market.
Ricardo and Galbraith are other famous capitalist economists
Capitalism is also called as - Private Enterprises System, Free Enterprise System or Market

economy
State Economy

e Proposed by the German philosopher Karl Marx (1818-1883)

e Marx believed in a stateless society

e First came up in the erstwhile USSR after the Bolshevik Revolution (1917) and got its ideal
shape in the people republic of China (1949)

Mixed Economy

A new approach was needed which came in the famous work, The General theory of
Employment, Interest and Money (1936) by the English economist at Cambridge University,
John Maynard Keynes (1883-1946)

Keynes suggested strong government intervention in the economy during the crisis

He suggested the co-existence of Public and Private sector in the economy

India was a closed economy till 1991 without much promotion for export and import of goods
and services

Milton Friedman is another world renowned economist advocating Keynesian model

The process of economic reforms in India started in 1991.




e After Liberalization, five year planning process in India has been connected with market

economy
Development Economics

e Development economics aims at enabling the economic growth of the poor countries from
low income to decent standard of living

e Amartya Sen is a famous Development Economist
Gandhian Economic Principles

Gandhian economics is a term coined by J. C. Kumarappa for Gandhi’s approach to meeting
material human needs.

It includes following aspects

An economy based on needs rather than wants

Swadeshi (in the economic sense, localism and material self-sufficiency at the village level)
Economic decentralization

The value of cottage industry and the interdependence of small, local producers rather than
dependence on mass production

Bread labor

Simplicity

Self sufficiency

Trusteeship to the spiritual idea of non-possession)

Trusteeship of the natural functioning environment

Gandhi also believed in a stateless society in which every individual will do his economic

functions voluntarily
Nehruvian Economics

It is based on socialism
Nehru believed in the state ownership of the basic parts of the economy like infrastructure,
higher education, metal and other industries

It supported self-reliance in the economic growth

Sectors of an Economy




Primary Sector: The sector includes all those economic activities where there is the direct use of
natural resources as agriculture, forestry, fishing, fuels, metals, minerals, etc.

Secondary Sector: The sector is rightly called the manufacturing sector.

Tertiary Sector: The sector includes all economic activities where different services are produced
such as education, banking, insurance, transportation, tourism, etc. This sector is also known as
services sector.

Quaternary Sector: The sector includes specialised activities in knowledge sector like Mutual
Fund managing, tax consultancy and software development

Quinary Sector: The sector includes the gold collar jobs like research scientist and government
officials of high-profile positions like IAS.

Tertiary sector is highest contributor to Ind’s GDP at present

At the same time, highest number of Indians are still employed in primary sector
(Agriculture)

Organised Sector: organised sector. Organised sector covers those enterprises or places of work
where the terms of employment are regular and therefore, people have assured work.
Unorganized Sector: The unorganised sector is characterised by small and scattered units

which are largely outside the control of the government.

Previous Questions

After liberalization, planning has been (1998)
a) Done away with
b) Very much ignored
c) Relegated to the background
d) Combined with market economy

Given below are two statements, one labeled as Assertion (A) and the other labeled as
(1998)

Reason (R).

Assertion (A): The emergence of economic globalism does not imply the decline of
socialist ideology.

Reason (R): The ideology of socialism believes in universalism and globalism.




In the context of the above two statements, which one of the following is correct?
a) Both A and R are true and R is the correct explanation of A
b) Both A and R are true but R is not a correct explanation of A
c) Aistrue but R is false
d) A is false but R is true

Which one of the following set of economists strongly favoured market economy?
(1998)

a) Adam Smith, Keynes, Hicks
b) Adam Smith, Marx, Strumlinm
c¢) Adam Smith, Hayek, Friedman
d) Adam Smith, Ricardo, Galbraith

The concept of mixed economy envisages (1998)
e) Integrated and balanced economic development
f) Balanced development of agriculture and industry
g) Equal importance to economic and social values
h) Co-existence of public and private sectors

Which of the following is the major contributor to national income of India within the
primary sector? (2018)

A. Agriculture
. Fishery
. Forestry
. Mining

The idea of National Income

Central Statistical Office (CSO) under the ministry of Statistics and Programme

Implementation calculates national income in India

The sum total of incomes received for the services of labour, land or capital in a country is

generally called as National Income




India calculates national income at constant prices. Constant price means the price of the
goods and services in the base year
Current Price means the maximum retail price in the present year by adding the effects of

inflation to the price in the base year

Gross Domestic Product (GDP) is the value of the all final goods and services produced within
the boundary of a nation during one-year period.

For India, this calendar year is from 1% April to 31° March.

It is also calculated by adding national private consumption, gross investment, government
spending and trade balance (exports minus imports).

C+I+GS+ (E-D

Even during the economic crisis of 2008-09, the GDP of India has grown, but the growth rate
was comparatively less than the previous years

Present GDP growth rate of India is

Present contribution of agriculture into India’s GDP is
Nominal and Real GDP

Real GDP means GDP calculated at the constant price of Base Year

Base year at Present is

Central Statistical Organization is the authority to revise the base year

Nominal GDP means the GDP calculated at the current market price

Nominal income is mainly used for comparing the global performance of GDP of different
countries

Present Position of India in the world in terms of Nominal GDP is

Three Types of Personal Income

Nominal Income: The wage someone gets in hand per day or per month
Real Income: It is nominal income minus the present day rate of inflation
Disposable Income: The usable income of an individual after paying the direct taxes to the

government




Standing Committee on Economic Statistics

e Aimed at looking into collection of economic datasets, the Government by late December 2019,
set up the Standing Committee on Economic Statistics (SCES).
Headed by the ex-Chief Statistician Pronab Sen, the 28-member broad-based committee has
members coming from the UNO, RBI, Ministry of Finance, Niti Aayog, Tata Trust, economists
and statisticians from several universities.

The committee is set up with aim of complying with SDDS (Special Data Dissemination

Standard) of the IMF (International Monetary Fund).

SDDS of the IMF

IMF launched the SDDS in 1996.
Aim is data transparency in all member countries

It has over 20 data categories including national income accounts, production indices,

employment, and central government operations.

Economic Growth

A term coming from the life sciences growth.

We may say that economic growth is a quantitative progress.
Growth is quantifiable

Capital formation is mandatory for economic growth in any nation

High Economic growth is possible when huge investment happens in the country

Economic Development

Development indicates the quality of life in the economy, which might be seen in accordance
with the availability of many variables such as:

The level of nutrition.

The expansion and reach of healthcare facilities — hospitals, medicines, safe drinking water,
vaccination, sanitation, etc.

The level education




Physical Capital

Physical capital is referred to as being one of the three main factors in the production process.
Physical capital consists of items like money, machinery, buildings, equipment.

Physical capital includes man made goods that are used in the process of production for
converting raw material to finished goods.

Any new project requires a significant amount of investment in physical capital.

Human Capital

Human Capital implies the intangible wealth a worker has like knowledge which a worker has in
the manner of education, talents, abilities, talents, knowledge, preferences etc., which he or she
has gathered over time.

The notion makes it obvious that all the workers at the job, are unequal, and they differ in their

skill

Social Capital

The term social capital was popularized by Robert Putnam and can be defined as networks
together with shared norms, values and understandings that facilitate co-operation within or
among groups

Social capital can be classified into following three types

Human Development Index

United Nations Development Programme (UNDP) published its first Human Development
Report (HDR) in 1990. The report had a Human Development Index. (HDI)

The first such team which developed the HDI was led by Mahbub Ul Haq and Inge Kaul along
with Indian economist Amartya Sen.

The term Human development is a corollary of development in the index.

The HDR measures development by combining three indicators — Health, Education and
Standard of Living.

Education is measured by two indicators

1. Mean years of schooling for adults aged 25 years

2. Expected years of schooling for children of school entering age (Maximum is capped at

18 years)




Health is measured by life expectancy at birth (Minimum value of 20 years and maximum
value of 83.57 years

Standard of Living is measured by Gross national Income per capita at purchasing power
parity (Not GDP Per capita)

The overall score of HDI varies between 0 and 1

High Human Development Countries (0.800-1.000)

Medium Human Development Countries (0.500-0.799)

Low Human Development Countries (0.000-0.499)

India’s rank at present is

India is placed in the medium human development category

At present, first rank is

World Development Report of the World Bank

e In World Development Reports, brought out by the World Bank, per capita income is used in
classifying countries based on their development.
Countries with per capita income of US$ 12236 per annum and above in 2016, are called rich
countries and those with per capita income of US$ 1005 or less are called low-income
countries.
India comes in the category of low middle-income countries because its per capita income in
2016 was just USS 1840 per annum.
The rich countries, excluding countries of Middle East and certain other small countries, are

generally called developed countries.
Happiness

e Gross national Happiness was an idea developed by former King of Bhutan Jigme Singhya
Wangchunck in 1972
The Gross National Happiness of Bhutan was based on following matters
. Higher per capita Income
. Good Governance
. Environmental Protection
. Cultural Promotion (Inculcation of ethical and spiritual values)
The World Happiness Report was first published in 2012 by the sustainable Development
Solutions Network (an UN body)..




It ranks nation based on six key factors.
GDP per capita (at PPP)
Social support (someone to count)

Healthy life expectancy at birth

Generosity, and

1
2
3
4. Freedom to make life choices.
5
6

Perception of Corruption
At present, happiest nation in the world is
Lowest happy nation is

India is placed at

Previous Questions

In terms of nominal GDP, Indian economy is the world’s (2018)

A. 2" Jargest economy
B. 4™ largest economy
C. 5™ largest economy
D. 6™ largest economy

Which of the following is responsible for the preparation of National Accounts that includes
GDP in India? (2018)

A. National Accounts Division of Central Statistical Office
B. NITI Aayog

C. Ministry of Finance, The Government of India

D. The Reserve Bank of India

What is the GDP growth of India forecast for 2018, as per latest Moody’s investors Service
Report, ‘Global Macro outlook, 2018-19? (2018)

A. 7.8%
B. 7.6 %
C. 74 %
D. 7.3 %

The sum total of incomes received for the services of labour, land or capital in a country is
called (2016)

a) Gross domestic product
b) National income

¢) Gross domestic income




d) Gross national income

Which Indian economist helped create the United Nations Human Development
Index? (2013)

a) Jagdish Bhagawati
b) Amartya Sen

c) Arvind Panagariya
d) Ashok Desai

Economic growth is dependent mainly on (2006)
a) Level of consumption
b) Price stability
¢) Level of investment

d) Population growth

MONETARY AND CREDIT POLICY

Definitions

Strategy of influencing movement of money supply and interest rates to affect output and
inflation

In India, these functions are done by RBI

Expansionary monetary policy means that the RBI is reducing the policy rates

Contractionary monetary policy means that the RBI is increasing the policy rates

Monetary Policy Tools Available for RBI

Policy Rates of RBI

Bank Rate

e Rate at which RBI lends long term to commercial banks.

e At present Bank rate is




Repo and Reverse Repo

RBI lends to banks as the security of government as collateral (repro)
Banks repurchase the security over night or after few days.

RBI changes a repo rate for the money it lends regularly

Repo rate at present is

Reverse Repo: when RBI borrows from the banks

It is presently

Repo and Reverse Repo: only done at Mumbeai.

Only in securities approved by RBI. i.e, T Bills, Central/state government securities.

MSF: Marginal Standing Facility

It was introduced in 2011-12
A window through which commercial banks can borrow from the RBI at a rate that is up to
1% more than Repo rate.

Present rate is

Standing Deposit Facility Rate

The main purpose of SDF is to reduce the excess liquidity in the system and control inflation.
In 2018, the amended Section 17 of the RBI Act empowered the Reserve Bank to introduce
the SDF — an additional tool for absorbing liquidity without any collateral.

SDF is a tool for RBI to collect money from Commercial banks without selling any
government security ( In reverse repo selling government security is compulsory)

The SDF rate will be 25 bps below the policy rate (Repo rate)

Reserve Requirements

Statutory Liquidity Ratio (SLR)

It is the portion of time and demand liabilities of banks kept in the form of designated liquid
assets.

For Example, government and other RBI approved securities and public sector bond.

Aim of SLR is that the need for government fund is partially but surely met with this reserve.

RBI Act, 1934 and Banking Regulation Act, 1949, fixed floor and cap on SLR at 25% and 40%.




¢ Amendment in 2006 removed this cap and floor

e Present rate is
Cash Reserve Ratio (CRR)

A portion of bank deposits that a bank should keep with RBI in cash form.
RBI Act,1934 and Banking Regulation Act ,1949 fixed floor and cap at 3% and 20%.
This cap and floor was removed in 2006.

CRR at present is

Open Market Operations of RBI

Open Market means Banks and Financial Institutions.

Definition: Purchases and sales of government securities and certain other securities in open
market by RBI to influence the volume of money and credit in the economy.

By purchase inject money into market and expands credit

By sale absorbs money and shrinks credit.

Most important and flexible tools of RBI.

Monetary Policy Committee

Monetary Policy Committee came into force on 27th June 2016

It was first proposed by Urjit Patel Committee

Presently it is a six member body including the chairperson

Chairperson of the Monetary Policy committee is the Governor of the Reserve Bank of India
Monetary Policy Committee was formed with the mission of fixing the benchmark policy interest
rate (repo rate) to restrain inflation within the particular target level

Earlier Governor of the RBI was alone taking decisions on benchmark rates of the RBI

The MPC is required to meet at least four times in a year. The quorum for the meeting of the MPC is four

members.

Reserve Bank of India

Established in 1934 with share capital of 5 crore.
Recommended by Hilton young commission.

Nationalised in 1949. Then, it became central banking body of India and did not remain as a bank

in technical sense




Superintendence and direction by: Central board of directors 20 members.

There is One Governor and 4 department Governors.

One government official from Ministry of Finance.

10 nominated directors by the government.

4 nominated directors by the government to represent four local boards in Mumbai, Kolkata,
Chennai and Delhi.

RBI Act ,1934 came into effect in 1935.

Present Governor of the RBI is

Functions of the RBI

All functions are given by RBI Act,1934

1. Bank of Issue

Section 22 of RBI Act authorises RBI to issue notes of all denominations except rupee 1 currency
Rupee One currency is issued by Ministry of Finance with the signature of finance secretary
Indian currency is a legal tender by the RBI. It means that RBI is under compulsion to accept the
settlement of the claim of a holder of Indian currency

Restriction to print: it should not create instability not too much on too less

2. Banker to Government

Government banker agent and adviser.

It has the obligatory to transact government business to receive and make payments on behalf

of government
It makes ways and means advances to government.

Gives loans and advances to state and local governments.

3. Banker’s bank and Lender of the Last Resort

Scheduled banks can borrow from RBI through eligible securities.
CRR of banks are kept with RBI
It is lender of last resort. Lends in the time of crisis.

The RBI advises the commercial banks on monetary matters

4. Controller of Credit

Power to influence the volume of credit created by banks.

Banking Regulation Act,1949 tells that RBI can ask any bank not to lend group/person.




5. Supervisory Functions

Every bank must get license from RBI. License can be cancelled by RBI.
Permission from RBI is needed to open a new branch.
Every bank must send a weekly return to RBI showing in detail its asset and liabilities.
Power to inspect accounts of any commercial bank.

Custodian of foreign reserves

e Takes up operations in India’s Forex Markets to stabilize exchange-rate of rupee and to ensure
that there are no speculations.

e For this it holds forex reserves.

e It includes foreign currency, gold, IMF’s SDRs and Reserve Trenche with the IMF

. Agent of Government of India in the IMF

Audit of the RBI

CAG does not audit the Reserve Bank of India (RBI).
CAG conducts audit of other financial sector regulators like SEBI, IRDA and PFRDA but
does not conduct performance audits

Ordinarily RBI will be audited by two auditors appointed by the Government of India
Storage of Payment System Data of RBI

Under this system the entire date related to the payments will be stored by the RBI
The entire data will be stored in India only
There is no restriction on the processing of payment transactions outside India if so desired

by the Payment System Operators (PSO).

Pictures Shown on Different Currency Notes

5 Rupees: Farmer sitting on a tractor

10 Rupees: Tiger, Elephant and Rhinoceros (Fauna of India)

10 Rupees New: Konark Sun Temple

20 Rupees Old: Mount Harriet and Port Blair light house as seen from Megapode Resort,
Port Blair

20 Rupees New: Ellora Caves

50 Rupees: Indian parliament (Old)




100 Rupees: View from Goecha La (It is a range in Himalaya) in Sikkim
100 Rupees New: Rani ki Vav from Gujrat

200 Rupees: Sanchi Stupa

500 Rupees: Red fort

2000 Rupees: Mangalyaan

Previous Questions

Which one of the following is the banker of the banks? (2015)
a) Union Bank of India
b) Central bank of India
¢) Reserve Bank of India

d) State Bank of India

Which of the following Mahatma Gandbhi series of currency notes issued by the RBI
has a drawing of the 'Parliament House' depicted on it? (2014)

a) INR 500
b) INR 1000
¢) INRS0

d) INR 100

The Monetary Policy of India is formulated by (2014)

a) The Reserve Bank of India

b) The National Development Council
¢) The Planning Commission of India
d) The Ministry of Finance

BANKING SYSTEM

Commercial Banks




e [t mediates between savers and borrowers

e Its primary liabilities are deposits and primary assets are loans and bonds.
Commercial bank system consists of

e Public sector banks.

e Private sector banks.

