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Capitalistic 

Economy 

In a capitalist economy, capital assets-such as factories, mines, and railroads-

can be privately owned and controlled, labor is employed for money wages, 

capital gains accrue to private owners, and prices allocate capital and labor 

between competing uses. 

The essential feature of capitalism is the motive to make a profit. 

Origin in the famous work of Adam Smith—Wealth of Nations (1776) 

The production is based on supply and demand in the market 

(market economy), rather than through central planning (Planned Economy or 

Command Economy). 

This saw a setback during the Great Depression of 1930 

Socialist 

Economy 

In socialism, the state owns the means of production, and state-owned 

enterprises seek to maximize social good rather than profits. 

Rooted in the ideas of the German philosopher Karl Marx 

Mixed Economy 

A mixed economic system is an economic system that involves features of, 

both, capitalism and socialism.  

It was propagated by John Maynard Keynes 

A mixed economic system protects private property and allows a level of 

economic freedom in the use of capital, but also allows for governments to 

interfere in economic activities in order to achieve social aims 

Agrarian 

Economy 

An economy is called agrarian if its share of the primary sector is 50 per cent or 

more in the total output (the GDP) of the economy. 

Industrial 

Economy 

If the secondary sector contributes 50 per cent or more to the total produce 

value of an economy, it is an industrial economy 

Service 

Economy 

An economy where 50 per cent or more of the produced value comes from The 

tertiary sector is known as the service economy. 

Welfare State 

The welfare state is a concept of government in which the state plays a key role 

in the protection and promotion of the social and economic well-being of its 

citizens.  

It is based on the principles of equality of opportunity, equitable distribution of 

wealth, and public responsibility for those unable to avail themselves of the 

minimal provisions for a good life. 

Gig Economy 

A gig economy is a free market system in which temporary positions are 

common and organizations hire independent workers for short-term 

commitments. 

Examples of gig employees in the workforce could include freelancers, 

independent contractors, project-based workers and temporary or part-time 

hires. 

Platform 

Economy 

An increasing number of businesses are starting to adopt the platform business 

model and its digital strategies in order to remain competitive. Companies such 

1. Types of Economies and Basic Concepts 
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as Airbnb, Uber and Amazon, are creating online networks that facilitate digital 

interactions between people. There is a large variation between the function and 

type of digital platforms available today, ranging from platforms providing 

services (e.g., Uber and Airbnb), to products (e.g. Amazon and eBay), to 

payments (e.g., Square, PayPal), to software development (e.g., Apple, Sales 

force) and many more. 

Microeconomics Deals with the behaviour of individual actors like households, businesses etc 

Macroeconomics 
Deals with the economy of country as a whole and it’s features like employment, 

national income, poverty etc 

Mesoeconomics 
Deals with the intermediate level For instance the sectors of the economy – 

electronics, infrastructure etc  although it is a relative term 

Formal Sector 
This sector is one that is registered with the government, and they are regulated 

by many government laws like companies act, factories act. 

Informal Sector 

It refers to those enterprises whose activities or collection of data is not 

regulated under any legal provision or do not maintain any regular accounts 

Ex: Farmers, landless labourers etc. 

Types of Goods 

 

 Intermediate good: An item used by other producers as material input for 

production Ex: Rubber used for tyres. 

 Final goods: An item that is meant for final use and will not pass through 

any more stages of production or transformations. Ex: Car. 

 Consumer goods: Goods that are consumed when purchased by their 

ultimate consumers. Ex: Clothes  

 Capital goods: Goods which are of durable character used in the 

production process. Eg: tools, machines. 

 Luxury good: As income increases, demand for certain goods increases. Ex: 

Gold 

 Complementary Goods. Goods which are used together. Ex: TV and DVD 

player, Pen and refill etc 

 Substitute goods: Goods which are alternatives.  Ex: Tea and coffee  

 Veblen / Snob good: A good where an increase in price encourages people 

to buy more of it. This is because they think more expensive goods are 

better. Ex: Diamonds, limited edition cars etc 

 Giffen good: Demand goes up as and when the prices increase. It’s a 

Symbol of status. 

 Public good: Non rival consumption (one’s consumption does not diminish 

them for others) non-excludable. Ex: park, defence etc 

 Private good: Is both rival (ex: club membership) and excludable (if I own a 

house, others cannot use it). 

 Merit goods: Have positive externalities Ex: health, education 

 Demerit goods: Have negative externalities. Ex: Alcohol, cigarettes etc 
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Planning  

Resources in an economy are scarce. So, a plan is required to utilize these 

resources efficiently.  

Planning process in India was adopted after independence.  

The objectives of Plan include: 

G – Growth and development 

E- Equity 

M- Modernization 

S- self reliance 

The Bombay 

Plan (1944) 

 

In 1944 Eight Industrialists of Bombay viz. Mr. JRD Tata, GD Birla, 

Purshottamdas Thakurdas, Lala Shriram, Kasturbhai Lalbhai, AD Shroff, 

Ardeshir Dalal, & John Mathai working together prepared what is known as 

“Bombay Plan”. It recommended a substantially interventionist state and an 

economy with a sizeable public sector. 

People’s Plan 

(1945) 

 

People’s Plan (1945) was drafted by MN Roy. It gave equal importance to both 

agriculture and industries. This plan was for ten years. It recommended 

nationalization of all agriculture and production. 

Gandhian Plan 

(1944) 

 

This plan was drafted by Sriman Nayaran, principal of Wardha Commercial 

College. It emphasized the economic decentralization with primacy to rural 

development by developing the cottage industries. 

Sarvodaya Plan 

(1950) 

 

Sarvodaya Plan as drafted by Jaiprakash Narayan. This plan itself was inspired 

by Gandhian Plan and Sarvodaya Idea of Vinoba Bhave. This plan emphasized 

on agriculture and small and cottage industries. 

Five year plans 

after 

independence 

 

The concept of economic planning in India is derived from the Russia (then 

USSR). India has launched 12 five year plans so far. First five year plan was 

launched in 1951. 

Plan Holidays 

Plan Holidays is a gap between two-five years plan, i.e. 1979-1980 and 1990-92. 

Plan holidays took place due to change in government to be locked in 

development goals and priorities etc 

Rolling plan 

Rolling plan can be defined as the plan where there is no fixation of dates in 

respect of commencement and end of the plan. The main advantage of rolling 

plan is that they are very flexible and are able to overcome the rigidity by 

mending targets and objectives. 

 

 

 

 

 

 

2. Planning in India 
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Plan Description 

First Five-Year 

Plan 

(1951-1956) 

 Highest priority to agriculture including irrigation and power projects 

Second Five 

Year Plan 

(1956-1961) 

 To promote a pattern of development, which would ultimately lead to the 

establishment of a socialistic pattern of society in India. 

Third Five 

Year Plan 

(1961-1996) 

 Aimed at securing a marked advance towards self-sustaining growth. 

ANNUAL PLAN  

(1966-1969) 

 The situation created by the Indo-Pakistan conflict in 1965, two successive 

years of severe drought, devaluation of the currency, general rise in prices 

and erosion of resources available for Plan purposes delayed the finalization of 

the Fourth Five Year Plan.  

Fourth Five 

Year Plan 

(1969-1974) 

 Aimed at achieving self-reliance and emphasis on improving the condition of 

the less privileged and weaker sections especially through provision of 

employment and education. 

Fifth Five Year 

Plan 

(1974-1979) 

 Objective adopt measures for raising the consumption standard of people 

living below the poverty line 

 Gave high priority to bring inflation under control and to achieve stability in 

the economic situation. 

ROLLING PLAN (1979-1980) 

Sixth Five Year 

Plan 

(1980-1985) 

 Removal of poverty was the foremost objective of the Sixth Plan 

 Also, it focused on gender issues 

Seventh Five 

Year Plan  

(1985-1990) 

 emphasized policies and programmes, which aimed at rapid growth in food 

grains production, increased employment opportunities and productivity 

within the framework of basic tenets of planning, namely, growth, 

modernization, self-reliance and social justice. 

ANNUAL 

PLANS 

(1990-1992) 

 Basic thrust of these Annual Plans was on maximization of employment 

and social transformation. 

Eighth Five 

Year Plan 

(1992-1997) 

 Growth targets were planned to be achieved with relative price stability and 

substantial improvement in the country’s Balance of Payments. 

Ninth Five 

Year Plan 

(1997-2002) 

 Launched in the 50th year of India’s Independence. 

 Aimed at achieving a targeted GDP growth rate of seven per cent per annum 

and there was emphasis on the seven identified Basic Minimum Services 

(BMS) 

 Also aimed at social justice and equity  

Tenth Five 
 Approved by the National Development Council (NDC) 

 Plan recognized the rapid growth in the labor force 
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Year Plan 

(2002-2007) 

 Plan addresses the issue of poverty and the unacceptably low levels of social 

indicators. 

Eleventh Five 

Year Plan 

(2007-2012) 

 Provided a comprehensive strategy for inclusive development, building on the 

growing strength of the economy, while also addressing weaknesses that have 

surfaced. 

Twelfth Five 

Year Plan 

(2012-2017) 

 Recognizes that the objective of development is broad-based improvement in 

the economic and social conditions of our people. 

 Last Five-Year Plan 

 

 
 

Economic Growth 

Economic growth is an increase in the capacity of an economy to produce 

goods and services, compared from one period of time to another. 

It can be measured in nominal or real terms, the latter of which is adjusted 

for inflation. 

GDP- Gross Domestic Product is used to measure growth. 

Growth Rate 
Growth rates refer to the percentage change of a specific variable within a 

specific time period and given a certain context. 

Hindu rate of growth 

The Hindu rate of growth is a term referring to the low annual growth rate 

of the economy of India before the liberalization of 1991, which stagnated 

around 3.5% from 1950s to 1980s, while per capita income growth 

averaged 1.3%. 

 

Negative growth 

 

Negative growth is a contraction in business sales or earnings.  

It is also used to refer to a contraction in a country's economy,  which is 

reflected in a decrease in its gross domestic product (GDP) during any 

quarter of a given year 

Economic 

Development 

Economic development is the process by which a nation improves the 

economic, political, and social well-being of its people(economic 

development is quantitative as well as qualitative progress) 

Idiosyncratic growth 

pattern 

India has followed an Idiosyncratic growth pattern wherein the prime 

mover of the economy has shifted from agriculture to services 

HDI (Human 

Development Index) 

Define and measure the level of development of economies- Published by 

UNDP 

Human Capital 

Human capital is an intangible asset or quality not listed on a company's 

balance sheet. It can be classified as the economic value of a worker's 

experience and skills.  

 

This includes assets like education, training, intelligence, skills, health, 

and other things employers’ value such as loyalty and punctuality. 

3. Growth, Poverty, Unemployment 
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Human Poverty 

Index 

The Human Poverty Index (HPI) was an indication of the standard of living 

in a country, developed by the United Nations (UN) to complement 

the human development Index (HDI) 

Multi dimensional 

poverty index 

The Global Multidimensional Poverty Index (MPI) was developed in 2010 by 

the Oxford Poverty & Human Development Initiative (OPHI) and the 

United Nations Development Programme.  

It uses different factors to determine poverty beyond income-based lists. 

Gross National 

Happiness 

 The concept implies that sustainable development should take a holistic 

approach towards notions of progress and give equal importance to non-

economic aspects of wellbeing 

Inclusive growth 

Inclusive growth means economic growth that creates employment 

opportunities and helps in reducing poverty.  

It means having access to essential services in health and education by the 

poor. It includes providing equality of opportunity, empowering people 

through education and skill development. 

POVERTY 

Poverty 

Poverty is the condition of deprivation, where people lack access to basic 

goods and services. 

It is of two types: 

1. Absolute Poverty    2. Relative Poverty 

Absolute Poverty 

It is the extreme kind of poverty involving the chronic lack of basic food, 

clean water, health and housing.  

People in absolute poverty tend to struggle to live and experience a lot 

of child deaths from preventable diseases like malaria, cholera and water-

contamination related diseases.  

This type is usually long term in nature, and often handed to them by 

generations before them. This kind of poverty is usually not common in the 

developed world. 

Relative Poverty 

It is the condition in which people lack the minimum amount of income 

needed in order to maintain the average standard of living in the society in 

which they live. 

Situational Poverty 

Situational poverty is generally caused by a sudden crisis or loss and is 

often temporary. Events causing situational poverty include environmental 

disasters, divorce, or severe health problems. 