12 Public Sector Banks are there in India (Government holding majority stake)
Public Sector Banks and Private Sector Banks

Owned by government either totally or as majority stake holder.

It includes State Bank of India, 11 nationalised banks and most of Regional Rural Banks.
Private Sector banks are both domestic and foreign banks.

Cooperative banks are such bank which are not considered as Commercial Banks because of their
social objectives and they are not profit motive

Reserve Bank of India lays down norms for bank in India.
Classification of Commercial Banks

e Schedule Banks are the banks included in the 2" schedule of RBI Act ,1934.

e 2 conditions of RBI for them.
Conditions for them

e Can approach RBI for financial assistance and refinance

e They have Obligations to maintain a certain amount of cash as reserves as prescribed by the RBI

Following are included in Scheduled Banks

SBI

Nationalised banks
Foreign banks
Private sector banks
Cooperative banks

RRB




Non-Scheduled Banks

They are not included in second schedule of RBI Act,1934.
They don’t have above privileges and obligations

They have a reserve capital of less than 5 lakh rupees
There are very few non-scheduled banks

They are also called as Local Area Banks
Investment bank

e Asset companies in raising funds in the capital market (equity or debt)
Provides strategic advisory services for mergers, acquisitions etc.

e Another name is Merchant bank
Development banks

Financial Institutions which provide long term capital for industries and agriculture.
Industrial Finance Corporation of India Itd (IFCI) is the first development bank of India
Following are the major development banks in India

Industrial Development Bank of India

Industrial Credit and Invest Corporation of India (ICICI) was a development bank and got
merged with ICICI bank in 2000.

Industrial Invest Bank of India(IIBI)

Small Industries Development Bank of India(SIDBI)

National Bank for Agriculture and Rural Development (NABARD)

National Housing Bank(NHB)

Commercial Banks are to meet short term capital requirement of Industry and Agriculture.
Special Development Financial Institutions (SDFIs are to meet long term financing
requirements of Industry and agriculture.

They get concessional finance from RBI.

S.H. Khan committee 1997 appointed by RBI recommended transformation of DFIs into

universal banks. Then they can provide a menu of services

Industrial Finance Corporation of India IFCI




e First Development Bank in India.

e Incorporated immediately after independence in 1948 by Industrial Finance Corporation Act.
Cooperative Banks

Managed on the principal of cooperation, self-help and mutual help.

One member has one vote in the cooperative banks

No profit no loss- do not pursue the idea of profit maximisation. Hence, it is not considered as a
commercial bank

It performs all the main banking functions of deposit mobilization, supply of credit and
remittance facilities.

Functionally specialist in agriculture and related products.

It has a two-tier system; Agricultural and non-agricultural

Regional Rural Banks (RRBs)

First set up on October 2, 1975 (Only 5 in numbers)
The aim was to take the banking services into doorstep of rural poor
The capital of RRBs are shared between Government of India (50%), concerned state
government (15%) and the sponsoring nationalised bank (35%)
Due to excessive lending to poor, these banks started making losses by 1980s
Government set up two committees to suggest measure for restructuring the RRBs
They are Bhandari Committee (1994-95) and Basu Committee (1995-96)
As per the recommendations of these committees, the government made two policy changes
1. Concessional loans of RRBs abolished and RRBs started charging commercial interest
rate from its customers
The target clients (rural masses and weaker sections) were set free and RRBs started

giving loans to all customers

Bank Nationalization

e In 1969 and 1980 government nationalised private Commercial Bank units.




By Banking Nationalization Act, 1969, the government nationalized a total number of 20 private
banks

Out of these 20, 14 banks with more than 50 crore deposits were nationalised in 1969

6 banks with more than 200 crore deposits were nationalised in 1980

In 1993, the loss-making New Bank of India was merged with Punjab National Bank

In 2019, Vijaya Bank and Dena Bank were merged with Bank of Baroda

In August 2019, following six nationalised banks were merged with other nationalised banks
Syndicate Bank was merged with Canara Bank

Allahabad Bank was merged with Indian Bank

Oriental Bank of Commerce and United Bank of India were merged with Punjab National
Bank

Andhra Bank and Corporation Bank were merged with Union Bank of India

Hence, at present, the total number of nationalized banks is 11

But, none of them have 100 percent government ownership

After nationalization, government did not allow opening of private banks till the economic reforms
Government again started giving license for private banks in 1994. (UTI Bank was the first

private bank after the reforms in India)
Narasimham Committee

The Committee on Banking Reforms under Narasimham has submitted two reports on banking
sector reforms in 1991and 1998.
The first committee under Narasimham in 1991 is known as Committee on Financial System
(CFS)
Narasimham Committee II recommended 3 tier banking system in India

1. Tier 1: 2 to 3 Banks of International Orientation

2. Tier 2: 8 to 10 Banks of National Orientation

3. Tier 3: Large Number of Local Banks

Non- Performing Assets (NPAs)

e It is the bad loans of banks
e Definition: those accounts of borrowers who have defaulted in payment of interest or instalment

of the principal or both for more than 90 days.




e NPAs can be classified into three
Sub- Standard: remaining NPAs for less than or equal to 12 months
. Doubtful: Remaining NPAs for more than 12 months
. Loss assets: Loss has been identified by the bank auditors or RBI inspection, but the

amount has not been written off
SARFAESI Act, 2002

It is Securitisation and Reconstruction of Financial Assets and Enforcement of Security
Interest Act, 2002

It gives more power to banks concerning repayment of NPAs from wilful defaulters

It gives the bank the power to use security submitted by the borrower

It also empowers banks to sell bad loans to Asset Reconstruction Companies
Asset reconstruction company (ARC) or Bad Bank

They buy bad loans from banks and collect them.

They will have built in professional expertise in this task.
It was recommended by Narasimham committee I.

ARC 11: 1% asset reconstruction company set up in India.

RBI gives the license for bad banks

National Asset Reconstruction Company Limited (NARCL)

e NARCL has been incorporated under the Companies Act and has applied to the Reserve Bank of
India for a license as an Asset Reconstruction Company (ARC)

NARCL will acquire stressed assets worth about Rs 2 lakh crore from various commercial
banks in different phases.

Public Sector Banks (PSBs) will maintain 51% ownership in NARCL.

India Debt Resolution Company Ltd (IDRCL)
e PSBs and Public Financial Institutes (FIs) will hold a maximum of 49% stake in IDRCL.
e The remaining 51% stake will be with private-sector lenders.

Prudential Norms




It relates to following matters

Income recognition: to ensure that banks takes into account, actually realised income.
Asset classification as NPA and Other.

Provisioning for NPA.

Capital Adequacy norms (capital to risk weighted asset ratio, CRWAR)

It was implemented in India as per the recommendations of Narasimham Committee I
Basel Norms

Because of a variety of risk in the intermediation banks have to keep aside a certain
percentage of capital as security against the risk of non-recovery.

Basel committee provided Basel norms to tackle the risk.

Capital Risk Weighted Asset ratio is 12.9 as per Basel III norms.

In India CAR is decided by the RBI

Banks of International Settlement (BIS)

Faster international monetary and financial cooperation is the aim of it.
Banks for central banks.

Provided banking services only to central banks or international organisations.
Head Quarters is Basel, Switzerland.

Established by Hague agreements of 1930.

Universal Banking in India

e Recommended by 2" Narasimham Committee in 1998 and khan Committee (1998)
e Aim- widen and integrate different financial activities

e Itis a multipurpose and multi-functional financial supermarket

Types of Deposits in the Commercial Banks

e Demand deposits: they are payable by the bank on demand from the account holder. It is the most

liquid form of deposits with the banks




Savings Deposits: Deposits that pay interest, typically at below-market interest rates, that do not
have a specific maturity, and that usually can be withdrawn upon demand. It is less liquid than the
Demand Deposits

Time deposits: they have a fixed period of maturity. E.g. fixed deposits and recurring deposits. It

is not liquid before the maturity period

Prime Lending Rate

It was a method of fixing the minimum interest rate a commercial bank can charge from its
most favoured customers

Under Prime Lending Rate, there were options to give loans for a lower rate for most trustworthy
or most valued customers

It led to bargaining and misuse of the provision and system was discontinued by RBI in 2010

Base Rate (BR)

Definition

Minimum rate of interest that a scheduled commercial bank is allowed to charge from its
customers.

No scheduled commercial bank is allowed to charge an interest rate lesser than base rate
from any customer

It is only for new loans taken or old loans renewed after July 1, 2010.

It is calculated based on Cost of Funds, Return on Assets, CRR and Operational expenses of
the Banks

In 2010, RBI deregulated the Base Rate and individual banks were given freedom to fix their
Base Rates

Hence, all bank had different base rates

Marginal Cost of funds-based Lending Rate (MCLR)

It is a new method for computing the lending rates of banks introduced from financial year 2016-
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Banks will continue to review and publish Base Rate as done earlier

Under MCLR, there would be impact of change in policy rates of RBI over lending rates to
customers

The Reserve Bank of India has made it mandatory for all banks to link all new floating rate loans
(i.e. personal/retail loans, loans to MSMEs) to an external benchmark with effect from 1st
October 2019.

The move is aimed at faster transmission of monetary policy rates.
Overdraft

An overdraft is an extension of credit from a lending institution that is granted when an account
reaches zero.
The overdraft allows the account holder to continue withdrawing money even when the account

has no funds in it or has insufficient funds to cover the amount of the withdrawal.

The National Payments Corporation of India (NPCI)

The National Payments Corporation of India (NPCI) is an initiative taken by the Reserve Bank of
India (RBI) and Indian Bank’s Association (IBA) to operate the retail payments and
settlement systems in India

This organisation was founded in the year 2008 under the Payment and Settlement Systems
Act, 2007. NPCI has been incorporated as a ‘not for profit’ company under section 8 of
Companies Act 2013.

Major objective of NPCI is facilitating an affordable payment system that can help the common
people during financial inclusion.

National Payments Corporation of India (NPCI) is the apex authority for maintaining a

nationwide link of all the ATMs in India
Products of NPCI

RuPay Card

National Common Mobility Card: Also known as Rupay Contactless card
Bharat Interface for Money (BHIM)

Unified Payments Interface (UPI)

Bharat Bill Payment System




BHIM App and the UPI

Bharat Interface for Money (BHIM) is a mobile payments application based on National
Payments Corporation of India (NPCI) Unified Payments Interface (UPI).

The BHIM app can replace the existing mobile wallets and can appear as a comparatively
reliable option for the bank to bank transfers

The APP guarantees three-point authentication via mobile number, device ID, and UPI PIN.
Fingerprint-based biometric verification of transactions via Aadhaar will prevent fraudulent
transactions.

Resetting UPI pin requires debit card details and OTP SMS to authenticate.

Core Banking Solution

Core Banking Solutions (CBS) can be defined as a solution that enables banks to offer a
multitude of customer-centric services on a 24x7 basis from a single location, supporting
retail as well as corporate banking activities.

It is a networking of a bank’s branches which enables customers to operate their accounts
from any branch of the bank on its network regardless of where they open their accounts.
e-Kuber is an example of the Core Banking Solution of Reserve Bank of India which was

introduced in 2012.
Banks Board Bureau

It was formed in 2016 by the Government of India as a body of eminent professionals and officials
to make recommendations for appointment of whole-time directors as well as non-executive
chairpersons of Public Sector Banks (PSBs) and state-owned financial institutions.

It was recommended by ‘The Committee to Review Governance of Boards of Banks in India,
May 2014 (Chairman - P. J. Nayak)

It is an autonomous recommendatory body.

The Ministry of Finance takes the final decision on the appointments in consultation with the
Prime Minister’s Office.

The Bureau has also been assigned with the task of recommending personnel for appointment as
directors in government-owned insurance companies

It was abolished in 2022 and a new body Financial Services Institutions Bureau

Bhanu Prasad Sharma is the last chairperson of BBB




Financial Services Institutions Bureau

It replaced the Banks Board Bureau

It was proposed by Department of Financial Services under the Ministry of Finance

It is an executive body established by a Government Resolution

It will select the chiefs of Public Sector Banks

It will also issue guidelines to select general managers of state run non-life insurers, general
insurers and Financial Institutions

e Bhanu Prasad Sharma is the first chairperson of FSIB
State Bank of India

e Founded on 27" June 1806 as bank of Calcutta
In 1921 it changed name to Imperial Bank of India
In 1955, it got the name State Bank of India
In 1956, it was Nationalised
Its Head Quarters is in Mumbai

Present Chairperson of the SBI is
NABARD: National Bank to Agriculture and Rural Development.

Headquarters: Mumbai.

Established on 12" July 1982

Present chairman: .oeeeeveeiieiiiieiieiiiiiiieiieiieiiiieiiecieienecneens

Main programme is credit for agricultural and fiscal inclusion.

Recommended B. Sivaraman Committee (1981)

NABARD is a refinance institution which provides loans to State Governments to contribute

to the share capital of cooperative credit institutions

Land Development Banks

e Land Development Banks provide long-term loans for farmers (for a period of 5 years to 20

years) for buying equipment like pump sets, tractors, etc., and for other development




purposes, such as reclamation of land, fencing, digging of new wells, construction of a tank
or tube-well, or buying additional land.
The Land Development Banks (LDBs) are essentially co-operative institutions. All the LDBs are

registered under the Co-operative Societies Act

Payment Banks

Payment Banks are differentiated banks in India

Differentiated Banks (niche banks) are banks that serve the needs of a certain demographic
segment of the population

The objectives of setting up of payments banks is to boost financial inclusion by providing
(1) Small savings accounts

(2) Payments/remittance services to migrant labour workforce, low-income households, small
businesses, other unorganised sector entities and other users.

It can carry out most banking operations but cannot advance loans or issue credit cards.

Examples are Airtel Payment Bank and India Post Payment Bank
Small Finance Banks

They are niche banks that focus and serve the needs of a certain demographic segment of the
population

The objectives of setting up of small finance banks is to boost financial inclusion by

(1) Providing facilities for savings

(2) supply of credit to small business units; small and marginal farmers; micro and small
industries; and other unorganised sector entities, through high technology-low cost
operations.

SFBs was recommended by the NachiketMor committee on financial inclusion

The small finance banks will be required to extend 75 per cent of its Adjusted Net Bank
Credit (ANBC) to the sectors eligible for classification as priority sector lending (PSL) by the
Reserve Bank.

SFBs have to maintain Cash Reserve Ratio (CRR) and Statutory Liquidity Ratio (SLR) as
per RBI norms.

SFBs can do following activities

Sell forex to customers.

Sell mutual funds, insurance and pensions.




Can convert into a full-fledged bank.

® SFBs cannot Extend large loans and cannot float subsidiaries and deal in sophisticated

products.

FINANCIAL INCLUSION

Business Correspondence model advocated by RBI.

Business Correspondence enable banks to extend banking services to the locality without
setting up a branch inside a building.

Micro ATMs are used to authenticate transactions at the Business Correspondence location.
It enables the beneficiaries to draw their subsidies and social security benefits in their
villages.

It enables the beneficiaries in the rural areas to make deposits and withdrawals.

Lead Bank Scheme

It was introduced in 1969 with the aim of making banking services available in the rural India
On the recommendation of the Gadgil Study Group and Banker’s Committee the Scheme was
introduced by RBI

Under this scheme, individual banks should adopt particular districts for intensive
development

The scheme was implemented through ‘service area approach’, with one bank assigned for one

area

Differential Rate of Interest (DRI)

It is a lending programme launched by the government in 1972
It makes all Public Sector Banks obligatory to lend 1 percent of total lending per year to the

poorest of poor for an interest rate 4% per annum

Priority Sector Lending

All banks in India have to follow the compulsory target of priority sector lending

It includes loans to following sectors




Agriculture, Small and Medium Enterprises, road and water transport, retail trade, small
business, small housing loans (less than 10 lakh), software industries, Self Help Groups
(SHGs), education loans, agro-processing, artisans, distressed urban poor, Non-institutional
debtors from SCs, STs, women and other weaker sections

In 2007, RBI included five minorities also (Buddhists, Christians, Muslims, Parsis and Sikhs)

In 2015, RBI has added medium enterprises, sanitation and renewable energy under PSL

PSL for Indian Banks and Foreign Banks with more than 20 Branches

They have to give 40% of Adjusted Net Bank Credit to Priority sector

18% must go for agriculture

12% must be lent out to the weaker sections

7.5% to micro enterprises

Other areas of priority sector must be covered with the remaining amount (2.5%)

For foreign banks with less than 20 branches, there is no sub target out of their 40 percent
priority sector

RRBs and Small Finance Banks have to give 75% of ANBC to Priority Sector

ANBGC is the net bank credit plus investments made by banks in non-SLR

Pradhan Mantri Jan Dhan Yojana

Prime Minister Jan Dhan Yojana stated in 2014, August.