Destitution 

Refers to the total, or virtually complete, absence of resources. Although 

indicative of extreme poverty it is not necessarily equivalent; a person may 

become destitute immediately through fire or natural disaster, while 

someone in chronic or extreme poverty may have experienced long-term 

malnutrition and disadvantage 

 

Generational or 

This is when poverty is handed over to individuals and families from 

generations before them.  
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Chronic Poverty In this type, there is usually no escape from it, as people are trapped in its 

causes and have no access to tools that will help them get out of it. 

Poverty Reduction 

Strategy Papers 

(PRSP) 

A national strategy for poverty reduction. All countries that are eligible for 

World Bank concessional lending or for debt relief under the Heavily 

Indebted Poor Countries (HIPC) Initiative are producing PRSs. The PRS is 

intended to be the basis for all donor support, including the IMF and World 

Bank 

Poverty Trap 

It is a spiraling mechanism which forces people to remain poor. It is so 

binding in itself that it doesn't allow the poor people to escape it. Poverty 

trap generally happens in developing and under-developing countries, and 

is caused by a lack of capital and credit to people. 

Middle income Trap 

Middle income trap is a situation for Middle Income Countries where they 

are not able to move up to the Higher income status due to the operation of 

several adverse factors. 

Poverty line 

Represents the level of income or consumption necessary to meet a set of 

minimum requirements to feed oneself and one’s family adequately and/or 

to meet other basic requirements such as clothing, housing and 

healthcare. Those with incomes or expenditure equal to or above the line 

are not poor 

Thalinomics 

(Economic Survey) 

“Thalinomics: the Economics of a plate of food in India” – an attempt to 

quantify what a common person pays for a Thali across India. 

UNEMPLOYMENT 

Unemployment 
Unemployment is the condition where the person is willing to work based 

on the wage rates but jobs are not available to him/her. 

Voluntary 

Unemployment 

Voluntary unemployment refers to a situation where workers are either not 

seeking for work or are in transition from one job to another. 

Involuntary 

Unemployment 

Involuntary unemployment refers to a situation where workers are seeking 

work and are willing to work but are unable to get work. 

Cyclical 

Unemployment 

 

It is caused by trade cycles at regular intervals.  

Generally capitalist economies are subject to trade cycles.  

The down swing in business activities results in unemployment.  

Cyclical unemployment is normally a shot-run phenomenon. 

Structural 

Unemployment 

 

It caused by a mismatch between the skills that workers in the economy 

can offer, and the skills demanded of workers by employers (also known as 

the skills gap).  

Structural unemployment is often brought about by technological changes 

that make the job skills of many of today's workers obsolete. 

Frictional 

Unemployment 

 

Frictional unemployment is caused due to improper adjustment between 

supply of labour and demand for labour.  

This type of unemployment is due to immobility of labour, lack of correct 

and timely information, seasonal nature of work. Etc 
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Institutional 

Unemployment 

Institutional unemployment is unemployment that results from long-term 

or permanent institutional factors and incentives in the economy.  

Government policies, such as high minimum wage floors, generous social 

benefits programs, and restrictive occupational licensing laws 

Under-employment 

 

It is a situation in which people employed contribute less than their 

capacity to production.  

In this type of unemployment people are not gainfully employed.  

They may be employed either on part-time basis, or undertake a job for 

which lesser qualification is required. 

Disguised 

Unemployment 

It is a situation where the more number of people are working in a 

particular occupation, but their marginal contribution is negligent. 

Ex: Agriculture in rural India 

Let’s say if 2 persons are needed for a particular farm and when entire 

family (5) works in that farm, the extra 3 member’s effort will not yield an 

extra output. Such a condition is known as disguised unemployment. 

Labour Force 

Participation Rate 

(LFPR) 

LFPR is defined as the percentage of persons in labour force (i.e. working or 

seeking or available for work) in the population. 

 

Activity Status- 

Usual Status 

The activity status of a person is determined on the basis of the activities 

pursued by the person during the specified reference period. When the 

activity status is determined on the basis of the reference period of last 365 

days preceding the date of survey, it is known as the usual activity status 

of the person. 

Activity Status- 

Current Weekly 

Status (CWS) 

The activity status determined on the basis of a reference period of last 7 

days preceding the date of survey is known as the current weekly status 

(CWS) of the person. 

Demographic 

dividend 

Demographic Dividend is a phenomenon which occurs when the proportion 

of working population out of the total population is high. 

But it can only be realized when the people are healthy, educated and 

skilled. 

Demographic 

Transition Theory 

The demographic transition theory studies the relationship between 

economic development and population growth. 

It discusses about changes in birth rate and death rate and consequently 

growth rate of population in assonance with the process of growth and 

development. 

Lorenz Curve 

The Lorenz curve is a graphical representation of the distribution of income 

or of wealth (Income Inequality). 
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Phillips Curve 

The Phillips curve is a single-equation empirical model, named after 

William Phillips, describing a historical inverse relationship between rates 

of unemployment and corresponding rates of rises in wages that result 

within an economy (Relation between Inflation and unemployment). 

Kuznets Curve 
Kuznets curve graphs the hypothesis that as an economy develops, market 

forces first increase and then decrease economic inequality 

Laffer Curve 
The Laffer curve illustrates a theoretical relationship between rates of 

taxation and the resulting levels of government revenue 

J-Curve Related with Devaluation of currency 

 

OKUN’S LAW 

Based on the empirical research of Arthur Okun (1928–80), the law 

describes the relationship between unemployment and growth rate in an 

economy 

Dutch Disease 
It is the apparent casual relationship between the increase in economic 

development of a specific sector and a decline in other sectors. 

 

National 

Income  

It is the total value of all final goods and services produced by the country in 

certain year.  

The growth of National Income helps to know the progress of the country. 

Low-income 

country 

(World Bank). 

A country having a Gross National Income (GNI) per capita equivalent to $755 or 

less in 1999. There are currently about 64 low-income countries where the 

standard of living is lower, there are few goods and services; and many people 

cannot meet their basic needs  

Factors of 

Production 

 

GDP 

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. 

 Nominal GDP refers to current year production of final goods and services. It is 

not corrected for inflation. 

 Real GDP refers to current year production of goods and services valued at base 

year prices. Real GDP is corrected for inflation. 

4. National Income 
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NDP 
Net Domestic Product (NDP) is the GDP calculated after adjusting the weight of the 

value of depreciation 

GNP 
Gross National Product (GNP) is the GDP of a country added with its ‘income from 

abroad’. 

NNP 
Net National Product (NNP) of an economy is the GNP after deducting the loss due 

to ‘depreciation’. 

Factor Cost 
‘Input cost’ the producer has to incur in the process of producing something (such 

as cost of capital, i.e., interest on loans, raw materials, labour, rent, power, etc.). 

Market Cost 
It is derived after adding the Net indirect taxes to the factor cost of the product, it 

means the cost at which the goods reach the market. 

Nominal 

Income 
The wage someone gets in hand per day or per month. 

Real Income 
This is nominal income minus the present day rate of inflation—adjusted in 

percentage form) 

Disposable 

Income 

The net part of wage one is free to use which is derived after deducting the direct 

taxes from the real/nominal income, depending upon the need of data. 

National 

Income at 

Factor Cost 
NNP at Market Cost – Net Indirect Taxes 

Three 

methods of 

national 

accounting 

 

 Expenditure method: Measuring the aggregate value of spending that the firms 

receive for the final goods and services which they produce. 

 Product method: Measuring the aggregate value of final goods and services 

produced by all the firms.  

 Income method: Measuring the sum total of all factor payments. 

GDP back 

series 

 

An expert committee set up by National Statistical Commission (NSC) released 

recently the report on back series GDP data. 

The back-series data provides the earlier years’ data using the new calculations. 

It helps in understanding the economy, its size, growth rate more accurately. 

Summary 

 GDP@FC =GDP@MP– indirect taxes+ subsidies  

 NDP@FC= GDP@FC– depreciation 

 National income (NNP@FC) = GNP @MP– depreciation  

 GDP@MP=GNP @ MP – net income from abroad  

 GNP @ FC=GNP @ MP – net indirect taxes 

 NDP @MP =NNP@MP– net income from abroad  

Economic 

Slowdown 

A situation in which GDP growth slows but does not decline. For example, if GDP 

goes from 5% growth to 3% growth, an economy is experiencing a slowdown. 

Economic 

recession 

Economic recession is a period of general economic decline and is typically 

accompanied by a drop in the stock market, an increase in unemployment, and a 

decline in the housing market.  

• When a slowdown leads to negative growth it is recession. 

• It is less severe than a depression. 
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Technical 

Recession 

It is often considered a recession to be in progress when real GDP has declined for 

at least two consecutive quarters in order to get around the empirical 

technicalities associated with the recession. 

Depression 

 

A depression is a severe and prolonged downturn in economic activity. It is as an 

extreme recession that lasts three or more years or leads to a decline in real gross 

domestic product (GDP) of at least 10 percent. 

Ex: The Great Depression of 1930 

Direct Taxes 

Direct tax is a type of tax where the incidence and impact of taxation fall on the 

same entity. In the case of direct tax, the burden can’t be shifted by the taxpayer 

to someone else.  

These are largely taxes on income or wealth. Income tax, corporation tax, property 

tax, inheritance tax and gift tax are examples of direct tax. 

Indirect Taxes 

Indirect tax is a type of tax where the incidence and impact of taxation does not 

fall on the same entity. In the case of indirect tax, the burden of tax can be shifted 

by the taxpayer to someone else. Indirect tax has the effect to raising the price of 

the products on which they are imposed.  

Customs duty, central excise, GST are examples of indirect tax. 

 Difference between GDP and GNP 

Gross Domestic Product (GDP) Gross National Product (GNP) 

It is the value of a nation's final domestic 

goods and services during a specific time 

period. 

It is the value of all finished goods and services 

owned by a country's residents over a period of 

time. 

GDP: Consumer spending + Government 

spending + Investments + Net exports 

GNP: GDP+ NR (Net receipts from abroad or inflows 

from abroad) – NP (Net payment outflow to foreign 

assets) 

Application: To see the strength of 

country’s local economy 

Application: To see how the nationals of a country 

are doing economically 

GDP is the most commonly used by global 

economies. 
GNP is not used much by global economies 

 

 

Structural Reform 

Measures 

It includes all the policy reforms which have been initiated by the 

government to boost the aggregate supply of goods and services in the 

economy. 

The LPG 

LPG-liberalization, privatization and globalization, known popularly by 

their short-form is the economic reform that is initiated in India largely 

from 1991. 

 

 

5. Economic Reforms 
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Liberalization 

The term liberalization has the same connotation in economics as its root 

word liberalism.  

Pro-market or pro-capitalistic inclination in the economic policies of an 

economy is the process of liberalization. 

It includes, liberalizing the regulations and controls in the economy 

both with respect to domestic regulations and external sector 

regulations.  

Privatization 

This process includes selling of the shares of the state-owned enterprises 

to the private sector. 

It also denotes encouraging more private investment in the erstwhile 

sectors that are restricted only to Public sector companies. 

Globalization 

Globalization is generally termed as ‘an increase in economic integration 

among nations’. 

 “Unrestricted cross border movements of goods and services, capital and 

the labour force”. 

Denationalization or 

Strategic Sale 

When government ownership of productive assets is transferred to the 

private sector players, the act is called denationalization. 

Partial Privatization or 

Partial Sale 

When private sector owns more than 50% but less than 100% ownership 

in a previously construed public sector company by transfer of shares, it 

is called partial privatization. Here the private sector owns the majority of 

shares. Consequently, the private sector possesses substantial control in 

the functioning and autonomy of the company. 

Deficit Privatization or 

Token Privatization 

When the government disinvests its share capital to an extent of 5-10% 

to meet the deficit in the budget is termed as deficit privatization. 

 

 

Inflation 

Inflation is the rate at which the general level of prices for goods and services 

is rising and, consequently, the purchasing power of currency is falling. 

Inflation is measured with respect to previous year’s prices. 

Headline Inflation 

Headline inflation is the total inflation for the period, comprising a basket of 

commodities.  

Earlier, in India WPI (Wholesale Price Index) was considered for headline 

inflation. Now, India has migrated to CPI (Consumer Price Index) as the 

measure of headline inflation. 

Core Inflation 

Core inflation removes volatile goods from the basket of commodities tracking 

headline inflation. These volatile commodities mainly comprise food and fuel. 

Since prices of these products change daily, they are removed.  

With their removal, the core CPI becomes more stable, as the swift 

fluctuations are eliminated.  

6. Inflation 
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While headline inflation is the total inflation for the economy, core inflation is 

believed to represent the underlying trend in inflation and hence often used by 

policy makers to determine the future strategies for the economy. 

Deflation 
When the general level of prices is falling over a period of time. Here it is 

observed that inflation rate falls below zero. It is opposite of Inflation. 

Disinflation Reduction in the rate of inflation. However inflation rate still remains positive  

Inflation tax 
Due to price rise, wages increases, as wage increases taxes on this increases, 

more revenue for government. 

Inflation Spiral 
Wage- price spiral ie., when wages press prices up and prices pull wages 

down. 

Inflation 

Accounting 
Firms calculate profit after adjusting to inflation. 

Inflation Premium 
Bonus brought by inflation to borrowers. Real interest rate(nominal IR 

adjusted to inflation)<<nominal interest rate(charged on lending) 

Reflation 

Reflation is a situation often deliberately brought by the government to reduce 

unemployment and increase demand by going for higher levels of economic 

growth 

Skewflation 

Skewflation means skewness of inflation among different sectors of economy. 

That means some sectors might me facing huge inflation and some other 

sectors may face deflation.  

Stagflation 
Stagflation is a situation in an economy when inflation and unemployment 

both are at higher levels, contrary to conventional belief. 

Demand-pull 

inflation 

It is the increase in aggregate demand, categorized by the four sections of the 

macroeconomy: households, business, governments, and foreign buyers. 

Demand-pull inflation can be caused by an expanding economy, increased 

government spending, or overseas growth. 

Cost-Push 

Inflation 

An increase in factor input costs (i.e., wages and raw materials) pushes up 

prices.  

The price rise which is the result of increase in the production cost is cost-

push inflation 

Imported inflation 

When the general price level rises in a country because of the rise in prices of 

imported commodities, inflation is termed as imported.  

India imports about three quarters of its total crude oil consumption 

Supply Side 

Measure 

The government may go for import of goods which are in short-supply—as a 

short-term measure (as happened in India in the case of ‘onion’ and meeting 

the buffer stock norm of wheat). 

Cartelization 

Cartelization is when enterprises collude to fix prices, indulge in bid rigging, 

or share customers, etc. But when prices are controlled by the government 

under a law, that is not cartelization. 

Cost Side Measure 
Governments may try to cool down the price by cutting down the production 

cost of goods showing price rise with the help of tax breaks—cuts in the excise 
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and custom duties (as happened in  June 2003 in India in the case of crude 

oil and steel) 

Inflationary Gap 

The excess of total government spending above the national income (i.e., fiscal 

deficit) is known as inflationary gap.  

In other terms the inflationary gap is a situation arises when aggregate 

demand in economy exceeds aggregate supply. 

In inflationary gap, the current real GDP is greater than potential GDP. 

Deflationary Gap 
The shortfall in total spending of the government (i.e., fiscal surplus) over the 

national income creates deflationary gaps in the economy. 

Monetary Policy 

Framework 

Agreement. 

The agreement is between the Government of India and the Reserve Bank of 

India with a primary objective of maintaining price stability while keeping in 

mind the objective of growth. 

GDP Deflator 
This is the ratio between GDP at Current Prices(nominal GDP) and GDP at 

Constant Prices(real GDP). 

Base Effect 

It refers to the impact of the rise in price level (i.e., last year’s inflation) in the 

previous year over the corresponding rise in price levels in the current 

year(i.e., current inflation) 

Wholesale Price 

Index. 

The wholesale price index is an index that measures and tracks the changes 

in the price of goods in the stages before the retail level.  

It is published by Economic Adviser, Ministry of Commerce and Industry. 

Consumer Price 

Index 

A consumer price index (CPI) measures changes in the price level of market 

basket of consumer goods and services purchased by households. 

Currently CPI is used for policy making. 

It is published by Labour Bureau, Ministry of Labour. 

Producer Price 

Index 

 

It measures the average change in the prices of both goods and services, 

either as they leave the place of production called Output PPI or as they enter 

the input production process called as input PPI; thus PPI estimates the 

change in average prices that a producer receives. 

 

 

Money Market 

The short term financial market. In this market, money is traded between 

individuals or groups (i.e., financial Institutions, banks, government, 

companies.) 

Capital Market 
The long-term (more than 1 year) financial market. Capital markets 

include the equity (stock) market and debt (bond) market. 

Treasury Bills(TBS) 

The Central Government to fulfil its short-term liquidity requirement up to 

the period of 364 days. 

They are issued for 91, 182, 364 days of maturity periods 

These are issued at discount and redeemed at par, so no interest rate (Zero 

7. Indian Financial Market 
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Coupon Instrument). Most secure as it is backed by government. Ensures 

Short term liquidity. 

 

Certificate of 

Deposit (CD) 

The CD is used by banks and issued to the depositors for a specified period 

ranging less than one year—they are negotiable and tradable in the 

money market 

 Regional rural banks and Local area banks cannot issue CDs 

 These are also issued at a discount to the face value to individuals and 

firm. 

Commercial Paper 

(CP) 

 It is a short term unsecured promissory note issued by top rated 

Corporate and Financial institutions at a discounted value on face 

value for 7days to 1year. 

 They yield higher returns as compared to T -Bills as they are less 

secure in comparison to these bills 

The CP issuing companies need to obtain a specified credit rating from an 

agency approved by the RBI (such as CRISIL, ICRA, etc) 

Commercial Bill (CB) 

Bills of exchange are negotiable instruments drawn by the seller of goods 

or services on the buyer of goods for the value of goods delivered, called as 

trade bills.  

When trade bills are accepted by commercial banks for discounting are 

called commercial bill. 

CB is issued by the All India Financial Institutions (AIFIS), Non-Banking 

Finance Companies (NBFCS), Scheduled Commercial Banks, Merchant 

Banks, Co-operative Banks and the Mutual Funds. It replaced the old bill 

Market available since 1952 in the country 

Call Money Market 

(CMM) 

It is an inter-bank money is why this is also known as over-night 

borrowing market (also called money at call). No Collateral required. 

Market determined interest rates. 

Mutual Fund (MF) 

An investment programme funded by shareholders that trades in 

diversified holdings and is professionally managed. 

Popular as Mutual Funds (mfs) this money market instrument was 

introduced/organized in 1992 to provide short-term investment 

opportunity to individuals 

Cash Management 

Bill (CMB) 

These are short term bills issued by central government to meet immediate 

cash needs.  

CMB differs from treasury bills in maturity period, CMB have maturity 

less than 91 days. 

Asset Management 

Company (AMC) 

AMC is a firm that invests pooled funds from clients putting capital to work 

through different investments like stocks, real estate etc. 

Each mutual fund is run by a group of qualified people who form a 

company, called an asset management company (AMC) 

Net asset value (NAV) It is the value of an entity's assets minus the value of its liabilities 
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Exchange-Traded 

Funds (ETFs) 

Listed and traded on a stock exchange on a daily basis, but the price is 

usually very close to its NAV, or the underlying assets, like gold etfs. 

 

ESG Funds ESG is a combination of three words i.e., environment, social and 
governance. It is a kind of mutual fund. Its investing is used 
synonymously with sustainable investing or socially responsible investing. 
ESG fund focuses on companies with environment-friendly practices, 
ethical business practices and an employee-friendly record. The fund is 
regulated by Securities and Exchange Board of India (SEBI) 

Open-ended Schemes 

An open-ended fund is one which is usually available from an MF on an 

ongoing basis, that is, an investor can buy or sell as and when they intend 

to at a NAV-based price 

Closed-ended 

Schemes 

These units are listed; any investor can buy and sell these units through 

the exchange. 

A close-ended fund usually issue units to investors only once, when they 

launch an offer, called new fund offer (NFO) in India. 

New fund offer 

(NFO) 

A new fund offer (NFO) is the first subscription offering for any new fund 

offered by an investment company. 

Open Market 

Operation 

An instrument/tool of monetary policy under which sale/purchase of 

Government Treasury Bills and bonds takes place as a means of 

controlling Money supply. 

Opportunity Cost 

When economists refer to the “opportunity cost” of a resource, they mean 

the value of the next-highest-valued alternative use of that resource.  

Example: You spend time and money going to a movie, you cannot spend 

that time at home reading a book, and you cannot spend the money on 

something else. If your next-best alternative to seeing the movie is reading 

the book, then the opportunity cost of seeing the movie is the money spent 

plus the pleasure you forgo by not reading the book. 

Asset 

Reconstruction 

Companies 

(ARCs) 

An Asset Reconstruction Company is a specialized financial institution that 

buys the NPAs or bad assets from banks and financial institutions so that 

the latter can clean up their balance sheets. Or in other words, ARCs are 

in the business of buying bad loans from banks.  

ARCs clean up the balance sheets of banks when the latter sells these to 

the ARCs. This helps banks to concentrate in normal banking activities. 

Banks rather than going after the defaulters by wasting their time and 

effort, can sell the bad assets to the ARCs at a mutually agreed value. 

Strategic Debt 

Restructuring (SDR) 

RBI came up with the SDR scheme to provide an opportunity to banks to 

convert debt of companies (whose stressed assets were restructured but 

which could not finally fulfill the conditions attached to such restructuring) 

to 51 per cent equity and sell them to the highest bidders—ownership 

change takes place in it.  

By end-December 2016, only 2 such sales had materialized, in part 
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because many firms remained financially unviable, since only a small 

portion of their debt had been converted to equity 

Crony Capitalism 

An approach of doing business when the firms look after themselves by 

Looking after their own people (i.e., families and friends). Used in negative 

Sense. 

Greenfield 

Investment 
An investment by a firm in a new manufacturing plant, workshop, office 

Inventory 
The stocks of finished goods, goods under the production process and raw 

materials held by a firm. 

IPO 
An IPO or initial public offering refers to the issue of shares to the public 

by the promoters of a company for the first time. 

Securitization 

It is a process by which a company clubs its different financial 

assets/debts to form a consolidated financial instrument which is issued 

to investors. In return, the investors in such securities get interest. 

This process enhances liquidity in the market. This serves as a useful tool, 

especially for financial companies, as its helps them raise funds. If such a 

company has already issued a large number of loans to its customers and 

wants to further add to the number, then the practice of securitization can 

come to its rescue. 

 

 

Bank 
Bank is a financial institution (intermediary) engaged primarily in mobilizing 

deposits and forwarding loans. 

CRR 

The cash reserve ratio (CRR) is the ratio (fixed by the RBI) of the total deposits 

of a bank in India which is kept with the RBI in the form of cash. 

CRR is not applicable to RRBs and NBFCs. 

SLR 

The statutory liquidity ratio (SLR) is the ratio (fixed by the RBI) of the total 

deposits of a bank which is to be maintained by the bank with itself in 

noncash form prescribed by the government to be in the range of 25 to 40 per 

cent. 

Bank Rate 
The interest rate which the RBI charges on its long-term lending is known as 

the Bank Rate. 

Repo Rate 
The rate of interest the RBI charges from its clients on their short-term 

borrowing is the repo rate in India. 

Negative Rate 

policy 

Under this policy, financial institutions are required to pay interest for parking 

excess reserves with the Central bank. This helps boosting the lending from 

banks. 

Reverse Repo 

Rate 

It is the rate of interest the RBI pays to its clients who offer short-term loan to 

it. 

8. Banking System 
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Marginal 

Standing Facility 

(MSF) 

Banks can borrow overnight upto 1 per cent of their net demand and time 

liabilities (NDTL) from the RBI, at the interest rate 1 per cent (100 basis points) 

higher than the current repo rate. 

Open Market 

Operations 

(OMOs) 

OMOs are conducted by the RBI via the sale/purchase of government 

securities (G-Sec) to/from the market with the primary aim of modulating 

rupee liquidity conditions in the market. 

Operation Twist 

The buying of long-term bonds and selling of short-term bonds by RBI is called 

operation twist. When the long-term bonds are bought by RBI, their demand 

increases. This lowers long term yields. This way the yield curve gets twisted 

and hence the name “Operation Twist”. 

Long Term Repo 

Rate 

The LTRO is a tool under which the central bank provides one-year to three-
year money to banks at the prevailing repo rate, accepting government 
securities with matching or higher tenure as the collateral. 

Market 

Stabilization 

Scheme (MSS) 

Surplus liquidity of a more enduring nature arising from large capital inflows 

is absorbed through sale of short-dated government securities and treasury 

bills. 

The mobilized cash is held in a separate government account with the Reserve 

Bank 

Standing Deposit 

Facility 

It is a collateral free liquidity absorption mechanism that aims to absorb 

liquidity from the commercial banking system into the RBI.  