Managed by Ministry of Finance (Department of Financial Services)

Its aim is financial Inclusion

15 million accounts were opened on inauguration day and it got a Guinness World Record.
Ru Pay debit cards are also issued for account holders s

Account holders can also get accident Insurance cover of Rs. 1 lakh.

Mobile banking for poor.

Largest number of accounts are in SBI.

JAM is a common term used for Jan Dhan-Aadhar-Mobile

Mudra Bank

Launched in 2015




Micro Units Development and Refinance Agency Bank (Mudra Bank) aims to fund unfunded
non-corporate enterprises
Under this scheme, micro units can get upto Rs.10 lakh loan through refinance route
There are three categories of services under this scheme
1. Shisu: Loan upto Rs. 50,000
2. Kishor: Loans between 50,000 and 5 lakhs
3. Tarun: Loans between 5 lakh and 10 lakhs
The scheme covers traders of fruits and vegetables, but it does not refinance agricultural sector

Interest rates on this loan vary for different businesses based on their respective risk
Non- Banking Financial Companies

Non-Banking Financial Companies are largely referred to as shadow banking system.

They have become major financial intermediaries.

They do not accept demand deposits and therefore not subject to the same regulations.

Best example of Non-Banking financial company is Microfinance Institutions

RBI is the regulator of Non-Banking Financial Companies

Most of the Non-Banking Financial Companies includes microfinance are providing different
services like Credit facilities, Savings facilities, Insurance facilities, Fund Transfer facilities

Labels of ATM

Bank’s Own ATMs: These are owned and operated by the concerned bank and carry the bank’s
logo

Brown Label ATMs: These are owned by a third party or a non-banking firm. The concerned
bank handle cash processing and it carries the logo of the bank which outsources the services
White Label ATMs: These are owned and operated by a third party or a non banking firm. They
do not bear logo of any bank.

It carries the logo of the firm which owns it (For Example: TATA Indicash was first such ATM)

They serve customers of all banks for a service charge

Some Other Points on Banking

e Largest public-sector bank in India is State Bank of India

e First commercial bank in India is Bank of Hindostan (1770)




Banker of Banks is Reserve Bank of India

First Women Bank in India is Bharatiya Mahila bank (Mumbai) (2013) (In the memory of
Indira Gandhi)

Now, it has merged with State Bank of India

Oldest and still existing commercial bank in India is Punjab National Bank

First Bank to introduce the facility of fund transaction using voice recognition is ICICI Bank

Previous Questions

Pick the odd one out. (2018)

. Securities and Exchange Board of India (SEBI)

. Insurance Regulatory and Development Authority (IRDA)

. Pension Fund Regulatory and Development Authority? (PFRDA)

. Micro Units Development and Refinance Agency Ltd. (MUDRA)

SBI launched a new initiative to facilitate corporates looking to invest in India. What
is it called as? (2018)

. China desk

. Japan desk

. Bhutan desk

. Myanmar desk

Which private sector bank has launched service recently where customers can make
transactions using just their voice as a mean of authentication? (2015)

a) ICICI Bank

b) AXIS Bank

¢) Indusind Bank

d) HDFC Bank

India’s first women’s bank is (2015)

a) Women’s Bank of India
b) Mahila Bank of India
¢) Bharatiya Mahila Bank

d) Mahila State Bank of India




What does JAM Number Trinity solution mean as per the Economic Survey, 2014-15?
(2015)

a) Jan Dhan-Aadhar-Mobile
b) Jan Dhan-Awaas-Mobile
c) Jan Dhan-Account-Money

d) Jan Dhan-Aadhar-Market

Which among the following is the oldest Public Sector Bank in India? (2014)

a) Punjab National Bank

b) Industrial Development Bank of India
¢) Allahabad Bank

d) Central Bank of India

The Cooperative Credit Societies have a (2014)

One tier structure
Two tier structure
Three tier structure
Four tier structure

INDIAN MONEY MARKET

e Money market is the market of the economy where funds are transferred between fund surplus
and fund scarce individuals for a period less than 364 days

e Itis also known as working capital market

Indian Money Market

e Money Market in India was first recommended in India by Chakravarthy Committee (1985)

e The blue print for the development of money market in India was made by Vahul Committee

(1987)

Instruments of Money Market in India

e Following are the 8 different instruments




Treasury Bills: it is used by the Central Government only to fulfill short term liquidity
requirements up to a period of 364 days
There are three types of Treasury Bills

a) 91-Day TBs

b) 182-Day TBs

¢) 364-Day TBs
Certificate of Deposits: it was introduced in 1989
It is used by the banks and issued to the depositors for a specified period ranging less
than one year
Commercial Paper: it was organized in 1990 and is used by the corporate houses for
getting unsecured debt (it should be a listed company with a working capital of minimum
5 crore)
Commercial Bills: it was introduced in 1990
Used by All India Financial Institutions, Non-Banking Finance Companies,
Cooperative Banks and Mutual Funds
Call Money Market: It is an inter-bank money market where funds are borrowed and
lent overnight
The transactions are done normally for one day
The transactions can be done for a maximum period of 14 days

It is also called as ‘Overnight Borrowing Market’ or ‘Money at a Call’

. Money Market Mutual Fund: It is popular as Mutual Fund

It was introduced in 1992 to provide short term investment opportunity to individuals
Mutual fund is a professionally managed investment scheme that brings together a
group of people and invest their money in stocks

Mutual Funds are regulated by Securities Exchange Board of India (SEBI)

. Repos and Reverse Repos

They are most dynamic instrument of Indian money market

Repo was introduced by RBI in 1992 and reverse repo in 1996

Repo allows banks and financial institutions to borrow from RBI for short-term (by
selling government securities to RBI)

In reverse repo, banks and financial institutions purchase government securities from
RBI. Here RBI is borrowing form banks and financial institutions

In 2014, Urgit Patel Committee has recommended Term Repo and Term Reverse Repo.

It will bring higher stability in interest rates across different loan market in the country




8. Cash Management Bill (CMB)
It was introduced in 2009
The aim is to meet temporary cash flow mismatches of the government
It is issued for maturities less than 91 days

CMBs have generic character of Treasury Bills

INFLATION

e Inflation means persistent rise in price of goods and services.

Types of Inflation

1. Creeping Inflation:

¢ Inflation which increases gradually from 0% to 10%. It is also called as Low Inflation

2. Might lead to galloping inflation
¢ An inflation between 10% to 20%. if not controlled it will lead to Runaway inflation
3. Runway inflation
e More severe inflation. It is also called as Galloping Inflation, hopping inflation, jumping
inflation

e When inflation becomes out of control, it is called as Hyper Inflation

e Monthly inflation of 20% or 30% more leads to a monetary collapse.
Hyper-inflation

e This is large and accelerating inflation which might have annual rates in million or even trillion
e Prices shoot up in a short span of time
e Germany experienced it after First World War in 1920s
4. Demand Pull Inflation
e itis Caused by increase in demand due to increased private and government spending.
e Rises as real GDP rises and unemployment falls

e Too much money chasing too few goods

5. Cost push inflation/ supply-shock inflation

e [tis Caused by reduced supplies due to increased price of inputs.




e For example, crude prices globally have gone up causing supply constraints.
e Higher cost of production also results in higher prices. For example, higher cost of crude, higher
cost of capital increase in prices of imported raw materials.
6. Structural Inflations
e A type of persistent inflation caused by deficiencies in certain conditions in the economy. For
Example, agriculture in backward sector is unable to respond to people’s increased demand for
food.
e Inefficient distributors and storage facilities leads to inflation
e [t is also known as Bottleneck Inflation
7. Core Inflation
e Itshows pricerise in all goods and services excluding food and energy. It is mostly used in western

countries where inflation of food and energy is largely neglected
Related concepts

Deflation: General fall in the level of price.

Disinflation: Reduction in the rate of inflation.

Stagflation: Inflation and rising unemployment.

Reflation: Attempt to raise price to counteract deflationary pressures and to reduce unemployment
Open Inflation: Government does not attempt to prevent price rise.

Repressed Inflation: When government interrupts a price rise through price controls and rationing
But price will rise on the removal of those controls.

It also results in evils like black marketing and economic diversion

Inflation Targeting: The announcement of an official target range for inflation is known as

inflation targeting.

Inflation Spiral

e [tis a situation in which wages press prices up and prices pull wages up

e Itis also known as wage price spiral

Phillips Curve

e Itis a graphic curve which advocates the relationship between inflation and unemployment




There is a trade-off between inflation and unemployment
It means an inverse relationship between them
When inflation increases the unemployment decreases

Lower the inflation, higher the unemployment
Measurement of Inflation

WPI (Wholesale Price index)

Measures change in price of a selection of goods at wholesale.

It excludes GST

It is the major measurement of inflation in India at macro level

It is available every month and published on 14" day of every month

Base year is 2011-12 (Revised in 2017 from earlier 2004-05)

Total number of commodities in the basket for measuring WPI is 697 (Revised in 2017 from
earlier 676)

The revision in the base year and basket was done as per the recommendations of the Working
Group for Revision of WPI under Prof. Abhijit Sen

It is prepared by the office of Economic Adyviser in the Department of Industrial policy and
promotion under the Ministry of Commerce and Industry

WPI does not include cost of services

CPI (Consumer Price Index)

Measures changes in price paid by the consumer.

It is the used for measuring food inflation in India

As consumers have wide choices in India, there are four different sets of CPI

CPI for Industrial Workers (IW).

CPI for Agricultural Labourer (AL).

CPI for Rural Labourer (RL).

CPI (Rural/Urban/Combined).

Of these, the first three are compiled by the Labour Bureau in the Ministry of Labour and
Employment. Fourth is compiled by the Central Statistical Organisation (CSO) in the
Ministry of Statistics and Programme Implementation.

The base year is 2012




It is available weekly

It includes services also

RBI uses CPI (combined) released by CSO for inflation purposes

Major cause of food inflation in India is the increasing incomes, the consumption patterns of the
people have undergone a significant change.

The food supply chain has structural constraints
Causes of Food Inflation in India

Drought duet to monsoon failure and the loss of crops

Flood and loss of crops

Decrease in the aggregate level of output

Increase in the effective demand

Increase in the supply of money and high Income of the people and change in consumption
pattern

Large number of middlemen in the food supply chain (Structural inflation)

Problems of high inflation

Low-income groups are particularly hurt.

It reduces purchasing power of money.

With the declining value of money people would be more inclined to spend than save.
Reduces saving and pushes up interest rate.

Depreciation of currency and makes imports costlier.

Depreciation of money reduced the value of money for debtors

Strikes can take place for higher wages which can cause a wage spiral

Measures to Control Inflation

Fiscal, monetary, supply side and Administrative measures can be used to control inflations to
ideal/optional rates.

Fiscal measures include Reduction in individual taxes

Monetary Measures include changes in rates and reserve requirements.

Open market operations can control prices under normal conditions.




Sterilization through government bond transactions like Market Stabilization Bonds.
Supply side factors include making goods available

Administrative Measures needed are implementing de-hoarding and anti-black-marketing
measures.

Wage and price controls can also be used

Previous Questions
In India, inflation is measured on the basis of (2013)

a) Consumer Price Index

b) Wholesale price Index

c) Human Development Index
d) Market Forces

A rise in the general price level may be caused by (2013)

a) adecrease in the aggregate level of output
b) an increase in the effective demand

c) an increase in the supply of money

d) (A) and (c) only

FISCAL SYSTEM

Definitions

It is also called as Public Finance

Arthasastra of Kautilya is one of the oldest texts in India which mentions about public finance
Fiscal policy is the Policy of government concerned Receipt, Expenditure and borrowing of the
Government .

Government policy for dealing with the budget especially with taxation and borrowing.

Hence, Fiscal Policy of India is coming under the Ministry of Finance.

Budget

e Article 112 of the constitution discusses the budget
e [t is the annual financial statement of the government

e The budget is prepared by the Department of Economic Affairs in the Ministry of Finance




e Conventionally, it was presented by the Finance Minister in the last working day of February,
but in 2017 the government changed the date into first working day of February
e Economic Survey explains the achievements of last year’s budget. It is presented in the

parliament before the presentation of the budget
Main channels of fiscal resources

o Taxes, user charges (power, water, transport), disinvestment and borrowings (internal and

external)
Revenue Receipts

Revenue Receipts: recurrent receipts include taxes and non-taxes resources.
Taxes: income tax, corporation tax, GST, custom duty etc.
Non-tax revenue includes user charges, interest receipts, dividends, profits, fiscal services

like printing money and stamps etc.
Revenue expenditure

Essentially non-plan expenditure that does not create asset.
Interest payment, defence management, subsidies, grants of union government to state
governments and public administration,

Plan components like MNREGA also

Capital Account Receipts

e Any receipt which brings a liability or loss of asset
e Recoveries of loans made by centre to states, UTs and PSUs.

e Fresh borrowings disinvestment and etc.

Capital Account Expenditure

e Loans made to states, UTs and PSU, loan repayment by the government and other liabilities
of the government

¢ Plan expenditure for asset creation in infrastructure, capital expenditure on defence,

Goals of Fiscal Policy




e Growth, equality, promotion of small scale industries, encouragement to agriculture, location
of industries in rural areas, labour intensive growth, export promotion, development of

sound social and physical infrastructure.

Definition of Deficits
Revenue Deficit

Difference between revenue receipts and revenue expenditure.
FRBM (Fiscal Responsibility and Budgetary Management Act, 2003 demanded revenue deficit
should be zero by the end of 2008-09.

Revenue deficit at present is
Effective Revenue Deficit

e The term was introduced in 2011-12 Union Budget
e Some money out of the central grants to state governments may be spent for asset creation

o Effective revenue deficit excludes such grants to states for creation of capital assets
Fiscal Deficit

Difference between what government earns and total expenditure.
Fiscal deficit: total expenditure of a government in a budget — (revenue receipts and non-debt
creating capital receipts).

Fiscal deficit at present is

Budget deficit

Difference between total budgeted receipts and expenditure.
Abolished in 1997.
Fiscal deficit mirrors health of government finances most accurately than Budget deficit.

That portion of the borrowings for which government relies on printing money by RBI
Monetized Deficit

e Borrowings made from RBI through printing money.

e Only when government cannot borrow from banks and FI, due to pressure on interest rates.

e [t corresponds Budget Deficit.



Primary deficit

e The difference between Fiscal deficit and interest payment.

e To assess the progress of government in its fiscal control efforts.
Deficit Financing

Deficit financing may be different forms like external aid, external borrowings, internal
borrowings, printing currency etc.

Government cannot borrow above a certain level from market as it may push up interest rates
and crowd out private investment.

RBI prints money when the resources from taxes, user charges, Public Sector Enterprises, public
Borrowings, small scale borrowings and others are not enough.

High powered money or Reserve Money is money printed by RBI.

Deficit Financing by RBI printing money was dropped with Budget Deficit in 1997.

FRBM disallows RBI printing money to finance government deficit in normal conditions.
Fiscal Responsibility and Budgetary Management Act (FRBM), 2003

It was passed to provide support of a strong institutional and statutory mechanism to control
the deficits

Fiscal deficit to be reduced to the 3% of the GDP by 2008

Government of India should eliminate revenue deficit by 2008 and build up adequate revenue
surplus

Revenue Deficit to be cut 0.5% per year and Fiscal Deficit to be cut by 0.3% per year
Government of India should not borrow from the RBI except by the Ways and Means Advance
Finance Minister to make a quarterly review of trends in receipts and expenditure in relation
to the budget and place the review before the parliament

Following 3 documents should be presented along with the budget

1. Fiscal Policy Strategy Statement

2. Medium Term Fiscal Policy Statement

3. Macroeconomic Framework Statement

Escape Clause in the FRBM Act




Escape clause refers to the situation under which the central government can flexibly follow
fiscal deficit target during special circumstances.

This terminology was innovated by the NK Singh Committee on FRBM.

The Act exempts the government from following the FRBM guidelines in case of war or

calamity
Large fiscal deficit causes following concerns

Macroeconomic instability due to inflation.

Corporate sector is crowded out because inadequate fund in market as government borrowing
increases.

Interest rate is high because of pressure on money available in market after government
borrowing.

If funding is by RBI monetization, it causes inflation.

Inflation may mean less saving, less investment and hurts the sustainability.

It will require higher taxes in future, i.e., inter generational disparity as said by FRBM act.

Zero Base Budgeting Performance Budgeting

10™ plan approach paper says that Zero Base Budgeting will be followed .

First taken up in 1987 in Union Budget.

Many states applied it like Rajasthan and Maharashtra.

Maharashtra called it development-based budget.

Definition: a close and critical examination is made of existing government programs.
Increase funds to high priority items.

Eliminate outdated items

Reduce funds to low priority items.