SDF will enable banks to park excess liquidity with the Reserve Bank at their 

discretion. 

Base Rate 

Base Rate is the interest rate below which Scheduled Commercial Banks (scbs) 

will lend no loans to its customers. 

It means, it is like prime lending rate (PLR) and the benchmark prime lending 

Rate (BPLR) of the past and is basically a floor rate of interest. 

Priority Sector 

Lending 

Priority Sector Lending is an important role given by the Reserve Bank of 

India (RBI) to the banks for providing a specified portion of the bank lending to 

few specific sectors like agriculture and allied activities, micro and small 

enterprises, poor people for housing, students for education and other low 

income groups and weaker sections. 

Positive Pay 
System 

It is introduced by RBI for cheque transactions above Rs. 50000. It involves a 
process of reconfirming key details of large value cheques. The issuer will 
electronically submit certain minimum details of that cheque to drawee bank. 
It will be developed by National Payments Corporation of India (NPCI) 

Non-Performing 

Assets 

It is a loan or advance for which the principal or interest payment remained 

overdue for a period of 90 days or more.  

In case of Agriculture/Farm Loans, the NPA varies for short duration crop 

(interest not paid for 2 crop seasons) and long duration crops (interest not paid 

for 1 Crop season). 

Substandard 

assets 
Assets which have remained NPA for a period less than or equal to 12 months. 
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Bilateral netting 

Bilateral netting is a legally enforceable arrangement between a bank and a 

counterparty that creates a single legal obligation covering all included 

individual contracts.  

This means that a bank’s obligation, in the event of the default or insolvency of 

one of the parties, would be the net sum of all positive and negative fair values 

of contracts included in the bilateral netting arrangement. 

Netting refers to offsetting of all claims arising from dealings between two 

parties to determine a net amount payable or receivable from one party to 

another. 

Loss assets 

Loss asset is considered uncollectible and of such little value that its 

continuance as a bankable asset is not warranted, although there may be 

some salvage or recovery value. 

Restructured 

Loans 

Assets/loans which have been restructured by giving a longer duration for 

repayment, lowering interest or by converting them to equity. 

Written off Assets 
Assets/loans which aren’t counted as dues, but recovery efforts are continued 

at branch level – Done by banks to cleanup their balance books. 

Stressed Assets 
It is a broader term and comprises of NPAs, restructured loans and written off 

assets. 

Wilful Defaulter 
Under Indian law, wilful defaulters are classified as firms or individuals who 

own large businesses and deliberately avoid Loan repayments. 

Bad loans 
A loan where repayments are not being made as originally agreed between the 

borrower and the lender, and which may never be repaid. 

Bad Bank 

A bad bank is a corporate structure which isolates liquidity and high risk 

assets held by a bank or a financial organisation, or perhaps a group of banks 

or financial organisations. 

AQR (Asset 

Quality Review) 

The Asset Quality Review, is a review process of the Banks and carried out by 

the RBI and auditors appointed by the RBI for verifying the qualitative and 

quantitative factors determined in order to identify stressed loans. 

The central bank has several ways to examine the status of asset quality of 

banks.  

The most used one is the Annual Financial Inspection (AFI) through which the 

RBI makes inspects the balance sheets of every banks annually 

Capital Adequacy 

Ratio 

The capital adequacy ratio, also known as capital to risk-weighted assets ratio, 

measures a bank's financial strength by using its capital and assets. 

 Generally, a bank with a high capital adequacy ratio is considered safe and 

likely to meet its financial obligations 

Liquidity Trap It happens when monetary policy becomes ineffective due to very low interest 

rates and consumers preferring to save rather than invest in higher-yielding 

bonds/investments 

Leverage Ratio 
Introduced by Basel Committee on Bank Supervision (BCBS). 

A leverage ratio is meant to evaluate a company’s debt levels. The most 
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common leverage ratios are the debt ratio and the debt-to-equity ratio. 

A debt ratio is simply a company’s total debt divided by its total assets. The 

formula is: Debt Ratio = Total Debt / Total Assets 

The debt-to-equity ratio is a measure of the relationship between the capital 

contributed by creditors and the capital contributed by owners. 

OPEX Ratio 

This is measured by the operating expenses in a financial year divided by the 

average of the loans outstanding in the current financial year end and previous 

financial year end. OPEX ratio is an indicator of efficiency of retail NBFC 

Basel Norms 

Basel Committee on Banking Supervision is an international committee formed 

in 1974 to develop standards for banking regulation. 

It consists of central bankers from 27 countries and the European Union. 

It is headquartered in the office of Bank for International Settlements (BIS) in 

Basel, Switzerland. 

It developed a series of policy recommendations wrt Capital risk, market risk 

and operational risk known as Basel Accords. 

1. Tier 1 capital which can absorb losses without a bank being required to 

cease trading. 

2. Tier 2 capital absorb losses in the event of winding up, which provide lesser 

degree of protection to depositors. 

3. Tier 3 capital tertiary capital of banks which are used to meet market risk, 

commodity risk and foreign currency risk. 

Stock of Money 

In every economy it is necessary for the central bank to know the stock 

(amount/level) of money available in the economy only then it can go for 

suitable kind of credit and monetary policy 

Reserve Money 
Currency in circulation + Bankers’ Deposits with the RBI + ‘Other’ deposits 

with the RBI.  

Narrow Money 

In banking terminology, M1 is called narrow money as it is highly liquid and 

banks cannot run their lending programmes with this money.  

(M1= (Currency with the Public + Demand Deposits with the Banking System + 

‘Other’ deposits with the RBI.) 

Broad Money 

The money component M3 is called broad money in the banking terminology. 

 With this money (which lies with banks for a known period) banks run their 

lending programmes(M1 + Time Deposits with the Banking System) 

High Power 

Money 
The currency issued by the central bank is called ‘high power money’ 

Summary on 

stock of money 

1. Reserve Money (M0) = Currency in circulation + Bankers’ Deposits with the 

RBI + ‘Other’ deposits with the RBI. 

2. Narrow Money (M1) = Currency with the Public + Demand Deposits with the 

Banking System + ‘Other’ deposits with the RBI. 

3. M2 = M1 + Savings Deposits of Post office Savings Banks. 

4. Broad Money (M3) = M1 + Time Deposits with the Banking System. 

5. M4 = M3 + All deposits with Post Office Savings Banks (excluding National 
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Savings Certificates). 

 

Note: Liquidity-As we move from M1 to M4 the liquidity of the money goes on 

decreasing. 

Money Multiplier 

 

It is the ratio of Broad money (M3) divided by Reserve Money (M0). It 

represents money supply as in, for each rupee of money of the Central Bank in 

India, how many rupees get generated in the Indian Economy. 

Fiat Money 
Fiat money is a currency that lacks intrinsic value and is established as a legal 

tender by government regulation. 

Minimum 

Reserve 

The RBI is required to maintain a reserve equivalent of Rs. 200 crores in gold 

and foreign currency with itself, of which Rs. 115 crores should be in gold 

Reserve Money 

The gross amount of the following six segments of money at any point of time 

is known as Reserve Money (RM) for the economy or the government: 

(i)   RBI’s net credit to the Government; 

(ii)  RBI’s net credit to the Banks; 

(iii) RBI’s net credit to the commercial banks; 

(iv) net forex reserve with the RBI; 

(v)  government’s currency liabilities to the public; 

(vi) net non-monetary liabilities of the RBI 

Helicopter Money 

A helicopter drop, or helicopter money, is a hypothetical, unconventional tool 

of monetary policy that involves printing large sums of money and distributing 

it to the public in order to stimulate the economy 

Currency Deposit 

Ratio 

The ratio of money held by the public in currency to that held as deposits in 

commercial banks. 

Credit Rating 
To assess the credit worthiness (credit record, integrity, capability) of a 

prospective (would be) borrower to meet debt obligations is credit rating. 

Credit Rationing 

The Credit Rationing is a measure undertaken by the central bank to limit or 

deny the supply of credit based on the investor’s creditworthiness and an 

increased loan demand. 

CRISIL 

Credit Rating Information of India Ltd.) Was jointly promoted by ICICI and UTI 

with share capital coming from SBI, LIC, United India Insurance Company Ltd.  

CRISIL gives the credit rating for the companies in India. 
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Debenture 

Debenture is a medium to long-term debt instrument used by large companies 

to borrow money, at a fixed rate of interest.  

The legal term "debenture" originally referred to a document that either creates 

a debt or acknowledges it, but in some countries the term is now used 

interchangeably with bond, loan stock or note 

ICRA 

Investment Information and Credit Rating Agency of India Ltd.) Was set up in 

1991 by IFCI, LIC, SBI and select banks as well as financial institutions to rate 

debt instruments. 

CARE 

(Credit Analyses and Research Ltd.) Was set up in 1993 by IDBI, other 

financial institutions, nationalized banks and private sector finance companies 

to rate all types of debt instruments 

Bank’s Own 

ATMS 

These are owned and operated by the concerned bank and carry the bank’s 

‘logo’. 

 They are the costliest way to provide such service to bank’s customers 

Brown Label 

ATMS (Blas) 

These are owned by third party (a nonbanking firm).  

The concerned banks only handle part of the process that is ‘cash handling’ 

and ‘back-end server’ connectivity.  

They carry ‘logo’ of the bank which outsources their service 

White Label 

ATMS (WLAS) 

These are ‘owned’ and ‘operated’ by a third party (a non-banking firm).  

They do not bear ‘logo’ of the banks they serve (that is why such a name).  

In place, they carry logo of the firm which own them.  

They serve customers of all banks and are interconnected with the entire ATM 

network in the country 

Small Finance 

Banks 

The purpose of the small banks will be to provide a whole suite of basic 

banking products such as deposits and supply of credit, but in a limited area 

of operation. 

Payments Banks 

Payments banks are a new model of banks conceptualized by the Reserve 

Bank of India (RBI).  

These banks can accept a restricted deposit, which is currently limited to  

Rs 1 lakh per customer and may be increased further.  

These banks cannot issue loans and credit cards. Both current account and 

savings accounts can be operated by such banks.  

Payments banks can issue services like ATM cards, debit cards, net-banking 

and mobile-banking. 

Bharti Airtel set up India's first live payments bank. 

Shadow Banking 

When financial institutions create credit (forward loan) like a bank but are not 

under the banking regulatory framework of the country, they are supposed to 

be involved in shadow banking.  

Hedge funds are one such example 
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Bank 

recapitalisation 

 

As the name suggests, means recapitalising banks with new capital to improve 

their balance sheet. 

Since the government is the biggest shareholder in public sector banks, the 

responsibility of infusing capital majorly lies with the government. 

The recapitalisation plan comes into action when banks get caught in a 

situation where their liabilities are comparatively higher than their assets. 

Recapitalisation 

Bonds 

 

A government bond is an instrument to raise money from the market with a 

promise to pay to repay the face value of the maturity date and a periodic 

interest. 

A bond issued for the purpose of recapitalisation is called recapitalisation 

bonds. 

Prompt 

corrective Action 

Framework 

 

PCA is a framework under which banks with weak financial metrics are put 

under watch by the RBI. 

Introduced by RBI in 2002 as a structured early-intervention mechanism for 

banks that become undercapitalised due to poor asset quality, or vulnerable 

due to loss of profitability. 

It aims to check the problem of Non-Performing Assets (NPAs) in the Indian 

banking sector. 

It is applicable only to commercial banks and not to NBFCs and cooperative 

banks 

Debt Recovery 

Tribunal (DRT) 

Banks and financial institutions have often faced a tough time in recovering 

Loans, on which the borrowers have defaulted.  

To expedite the recovery process, the Committee on the Financial System, 

headed by Mr. Narasimham considered the setting up of special tribunals, with 

special adjudicator powers.  

This was felt to be necessary to carry through financial sector reforms.  

Since there is an immense overload on the Indian legal system at present, 

recovery of many unpaid debts, due to banks or financial institutions, are held 

up, indefinitely.   

To solve this problem, DRTs are appointed. 

Gresham’s Law 

The economic idea that ‘bad’ money forces ‘good’ money out of circulation, 

Named after Sir Thomas Gresham, an adviser to Queen Elizabeth I of England.  

This law does not apply to the economies where paper currencies are in 

circulation.  

The economies which circulate metallic coins (gold, silver, Copper, etc.) of 

proportional intrinsic values face such situations when people start hoarding 

such coins. 