Programs are discarded if the cost benefit ratio is below the prescribed norms.
Crowding Out

e Ifgovernment borrows excessively it leads to shrinkage of liquidity in market.
e Then Interest Rates go up and private investment is crowded out because of 2 reasons.

e Less liquidity and interest rate are high

Pump Priming




e Deficit financing and spending by government on public work to revive economy during
recession- it is a counter cyclical measures.

e It can raise purchasing power of people and stimulate economy.
NK Singh Panel on Fiscal Deficit or FRBM Act

It is the latest committee appointed by the Ministry of Finance on implementation of FRBM
Act and Fiscal road map
Submitted report on January 23, 2017
It was composed chairman and four members
Members were Urgit Patel, Sumit Bose, Aravind Subrahmaniam (CEA) and Rathin Roy
Major recommendations are as follows

. Combined debt to GDP ratio of the centre and states together should be 60 percent of GDP

by 2023

. Out of this, there is a sub target of 40 percent for the centre and 20 percent for states

. Reduce fiscal deficit to 2.5 percent of GDP by 2023

. Reduce revenue deficit to 0.8 percent of GDP by the year 2023

Financial Stability and Development Council

e The Financial Stability and Development Council (FSDC) is an executive council under the
Ministry of Finance constituted by the Executive Order in 2010.
The Raghuram Rajan committee (2008) on financial sector reforms first proposed the creation
of FSDC.
It is chaired by the Finance Minister and its members include the heads of all Financial Sector
Regulators (RBI, SEBI, PFRDA & IRDA), Finance Secretary, Secretary of Department of
Economic Affairs (DEA), Secretary of Department of Financial Services (DFS), and Chief
Economic Adviser.
In 2018, the government reconstituted FSDC to include the Minister of State responsible for the
Department of Economic Affairs (DEA), Secretary of Department of Electronics and
Information Technology, Chairperson of the Insolvency and Bankruptcy Board of India

(IBBI) and the Revenue Secretary.

Previous Questions




Deficit financing means that the government borrows money from the (2015)
a) Revenue Department
b) World Bank
¢) Reserve Bank of India
d) State Bank of India
Non-development expenditure involves (2015)
I. Interest payments
II. Subsidies
III. Defense
IV. Irrigation
Which one of the following is true?
a) lonly
b) II, Il and IV
c) landII only

d) I, IIand III

Which of the following is not subsidized in India? (2014)

a) LPG

b) KEROSENE
¢) DIESEL
d) PETROL

In India, which one among the following formulates the fiscal policy? (2013)

a) The planning Commission
b) The ministry of finance
¢) The finance commission
d) The reserve bank of India
Which of the following types of budgeting is followed in India? (2011)

a) Plural budgeting
b) Cash budgeting
¢) Performance budgeting

d) Surplus budgeting




Which of the following is not a part of the financial management? (2011)
a) Preparation of the budget
b) Approval of the budget by the Cabinet
¢) Execution and rendering of accounts
d) Audit and accounts of public expenditure
Which of the following countries are referred to as “Third World”? (2006)
a) Underdeveloped countries
b) Developed countries
¢) Developing countries

d) Non-aligned countries

STOCK MARKET IN INDIA

Definition

A platform for trading shares either physical or virtual.

Originated in 1602 at Amsterdam stock exchange.

Biggest stock market in the world is the New York Stock Exchange followed by Nasdaq and
Japan Stock Exchange respectively

Investors buy and sell through brokers.

Stocks mean capital raised by a corporation through sale and issuance of shares.

Commonly stock and share are used interchangeably

Market capitalisation means the aggregate value of a corporation’s issued shares at current market
price.

Demat Account is the account needed for individuals to trade in stock market

Stock exchange in India

e First company which issued shares in India was VOC or Dutch East India company (1602)
e Today India is the 3" largest investor base in the world after USA and Japan

¢ India has a total number of 23 stock exchanges




Important stock exchanges

Bombay Stock Exchange and National Stock Exchange are in Mumbai.

Bombay Stock Exchange

Oldest in Asia. Located at Dalal street, Mumbai.

Established in 1875 by Premchand Roychand

Largest securities exchange in India with more than 6000 listed Indian companies.

10™ in the world with market capitalisation of $2.3 trillion.

Overall performance is measured by BSE SENSEX or BSE 30 INDEX which were introduced
in 1986

BSE30 composed of most developed 30 stocks. They are selected based on market capital,
liquidity, trading frequency and industry.

Automatic online trading system of BSE is known as BOLT

In 2005, status of BSE changed from an Association of persons (AoP) to a full-fledged

corporations and name also changed into BSE LTD.

SENSEX/Sensitive Index

Largest and most active 30 Companies are selected from Various Section
Base Year is 1978-79=100
Inclusion of a company is based on market capitalisation

Revised Periodically

National Stock Exchange

In 1991, Manohar J Pherwani committee recommended it

In 1992, Government of India authorised IDBI to established it
In 1993, it was recognised as a stock exchange

In 1994, commenced operation as a stock exchange

It is based in Mumbai.

Indexes of NSE

Standard and Poor’s CRISIL NSE Index 50
S&P CNX Nifty or Nifty 50 is another important index




e Nifty is the leading index for large companies on NSE
Nifty 50 stock index has companies from 12 sectors.

e CNX Nifty Junior 50 is for junior companies on NSE.

NASDAQ: National Association of Securities Dealers Automated Quotation System.

It is the stock exchange in the US

Electronic stock means market that uses a computerised system to provide brokers and dealers
with price quotes.

First electronic stock market in the world

Run by National Association of Securities Dealers

Many of stocks traded are in technology field
Dow Jones Index

New York Stock Exchange index
Reflects movement of world’s largest stock market
Composed 30 most traded stocks of New York Stock Exchange

It is the largest stock market in the world

Securities Exchange Board of India (SEBI)

e Established in 1988.
e Statutory basis in 1992 by SEBI Act 1992

Functions of SEBI

Regulate working of Stock Exchanges and intermediaries like brokers and merchant brokers.
Accord approval for Mutual Funds

Register Financial Institutions as investors

Section 11(1) of SEBI Act tells that it shall be the duty of the board to protect the interest of
investors in securities

Promotes investors education and intermediaries training.

Prevent fraudulent and unfair trade practices, with imposition of monetary penalties.
Regulates substantial acquisition of shares and takeover of company

Conducts audit and inquiries




e Head office in Mumbai

e Reginal offices: New Delhi, Calcutta and Chennai

Mutual Fund

e [tis a financial intermediary which raises money from investors to invest in capital market
e [t performs these functions for a fee

e Two types of Mutual Funds are there
Hedge Fund

Investment fund open to only limited investors
It is mostly unregulated

Not allowed legally in India.

Some are registered as FIIs

It invests in anything like land, real estate and stocks
Market Signals

e Bear: Investors believe market will go down. It is pessimistic

e Bull: Investors believe market will go up. It is optimistic market

Venture Capital

Venture capital is a form of private equity and a type of financing that investors provide to
start-up companies and small businesses that are believed to have long-term growth potential.
Venture capital generally comes from well-off investors, investment banks and any other

financial institutions.
Ponzi schemes/ Pyramid Scheme

e A fraudulent investment scheme that pays high returns to investors and provides higher to
those who join later.
Paid from investors own money, not from profit

Destined to collapse.




e Named after Charles Ponzi who became notorious by this activity

Sweat Equity

e Definition: shares given to a company employees or directors on favourable terms in recognition
of this work.

e Issued at discount.
QFIs (Related to FII)

e An individual group or association resident in a foreign country that is complaint with Financial
Action Task Force (FATF) standards.
e Till 2012, they invested in India through FIIs registered with SEBI.

e Now they are allowed to invest directly in India.
Participatory Notes

e Participatory Notes or P-Notes (PNs) are financial instruments issued by a registered foreign
institutional investor (FII) to an overseas investor who wishes to invest in Indian stock
markets without registering themselves with the market regulator, the Securities and Exchange

Board of India (SEBI).

Previous Questions
SEBI is a/an (2013)

a) statutory body
b) advisory body
c) constitutional body
d) non-statutory body

TAXATION SYSTEM

e A payment compulsorily collected by government from individuals or firms.

e Two types:




Direct tax: Burden of tax payment falls on the individual or the company paying the tax. For
Example, income tax, corporate tax and wealth tax

Indirect tax: Burden of such tax is not born by the individual or firm paying it. It is passed on to
customer. For Example, GST, customs duty and previous sales tax and excise duty.

Highest share of tax in India at Present is from GST (28.5%)

Second highest is Corporate Tax (28.1%)

Third is the personal income tax ( 26.3%)
Taxation system in India

e Tax is levied either by centre or state

Direct and indirect taxes in India- The changing scenario

e In 1990-91, direct tax was 33% percent of total tax collection and indirect tax was 66%

e In 2022, share of direct tax in total tax collection is 54.4% and indirect tax is 45.6
Service Tax

e Firstimposed in 1994.
e Now it merged with GST

Service Tax and Indian constitution

e Tax on services is not mentioned in any list of 7% Schedule
e Asper residuary powers (Entry 97 of UL), if an item is not mentioned in any of the three lists,

then it comes under centre
Goods and Service Tax

e Introduced in India from July 1, 2017
It is a multi-point sale tax with set off for tax paid on purchases of inputs
No cascading (tax on tax) effect
Highest share of tax in India at Present is from GST (28.5%)
The GST has a three-tier system
Central GST (CGST): to be administered by the Centre




State GST (SGST) to be administered by the State Governments

Integrated GST (IGST): To be levied on inter-state trade and administered and collected by

the centre. The proceeds would be transferred accordingly

Constitution Amendment for GST

Constitution 101 Amendment Act was passed. It was also ratified by more than half of the

states

Key Features of Constitution Amendment

Concurrent Jurisdiction for levy and collection of GST by the centre and states

Centre would levy and collect Integrated GST and assign to the state accordingly

Exemptions from GST

Alcohol for human consumption (State Excise+ VAT)

Electricity: It will have electricity charge only

Petroleum crude, high speed diesel, Petrol, Natural Gas and Aviation fuel would be brought

under GST on a later date
GST Council (Art. 279A)

Composition: Union Finance Minister (Chairman)

Union Minister of State for Revenue

Finance Ministers of States

Finance Minister of state by rotation will be the deputy chairman
Quorum to hold the meeting is 50%

Decision can be taken by 75% of the votes of members present and voting

Weightage of votes: 1/3 is for centre and 2/3 is for all states collectively




TAXES REPLACED UNDER

State Taxes
(M) vAT/Sales Tax

o Entertainment
Tax

B Tax on Lottery/
Betting/ Gambling

™ purchase Tax

clearTax

Central Taxes

ﬂ Central Excise Duty

Additional Excise
Duty

Additional Customs
X duty

Special Additional
duty of Customs

 Excise duty levied
8 under Medicinal &
Toiletries preparations

Get GST Software Free Trial
at https://cleartax.in/gst




Exemptions under GST-

Fish (not frozen or Fresh fruits & vegetables
processed) (Other than frozen or
processed)

Live animals Setcepc
horses,

- - =
P T o alE—
o ’
X o o
resh ginger, Fresh Human Blood and its Al Organic manure,

Turmerlc (other than in components ptives other than ti
processed form) bearing 2 brand name

Kumkum, Bindi, Firewood or fuel
Sindur, Alta wood

Judicial, Nonjudicial Stamp like er Printed books,
papers, Court stamps when Post card etc., sold by including Braille books,
sold by the Gowver: nt chern'nen news,

nme: Paper. maps
Treasuries or authorized rupee notes when soid to
Vendors the RBI & Cheques




GST Related Training

e Government has included GST and related trainig for the youth under the Pradhan Mantri
Kaushal Vikas Yojana (PMKVY)

Concepts Related to Taxation

Tax Indices

The entity on whom tax is imposed.

It is mostly the company who pay the taxes.

It is different from tax burden. Tax burden is on the people who actually pay the tax,

For example, government increase tax on oil. Oil companies may pass it to private customers.

Here tax indices are on companies and tax burden is on customers.
Tax Burden

e  Who actually pay taxes.
e Tax can be absorbed by seller or by the buyer (in the forms of higher prices) or by a third party

like employees (in the form of lower wages).
Tax base

The value of goods services and income on which tax is imposed
Income tax: tax base is taxable income. Some kinds of income like saving are excluded from
taxable income.

Sales tax: value/Volume of items subject to tax. Some items like essential goods are not taxable.
Tax rate

How much tax is due from each source
Some tax systems have high rates and narrow base allowing generous deduction of business

expenses.

Other systems have wide base few exemption and lower rates.




Angel Tax

® A type of capital gain tax imposed when unlisted companies (start-ups) receive funding,

which is higher than their fair market value of the shares sold.

Tax avoidance and Tax evasion

e Avoidance: save or invest in a manner that leads to reduction in taxable income.
e [t is lawful to take all available tax deductions.

e Evasion: it is failing to report income or improperly claiming deductions. It is a punishable offence.
Hidden Taxes

e Taxes conceded in the price of article that one buys
e Other name: Implicit tax

e [t is the most common form of tax. For Example, GST.

Proportional, Progressive and regressive tax

e Proportional: Tax as a percentage of income is constant over all income levels.
e Progressive: tax as a percentage of Income, rises as income rises (Income tax slabs in India)

e Regressive: Tax, as a percentage of income fall as income rises.
Ad Valorem

Latin word: meaning “According to worth”

Taxes levied on the basis of value.

Taxes in real estate and personal property are Ad valorem.

For Example, Luxury goods are taxed higher even if they weigh or number the same as ordinary

goods
Excise Duty

Tax levied on the manufacture of goods.

Custom duty




e Imposed by central government when goods are imported or exported
Negative income tax

¢ For Example, subsidy.
Pigouvian tax

e Imposed on body that have negative externality. For Example, pollution
Octroi

e Entry 52 of SL in 7" schedule.
e Tax on entry of goods into a local area.

e Main source of revenue for most of urban local bodies.
Tax Buoyancy

e The percentage change in tax revenue with the growth of national income

e Growth based increased in tax collections.
Tax elasticity

e Percentage change in tax revenue in response to change in tax rate and the extension of

coverage.

Tax Stability

e No frequent changes in the tax rate.

e There is a continuity of policy in a predictable and transparent manner.
Tobin Tax

Economist James Tobin proposed it.

Worldwide tax on all foreign exchange transactions
When foreign capital enters the country and when it leaves
Aim: To check speculative inflows of FIlIs

FDI will not suffer because it will not invest for speculative reasons

It is also known as Robin Hood Tax




Tax Rebate

e A tax refund or tax rebate is a refund on taxes when the tax liability is less than the taxes paid.

¢ Vijay Kelkar Committee has suggested to abolish it in India
Cess

¢ Generally, means Tax
e It’s an additional levy on tax for a specific purpose. For Example, education cess

e Swatchh Bharat Cess was earlier imposed on all taxable services
Difference between Cess and Surcharge

e Surcharge is General and can be used for any purposes

e Cess is specific and can be used only for designated purpose like education cess.
Value Added Tax

It is charged both on goods and services

It is imposed on at all levels of manufacture of goods and services based on increase in price
Hence, it is a multi-point tax collection

VAT does not have a cascading effect on the prices of the goods

Similar goods and services are taxed equally. So, a similar television from all brands will be

taxed the same

VAT is levied at each stage of production and hence makes the taxation process easier and
more transparent

VAT reduces chances of tax evasion and fosters compliance

Encourages transparency in sale of goods and services at the tiniest level

It is an item in the state list and managed by the state

Fringe Benefit Tax(FBT).

e Fringe Benefits: benefits enjoyed by employees collectively not individually.




e Taxed in the hands of employer. For Example, transport services, gym, club etc.

e Abolished in 2009-10 budget.
Perquisite

Individual benefits given to employees by the employer
Employee has a right by virtue of his employment.
Perks (colloquial name) are benefits generally in cash/kind.

Taxable as per India income tax laws.
It includes:

Value of rent free accommodations

Value of concession in the rent of accommodation
Car

Membership of Club.

Travel.

Capital Gains Tax

Any profit or gain that arises from the sale of a ‘capital asset’ is a capital gain.

This gain or profit comes under the category of ‘income’.

Long-term Capital Gains Tax (Asset held for more than 36 months): It is a levy on the profits
from the sale of assets held for more than a year.

Short-term Capital Gains Tax: It applies to assets held for 36 months or less and is taxed as
ordinary income.

Land, building, house property, vehicles, patents, trademarks, leasehold rights, machinery,

jewellery, art work and painting are a few examples of capital assets.