Ricardian 

Equivalence 

The theory that consumers are forward looking and anticipate that government 

borrowing today will mean a tax increase in the future to repay the debt, and 

will adjust consumption accordingly so that it will have the same effect on the 

economy as a tax increase today. 
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Insolvency 
The situation when the liabilities of an individual or a firm to creditors exceeds 

its assets—inability to pay the liabilities from the assets.  

Merchant 

banking  

A financial world business of providing various financial services other than 

Lending such as public issue management, underwriting such issues, loan 

Syndication management, mergers and acquisition related services, etc 

Moral Hazard 

One among the two kinds of market failure often associated with the 

Insurance sector.  

It means that the people with insurance cover may take greater risks than the 

uncovered ones as they know they are protected so the insurer may get more 

claims it bargained for. 

SWIFT 

SWIFT which stands for Society for Worldwide Interbank Financial 

Telecommunications is a messaging network that financial institutions use to 

securely transmit information and instructions through a standardized system 

of codes. 

 

 

Stock Exchange 
A physically existing set-up where instruments of security stock market 

(shares, bonds, debentures, securities, etc.) are traded. 

NSE 

The National Stock Exchange of India Ltd. (NSE) was set up in 1992. The 

sponsors of the exchange are financial institutions, including IDBI, LIC and 

GIC with IDBI as its promoter. 

ISE 

The Interconnected Stock Exchange of India (ISE) is basically a single floor of 

India’s 15 regional stock exchanges (RSEs), set up in 1998.  

The RSEs were provided increased reach through this. 

It is a web-based exchange. 

BSE 

The Bombay Stock Exchange Ltd. (BSE), earlier a regional stock exchange, 

converted into a national one in 2002.  

The biggest in India, it accounts for almost 75 per cent of total stocks traded 

in India and is the fifth largest in the world (on the basis of market 

capitalisation). 

Social Stock 

Exchange 

Social Stock Exchange (SSE) is an electronic fundraising platform that allows 

investors to buy shares in a social enterprise that has been vetted by the 

exchange.  

Social enterprises include is a revenue-generating business whose primary 

objective is to achieve a social objective, for example, providing healthcare or 

clean energy. 

Sensex 

The sensitive index (i.e., Sensex) is a 30 stocks index of the BSE which was 

enlarged to include 50 stocks in 2000 but soon was cut down to the original 

level.  

9. Security Market in India 
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This index represents the Indian stock market. 

BSE-200 
This is a 200 stock share index of the BSE (including the 30 stocks of the 

Sensex) which has its Dollar version too—the Dollex 

SME Exchanges: 

BSESME and 

Emerge 

SME exchange is a stock exchange dedicated for trading the shares of small 

and medium scale enterprises (SMES) who, otherwise, find it difficult to get 

listed in the main exchanges 

Broker 

Broker is a registered member of a stock exchange who buys or sells 

shares/securities on his client’s behalf and charges a commission on the 

gross value of the deal—such brokers are also known as commission broker. 

Market-Maker 
Market makers are member firms appointed by the stock exchange to inject 

liquidity and trade volume into stocks. 

SEBI 

It is the regulator of Indian stock market. It was set up under the Security 

and Exchange Board of India Act, 1992 (as a non-statutory body set on 12 

April, 1988 through a government resolution). 

Commodity 

Trading 

Commodity trading happens similar to ‘stocks’ (shares, securities, 

debentures, bonds) trading in the stock market. However, commodities are 

actual physical goods such as corn, silver, gold, crude oil, etc 

Spot Exchanges 

In India, Spot Exchanges refer to electronic trading platforms which facilitate 

purchase and sale of specified commodities, including agricultural 

commodities, metals and bullion by providing spot delivery contracts in these 

commodities 

NSCC 

The National Securities Clearing Corporation (NSCC), a public sector 

company set up in 1996 takes the counter party risk of all transactions done 

at the NSE just as an intermediary guarantees all trades. 

Demutualisation 

A process started (2002) by SEBI under which ownership, management and 

trading membership was to be segregated from each other.  

No broker was to be on the Board of Directors or an office-bearer in a stock 

exchange 

SBT 
Screen Based Trading (SBT) is trading of stock based on the electronic 

medium, i.e., with the help of computer monitor, internet, 

Indian Depository 

Receipts (IDRS) 

IDR is an instrument in the form of a depository receipt created by the 

Indian depository in India against the underlying equity shares of the issuing 

company 

Foreign Financial 
Investors 

The Portfolio Investment Scheme (PIS), the foreign financial investors (FIIs) 
were allowed to invest in the Indian stock market—the FIIs having good track 
record register with SEBI as brokers. 

Participatory Notes 
(PNS) 

Participatory Note (PN or P-Note) is a derivative instrument issued in foreign 
jurisdictions, by a SEBI registered FII, against Indian securities—the Indian 
security instrument may be equity, debt, derivatives or may even be an 
index. 

Hedge Fund 
Hedge funds are the lot of investible (free floating capital) capital which move 

very swiftly towards the more profitable sectors of an economy 
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Venture Capital 

Venture capital is a type of private equity, a form of financing that is 

provided by firms or funds to small, early-stage, emerging firms that are 

deemed to have high growth potential, or which have demonstrated high 

growth. 

Angel Investors 
He/she is an affluent individual who provides capital for a business start-up 

usually in exchange for convertible debt or ownership of equity. 

Bear 
A person who speculates share prices to fall in future and so sells his shares 

and earns profit is -a bear. He earns profit out of a falling market.  

Bull 

Bull is a person who speculates share prices to go up in future so either 

stops selling the select group of shares for that time to be reached or starts 

purchasing that select group of shares. 

IPO 
Initial Public Offer (IPO) is an event of share issuing when a company comes 

up with its share/securities issued for the first time. 

Credit Default 

Swap (CDS) 

CDS are a type of insurance against default risk by a particular company. 

The company is called the reference entity and the default is called credit 

event. It is a contract between two parties, called protection buyer and 

protection seller. Under the contract, the protection buyer is compensated for 

any loss emanating from a credit event in a reference instrument. In return, 

the protection buyer makes periodic payments to the protection seller. 

In the event of a default, the buyer receives the face value of the bond or loan 

from the protection seller. From the seller’s perspective, CDS provides a 

source of easy money if there is no credit event. CDS was introduced by JP 

Morgan. 

Gold Exchange 

Traded Funds 

Gold Exchange Traded Funds (ETFs) are open-ended mutual fund schemes 

that closely track the price of physical gold 

Demat Account 

It is a way of holding securities in electronic or dematerialized form.  

Demat Form of shares can be traded online. The transactions are concluded 

much faster, which prevents theft, misuse, forging of original shares 

Certificates and allows an investor to buy or sell shares in any quantity.   

Blue Chip 

Company 
Shares of the company that are most valuable 

Market 

Capitalization 
Price per share multiplied by the total number of shares outstanding. 

Financial Stability 

Board (FSB) 

The Financial Stability Forum (FSF) was established by G7 finance Ministers 

and central bank governors in 1999. It was aimed at promoting international 

financial stability through enhanced information exchange and international 

cooperation in financial market supervision and surveillance. 

The FSF was re-launched as FSB in 2009, in order to mark a change and 

convey that the FSF in future. 

Liquidation 
A process of ‘winding up’ a joint-stock company as a legal entity is known as 

Liquidation. 

https://elearn.laex.in/


RRP 2021 – Economy Terminology 
 

 

www.laexias.com Page 27 https://elearn.laex.in 

 
 

Climate Bonds 

Initiative 

These bonds are investor focused not for profit working to mobilize markets 

for climate change solutions 

Green Bonds 
These are debt securities issued by financial, non-financial or public entities 

where the proceeds are used to finance 100% green projects and assets. 

AT1 bonds 

Also known as Additional Tier 1 bonds. These are unsecured perpetual 

bonds issued by banks to shore up their capital base to meet Basel III 

requirements 

Masala Bonds 

They are bonds issued outside India by an Indian entity or corporate. These 

bonds are issued in Indian currency than local currency.  Indian corporates 

usually issue Masala Bonds to raise funds from foreign investors. As it is 

pegged into Indian currency, if the rupee rates fall, investors bear the risk. 

The first Masala bond was issued in 2014 by IFC for the infrastructure 

projects in India. 

 

 

Forex Reserves 

The total foreign currencies (of different countries) an economy possesses at a 

point of time is its ‘foreign currency assets/reserves’. 

The Forex Reserves of an economy is its ‘foreign currency assets’ added with 

its gold reserves, SDRs (Special Drawing Rights) and Reserve Tranche in the 

IMF. 

External Debt 
External loan (or foreign debt) is the total debt a country owes to 

foreign creditors, complemented by internal debt owed to domestic lenders. 

Fixed Currency 

Regime 

A method of regulating exchange rates of world currencies brought by the 

IMF. 

Under the fixed exchange regime, the government or the central bank has 

complete intervention in the determination of the currency’s exchange rate 

Floating Currency 

Regime 

A method of regulating exchange rates of world currencies based on the 

market mechanism (i.e., demand and supply). 

Managed Exchange 

Rates 

A managed-exchange-rate system is a hybrid or mixture of the fixed and 

flexible exchange rate systems. 

The government of the economy attempts to affect the exchange rate directly 

by buying or selling foreign currencies or indirectly, through monetary 

policy(i.e., by lowering or raising interest rates on foreign currency bank 

accounts, affecting foreign investment, etc.). 

Foreign Exchange 

Market 

The market where different currencies can be bought and sold is called the 

foreign exchange market. 

Trade Balance 
The monetary difference of the total export and import of an economy in one 

financial year is called trade balance. 

Trade Policy 
The economic policy which regulates the export-import activities of any 

economy is known as the trade policy. 

10. External Sector in India 
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Depreciation 

This term is used to mean two different things.  

In foreign exchange market, it is a situation when domestic currency loses its 

value in front of a foreign currency if it is market-driven.  

It means depreciation in a currency can only take place if the economy 

follows the floating exchange rate system. 

 

Devaluation 

In the foreign exchange market when exchange rate of a domestic currency is 

cut down by its government against any foreign currency, it is called 

devaluation.  

It means official depreciation is devaluation. 

Revaluation 

A term used in foreign exchange market which means a government 

increasing the exchange rate of its currency against any foreign currency. 

It is official appreciation. 

Appreciation 

In foreign exchange market, if a free floating domestic currency increases its 

value against the value of a foreign currency, it is appreciation.  

In domestic economy, if a fixed asset has seen increase in its value it is also 

known as appreciation. 

Current Account 

Current transactions of an economy in foreign currency all over the 

world are: 

1. Export,  

2. Import,  

3. Interest payments,  

4. Private remittances and  

5. Transfers  

(Balance of trade and balance of service and remittances) 

Capital Account 

Capital is shown in this account: 

1. External lending and borrowing,  

2. Foreign currency deposits of banks,  

3. External bonds issued by the government of India,  

4. FDI (Foreign Direct Investment),  

5. FPI (Foreign Portfolio Investment) and  

6. Security market investment of the QFIs  

Balance Of 

Payment (BoP) 

The outcome of the total transactions of an economy with the outside world 

in one year is known as the balance of payment (BOP) of the economy. 

Basically, it is the net outcome of the current and capital accounts of an 

economy 

Convertibility 

If domestic currency is allowed to convert into foreign currency for all current 

account purposes, it is a case of full current account convertibility. 

An economy might allow its currency full or partial convertibility in the 

current and the capital accounts. 

NEER The Nominal Effective Exchange Rate (NEER) of the rupee is a weighted 
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average of exchange rates before the currencies of India’s major trading 

partners. 

REER 

When the weight of inflation is adjusted with the NEER, we get the Real 

Effective Exchange Rate (REER) of the rupee.  

Since inflation has been on the higher side in recent months, the REER of the 

rupee has been more against it than the NEER. 

Hard Currency 

It is the international currency in which the highest faith is shown and is 

needed by every economy.  

The strongest currency of the world is one which has a high level of liquidity 

Soft Currency 

A term used in the foreign exchange market which denotes the currency that 

is easily available in any economy in its forex market.  

For example, rupee is a soft currency in the Indian forex market.  

It is basically the opposite term for the hard currency. 

Hot Currency 

Hot money signifies currency that quickly and regularly moves between 

financial markets and is a temporary name for any hard currency.  

Due to certain reasons, if a hard currency is exiting an economy at a fast 

pace for the time, the hard currency is known to be hot.   

Ex: As in the case of the SE Asian crisis, the US dollar had become hot. 