Securities Transaction Tax

It is a type of financial transaction tax levied in India on transactions done on the domestic
stock exchanges
Rate of tax is declared in each budget

It is a direct tax

Minimum Alternative Tax




Itis a direct tax imposed on the ‘zero tax’ companies at the rate of 18.5% on their book profit
Income tax is paid as per the provisions of the Income Tax Act, but companies calculate their
profit and loss as per the Companies Act

Income tax Act allows several kinds of exemptions and incentives

Rates of depreciation under the Companies Act is higher than the IT Act

As these exemptions and deductions of both acts are considered together, companies show

their taxable income nil or negative

Base Erosion and Profit Shifting (BEPS)

Base Erosion and Profit Shifting (BEPS) refers to the strategies used by multinational
companies to avoid paying tax, by exploiting the mismatches and gaps in the tax rules

Tax is levied on the multinational company by the Government as a percentage of the profit
or income of the multinational company.

Using the loopholes, the multinational company shifts its income or profit to another country
which could be a tax haven

Organisation for Economic Cooperation and Development launched the BEPS project to
tackle the problem of tax avoidance, to bring in a transparent tax environment and bring in

more synergy to the international tax rules.

15™ Finance Commission of India

Under Article 280 of the Constitution, the President of India is required to constitute a Finance

Commission at an interval of five years or earlier.

The 15" Finance Commission was constituted by the President of India in November

2017, under the chairmanship of NK Singh.
Members are: Prof. Anoop Singh, Dr. Ashok Lahiri, Ajay Narayan Jha, Dr. Ramesh Chand
Its recommendations will cover a period of five years from the year 2021-22 to 2025-26.

It has recommended maintaining the vertical devolution at 41% of net proceeds of taxes for

the states

Previous Questions

Which one of the following correctly describes the ‘Angel Tax’? (2021)




A. A tax imposed on the super-rich people.
B. A tax relief given for doing social work.
C. A type of capital gain tax imposed when start-ups receive funding,
which is higher than their fair market value of the shares sold.
D. A tax relief given to start-ups for doing innovative work.
Under which scheme given below, a programme has been launched by the
Governmentof India to train youths on GST and related matters? (2021)

A. Digital India Programme.
B. INSPIRE Programme.
C. National Social Assistance Programme.

D. Pradhan Mantri Kaushal Vikas Yojana (PMKVY).
In India “any tax on supply of goods or services or both except taxes on supply of the

alcoholic liquor for human consumption” is called (2018)

A. An indirect tax

B. Goods and services tax
C. Non-excise duties

D. General sales tax

Goods and Services Tax (GST) would replace which of the following taxes levied at
present? (2016)

a) Income tax

b) Corporate tax

c) Capital gains tax

d) Value-added tax (VAT)

The Union government has decided to impose 0.5% cess on which services to fund the
‘Swachh Bharat Programme’? (2016)

a) All non-taxable services
b) All charitable services
c) Non-refundable services

d) All taxable services

Which is the most important source of income for the Government of India? (2015)

a) Interest
b) Excise duty

c) License fee




d) Income tax

Which of the following will not come under the proposed GST in India? (2015)

a) Agricultural products
b) Handicrafts

c) Gems and Jewelleries
d) Petroleum products

The Union of India has accepted the recommendation of the Fourteenth Finance
Commission for raising the devolution of net central taxes by (2015)

a) 42%
b) 45%
©) 33%

d) 37%
The Government of India earns maximum revenue from (2014)

a) Income tax

b) Corporate tax

c) Sales tax

d) Goods and Services tax

The committee that recommended abolition of tax rebate under Section 88 is (2013)

a) Chelliah Committee
b) Kelkar Committee
¢) Shome Committee
d) None of the above

VAT is imposed (2013)

Directly on consumer

on the first stage of production

on the final stage of production

on all stages between production and final sale

The recommendations of the 13" Finance Commission have been operational for the
period (2013)

a) 2010-2015
b) 2011-2016
c) 2012-2017
d) None of the above




Which is the new tax regime proposed to be introduced in the country? (2013)

a) GST (Goods Services Tax)
b) VAT (Value Added Tax)
c) Agricultural Income Tax
d) Central Excise
Name the city which pays the highest income tax (2006)

a) Mumbai
b) Delhi
¢) Kolkata

d) Chennai

FOREIGN TRADE OF INDIA

Imports and Exports

Largest trading partner of India is the US (Export and Import)

China is the second largest trade partner

India’s export of services is higher than its import of services

Largest imports of India are form China (India has largest BOT with China)
Largest export of India is to United States

India’s export of goods is less than its import of goods
FDI and FII

Largest flow of FDI to India is from Singapore followed by the US and Mauritius at second
and third positions respectively (2022)

Karnataka (37.55%) and Maharashtra (26.26%) are the top 2 States in receiving FDI (2022)
As per the UNCTAD (United Nations Conference on Trade and Development) World Investment
Report (WIR) 2022, in its analysis of the global trends in FDI inflows, India has improved one
position to 7th rank among the top 20 host economies for 2021.

In India, 100% FDI is permitted in all non-critical sectors

In Defence, 74 per cent FDI is permitted under the automatic route and up to 100 per cent

through the government route




Sectors received Highest FDI in India in 2021

Computer Software & Hardware: 24.60%

Services Sector (Fin., Banking, Insurance, Non Fin/Business, Outsourcing, R&D, Courier,
Tech. Testing and Analysis, Other): 12.13%

Automobile Industry: 11.89%

Forex Reserves

Forex reserve of an economy is its foreign currency assets added with its gold reserves, SDRs
and reserve Tranche in the IMF

The reserve cover for imports is 12 months now. It means that India’s total forex reserves can
finance India’s future import bills for 12 months

This is called as the Import Cover
Exchange Rate of Indian Currency

Indian currency was linked to British Pound Sterling till 1948

After that India followed different systems like IMF Fixed Currency regime and RBI fixing the
value in comparison to different international currencies

After 1992, India moved to a floating currency regime

India has its own method known as ‘dual exchange rate’.

There are two exchange rates for rupee one is the official rate and the other is the market rate
But RBI may intervene in the forex market to influence to value of the currency

Demand and supply of Indian currency determines the value of Indian Currency

Demand for the goods and services provided by India also influences the value of Indian
currency

A stable government will boost confidence in investors and it may also lead to the increase in

the exchange rate.

Factors Responsible for Appreciation and Depreciation of Currency

Inflation
Interest Rates
Trade Deficit (Current Account Deficit)

Import and Export




e Public Debt

e Exchange rate of Hard Currency and Changes in the monetary policy of India’s major trade

partners
Impacts of Appreciation and Depreciation

Import and Export
Competitiveness of our Exports- Increases during devaluation
Capital Flight

Interest Expenditure of Foreign Loan Increases due to Depreciation- Currency Risk

Trade Balance or Balance of Trade

e The monetary difference of the total export and import of an economy in one financial year is

called as trade balance.

e it might be either positive (Surplus) or negative (Deficit)

Depreciation

e [t is a situation when domestic currency loses its value in front of a foreign currency if the
exchange rate is market driven

e Sharp depreciation is known as currency crisis

Appreciation

e [tisasituation when domestic currency increases its value in front of a foreign currency if the

exchange rate is market driven

Current Account and Capital Account of External Sector

Current Account

It is an account maintained by the RBI in which every current transaction is shown

Current transactions of an economy in foreign currency all over the world are export, import,

interest payment, private remittances and transfers

If the inflow through current is more in an economy, it is known as current account surplus




e [If outflow is more it is known as current account deficit

e Presently, India has a current account deficit of 1.9 percent of GDP (2018)
Current Account Convertibility

It is the possibility of converting a foreign currency in a market for the purpose of current
account transactions

If the market permits 100 percent convertibility for current account transactions, then the market
has full current account convertibility

After 1991, India follows full current account convertibility
Capital Account

It is an account maintained by every economy and shows the capital kind of transactions
Capital account transactions include lending and borrowing, foreign currency deposits of
banks, external bonds issued by government of India, FDI, Portfolio Investment Scheme (It

is investment in banks and stock market) and Qualified Foreign Investments

Capital Account Convertibility

It is the possibility for converting foreign currency in a market for the capital account
transactions

India started moving towards full convertibility in capital account after the recommendations of SS
Tarapore Committee in 1997

India still does not offer full convertibility in this regard

Corporates are allowed to convert up to USD 500 million through automatic route

Individuals are allowed to invest in foreign assets and shares up to 2.5 lakh USD
Balance of Payment

The outcome of total transactions of an economy with the outside world in one year is known as
Balance of Payment (BoP)

It is the net outcome of current and capital accounts of an economy

It may be either surplus or deficit

If the outcome is positive at the end of the year, the money is automatically transferred to the

forex reserve of the country




If the outcome is negative, the same amount is drawn out of the foreign exchange reserve of
the country

If the forex reserves are not capable of fulfilling the negativity created by the BoP, the
situation is known as the BoP Crisis.

India had a BoP crisis in 1990

EFF (The Extended Fund Facility)

It is a service of provided by IMF to its member countries to raise any amount of foreign
exchange from it to fulfil their BoP Crisis

To get this, countries have to introduce structural reforms in the economy as per the
recommendations of IMF

India signed it 1981 -82
Hard Currency

It is the international currency in which the highest faith is shown and is needed by every
economy

The currency will have highest level of liquidity all over the world

Up to Second World War, the best hard currency was Pound Sterling

Soon after the war, it was replaced by the US Dollar

The non-availability of the international hard currency is known as the problem of International

Liquidity

Soft Currency

e [tis a currency which is easily available in any economy

e For Example, Indian rupee is a soft currency in Indian market
EXIM Bank

EXIM Bank or Export-Import Bank of India is India’s leading export financing institute that
engages in integrating foreign trade and investment with the country’s economic growth.
Founded in 1982 by the Government of India, EXIM Bank is a wholly-owned subsidiary of
the Indian Government.

The current Managing Director is




e [t is headquartered in Mumbai, Maharashtra.
Emerging Markets

e Definition: countries that are restructuring their economics along market oriented lines.
e Offer a wealth of opportunities for trade technology transfer and FDI.

e Four biggest country: China, India, Indonesia, Brazil.

Characteristics

Regional power Houses.

They are transitional societies.
World fastest growing economics.

Critical participation in worlds major political economic and social affairs. For Example, G20.
Third World Countries

e They are the developing countries like India

In the last one decade, which one among the following sectors has attracted the
highest Foreign Direct Investment (FDI) inflows into India? (2014)

a) Chemicals other than fertilizers
b) Telecommunication

¢) Food processing

d) Service sector

In the last one decade, which among the following sectors has attracted the highest
foreign direct investment inflows into India? (2013)

a) Chemicals other than fertilizers
b) Service Sector

c) Food processing

d) Telecommunication

In single-brand retail, the Government of India has raised FDI limit through FIPB
from 49% to (2013)

a) 51%
b) 74%
c) 100%
d) None of the above
Which of the following is related to international trade? (2011)

a) EXIM




b) IIP
c¢) FPO
d) TQM
Which of the following countries are referred to as “Third World”? (2006)
a) Underdeveloped countries
b) Developed countries
¢) Developing countries

d) Non-aligned countries

PUBLIC SECTOR UNITS IN INDIA

e They are known as Personal Milch cow in India

Maharatna, Navaratna and Mini-Ratnas

Mahartna Companies

10 Central Public-Sector Enterprises are categorised as Maharatna Companies

Bharat Heavy Electricals Limited

Coal India Limited

Gas Authority of India Limited (GAIL)

Indian Oil Corporation Limited

National Thermal Power Corporation (NTPC Limited)
QOil and natural Gas Corporation (ONGC)

Steel Authority of India Limited

Bharat Petroleum Corporation Limited (BPCL)
Hindustan Petroleum Corporation Limited (HPCL)
10. Power Grid Corporation of India (POWERGRID)

e ® SR W=

Navaratna Company




e A score of 60 (out of 100), based on six parameters which include net profit, net worth, total
manpower cost, total cost of production, cost of services, PBDIT (Profit Before Depreciation,
Interest and Taxes), capital employed, etc.

e A company must first be a Miniratna and have 4 independent directors on its board before it

can be made a Navratna.

14 Companies are categorised as Navaratna Companies

61 companies are included in Miniratna I Category

12 Companies are included Miniratna II Category

AGRICULTURE AND FOOD MANAGEMENT IN INDIA

Share of agriculture in the India economy is more than 20% of the GDP
But, about 48 percent of our population depends on agriculture

At the time of independence, it was 55.4% of the GDP

Cropping Seasons of India

Kharif, Rabi and Zaid

Kharif is the agriculture season from July to October during South West or Summer monsoon
Crops of this season include rice, maize, sorghum, pearl millet (bajra), finger millet (ragi),
pulses, soybean, ground nut, cotton etc.

Rabi is the season between October and March during the time of North East and Retreating
monsoon

Rabi crops include wheat, barely, oats, chickpea, linseed, mustard etc.

The season between Mach and June is known as Zaid/Jayad

Green Revolution

It was the introduction of new scientific techniques into agriculture
First introduced in wheat cultivation and then extended to the rice
The Green revolution was centered around the use of High Yielding Variety of seeds developed

US agro-scientist Norman Borlung




The programme was started in India with the help of US based Rockfeller Foundation

MS Swaminathan is known as the father of green revolution in India

Components of Green Revolution in India

3
4.
5
6

. High Yielding Variety of seeds popularly called as dwarf variety of seeds

These seeds were non-photosynthetic and hence non-dependent on sun rays for targeted yield
Chemical Fertilizers

Urea, Phosphate and Potash were used as chemical fertilizers

The Irrigation

Chemical Pesticides and germicides

Chemical Herbicides and Weedicides

Credit, Storage, Marketing and Distribution

Pradhan Mantri Krishi Sinchayee Yojana

It is a new irrigation programme by the government to increase productivity

The programme motto is “Har Khet Ko Pani”

It is project of rupees 500 billion for five years between 2015-2020

It is implemented under 3 ministries: Ministry of Water Resources, Ministry of Rural
Development and Ministry of Agriculture

It has amalgamated different ongoing programmes like Accelerated Irrigation Benefit
Programme of Ministry of Water Resources, River Development and Ganga Rejuvenation,
Integrated Watershed Management Programme of Department of Land resources and the

On-Farm Water Management of Department of Agriculture and Cooperation

Pradhan Mantri Fasal Bima Yojana (PMFBY)

It replaced two earlier programmes, National Agricultural Insurance Scheme (NAIS) and
modified NAIS

It provides a comprehensive insurance cover against failure of the crop thus helping in
stabilising the income of the farmers.

All food & oilseed crops and annual commercial/horticultural crops for which past yield data
is available are covered under this scheme.

The prescribed premium is 2% to be paid by farmers for all Kharif crops and 1.5% for all

rabi crops. In the case of annual commercial and horticultural crops, the premium is 5%.




Premium cost over and above the farmer share was equally subsidized by States and
Government of India

However, Government of India shared 90% of the premium subsidy for North Eastern States
to promote the uptake in the region.

The scheme was compulsory for loanee farmers availing Crop Loan/Kisan Credit Card
(KCC) account for notified crops and voluntary for other

This scheme covers post-harvest losses arising out of cyclones and unseasonal rains for those

crops which are allowed to dry in cut and spread situation
White Revolution

Operation Flood is the programme behind the white revolution

It was launched in 1966 by National Dairy Development Board

It is the largest dairy development programme in the world

Anand Pattern of experiment at Amul dairy was the engine behind the success of the programme

Vargheese Kurian established Anand pattern as a cooperative dairy development system
Soil Health Card Scheme

The Ministry of Agriculture and Farmers’ Welfare introduced the scheme in 2015

Soil Health Card (SHC) is a printed report which contains nutrient status of soil with respect to 12
nutrients: Potential of Hydrogen (pH) Electrical Conductivity (EC), Organic Carbon (OC),
Nitrogen (N), Phosphorus (P), Potassium (K), Sulphur (S), Zinc (Zn), Boron (B), Iron (Fe),
Manganese (Mn) and Copper (Cu) of farm holdings.

SHC is provided to all farmers in the country at an interval of 3 years to enable the farmers to
apply recommended doses of nutrients based on soil test

The scheme will help in checking the overuse of fertilizers in farmlands.

Agricultural Credit in India

e Highest credit to the garniture is given in India by the commercial banks due to the

mandatory 18% Priority Sector Lending
Kisan Credit Card

e The Kisan Credit Card (KCC) scheme was introduced in 1998 for providing adequate and

timely credit support from the banking system




e KCC covers post-harvest expenses, produce marketing loan, consumption requirements of
farmer household, working capital for maintenance of farm assets and activities allied to
agriculture, investment credit requirement for agriculture and allied activities.

The Kisan Credit Card Scheme is implemented by Commercial Banks, RRBs, Small Finance

Banks and Cooperatives.
Interest Subvention Scheme

It aims to provide short-term crop loans up to %3 lakh to farmers at an interest rate of 7 per
cent per annum.

Lending institutions — PSBs and private sector commercial banks offer interest subvention
of 2 per cent by the government.

The policy came into force with effect from 2006-07

The Interest Subvention Scheme is being implemented by NABARD and RBI.