Qualified Foreign 

Investment 

QFI was introduced in 2002. A Qualified Foreign Investor can invest in India 

without sub-account. QFI can be an individual, group or an association.  

They should be resident in a foreign country that is compliant with the 

standards of Financial Action Task Force (FATF). 

FERA 

Foreign Exchange Regulation Act (also known as FERA), was introduced in 

the year 1973.  

The act came into force, to regulate inflow and outflow of foreign currency, 

foreign payments, securities and purchase of fixed assets by the foreigners.  

The FERA was promulgated in India at a time when it does not have good 

foreign exchange reserve. 

It aimed at conserving foreign currency and its optimum liberalization for the 

development of the economy. 

FEMA 

In the budget of 1997-98, the government had proposed to replace FERA-

1973 by FEMA (Foreign Exchange Management Act).  

It came into force on June 1, 2000.  

Under the FEMA, provisions related to foreign exchange have been modified 

and liberalised so as to simplify foreign trade and payments. 

The important goal of FEMA is to amend and integrate all laws related to 

foreign currency in India. 

 In addition to this, FEMA aims to promote foreign payments, export of the 

country and promote foreign capital and investment in the country to 

promote holistic development of India. 
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FEMA also encourages the maintenance and improvement of the foreign 

exchange market in India.  

FEMA provides complete independence to a person living in India that he/she 

can buy property outside India. It is governed by Ministry of Finance 

American 

Depository 

Receipt (ADRs) 

ADR stands for American Depository Receipt, which enables investors based 

in the USA to invest in stocks of non-US companies trading on a non US 

stock exchange.  

ADRs are denominated in dollars.  

Simply put, US brokers purchase shares of a foreign company, say Infosys 

(on behalf of their clients). 

ADRs are subsequently listed on US stock exchanges. 

ADRs can be sponsored or unsponsored. 

Countervailing 

Duty 

Countervailing duty (CVD) is imposed by the importing nation on imports if 

the exporting nation is found to offer export subsidies to their exports.  

This measure aims at balancing the price of imports with the domestic 

products. 

This duty is imposed in such a way that imported item also remains 

competitive. 

Anti-Dumping 

Duty 

It is an import duty imposed by government on imported products which 

have prices less than their normal values or domestic price. It acts as a 

protectionist and counter import measure used by a country. 

Safeguard Duty 

Safeguard duty is a temporary relief provided when imports of a product 

increase unexpectedly to a point where they threaten domestic 

manufacturers of similar products 

Inverted duty 

structure 

It is a situation where import duty on finished goods is low compared to the 

import duty on raw materials that are used in the production of such finished 

goods 

FCCB 

Foreign Currency Convertible Bond, (FCCB) is an unsecured instrument to 

raise long-term loan in foreign currency by an Indian company which 

converts into shares of the company on a predetermined rate.  

It is counted as the part of external debt.  

It is a safer route to raise foreign currency requirements of a company. 

 

FDI FPI 

Investment in productive assets (whose value increase 

over time) like plant and machinery for a business 

Investment in financial assets like 

stocks, bonds, mutual funds, etc. 

Investment gives investores ownership right as well as 

management right 

Investment gives investors only 

ownership right and not management 

right 

Engage in decision making of a firm Not involved in decision making 
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Investors enter a country with long-term approach 
Investors can plan for long but often 

have short-term plans 

So investors cannot depart from the country easily 
Investors can easily depart from the 

country 

Investment is greater than 10% Investment is less than 10% 

 

 

Tax 

A fee charged ("levied") by a government on a product, income, or 

activity. 

Tax can be levied in two ways: 

1. Direct tax 

2. Indirect tax 

Incidence of Tax 
The point where tax looks as being imposed is known as the incidence 

of tax 

Progressive Taxation 
This method has increasing rates of tax for increasing value or volume 

on which the tax is being imposed 

Regressive Taxation 
This is just opposite to the progressive method having decreasing rates 

of tax for increasing value or volume on which the tax is being imposed. 

Proportional Taxation 

There is neither progression nor regression from the point of view rate 

of taxes point of view.  

Such taxes have fixed rates for every level of income or production, they 

are neutral from the poor or rich point view or from the point of view of 

the levels of production. 

Value Added Tax 
A tax collected at every stage of value addition, i.e., either by production 

or distribution is known as value added tax. 

Tax Devolution 

Devolution is advising a formula to distribute the Union tax proceeds 

between Union and the States. 

It is the most important task of a Finance Commission, as the share of 

states in the net proceeds of Union taxes is the predominant channel of 

resource transfer from the Centre to states. 

Tax Base 

A tax base is a total amount of assets or income that can be taxed by a 

taxing authority, usually by the government. It is used to calculate tax 

liabilities. This can be in different forms, including income or property. 

Tax Liability 
Tax liability is the amount an individual, corporation, or other entity is 

required to pay to a taxing authority. 

Tax Return 
A tax return is a form filed with a tax authority on which a taxpayer 

states their income, expenses, and other tax information. 

Tax Buoyancy 
It explains the relationship between the changes in governments tax 

revenue growth and the changes in the GDP 

11. Taxation System in India 
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Tax Elasticity 
Percentage change in tax revenue with respect to change in tax rate and 

extension of coverage. 

Tax Avoidance 

Tax Avoidance basically means making use of the loopholes in the 

Tax Law to one’s own advantage to reduce the tax burden. 

Although Tax Avoidance is 100% legal, it is not advisable. 

Tax Evasion 

Tax evasion involves breaking the law, not paying one’s taxes. 

Tax evasion is the method by which a person illegally reduces his tax 

burden by either deflating their income or inflating their expenses 

Tax Planning 

It is the art of reducing the tax liability by using the various provisions 

of Law. 

The government provides various deductions and exemptions which can 

be used by a person to reduce his tax liability. Ex: Investment in 

mutual funds, Savings certificates  

Tax Shelter 

It is a place to legally store assets so that current or future tax 

liabilities are minimized. 

A tax shelter is a tax minimization strategy, and should not be confused 

with the illegal practice of tax evasion. 

Tax Haven 

It is defined as a country or place with very low "effective" rates of 

taxation for foreign investors. 

Ex panama, Bermuda, Cayman Islands, Hong Kong etc. 

Tax-to-GDP Ratio 

The tax-to-GDP ratio is a ratio of a nation's tax revenue relative to its 

gross domestic product. 

Countries with higher GDP generally collect more taxes, while those 

with lower taxes produce a lower GDP.  

Capital Gains Tax 
Capital gains tax is a levy assessed on the positive difference between 

the sale price of the asset and its original purchase price. 

Divisible Pool 

It is that portion of gross tax revenue which is distributed between the 

Centre and the States. 

 The divisible pool consists of all taxes, except surcharges and cess 

levied for specific purpose, net of collection charges. 

Grants-in-aid 
A grant-in-aid is money coming from central government for a specific 

project. 

Fiscal Capacity 

Fiscal capacity is the ability of the state to extract revenues to 

provide public goods and carry out other functions of the state, given 

an administrative, fiscal accounting structure. 

Fiscal Discipline 

Fiscal Discipline refers to a state of an ideal balance between revenues 

and expenditure of government, in an economy.  

If the fiscal discipline is not maintained, then the government 

expenditure exceeds government receipts. 

Service Tax This tax is levied by entities for rendering services like consulting, legal, 
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 and other such services.  

This tax is collected from the service recipients and paid to the Central 

Government. 

Now this is replaced with GST (Goods and Services Tax) 

Buyback Tax 
Tax imposed on profit making companies on repurchase of their own 

shares back from shareholders. 

Excise duty 

 

This duty is applicable on all goods that are manufactured in India. 

This indirect tax is payable by the manufacturers and often passed on 

to the customers. It is levied by the Central Government and works 

according to the provisions of the Central Excise Act, 1944. 

Now, this tax is replaced with GST (Goods and Services Tax) 

Customs duty 

It is one of those indirect taxes that are applicable for bringing imported 

goods into the country. In certain instance, this duty may also be levied 

on exported goods 

Double Taxation 

Avoidance Agreement 

(DTAA) 

Signed b/w countries so that taxpayers can avoid paying double taxes 

on their income earned from the source country as well as the residence 

country. 

Securities Transaction 

Tax (STT) 

This indirect tax is imposed when stocks are sold or purchased through 

any Indian stock exchange.  

STT was introduced in 2004 and is applicable to shares, mutual funds, 

and future and options transactions. 

Minimum Alternative 

Tax  (MAT) 

The Minimum Alternative Tax is a minimum tax that a company must 

pay, even if it is under zero tax limits. 

Stamp duty 

This is an indirect tax charged by state governments on the transfer of 

immovable property within their jurisdiction. 

 In addition, stamp duty is mandatory on all types of legal documents 

GST 

Goods and Service Tax is an indirect tax (or consumption tax} levied 

in India on the sale of goods and services.  

GST is levied at every step in the production process (Value Added Tax), 

but is refunded to all parties in the chain of production other than the 

final consumer (through Input Tax Credit). 

Cess 

Tax or additional levy on tax. It is imposed for specific purpose and can 

be used for designated ends only. No sharing with state. 

Ex: Education cess 

Surcharge 
Tax or additional levy on tax. It is imposed for general purpose and can 

be used for any purpose. No sharing with state. 

Entertainment tax 
The state governments charge such tax on every transaction related to 

entertainment. 

(Central Goods and 

Services Tax) CGST 

The central government collects this tax on an intrastate supply of 

goods or services. 
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SGST 

Stands for State Goods and Services Tax.  

The state government collects this tax on an intra-state supply of goods 

or services. 

IGST 

Stands for Integrated Goods and Services Tax.  

The central government collects this for inter-state sale of goods or 

services. 

CBDT 

The Central Board of Direct Taxes is a part of the revenue department 

under the Ministry of Finance. 

 It has a two-fold role. 

1. One, it provides important ideas and inputs for planning and policy 

with regard to direct tax in India.  

2. Second, it assists the Income Tax department in the administration of 

direct taxes. 

CBEC 

The Central Board of Excise and Customs deals with policy formulation 

with regard to levy and collection of customs and central excise duties 

and service tax. 

CBIC 
Post GST implementation, the CBEC has been renamed as the Central 

Board of Indirect Taxes & Customs (CBIC).  

Corporate Tax 

Corporation tax or company tax, is a direct tax imposed by a 

jurisdiction on the income or capital of corporations or analogous legal 

entities 

Fringe Benefit Tax 
An extra benefit supplementing an employee's money wage or salary, 

for example a company car, private health care, etc. 

Tobin Tax 

A proposal of imposing small tax on all foreign exchange transactions 

with the objective to discourage destabilizing speculation and volatility 

in the foreign exchange markets. 

 Proposed by the Nobel prize-winning economist James Tobin (1918–

2002), the tax has never been implemented anywhere in the world so 

far. 

Pigouvian tax 
It is intended to tax the producer of goods or services that create 

adverse side effects for society. 

GAFA Tax 

GAFA tax—named after Google, Apple, Facebook, Amazon—is a 

proposed digital tax to be levied on large technology and internet 

companies. 

Tonnage Tax It is a taxation mechanism that can be applied to shipping companies. 

Octroi Tax 
Octroi is a tax levied by a state government on inward goods in all cities 

in that state coming from both within and outside state. 

Arm’s length principle 
Arm’s length price, is the price at which two unrelated parties will make 

a deal. hence market forces of supply-demand will work. 

Base Erosion and Profit 

Shifting (BEPS) 

BEPS refers to tax planning strategies that exploit gaps and 

mismatches in tax rules to artificially shift profits to low or no-tax 
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locations where there is little or no economic activity. 

Advanced pricing 

agreements (APA) 

An APA is a contract, usually for multiple years, between a taxpayer 

and at least one tax authority specifying the pricing method that the 

taxpayer will apply to its related-company transactions. 

 

 

Budget 

A budget is a financial plan for a defined period of time, usually a year.  

It may also include planned sales volumes and revenues, resource quantities, 

costs and expenses, assets, liabilities and cash flows. 

Components of 

Budget 

1. Annual Financial Statement [Article 112]: This document comprises the 

receipts and expenditures of the government of current year, previous year 

and budget year in three separate parts viz. Consolidated Fund of India, 

Contingency Fund of India and Public Account of India. 

2. Demands for Grants [Article 113]: The estimates of expenditures are 

presented to Lok Sabha in the form of Demands for Grants. Ministry wise 

demand for grants are presented to Lok Sabha. 

3. Appropriation Bill [Article 114(3)]: The article 114(3) stipulates that no 

amount can be withdrawn from the Consolidated Fund of India without 

enactment of appropriation bill.  