FOOD MANAGEMENT IN INDIA

Minimum Support Price

It is a form of market intervention by the government to insure agricultural producers against
any sharp fall in farm prices
The MSP are announced at the is beginning of the sowing season for certain crops
The price would be recommended by Commission for Agricultural Costs and Prices
Presently MSP is announced for 23 commodities
The mandated crops include 14 crops of the kharif season, 6 rabi crops and 3 other
commercial crops
The list of crops are as follows:
Cereals (7)
1. Paddy
. Wheat
. Barley
. Jowar
. Bajra

. Maize

2
3
4
5
6
7

. Ragi




e Pulses (5)
8. Gram
9. Arhar/Tur
10. Moong
11. Urad
12. Lentil
e OQilseeds (8)
13. Groundnut
14. Rapeseed/Mustard
15. Toria
16. Soyabean
17. Sunflower Seed
18. Sesamum
19. Safflower Seed
20. Niger Seed
e Commercial Crops (3)
21. Raw cotton
22. Raw jute
23. Copra and De-husked coconut

e Sugarcane (Fair and remunerative price).
Fair and remunerative price (FRP)

Fair and remunerative price (FRP) is the minimum price at which rate sugarcane is to be
purchased by sugar mills from farmers.

The FRP is based on the recommendation of the Commission of Agricultural Costs & Prices
(CACP).

The approval will ensure a guaranteed price to cane growers. The ‘FRP’ of sugarcane is
determined under Sugarcane (Control) Order.

Fair and remunerative price (FRP) is finally approved by the Cabinet Committee on
Economic Affairs (CCEA)

Pradhan Mantri Annadata Aay Sanrakshan Abhiyan PM-AASHA




e Itis a new umbrella scheme which will provide Minimum Support Price (MSP) assurance to
farmers.

Following are the programmes under the scheme
Price Support Scheme (PSS)

Under the PSS, Central nodal agencies will procure pulses, oilseeds and copra with proactive
role of state governments.

The Food corporation of India (FCI) and the National Agricultural Cooperative Marketing
Federation of India (NAFED) will help implement the scheme.

The procurement expenditure and losses due to procurement will be borne by Central
Government as per norms.

The government will procure 25% of the marketable surplus of farmers for pulses, oilseeds

and copra
Price Deficiency Payment Scheme (PDPS)

Under the PDPS, the state will provide the difference between the prices prevailing in mandis
and the MSP.

All oil-seeds are to be covered under PDPS.

This scheme is modelled on the Bhawantar Bhugtan Yojana that has been implemented by
the Madhya Pradesh state government as well as Bhavantar Bharpai Yojana of Haryana
Government.

There will be no physical procurement of crops.
Pilot of Private Procurement & Stockist Scheme (PPPS)

e Private agencies will procure oilseeds in coordination with the government.

e The selected private agency shall procure the commodity at MSP in the notified markets
during the notified period from the registered farmers in consonance with the PPSS
Guidelines, whenever the prices in the market fall below the notified MSP and whenever

authorized by the state/UT government.

Agricultural Produce Market Committee Act




Agricultural Produce Market Committees (APMC) is the marketing board established by
the state governments with aim of eliminating the exploitation incidences of the farmers by
the intermediaries

The APMC has Yards/Mandis in the market area that regulates the notified agricultural
produce and livestock.

APMC ensures worthy prices and timely payments to the farmers for their produce.

APMC is also responsible for the regulation of agricultural trading practices.

This results in multiple benefits like elimination of unnecessary intermediaries, improving
the efficiency of markets by decreasing market fees

Needless intermediaries are eliminated

Improved market efficiency through a decrease in market charges

The producer-seller interest is well protected

The Government of India designed a model Agricultural Produce Market Committee
(APMC) Act in 2003

The National Agriculture Market (NAM) is a pan-India electronic trading portal, which links
the existing Agricultural Produce Market Committee (APMC) mandis across the country to

form a unified national market for agricultural commodities.

Buffer Stock

e Itis a system of keeping a food reserve of wheat and rice only at Food Corporation of India

e Foods crops are distributed from FCI to Public Distribution Shops

National Food Security Act, 2013

Aim is to provide subsidized food crops to approximately two thirds of India

It covers 2/3 of rural population and half of urban population

Beneficiaries are households covered under the priority households and the Antyodaya Anna
Yojana households

AAY households encompass the households headed by widows or disabled persons or persons
aged 60 years or more with no assured means of subsistence or societal support.

The eldest woman in a household, of age 18 years or above, shall be the head of the

household for the purpose of issuance of a ration card.




It gives legal entitlements for existing food security programmes of the government including
Midday Meal Scheme, Integrated Child Development Services and Public Distribution
System

It also recognizes maternity entitlements

The programme offers 5 kg of food crops per person under Public Distribution System at fixed
price of rupees 3 for rice, rupees 2 for wheat and rupees 1 for millet per one kilogram
Pregnant women, lactating mothers and certain categories of children are eligible for daily
free cereals of 600 Kcal during pregnancy and for six months thereafter.

Maternity benefit of not less than Rs.6000 is also provided to pregnant women and lactating
mothers.

Children in the age group of 6-14 years would also be entitled to free nutritious meals under the

MDM and ICDS schemes

ECONOMIC REFORMS

Economic reforms are a process in which a government prescribes declining role for the state
and expanding role for the private sector in an economy

After independence, India followed planned economy

During this time, we followed protectionist economic policy with import substitution as a
method

By 1980s a new development strategy called as Washington Consensus emerged

It supported private sector instead of stated-dominated economy

This consensus is called as economic reforms and was followed by all planned economies during

1980s

By 1990s, the countries again started shifting towards a mixed economy which a middle way

between planned system and Washington Consensus

Economic Reforms in India

India launched it on July 23, 1991

It is called as Rao Manmoham model of reforms

Liberalization

Liberalization is the pro market and pro capitalist inclination in the economic policies of India

In other terms, it can be called as a model of Laissez-faire




e [tmeans decreasing traits of a state economy and increasing traits of market economy in India

e India attempted to strike its own balance of the state-market mix

Privatization

e Under this policy state assets were transferred to the private
e [t means denationalization of state assets

¢ India started disinvestment of public sector enterprises after introducing economic reforms

Globalization

It is an increase in economic integration among nations

The concept was popularized by Organization of Economic Cooperation and Development
(OECD) in early 1980s

WTO is the highest international body which controls globalization at present

India is a founding member of WTO and follows its rules and regulations

Disinvestment

It is the process of selling shares of public sector enterprises
It can be classified into two; Token Disinvestment and Strategic Disinvestment
Token Disinvestment means the sale of shares up to 49 percent and the management is kept

with the government

Strategic disinvestment means selling more than 51 percent of shares and handing over the

management into the private sector

Make in India

It was launched by the government in 2014 to encourage multinational and Indian companies to
manufacture their products in India
Vision of the scheme is to enable India to be the top FDI destination surpassing China and the
US
It aims to create jobs in following 25 key sectors of the economy

1) Automobiles

2) Auto components

3) Aviation

4) Biotechnology




5) Chemicals
6) Construction;
7) Défense manufacturing
8) Electrical machinery
9) Electronic system design and manufacturing
10) Food processing
11) IT and BPM
12) Leather
13) Media and entertainment
14) Mining
15) Oil and gas
16) Pharmaceuticals
17) Ports
18) Railways
19) Renewable energy
20) Roads and highways
21) Space
22) Textiles
23) Thermal power
24) Tourism & Hospitality
25) Wellness
e Key Policies to be followed in the programme are:
1) Ease of Doing Business
2) 100 Smart Cities
3) Disinvestment of PSUs
4) Skills and jobs for youth
e The initiative is based on four Pillars
1) New Process
2) New Infrastructure
3) New Sectors
4) New Mindset

Start Up India




The scheme was launched in 2016 with the motto ‘Start-Up India and Stand-Up India’

Its aim was to bring innovation, sustainable economic growth and large-scale employment
opportunities

It is based on an action plan, aimed at promoting bank financing for start-up ventures to boost
entrepreneurship and encourages start-ups with jobs creation

Start-Up India Hub is a common online platform for all stakeholders of the entrepreneurial

ecosystem like start-ups, investors, mentors, academia, incubators, accelerators, corporates,

Government bodies in India, etc. to discover, connect and engage with each other

Stand Up India

The programme recognises the challenges faced by Scheduled Caste (SC), Scheduled Tribe (ST)
and women entrepreneurs in setting up enterprises

It want to support the above sections in availing loan for their greenfield entrepreneurships between
10 Lakh and 1 crore rupees

SIDBI has formulated a special refinance scheme to banks for extending loans under Stand up

India scheme for deserving loanees

Economic Revolutions and the Areas

Revolution Area

Green Revolution Agriculture

White Revolution Dairy

Brown Revolution Leather and Coco

Black Revolution Crude Oil

Grey Revolution Cement and Fertilizer

Pink Revolution Onion and Prawn

Red Revolution Meat and Potato

Round Revolution Potato

Yellow Revolution Oil Seeds




Silver Revolution

DIFFERENT GOVERNMENT COMMITTEES

Poverty Estimation Committees

Dadabai Naorji was the first person to estimate poverty in India
He put forward the idea of demarcating a poverty line

YK Alagh Committee
He Suggested the consumption method for estimating poverty first time in 1979
It suggested that people consuming less 2400 calorie food per day in rural area and
those consuming below 2100 calorie in urban area are poor

Lakdawala Committee 1993
It also suggested the consumption method as mentioned in YK Alagh report
It suggested that people consuming less 2400 calorie food per day in rural area and
those consuming below 2100 calorie in urban area are poor

Suresh Tendulkar Committee 2005
He opted cost of living as a method to measure poverty. It includes expenditure on
education, healthcare, electricity and transport
He fixed the poverty line at Rupees 27 per capita expenditure for rural population
and rupees 33 per capita expenditure for urban population
Estimated the poverty of India as 22 percent of population

e C Rangarajan Panel
Estimated poverty at 30 percent in 2011
He fixed the poverty line at Rupees 32 per capita expenditure for rural population
and rupees 47 per capita expenditure for urban population
e Aravind Pangariya Task Force on Poverty Estimation

Constituted by NITI Aayog in 2015
Aravind Pangariya was the Vice Chairperson of NITI Aayog

Could not reach into a conclusion
It recommended Government to constitute another committee for this purpose

Other Committees




Raja Chelliah Committee on Tax Reforms
Vijay Kelkar Committee on Tax Reforms
Sukhmoy Chakravarty Committee on Monetary Policy

BK Chaturvedi Committee on restricting Centrally Sponsored Programmes

PLANNING IN INDIA

Background

e The Visvesvaraya Plan: the credit of proposing the first blueprint of Indian planning is given to
the popular civil engineer and the ex-Dewan of the Mysore state, M. Visvesvaraya. In his book
the planned economy of India, published in 1934.

e This was the first systematic attempt for economic planning in India
The Congress Plan

e It was on the initiative of the INC president Subhash C. Bose that the National Planning
Commission (NPC) was set up in October 1938 under the chairmanship of Jawaharlal Nehru
to work out concrete programmes for development encompassing all major areas of the economy.
The 15-member NPC with 29 sub committees and a total of 350 members produced 29

volumes of recommendations.

Major objectives of planning in India

Economic Growth.

Poverty Alleviation.

Employment Generations.
Controlling Economic Inequality.
Modernization of Agriculture
Self-reliance.

Economic Justice and Equality

Modernisation.

Planning Commission of India




In March 1950, the planning Commission (PC) was set up by the government by a cabinet
resolution.

It is an extra- constitutional and non-statutory body.

An Executive advisory body to the Government.

A think tank on economic development with the Prime Minister as its ex-officio Chairman and
with the provisions or a Deputy Chairman with the rank of Cabinet Minister.

Six union cabinet ministers are elected as its ex-officio members and a Member Secretary.
The Minister of Planning is already an ex-officio member of the PC.

There is no education qualifications prescribed for the members of planning commission

It was seated at the Yojana Bhavan, New Delhi.

The first Deputy Chairman of Planning Commission was Gulzarilal Nanda

The last deputy chairman of Planning Commission was Montek Sing Ahluwalia.

On January 1,2015, the government formally abolished the PC by replacing it with the newly
created body — the NITI Aayog

National Development Council

The National Development Council (NDC) was set up on August 6, 1952 by a resolution issued
from the cabinet Secretariat. The first plan recommended its formation with a very concise and
suitable observations.

The reconstituted NDC comprises the Prime Minister, all Union Cabinet Ministers, Chief
Minister of all States and Union Territories and the Members of the Planning Commission.
Delhi administration is represented in the council by the Lt. Governor and the chief Executive
Councillor and the remaining Union Territories by their respective Administration

NDC used to given final approval for the five year plans

The Five-Year Plans

First Plan

The period for this plan was 1951-56. the plan accorded the highest priority to agriculture
including irrigation and power projects.
About 44.6 per cent of the plan outlay went in favour of the public sector undertakings (PSU)

First Deputy Chairman of Planning Commission was Gulzarilal Nanda




e It was based on Harrod-Domar model of economic development. It believed that growth is
dependant on savings and capital in the economy

e Target growth was 2.1 percent of GDP and achieved was 3.6%
Second Plan

The plan period was 1956-61. The strategy of growth laid emphasis on rapid industrialisation with
a focus on heavy industries and capital goods.
The plan was developed by Prof. Mahalanobis.
Target Growth: 4.5% Actual Growth: 4.27%

Third Plan

The plan period was 1961-66. The plan specifically incorporated the development of agriculture.

Enough misfortunes awaited this plan- two wars one with China in 1961-62 and the other with
Pakistan in 1965-66 along the Gujrat border and severe drought-led famine in 1965-66 had to
be faced.

Due to heavy drain and diversions of funds this plan utterly failed to meet its target.

Then named it as a period of ‘Plan Holiday’, i.e, the planning was on a holiday.

Target Growth: 5.6% Actual Growth: 2.84%

Fourth Plan

The Plan period was 1969-74. The plan was based on the Gadgil strategy.

The strategy was prepared by Dhananjay Ramachandra Gadgil

The Gadgil strategy was based on allocation of central assistance for state plans

Green Revolution was introduced in India during this plan

With special focus to the ideas of growth with stability and progress towards self-reliance.
Droughts and the Indo-Pak war of 1971-72 led the economy to capital diversions creating
financial crunch for the plan.

The politicisation of planning stated from this plan which took serious ‘populist’ design in the
coming plans.

Frequent double-digit inflations, un-reigned increase in the fiscal deficits, subsidy-induced

higher non-plan expenditures and the first move in the direction of nationalisation and greater




control and regulation of the economy were some of the salient features of this plan, which
continued unchanged till the early 1990s
e Target Growth: 5.7% Actual Growth: 3.30%

Fifth Plan

The Plan (1974-79) has its focus on poverty alleviation and self-reliance.

Target Growth: 4.4% Actual Growth: 3.8

Minimum needs Programme was introduced in this five-year Plan

It included rural health, rural water supply, rural electrification, elementary education,
adult education, nutrition, environmental improvement of urban slums and houses for
landless labourers

The havocs of hyper-inflation led the government to hand over a new function to the Reserve
Bank of India to stabilise the inflation (the function which the RBI carries forward even today)
The plan period was badly disturbed by the draconian emergency and a change of the
government at the centre. The Janata Party came to power with a thumping victory in 1977.
The Janata Government did cut-short the Fifth Plan by a year ahead of its terminal year,

i.e., by the fiscal 1977-78, in place of the decided 1978-79.

A fresh plan the sixth plan for the period 1978-83 was launched by the new government which
called it the ‘Rolling Plan’.

In 1980 there was again a change of government at the centre with the return of the Congress
which abandoned the Sixth Plan of Janata government in the year 1980 itself.
The Annual Plan (1979-80) may be considered the lone independent remnant of the ‘Rolling

Plan’ of the Janata Government
Sixth Plan

This plan (1980-85) was launched with the slogan of Garibi Hatao’ (alleviate poverty).
Target Growth: 5.2% Actual Growth: 5.66%

The minimum amount of calorie-based definition of poverty in India was accepted in this
plan

Sixth Plan tried to improve the standard of living of the poor masses with the direct approach.
National Rural Employment Programme (NREP)- 1980

Restructured twenty-point Programme-1982.

Biogas Programme-1982.




Development of women and children in rural areas(DWERA)- 1983.
Rural Landless Employment Guarantee Programme(RLEGP)-1983.
Self-employment to Educated Unemployed Youth Programme(SEEUP)-1983.
Dairy Development Programme(DDP)-1983.

Village and Small Industries Development Programme(VSIDP) -1983.
Tribal Development Agency(TDA)-1983

National seeds programme(NSP)-1983.

Intensive Pulses Development Programme(IPDP)-1983.

Intensive Cotton Development Programme(ICDP)-1983.

Khadi and Village Industries Programme (KVIP)-1983.

Programme for Depressed Areas(PDA)-1983.

Special Programme for Women and Children (SPWC)-1983.

Seventh Plan

The Plan (1985-90) emphasised on rapid food grain production.

Growth, modernisation, self-reliance and social justice remained as the guiding principles.
The Jawaher Rozgar yojana (JRY) was launched in 1989 with the motive to create wage-
employment for the rural poor.

Heavy foreign loans on which the governmental expenditures depended heavily during the period,
the economy failed to service.

Target Growth: 5.0% Actual Growth: 6.01%

Eighth Plan

Target average annual growth rate was 5.6% and achieved 6.8%

The eighth Plan (1992-97) was launched in a typically new economic environment.

The economic reforms were already started in July 1991 with the initiation of the structural
adjustment and macro-stabilisation policies necessitated by the worsening balance of payments,
higher fiscal deficit and unsustainable rate of inflation.

An immediate re-definition of the state’s role in the economy was suggested.

Market based development advised in area which could afford.

More investment in the infrastructure sector, especially in the laggard states as the ongoing

emphasis on greater private sector investment.




Rising non-plan expenditure and fiscal deficits need to be checked.
Subsides need restructuring and refocusing.

Planning immediately needs to be decentralised.

Special emphasis on co-operative federalism suggested.

Greater focus on agriculture and other rural activities was suggested.

It recognised human development as the core of all developmental efforts
Ninth Plan

The Ninth Plan (1997-2002) was launched when there was an all-round slowdown in the economy
led by the south east Asian financial crisis (1996-97)

The motto of the plan was Growth with Social Justice and Equity

Basic Minimum Services (BMS) with additional Central Assistance for these services with a
view to obtaining complete coverage of the population.

The BMS include safe drinking water, primary health service, Universalisation of Primary
education, Public housing assistance to the Shelter less poor families, Nutritional Support to
Children, Connectivity of all villages and habitations and streamlining of the public
distribution system.

Target Growth: 6.5% Actual Growth: 5.35%

Tenth Plan

The plan (2002- 07) commenced with the objective of greater participation of the NDC in their
formulation.

Doubling per capita income in 10 years.

Target growth was 8% and achieved was 7.7%

Accepting that the higher growth rates are not the only objective

It should be translated into improving the quality of life of the people.

Monitorable targets for eleven select indicators of development for the centre.

National horticultural mission was launched under this plan

Eleventh Plan (2007-2012)

e The plan targets a growth rate of 10 per cent and emphasises the idea of inclusive growth

e Itachieved 8% growth




It targeted 10 percent rural tele-density from existing 1.9% by the year 2010

The planning commission shows its concern regarding realising the growth targets because the
compulsions towards the Fiscal responsibility and Budget Management Act.

The commission has been estimating poverty line and poverty ratio since 1997 based on the
methodology contained in the report of the Expert Group on Estimation of Number And proportion
of Poor. (known as Lakdwala Committee Report).

The PC constituted an Expert group in December 2005 under the chairman ship of Prof. Suresh
D. Tendulkar to review the methodology for estimation of poverty.

The expert group submitted its report in December 2009.

While acknowledging the multidimensional nature of poverty, the Expert Group recommended
moving away from anchoring the poverty lines to the calorie intake norm, adopting the Mixed

Reference Period (MRP)
Twelfth Plan

The Draft Approach Paper of the Twelfth Plan (2012-2017) was prepared by the Planning
commission after widest consultation till date recognising the fact that citizens are now better
informed and keen to engage.

Growth rate of 8% is targeted for the plan.

It emphasizes the need to intensify efforts to have 4% average growth in the agriculture.

Faster, sustainable and more inclusive growth was the motto of the Plan

Twenty Point Programme

The twenty-point programme (TPP) is the second central plan which was launched in july1975
The programme was conceived for coordination and intensive monitoring of a number of
schemes implemented by the central and the state governments.

The basic objective was of improving the quality of life of the people, especially of those living
below the poverty line.

Poverty alleviation, employment generation in rural arears, housing, education, family
welfare and health, protection of environment and many other schemes having a bearing on the

quality of life in rural area.

MPLADS




MEMBER OF Parliament Local Area Development Scheme(MPLADS) is the last of the
Central Plans and latest to have been launched on December 23,1993 with only Rs.5 lakh given
to each MPs which was increased to Rs.1 crore in the year 1994-95.

In April 2011, the corpus was enhanced to Rs.5 crore while announcing the new guidelines for
the scheme.

Normally, the fund should be used to create durable assets like physical infrastructure for health,

education, etc.

To encourage trusts and societies to work for the betterment of tribal people, the ceiling of 350
lakh, stipulated for building assets by trusts and societies in areas occupied by tribals, has been
enhanced to I75 lakh recently.

Further, to promote cooperative movement and rural development, the Cooperative Societies
have also been made eligible under the MPLAD Scheme.

Natural and man-made calamities can also be allocated funds under it.

Now the funds can be allocated by a MP outside of Constituency/State/UTs, too.

Funds from local bodies can be pooled with MPLADS works.

Public and community contribution is made permissible in the scheme.

‘One MP-One Idea’, an annual competition for best innovation in solving local problems.
According to the ‘Guidelines on Members of Parliament Local Area Development Scheme
(MPLADS)’ published by the Ministry of Statistics and Programme Implementation in June
2016, the MPLAD funds can also be used for implementation of the schemes such as Swachh
Bharat Abhiyan, Accessible India Campaign (Sugamya Bharat Abhiyan), conservation of water
through rain water harvesting and Sansad Aadarsh Gram Yojana, etc.

A specified portion of each MP’s ‘fund must benefit SC/ST populations.

The unused fund of an year will be carried forward for the next years

The district authority must inspect at least 10% of all works under implementation every year.

Multi-Level Planning

e [t was by the late 1950s and early 1960s that the states demanded the right to plan at the state
level.
¢ First Strata: Centre-Level Planning- Central plans evolved over the years — the five-year plans,

the twenty-point programme and the MPLADS.




Second Strata: state level planning- in 1960s the states were planning at the state level with their

respective planning bodies. State planning Boards with the respective CMs being their de-facto

Chairman.
Third Strata District Planning: in 1960s all the districts of the states with the District Planning

Boards. District Magistrate being the de-facto chairman.

Fourth Strata: Block- Level Planning.

Previous Questions

The Second Five-year plan of India advocated substantial investment in (2018)

A. Small industries
B. Cottage industries
C. Heavy industries
D. Sick industries

The aggregate growth model followed by First-Five Year plan in India was the
growth model developed by (2018)

A. Harrod Domar
B. R. Solow

C. J. Robinson

D. None of them

Which of the following was never an objective of the Five-Year plans in India? (2018)

A. To attain growth

B. To bring justice with equality

C. To modernize the agricultural sector
D. To reduce immigration

Who used to give the final approval to the five-year plans in India? (2018)

. The planning Commission

. The President of India

. The prime minister of India

. National Development Council

Choose the correct duration of the 12t Five-year Plan. (2018)

A. 2010-2015
B. 2011-2016
C. 2012-2017
D. 2013-2018




Who was the deputy chairperson of the first five-year plan? (2018)

A. Gulzarilal Nanda
B. V. T. Krishnamachari
C. C.D. Deshmukh

D. N.R. Pillai

During which five - year plan, the Green Revolution was introduced in India? (2018)

. Second Five — Year Plan
. Third Five- Year Plan

. Fourth Five- Year plan
. Fifth Five-Year Plan

Chief Ministers of all the states are the ex-officio members of the (2016)
a) Finance commission
b) Planning commission
c) Interstate council
d) National development council
Which Five-Year Plan focused on growth with social justice and equity? (2015)
a) Sixth Five-year Plan
b) Seventh Five-year Plan
c) Eighth Five-year Plan

d) Ninth Five-year Plan

The Eleventh Five Year Plan aimed at achieving 100% rural tele-density in India
from the existing 1-9% by the year (2014)

2009
2011
2010
2012

Prof. PC Mahalanobis name is associated with the (2014)

a) First Five Year Plan
Second Five Year Plan
Third Five Year Plan
Fourth Five Year Plan




National Horticulture Mission has been implemented in (2014)

9th Plan

10th Plan
11th Plan
12th Plan

In the Eleventh Five Year Plan of India, the largest at locations was for (2014)

a) Energy

b) Social Service
¢) Agriculture
d) Industry

Which of the following statements is correct for the Planning Commission of India?
(2013)

a) Itis not defined in the Indian Constitution.

b) Members and the Vice Chairman do not have fixed working duration

c) Its members do not require any minimum educational qualification

d) All of the above
The minimum Needs Programme was introduced in the (2013)

a) Fourth Plan

b) Fifth Plan

c) Sixth Plan

d) Seventh Plan
There was a plan holiday in India during (2013)

a) 1955-1958

b) 1961-1964

c) 1971-1974

d) None of the above
The first systematic attempt of economic planning in India was made in the year
(2013)

a) 1934

b) 1937

c) 1943

d) 1944
The minimum amount of calorie-based definition of poverty in India was accepted in
them (2013)

a) Fourth Plan

b) Fifth Plan

c) Sixth Plan

d) Seventh Plan
Who chairs the Planning Commission in India? (2011)

a) The President of India
b) The Vice President of India

¢) The Prime Minister of India




d) None of the above

The aim of India’s economic planning is to raise (2001)
a) Lliving standard of people
b) National income
c) Per capita income
d) all of the above
Community Development is organized on the basis of (2001)
a) Population
b) Area
c¢) Community
d) Population and Community
The Ninth Five-Year Plan will be completed on 31st March (2001)
a) 2002
b) 2003
c) 2004
d) 2005

Which one of the following Five Year Plans recognised human development as the core
of all development efforts? (1998)

a) Third Five Year Plan
b) Fifth Five Year Plan
¢) Sixth Five Year Plan

d) Eight Five Year Plan

A major shift in the 8" Five Year plan from its preceding ones is (1998)

a) The significant reduction in public sector outlays
b) Concentration of public investment in infrastructure sectors

¢) Major investment in agriculture so as to promote exports




d) Major investment in sectors in which industrial sickness has been a chronic
problem

WTO AND GATT

General Agreement on Tariffs and Trade (GATT)

e Formed in 1947 by 23 countries in Geneva and came into operational stage 1948
The aim of this agreement was to establish free and fair international trade among members.
The agreement progressed and expanded through discussions called as trade rounds
Head Quarters of GATT was Geneva, Switzerland
A total number of 8 rounds held under GATT.
1% was Geneva Round in 1947 in which 23 members established it.

The last round was Uruguay Round (1986-94) which resulted in the establishment of WTO

World Trade Organization (WTO)

Came into existence in 1995.

1** round of discussions was Doha round (2001) and it is still continuing.

Initially developing countries were reluctant and resisted expansion agenda but gradually they
agreed.

Director general of that time Arthur Dunkel was asked to draft an agreement for consideration of
members. It is called Dunkel Draft.

It was signed in Marakesh (Morocco) in 1994 and paved way for establishment of WTO.

Hence, it is called Marakesh Treaty

Differences between GATT and WTO

e GATT=itisa TREATY and had no dispute settlement process.
e WTO = itis an ORGANISATION and has dispute settlement process.

WTO as founded in 1995




Geneva is the Head Quarters

WTO has a total number of 164-member countries

Afghanistan was the last member to join the club in 2016

Present Director General is

WTO has played a crucial role in setting up rule based multilateral trade.

WTO is not a part of the UN.

Structure of WTQO

Descending order of Authority of WTO structure.

Ministerial Conference

Ministerial conference is usually held once in every 2 years.
The conference is represented by commerce ministers of member countries
Last ministerial conference was held in

1* ministerial conference was in Singapore in 1996.

General Council

e General Council is responsible to carry out decisions of ministerial conference
e Itis seated in Geneva

¢ Represented by ambassador/equivalents of member countries
WTO Agreements

e There are about 60 agreements under WTO

e All the agreements of WTO have the status of international legal texts.

Agreement on Agriculture (AoA)

e Agriculture was one of the most contentious issue in Uruguay round.
e In 1994, when Marrakesh treaty was being signed, AOA was resisted by developing countries.

e They won some concessional features and flexibilities




Three pillars of it.

1. Domestic support

e Subsidies given by government to farmers like food, fertilizer, power, water etc.
e Grouped in 3 “boxes”
a) Green box: - subsidies to Research and Development and infrastructure like
universities. There is no limit on them.
b) Amber box: - Domestic subsidies to impact market price. For Example, food

subsidies. It needs to be limited by the countries

C)  Blue box: - Subsidies that are direct payment to farmers to limit their production

for environmental stability For Example, leaving land fallow etc.

2. Export subsidies

e It must be limited by developed countries
3. Market Access

e All members should open their market for agricultural imports.

Trade Related Aspects of Intellectual Property Rights (TRIPs)

o Intellectual property: - it’s the work of intellect or mind that have commercial uses. For

Example, drugs, literature, painting etc.

Types of IP

. Patent: - It is granted for a new useful and non —obvious invention. For certain periods holder
can commercially exploit the invention (typically 20 years from the date of application)
Copy right: - for creative and artistic works (book, movie, music, photograph painting and
software) for certain periods

Trademark: - used to distinguish the products or services of different business.
The National Intellectual Property Rights (IPR) Policy 2016

e The National Intellectual Property Rights (IPR) Policy 2016 was adopted in May 2016 as a vision
document to guide future development of IPRs in the country.

e Its motto is “Creative India; Innovative India”.




¢ Department of Industrial Policy & Promotion (DIPP), Ministry of Commerce, Government
of India, has been appointed as the nodal department to coordinate, guide and oversee the

implementation and future development of IPRs in India.
Geographical Indication (GI)

Some goods own their origin to their region.

For Example, Basmati rice, Darjeeling Tea and Malabar Pepper, Joha rice of Assam

GI is given to an institution, community or group and not to individual.

It is given for a specific period, mostly 10 years

To agricultural, natural or manufactured good (Tirupati Ladu)

In 1999, India passed GI of good (registration and protection) act ,1999

It came into force in 2003

Registration in India is done by GI registry in Chennai

Following products of Assam has been awarded with Geographic Indications
1. Assam (Orthodox) Logo

Muga Silk of Assam (Logo)

Muga Silk

Assam Karbi Anglong Ginger

Tezpur Litchi

Joha Rice

Boka Chaul

Kaji Nemu

Chokuwa Rice

2.
3.
4.
S.
6.
7.
8.
9.

10. Gamosa
GATS: - General Agreement on Trade in Services

Set in regulation for trade in services among WTO members.

Adopted in 1995 with AOA and TRIPs

It covers many economic activities such as healthcare, education, telecommunication, banking,
insurance, business process off shoring (BPO), tourism and so on.

GATT did not cover services. It was an innovation introduced by WTO later

Members off one another the status of Most Favoured Nation (MFN) as in good

MEFN grant of no discriminatory trade and it means only normal trade




Trade Related Investment Measures (TRIMs)

e It prohibits investment restricting measures that discriminates foreign investment

e The agreement is not cornered with the regulation of FDI or FII

Doha Round

Began in 2001 in Doha, Qatar.

It was 4™ ministerial meet after WTO formation.

Called Doha development Round because it promised to address the issues of developing

countries like India

e The tariff policy that one county receives in an organisation should be extended to all others

Countervailing duties

e Special duties imposed on imports.

e To offset the actual or potential injurious effects (price undercutting) of subsidies to producers

or exporters in the country of export.

Previous Questions

The WTO was founded in 1995 as the successor organization to the (2016)
a) UNCTAD
b) IBRD
¢) World Bank
d) GATT
The WTO basically promotes (2016)
a) Financial support
b) Global peace
¢) Unilateral trade

d) Multilateral trade




Aims

The World Trade Organization (WTO) formally approved which country’s
membership in December, 2015? (2016)

a) Kyrgystan
b) Pakistan
c¢) Kazakhstan
d) Afghanistan
Where is the headquarters of WTO? (2011)
a) New York
b) Geneva
c¢) Rome

d) Paris

Bretton Woods Institution.

IMF and International Bank for Reconstruction and Development (IBRD) were formed in the

UN monetary and financial conference known as Bretton Woods conference. (1944)

IBRD aimed to speed up post war reconstruction

IMF aims to foster monetary stability at global level known as Benetton woods twins.