4. Finance Bill [Article 110(a)]: It is presented to enact a law for imposition, 

abolition, remission, alteration or regulation of taxes proposed in the 

Budget. 

Revised 

Estimate (RE) 

Revised Estimate is basically a current estimation of either the budgetary 

estimates (BE) or the provisional estimates (PE).  

It is an interim data. 

Quick Estimate 

(QE) 

Quick Estimate is a kind of revised estimate which shows the latest situation 

and is useful in the process of going for future projections for some sector or 

sub-sector.  

It is an interim data. 

Advance 

Estimate (AE) 

Advance Estimate is a kind of quick estimate but done ahead (is advance) of the 

final stage when data should have been collected.  

It is an interim data. 

Non-

developmental 

Expenditure 

It is that expenditure which is incurred on non-development activities of the 

Government in the form of provision of general services of the Government. 

Example: administrative expenditure, interest payments, defence, external 

affairs etc 

Developmental 

Expenditure 

Developmental expenditure refers to the expenditure of the government which 

helps in economic development by increasing production and real income of the 

country. 

 

12. Public Finance in India 
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Non-Plan 

Expenditure 

Non-plan revenue expenditure is accounted for – 

1. Interest payments,  

2. Subsidies (mainly on food and fertilizers),  

3. Wage and salary payments to government employees,  

4. Grants to states and union territories governments, Pensions,  

5. Police, economic services in various sectors, 

6. Other general services such as tax collection, social services, and 

7. Grants to foreign governments. 

But now, after scrapping Planning commission the distinction between plan 

budget and non plan budget is done away with. 

Plan expenditure 

Plan expenditures are estimated after discussions between each of the 

ministries concerned and the Planning Commission. 

But now, after scrapping Planning commission the distinction between plan 

budget and non plan budget is done away with. 

Revenue 

Every form of money generation in the nature of income, earnings is revenue for 

a firm or a government which do not increase financial liabilities of the 

government. 

It includes: 

The tax incomes,  

Non-tax incomes, and 

Foreign grants. 

Receipts 

Every receiving or accrual of money to a government by revenue and 

nonrevenue sources is a receipt.  

Their sum is called total receipts. It includes all incomes as well as non-income 

accruals of a government. 

Revenue 

Receipts 

Revenue receipts of a government are of two kinds—Tax Revenue Receipts and 

Non-tax Revenue Receipts. 

Tax Revenue Receipts- This includes all money earned by the government via 

the different taxes the government collects, i.e., all direct and indirect tax 

collections. 

Non-tax Revenue Receipts- Includes all money earned by the government from 

sources other than taxes 

Profits and 

Dividends 

The government gets profits from the Departments that are directly under it 

and get the dividends from its public sector undertakings (PSUS). 

Interests 

Received by the government out of all loans forwarded by it, be it inside the 

country (i.e., internal lending) or outside the country (i.e., external lending).  

It means this income might be in both domestic and foreign currencies. 

Transfer 

Payment 

Transfer payment is the payment by the government in grants, allowances, 

pensions etc to people such as pensioners, widows, sick or unemployed people 

or others with little or no income. 

It does not include subsidies given by government. 
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Ex: PM KISAN amount transfer 

Revenue 

Expenditure 

All expenditures incurred by the government in a short term are called Revenue 

Expenditure. 

Revenue Deficit 
If the balance of total revenue receipts and total revenue expenditures turns out 

to be negative it is known as revenue deficit. 

Effective 

Revenue Deficit 

Effective Revenue Deficit is the difference between revenue deficit and grants for 

the creation of capital assets. 

Revenue Budget 
The part of the Budget which deals with the income and expenditure of revenue 

by the government. 

Capital Budget 
The part of the Budget which deals with the receipts and expenditures of the 

capital by the government. 

Capital Receipts All non-revenue receipts of a government are known as capital receipts. 

Capital 

Expenditure 

All the areas which get capital from the government are part of the capital 

expenditure. 

Capital Deficit Scarcity of capital in day-to-day economic news items. 

Fiscal Deficit 

Balance of the government’s total receipts (i.e., revenue + capital receipts) and 

total expenditures (i.e., revenue + capital expenditures) turns out to be negative, 

it shows the situation of fiscal deficit. 

Primary Deficit 

The fiscal deficit excluding the interest liabilities for a year is the primary 

deficit. 

Primary Deficit= Fiscal Deficit-Interest liabilities 

Monetized 

Deficit 

The part of the fiscal deficit which was provided by the RBI to the government 

in a particular year is Monetized Deficit. 

Deficit Budget 
When the budgetary proposals of a government for a particular year propose 

higher expenditures than the receipts, it is known as a deficit budget. 

Surplus Budget 
If the budget proposes lesser expenditures than the receipts, then it is a 

surplus budget. 

Debt overhang 

This refers to a situation where all current income gets used up in repaying the 

accumulated debt, leaving little incentives to invest either in physical or human 

capital. 

Deficit 

Financing 

The act/process of financing/supporting a deficit budget by a government is 

deficit financing 

External 

Borrowings 

The next best way to manage fiscal deficit with the condition that the external 

loans are comparatively cheaper and long-term. 

Fiscal Policy 
Fiscal policy is the means by which a government adjusts its spending levels 

and tax rates to monitor and influence a nation's economy 

FRBM Act 

Fiscal Responsibility and Budget Management (FRBM), the objectives of 

the Act are: 

1. To ensure inter-generational equity in fiscal management, 

2. Long run macroeconomic stability,  
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3. Better coordination between fiscal and monetary policy, and 

4. Transparency in fiscal operation of the government. 

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.  

"Section 4 (2) of the FRBM Act provides for a trigger mechanism for a deviation 

from the estimated fiscal deficit on account of structural reforms in the 

economy with unanticipated fiscal implications” 

Zero-Base 

Budgeting 

Zero-based budgeting (ZBB) is a method of budgeting in which all expenses 

must be justified for each new period. 

The process of zero-based budgeting starts from a "zero base," and every 

function within an organization is analyzed for its needs and costs. 

Balanced Budget 

Budget is said to be a balanced budget when total public-sector spending 

equals total government income (revenue receipts) during the same period from 

taxes and charges for public services. 

Gender 

Budgeting 

General budget by the government which allocates funds and responsibilities 

on the basis of gender is gender budgeting. 

Cut Motion 
Cut motion is a power given to the members of the Lok Sabha to oppose a 

demand in the Financial Bill discussed by the government 

Token Cut 

That the amount of the demand be reduced by a token cut, say of Rs.100/- in 

order to ventilate a specific grievance which is within the sphere of the 

responsibility of the Government of India.  

The discussion thereon shall be confined to the particular grievance specified in 

the motion. 

Economy Cut 
This motion intends to ‘reduce the demand by a specified amount’ representing 

the economy (in expenditure) that can be affected. 

Disapproval of 

Policy Cut 

This motion intends to ‘reduce the demand to Re. 1’.  

This represents disapproval of the policy underlying the demand—the 

discussion remains confined to the particular policy and is open to members to 

advocate an alternate policy. 

Guillotine 

It is the process in which the Speaker puts all the outstanding demands made 

by the Budget directly to vote in the House—ending further discussions 

(intended to cut short the discussion on the Budget). 

Crowding-Out 

Effect 

Concept of public finance which means an increase in the government 

Expenditure which has an effect of reducing the private sector expenditure 

Fiscal Drag 

Fiscal drag is the tendency of revenue from taxation to rise as a share of GDP in 

a growing economy. Fiscal drag may happen due to inflation or fiscal policies of 

the government. Fiscal drag is normally associated with progressive tax rates. 

To neutralize this negative impact, governments usually increase personal tax 

allowances. 

Fiscal Neutrality When the net effect of taxation and public spending is neutral 

Giffen Good The good for which the demand increases as its price increases, rather than 
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falls (opposite to the general theory of demand)—named after Robert Giffen 

(1837–1910). 

 It applies to the large proportion of the goods belonging to the household 

budget (as flour, rice, pulses, salt, onion, potato, etc.). 

Gini Coefficient 

It is an inequality indicator in an economy.  

The coefficient varies from ‘zero’ to ‘one’. A ‘zero’ Gini coefficient indicates a 

situation of perfect equality (i.e., every household earning the same level of 

income) while a ‘one’ signifies a situation of absolute inequality (i.e., a single 

household earning the entire income in an economy). 

Liquidity Trap 

A situation when the interest rate is so low that people prefer to hold money 

rather than invest it. 

In such situations investors do not go to increase investment even if the interest 

rates on loans are decreased.  

J. M. Keynes suggested for increased Government expenditure or reduction in 

taxes to fight such a situation 

Pump-Priming 
Deficit financing and spending by the government on public works in an 

attempt to revive economy during recession 

Fiscal Cliff 
The fiscal cliff refers to a combination of expiring tax cuts and across-the-board 

government spending cuts 

Economic 

Stimulus 

Economic stimulus refers to coordinated efforts to boost economic growth, 

especially during a recession. 

Sovereign Debt 

Crisis (SDC) 

It is the term that describes the difficulties that a nation faces to service the 

loans it takes from the foreign sources in foreign currency. 

State 

Development 

Loans (SDL) 

SDLs are debt securities auctioned by RBI to raise loans for state governments 

Off Budget 

Financing 

This refers to expenditure that’s not funded through the budget. 

For example, the government sets up a special purpose vehicle (SPV) to 

construct a bridge. 

 The SPV will likely borrow money to build the bridge on the strength of a 

government guarantee. 

 It is not taken into account when calculating fiscal indicators. 

 Hence, Parliamentary control on such spending is also reduced. 
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Kharif 

Cropping season July to October 

The kharif cropping season is from July to October during the South-West 

Monsoon. 

The kharif crops include Rice, maize, sorghum, pearl millet/bajra, finger 

millet/ragi (cereals), arhar (pulses), soyabean, groundnut (oilseeds), cotton 

etc.  

Rabi 

Cropping season October to March 

The rabi cropping season is from October to March during the North-East 

Monsoon. 

The rabi crops include wheat, barley, oats (cereals), chickpea/gram (pulses), 

linseed, mustard (oilseeds) etc. 

Zaid 
The crops grown between March and June are summer crops, Seasonal 

fruits and vegetables. 

Cropping Intensity 
Number of crops cultivated in a piece of land per annum is cropping 

intensity. 

Cropping pattern  

The cropping pattern depends on a farm and its interactions with farm 

resources, other farm enterprises, and available technology which determine 

their makeup. 

Subsistence 

Farming 

Subsistence agriculture is a self- sufficiency farming system in which 

the farmers focus on growing enough food to feed themselves and their entire 

families.  

The output is mostly for local requirements with little or no surplus trade. 

Shifting 

Agriculture 

Shifting Cultivation refers to the form of cultivation where a large area is 

cultivated for few years and then abandoned for some time until the fertility 

of the land is restored naturally. 

Plantation 

Agriculture 

A plantation is a large-scale farm that specializes in cash crops.  

The crops grown, include cotton, coffee, tea, cocoa, sugar cane, sisal, oil 

seeds, oil palms, rubber trees, and fruits.  

Protectionist policies and natural comparative advantage have sometimes 

contributed to determining where plantations were located. 

Intensive farming 

Intensive farming or intensive agriculture is a kind of agriculture where a lot 

of money and labour are used to increase the yield that can be obtained per 

area of land.  

The use of large amounts of pesticides for crops, and of medication for 

animal stocks is common 

Mixed farming   
Mixed farming is referred to cultivation of crops and rising of animals 

simultaneously. 

13. Agriculture and Food Management 

and Industries 

https://elearn.laex.in/


RRP 2021 – Economy Terminology 
 

 

www.laexias.com Page 41 https://elearn.laex.in 

 
 

Zero budget 

natural farming 

 

Natural farming is “do nothing farming”, no-till, no chemical use farming. It 

is use of locally available materials: seeds treated with cow dung and urine; 

soil rejuvenated with cow dung etc,. 

Zero budget refers to the zero net cost of production of all crops (inter crops, 

border crops, multi crops). 

Strip cropping 

Strip cropping is a method of farming which involves cultivating a field 

partitioned into long, narrow strips which are alternated in a crop rotation 

system. It is used when a slope is too steep or when there is no alternative 

method of preventing soil erosion. 

Crop Rotation 

This refers to growing of number of Crops one after the other in a fixed 

rotation to maintain the fertility of the soil.  

The rotation of crops may be complete in a year in some of the areas while it 

may involve more than one year’s time is others. 