IMF is a UN specialised agency established in 1944 along with world Bank.
Total number of members is 190

Andorra is the last country to join in 2020

Washington DC is the Head Quarters of IMF

Present managing director of IMF is

Managing director is assisted by 24 directors appointed by member countries or group of

countries

is the Indian among 24 directors of IMF




He represents India, Bangladesh, Sri Lanka and Bhutan in the IMF
IMF started functioning in 1947
For India, Finance Minister is the ex officio governor and RBI governor is the alternate

governor

Major Functions of IMF

To facilitate international monetary cooperation

To promote exchange rate stability

To assist countries to correct Balance of Payment crisis

IMF lends to only member countries

IMF does not lend for specific project

IMF publishes the magazine “World Economic Outlook” and Global Financial Stability
Report’

Special Drawing Rights (SDR)

It is an International Reserve Asset created by IMF in 1969.
The aim is to supplement its member countries official reserves.
Its value is based on a basket of 5 key currencies- US dollar, Japanese Yen, Euro, Chinese

Renminbi/Yuan and Pound Sterling
Gold Tranche (Reserve Tranche) with IMF

It is a segment of an IMF member country’s quota with the IMF that is in the form of gold
or foreign currency

It is accessible for the member country without fees or economic reforms conditions

All members of the IMF have to give the quota amount with the IMF (25% in foreign currency
and 75% in domestic currency)

This 25% foreign currency is known as reserve tranche and it can be withdrawn by the country
at its discretion

It is a credit system of the IMF to its member countries

If the amount requested by the member country exceeds its reserve tranche, then it becomes credit
tranche that must be repaid within 3 years with additional interest

Before 1978, reserve tranche was paid in gold and it was called as gold tranche




India and the IMF

¢ India joined in 1945 as original member.

e At present India is donor to IMF

¢ India has a voting value of rank among members

World Bank Group and World Bank

World Bank group:

A family of five international organisations

Gives loan generally to poor countries

Established in 1945 following Bretton woods agreement

Responsible to Prepare World Development Report

Washington DC is the Headquarters of World Bank

World Bank is a part of UN

World Bank group manages The Global Infrastructure Facility (GIF)

GIF is a partnership among governments, multilateral development banks, private
sector investors, and financiers. It is designed to provide a new way to collaborate on
preparing, structuring, and implementing complex projects that no single institution
could handle on its own.

President is conventionally an American

Present president of the World Bank is

S Agencies of World Bank Group

International Bank for reconstruction and development. (IBRD)

International Development Association (IDA)

International Finance Corporation (IFC)

Multilateral Investment Guarantee Agency (MIGA)

International centre for settlement of Investment Disputes (ICSID)

World Bank Means IBRD +IDA.

Focuses on developing countries in following fields

Human development (Education and Health)




Agriculture and rural development (Irrigation, Rural services etc.)
Environmental protection (Pollution reduction, Enforce regulation)
Infrastructure (Roads, Urban regeneration, Electricity)

Governance (Anti-corruption, Legal institutions development)

India’s voting share at present is

World bank published the Ease of Doing Business Index and ‘Global Economic Prospects’

report

World Bank also manages ‘Biocarbon Fund Initiative for Sustainable Forest Landscapes’

The Fund seeks to promote reduced greenhouse gas emissions from the land sector, from

deforestation and forest degradation in developing countries

Ease of Doing Business Index

e The report was introduced by the World Bank in 2003 to provide an assessment of objective

measures of business regulations and their enforcement across 190 economies on following ten

parameters affecting a business through its life cycle.

1
2
3
4
5.
6
7
8
9

Starting a business

Dealing with construction permits
Getting electricity

Registering property

Getting credit

Protecting investors

Paying taxes

Trading across borders

Enforcing contracts

10. Resolving insolvency proceeding

e According to the 2020 report, New Zealand retained its 1% position whereas Somalia was

ranked at 190" position

e India was placed at 63" position this time (20200ut of 190 countries

e World Bank discontinued Ease of Doing Business after 2020

The International Bank for Reconstruction and Development (IBRD)

o [Itis the oldest of World Bank institutions which started functioning in 1945




e Original Mission was the reconstruction after 2" world war
e Current mission is to fight poverty by financing states

e It commenced lending for India in 1949
The International Development Agency (IDA)

It is also known as the soft window of the World Bank

It was established in 1960 with the aim of developing infrastructure support among member
nations

It provides long term interest free loan (for 35-40 Years) for economies with low per capita
income

Repayment of the loan starts after a grace period of 10 years

IBRD raises funds on world’s financial market and IDA raises Funds through contribution

from rich members
The International Finance Corporation (IFC)

IFC was established in 1956

It is also known as the private arm of the World Bank

It lends money only to private sector companies in its member countries

It has recently issued Masala Bond for Indian Business owners (It is first rupee convertible
international bond)

Headquarters is in Washington DC

The Multilateral Investment Guarantee Agency (MIGA)

It was Founded In 1988 to encourage foreign investment in developing countries by offering
insurance (guarantees) for investors for loss caused by non-commercial (political) risks
Non-commercial risks include currency transfer, expropriation, war and disturbance

The aim is to promote FDI Into Developing Countries.

Headquarters of MIGA is also in Washington DC
The International Centre for Settlement of Investment Disputes (ICSID)

e It was set up in 1966 as an investment settlement body whose decisions are binding on the

parties




It was established under the Convention on the Settlement of Investment Disputes between
States and Nationals of other States in 1966
India is not a member of ICSID

Its headquarters in based in Washington.

Previous Questions
Who said, ‘India is the bright spot on the cloudy global horizon’? (2016)
a) UN Secretary General Ban Ki-moon
b) Former US President Barack Obama
¢) Indian President Pranab Mukherjee
d) IMF Chef Christine Lagarde

Which International agency is the provider of soft loans to developing countries of
Asia? (2006)

a) International Monetary Fund
b) Asian Development Bank
¢) World Bank

d) International Development Association

Nobel Prize for Economics for Indians

e Amartya Sen in 1998 in Welfare Economics for his Social Choice theory

e Abhijit Banerjee in 2019 with his wife Esther Duflo for Experimental Approach to alleviating

global poverty

ASSAM ECONOMY

e North East India is often highlighted as a region which is far away from the Country’s capital and
its topographical complexities had rendered slow economic progess in this part of the world.
However, despite this drawback, Assam stands as the largest economy in the North East India.

e Assam is a gateway to the North-East States and is well placed to serve the needs and markets of

other states of the North- East.




Its geographical location is favourable for foreign trade with neighbouring countries like Bhutan,

Bangladesh, Nepal, Myanmar, Thailand, China etc.

Agricultural and food grains production

In Assam, the soil, topography, rainfall and climate in general are conducive for agricultural
activity, mainly for the production of paddy. Therefore, the concentration of area under paddy
cultivation is high in this region.

The area for paddy cultivation in 2016-17 was estimated at 92.5% of the total area under food
grain. While the area under wheat has declined by around 17% in the same year. Other crops like
Maize and Oil seeds have increased by 10.2% and 2.3% respectively in 2016 as compared to 2015.
Assam uses about 54.11% of land for agricultural activities and about 80% of the states are

dependent on agriculture.

Cropping pattern

Depending on the crop production season, Assam’s agriculture can be divided into three types:

1.

Kharif crops are grown during April-May when rain starts and are harvested during November —

December. The principal Kharif crops of Assam are Sali and bao rice, jute, sugarcane etc.

. Rabi crops are shown during the early part of October-November and harvested during April to

June. The major rabi crop are ahu and Bodo rice, mustard, pulses, tobacoo, wheat, maize,etc.

. The Zaid crop cultivation is carried out during the period between the Kharif and Rabi crop

production. This kind of agriculture is dependent on irrigation.

Major crops: peas, potato, onion, cabbage, watermelon, pumpkin and cucumber.

The hill dwellers in this region use to clear the slopes of the hills through cutting and burning
methods. This kind of agriculture is called Jhum Cultivation or Shifting Cultivation.

In Assam both Mono Cropping (cropping only one crop) and Multi cropping system are in used
in different districts.

Crop rotation is also adopted by the farmers in some areas as the fertility of soils is reduced when

cultivation is carried out in same plot of land for several years.

Crop production of Assam

Paddy




It is the Principle crop of Assam and Paddy is cultivated in 64.52% of total agricultural land of
the state.

It is the highest cash earning fibre crop. Temperature and moist climate of Assam is suitable for
jute cultivation.

The low lying fertile land where water remains for considerable time is used for jute cultivation.
The stems of mature jute plants are kept generally under stagnant water for about 20 days. The
rotten and soft are removed from the stems which are then washed in Nagoan, Morigoan,

Goalpara, Dhubri and Barpeta districts of Assam.

Tea is the Principle cash crop of Assam.

Assam enjoys Agro- Climatic conditions suitable for tea cultivation.

Almost all the districts of Assam enjoys annual rainfall from 150cm to 200cm, temperature more
than 30 degree centigrade and acidic soil of low slopes.

As a result, Assam is an important tea producing region in the world.

There are more than 850 tea gardens and several thousand small tea gardens in Assam.

Assam ranks second as tea producing region in the world after South China region.

In Assam, tea leaves are plucked for two times in a year.

First time plucking is done during March-April and second time plucking is done during June-
July.

The tea leaves plucked during second time provide deep colour and more taste with a malty

flavour.

Medicinal plants

e Varities of medicinal plants are found in the hills and forests of Assam. There are about 300 plus
species of vegetables and edible plants that are available in Assam. As many of these plants have

medicinal value, there is ample scope for establishment of plant based industries in the state.

Horticulture
e Assam is traditionally rich in horticultural production due to its diverse and unique agro-climatic
conditions which is conducive for growing wide range of horticultural crops like varieties of

vegetables, fruits, flowers, spices, nuts, tuber crops and medicina and aromatic plants.




Assam is encompassed as one under 14 global bio-diversity hotspots.
3 types of Horticultural crops in Assam:

1. Major fruits: Pineapple, bananas, coconuts, jackfruit etc

2. Major citrus fruits: orange lemon (different types)

3. Major spice fruits: ginger, turmeric, Bhutjolokia, chilli, pepper etc.

Different industries of Assam

1. Tea industry

The tea industry in Assam is about 172 years old.

Robert Bruce in 1823 discovered tea plants growing wild in upper Brahmaputra Valley.

The first Indian tea produced in Assam was sent to United Kingdom for public sale in the year
1838.

Nazira became the headquarters of the first company named Assam Company formed in 1839.
Later this headquarter was shifted to Calcutta in 1965.

In 1859, the second important tea company the Jorhat Tea Company was formed.

In 1911, the Toklai Research Station was established near Jorhat with a view to carrying on
research on cultivation and manufacture of tea.

The opening of Tea Auction Centre at Guwahati on 25 September 1970 initiated a new era for the

tea industry in Assam.

2.Rubber industry

The Rubber Board has identified Assam as a ‘Potential State’ from the ‘productivity’point of view.
The area under rubber cultivation has grown from 16.5 thousand hectr in 2006-07 to 57.65
thousand hectre in 2016-2017.

3. Sericulture

It is one of the major Cottage Industry in Assam. It is prevalent from time immemorial and
continues to be an important labour intensive and agro-based cottage industry.

Sericulture is a sustainable farm-based economic enterpreise positively favouring the rural poor
in the un-organised sector because of its relatively low requirement of fixed capital and higher
returns on investment.

Muga, Eri, Oak tassar and Mulberry: Traditionally Assam exhibits its richness in producing
Muga,Eri and Mulberry and lastly oak tassar in the hill districts.

The State accounts for higher production of non-mulberry silk, muga and eri in the country.




Assam has the monopoly in the world in the production of Muga, the ‘Golden Silk’as more than
97% of Muga Silk is produced in Assam.

Assam has also achieved the right of ‘Geographical Indication’ for Muga thread.

This industry however faces many problems due to the changes in loom, fabric, design, technology

etc.

4. Tourism

This sector is not only a growth engine but also an employment generator that has the capacity to
create large-scale employment both direct and indirect.

It is the fastest growing industry in Assam.

Assam provides its unique wildlife, natural beauty, unique flora, holy shrines, lush green tea
gardens, turbulent rivers, vibrant and colourful festivals, cuisines etc. which can be considered as

factors behind the boom of the tourism industry.

Problems of Tourism development

Lack of a well-developed network of transport and communication has hindered the growth of the
tourism sector.

Exclusive buses, taxis, cruisers and other means of transport for quick and smooth movement of
the tourists are poorly provided within the region.

Lack of publicity. Though each of the North-east state has a separate tourism department it is yet
to gain momentum.

Socio- Political unrest of the region also hinders its growth.

Restriction in some regions as per Restricted Area Permit also affects the tourism sector.

Lack of awareness among both urban and rural educated youth about the high potential of tourism

industry.

Mines and minerals of Assam [Natural resources of Assam]

There are various mineral resources in Assam and so Assam is called the Treasure House of
Minerals.
The minerals whose reserves have been detected in the region include fireclay, asbestos, graphite,

kaolin, sulphur, alum, mineral salt, shale, mica, copper, gold, gypsum etc.

Coal popularly nicknamed as Black Diamond was discovered and mined in Assam in Makum in

1865.




Impurities like sulphur content is high and carbon content are moderate. Coal present in Districts
like Dibrugarh, Sibsagar, Tinsukia and Karbi Anglong.
Among all the districts of Assam, the present district of Tinsukia has huge deposits of coal in
comparatively young Tertiary rocks.
For Economic exploration of coal in Assam are:

(a) Lower tertiary deposits(found in Karbi Anglong)

(b) Middle and Upper Tertiary deposits (found in Ledo-Jaipur- Naginimara areas).

Petroleum

Assam has rich deposists of crude oil. The traces of crude oil were detected in the forest areas in
1822 at the advice of Mr. H.B.Medicott.

Oil was first extracted at Digboi in 1889 with the help of Assam Railway and Trading
Company. Then in 1901 the Digboi refinery was established which is the best oil refinery in India.
Assam now contributes about 17 percent of the total production of crude oil in India.
Bongaigoan Refinery and Petrochemical Limited(BRPL), Numaligarh and Barauni produce
kerosene, petrol,diesel,grease,wax, paraffin,naphtha, synthrtic rubber,plastic, polyvinyl chloride

(PVC), synthetic fibre and many others by products.

Natural gas

It is a gaseous mineral of organic origin and is generally associated with crude oil.

Natural gas contains a high proportion of methane (80-90%) some proportions of ethane (8-9%),
propane (2-4%) and butane (0.7-1.7%)

Assam Gas Company, OIL and ONGC are producing the natural gas.

The important major industries established based on natural gas produced in Assam are Namrup
thermal power project, Namrup fertiliser factory, Assam Gas Company and Assam gas cracker
project.

At present the gas produced in Assam are utilised by ONGC,OIL, BRPL the fibre plant, tea
gardens and medical plants.

Assam alone contributes about 25% of the total gas produced by the nation.

Limestone

Assam is rich in high-quality limestone deposit. The limestone is mainly available in the Karbi-

Anglong and Dima Hasao areas of Assam.




e Itisused as raw materials in cement industries, as flux in iron and steel production, as raw material
for many chemical industries and white washing of buildings and walls mainly in rural areas and

chalk pencil used for writing.

Sillimanite

e [t is a valuable mineral found in Karbi Anglong and in small quantity in Nagoan district.

e [t is used in the manufacture of refractory materials, sparking plugs for automobile and in glass
industry.
The largest boulder of massive Sillimanite in Assam and Meghalaya was estimated to weigh 300

tons.

Fireclay

e The fireclays are occurring in the Makum coalfileds and the Assam Railyways and Trading

Company prepared firebricks and refractories from these clays for their own requirements.

Iron ore

e Quartz- magnetic rocks are stated to be available in the Hahim area within Kamrup district.

Challenges for industrial growth in Assam

e The topography of North East makes mining and other extraction quite dangerous.

e Location disadvantages- Assam is located in the north-eastern corner of India connected with the
rest part of India by a narrow corridor of 32km widely known as “Bengal Duars.”
Poorly developed Transport and Communication
Poor infrastructural development for industrial purposes and less provisions for accidental

security. This repels many foreigners from diving into adventours.

Bell Metal and Brass Metal as an industry has flourished in Sarthebari and Hajo area making

Assam a pride in cottage industry.

The bell-metal industry of Assam is the second largest handicraft sector after bamboo craft. Bell-
metal is an alloy of copper and tin and the craftsmen of this industry are referred to
as ‘Kahar’ or ‘Orja’. The objects made are mostly used in domestic and religious purposes.

Historical records indicate that during seventh century A.D. the king of Kamrpua Kumar

Bhaskar Barma presented articles made from bell metal from Sarthebari as a gesture of goodwill




to King Harshabardhan of Kanauj in present day Uttar Pradesh. This incident finds a mention in

History of Assam by Sir Edward Gates. Thus it can be inferred that this craft was flourishing

since the seventh century, if not earlier and its products were not only popular amongst the

commoners but also equally popular among the royal families.

Previous Years’ Questions- APSC

The first tea company established in Assam was (2009)

a) Jorhat Tea Company

b) Assam tea Company

c) Assam-Bengal Tea Company

d) None of the above

. Which of the following cottage industry workers in Assam suffer most due to the paucity

of raw materials?(2013)

a) Brass

b) Bell metal

¢) Ivory artist

d) Potters and blacksmiths

The terra-cotta industry in Assam has developed in (2013)
a) Goalpara District
b) Barak Valley
¢) Dhubri District
d) Tinsukia District
The Assam Gas Cracker Project at Tengakhat does not have the proposal to produce (2013)
a) Oxo-alcohols
b) Portland cement and hollow bricks
c) Polyethylene
d) Ethylene and propylene

. We often hear the term ‘CTC’ in the context of Assam Tea. What does CTC stand for?
(2020)
a) Crush, tear, curl
b) Curl, tear, crush
¢) Check,thrash,curl
d) Check,tear,curl