Terrace Cultivation 

Terrace is a piece of sloped plane that has been cut into a series of 

successively receding flat surfaces or platforms, which resemble steps, for 

the purposes of more effective farming.  

This type of landscaping, therefore, is called terracing. 

Cooperative 

farming 

Farming activities where farmers form a group for sharing inputs and 

participate in group marketing. 

Green Revolution 

The Green Revolution is the agricultural reform that is intended to increase 

the agricultural production. 

Green Revolution involves use of: 

 High Yield variety seeds 

 Chemical fertilizers 

 Chemical Pesticides 

 Assured Irrigation facilities. 

These all inputs made agriculture as an capital intensive affair. 

India become self sufficient in food grains due to the Green Revolution. 

The HYV Seeds 

High Yielding Variety Seeds (HYV seeds) are seeds are of better quality than 

normal quality seeds.  

These seeds are a better option of seeds in order to obtain a healthy and 

surplus crop. 

Minimum Support 

Price 

Minimum Support Price (MSP) is a form of market intervention by the 

Government of India. It is recommended by The Commission for Agricultural 

Costs & Prices (CACP) 

Under this Government announces a minimum price for major crops before 

the cropping season.  

It is to insure agricultural producers against any sharp fall in farm prices —a 

guarantee price to save farmers from distress sale. 
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Fair and 

Remunerative 

Price (FRP) 

The FRP is the minimum price that sugar mills have to pay to sugarcane 

farmers. It is determined on basis of recommendations of Commission for 

Agricultural Costs and Prices (CACP) and after consultation with State 

Governments and other stake-holders. 

NEW METHOD of calculation of MSP 

Budget for 2018-19 announced that MSPs would henceforth be fixed at 1½ 

times of production costs for crops as a “pre-determined principle”. 

 

This will be the official MSP  

A2 -- Actual costs incurred by farmer on seeds, fertilizers, pesticides, hired 

labour, depreciation on farm  

Buildings & machinery, interest on working capital, diesel/electricity for 

tractor/ pump sets etc.  

FL -- Imputed cost of (unpaid) family labour. 

The 

Comprehensive 

Cost (Cost C2) 

Method 

The Comprehensive Cost (C2) is more reflective of the actual cost of 

production since it takes it accounts for rent and interest foregone on owned 

land and machinery, over and above the A2+FL rate. 

The ideal formula according to the M.S Swaminathan Committee 

recommendation would be:  

MSP = C2+ 50% of C2. 

Market 

Intervention 

Scheme 

The Market Intervention Scheme (MIS) is similar to MSP, which is 

implemented on the request of state governments for procurement of 

perishable and horticultural commodities in the event of fall in market 

prices. 

Issue Price 
The price at which the government allows off take of food grains from the FCI 

(the price at which the FCI sells its food grains). 

Buffer stock 

Buffer stock is maintained by FCI.  

A buffer stock is a system or scheme which buys and stores stocks at times 

of good harvests to prevent prices falling below a target range (or price level), 

and releases stocks during bad harvests to prevent prices rising above a 

target range (or price level). 

TPDS (Targeted 

Public Distribution 

System) 

Under TPDS, Central government is responsible for procurement, allocation 

and transportation of the food grains up to the designated depots of the Food 

Corporation of India. 

Open Market Sale 

Scheme 

The FCI has been undertaking sale of wheat at pre-determined prices 

(reserve prices) in the open market from time to time, known as the Open 

Market Sale Scheme (OMSs). 

Price Stabilization 

Fund 

Central Sector Scheme to support market interventions for price control of 

perishable agri-horticultural commodities. 
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Direct farm 

subsidies 

The kinds of subsidies in which direct cash incentives are paid to the farmers 

in order to make their products more competitive in the global markets. 

Indirect farm 

subsidies 

The farm subsidies which are provided in the form of cheaper credit facilities, 

farm loan waivers, reduction in irrigation and electricity bills, fertilizers, 

seeds and pesticides subsidy as well as the investments in agricultural 

research, environmental assistance, farmer training, etc 

Food security 

Food security means making food available at affordable prices at all times, 

to all, without interruptions. 

3 As form part of Food Security: 

1. Affordability – Economic reach 

2. Availability – Physical reach 

3. Accessibility- Social reach 

Upstream 

Industries 

The upstream stage of the production process involves searching for and 

extracting raw materials-it does not do anything with the material itself, such 

as processing the materials. 

Downstream 

industries 

The downstream stage in the production process involves processing the 

materials collected during the upstream stage into a finished product.  

It further includes the actual sale. 

Agriculture 

extension service 

Extension services can improve productivity by providing timely advisory 

services to farmers to adopt best practices, technology, meet with 

contingencies, market information etc.  

Types of 

Revolutions 

Green revolution: The Green Revolution, spreading over the period 

from1967/68 to 1977/78, changed India’s status from a food-deficient 

country to one of the world's leading agricultural nations. 

Use of high yielding variety (HYV) seeds, tractors, irrigation facilities, 

pesticides, and fertilizers resulted in increase in agricultural productivity. 

White revolution: Operation Flood started the White Revolution in India and 

made our country self-sufficient in milk. 

Yellow revolution: The growth, development and adoption of new varieties of 

oilseeds to increase the productivity. 

 Blue revolution: Fish Production 

 Red revolution: Meat, Tomato production 

 Pink revolution: Onions, prawns 

 Round revolution: Potato 

 Silver revolution: Egg production 

 Grey revolution: Fertilizers 
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International 

Monetary Fund 

IMF is a Bretton wood institution. It is an international financial 

Organization. 

The main function of IMF is to bail out the Countries that facing macro 

economic crisis in terms of BoP. 

Special Drawing 

Right (SDR) 

The SDR is an international reserve asset, created by the IMF in 1969 to 

supplement its member countries’ official reserves. 

Quota 

Each member of the IMF is assigned a quota, denominated in SDRs, that is 

based broadly on the country’s economic position relative to other members. 

The size of a country’s quota takes into account its GDP, current account 

transactions, and official reserves. 

 Quotas determine members’ capital subscriptions to the IMF, voting power, 

and the amount of financial assistance available to them from the IMF.  

Quotas are normally reviewed, and possibly adjusted, every five years. 

World Bank 

The World Bank (WB) Group today consists of five closely associated 

institutions propitiating the role of development in the member nations in 

different areas. 

The World Bank Group consists of five organizations: 

1. The International Bank for Reconstruction and Development 

The International Bank for Reconstruction and Development (IBRD) lends to 

governments of middle-income and creditworthy low-income countries. 

2. The International Development Association  

The International Development Association (IDA) provides interest-free loans 

— called credits — and grants to governments of the poorest countries. 

Together, IBRD and IDA make up the World Bank. 

3. The International Finance Corporation 

The International Finance Corporation (IFC) is the largest global development 

institution focused exclusively on the private sector. We help developing 

countries achieve sustainable growth by financing investment, mobilizing 

capital in international financial markets, and providing advisory services to 

businesses and governments. 

4. The Multilateral Investment Guarantee Agency 

The Multilateral Investment Guarantee Agency (MIGA) was created in 1988 

to promote foreign direct investment into developing countries to support 

economic growth, reduce poverty, and improve people’s lives. MIGA fulfills 

this mandate by offering political risk insurance (guarantees) to investors 

and lenders. 

5. The International Centre for Settlement of Investment Disputes 

The International Centre for Settlement of Investment Disputes (ICSID) 

14. International Organizations 

and India 
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provides international facilities for conciliation and arbitration of investment 

disputes. 

Official 

Development 

Assistance 

(ODA) 

Official Development Assistance (ODA) is defined as those flows to developing 

countries on the DAC List of ODA Recipients and to multilateral development 

institutions which are: 

1.  Provided by official agencies, including state and local governments, or 

by their executive agencies;  

2.  And each transaction of which:  

a.  Is administered with the promotion of the economic development and 

welfare of developing countries as its main objective; and  

b.  Is concessional in character and conveys a grant element of at least 25 

per cent (calculated at a rate of discount of 10 percent per annum).  

Financial 
Intermediary 
Funds 

Trust funds that involve financial engineering or complex financial 

Mechanisms, or where the Bank provides a specified set of administrative, 
financial, or operational services. 

Millennium 
Development Goals 

The Millennium Development Goals (MDGs) are eight international 
development goals that all 192 United Nations member states and at least 23 
international organizations have agreed to achieve by the year 2015.  

They include eradicating extreme poverty, reducing child mortality rates, 
fighting disease epidemics such as AIDS, and developing a global 
partnership for development 

Sustainable 

Development Goals 

(SDGs), 

The Sustainable Development Goals (SDGs), also known as the Global Goals, 

were adopted by all United Nations Member States in 2015 as a universal 

call to action to end poverty, protect the planet and ensure that all people 

enjoy peace and prosperity by 2030. 

Asian Development 

Bank 

The purpose of the Bank is to foster economic growth and co-operation in the 

region of Asia and the Far East and to contribute to economic development 

of the developing member countries, collectively and individually. 

World Trade 

Organization (WTO) 

The World Trade Organization (WTO) is the result of extension of the General 

Agreement on Tariffs and Trade (GATT) that is formed in 1947. 

Its main objective is to promote free and fair trade among the member 

countries. 

Green Box 

Subsidies that do not distort trade fall in this box. According to WTO, green 

box subsidies should not distort trade, or at most cause minimal distortion. 

Usually these subsidies are not directed at specific products and are not 

targeting subsidies and they may include direct income supports for farmers 

who are distressed due to crop loss or market breakdown. 

There is no limit on governments for giving this kind of subsidies to their 

farmers. 

Blue Box 

The subsidies that distort the international trade by making products of a 

particular country cheaper as compared to same or similar product from 

another country is slotted under this box. 
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They distort trade balance because they encourage excessive production, 

therefore given country’s product becomes cheaper than others, in the 

international market. 

Example: - Input subsidies such as subsidy on electricity, seeds, fertilizers, 

irrigation etc. Market support price (MSP) subsidies also fall under this box. 

Limitations are applied by WTO. 

Amber Box 

These are basically Amber Box subsidies but they tend to limit the 

production. Any support that would normally be in the amber box, is placed 

in the blue box if the support also requires farmers to limit their production. 

This "Box" is a hotly debated topic. Countries argue that Blue box subsidies 

are crucial for ushering in agricultural reforms. Currently only few countries 

like Norway, Iceland, Slovenia etc use this kind of subsidies. No limitations. 

Most Favoured 

Nation 

o Purpose: eliminate discriminatory policies by members. 

o If a member extends special treatment to any nation then similar 

treatment must be extended to all. 

Some Exceptions:  

a) Differential treatment under Free Trade Agreements is allowed,  

b) National Security 

National Treatment No discrimination between imported and domestically produced goods.  

Sanitary and 

Phyto-sanitary 

Measures 

It  aims to set constraints on member state’s policies relating to food safety 

(bacterial, pesticides, inspection and labelling) as well as animal and plant 

health (Phyto-sanitary) about imported pests and diseases. 

Democratic 

Principle 
WTO follows the principle of “One nation, One vote, One value”. 

Special and 

Differential 

Treatment 

Developing countries receive preferential terms of trade within WTO 

framework 

TRIPS Agreement: 

(Under WTO) 

It lays down legal standards to protect intellectual property by way of 

copyright rights; geographical indications; industrial designs; integrated 

circuit layout-designs; patents; monopolies for developers of new plant 

varieties; trademarks. It also regulates dispute resolution procedures and 

enforcement procedures. 

Sui Generis System Sui generis means generating by itself or of itself. It means that they can 

protect inventions either on the basis of TRIPS pattern of patents or any 

other indigenous system (sui generis). 

Patent 

It may be granted for a new, useful, and non-obvious invention, and gives 

patent holder an exclusive right to commercially exploit the invention for a 

certain period of time (typically 20 years). 

Parallel 

Importation 

Parallel Importation is the importation of drugs at a lower price to meet a 

public health crisis if the company holding the patent is unwilling to provide 

the patented drug at lower price. 
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Compulsory 

Licensing 

Compulsory Licensing means that the government of a country facing health 

crisis can ask for production and sale of drugs in the country at 

concessional price based on a compulsory license that it issues. This allows 

generic copies of a patented product to be produced domestically, with 

compensation paid to the patent holder 

Copyright 

It is given for creative and artistic works (e.g., books, movies, music) and 

gives copyright holder the exclusive right to control reproduction or 

adaptation of such works for a certain period of time. 

Trademark 
It is a distinctive sign which is used to distinguish the products or services of 

different businesses 

Industrial design  
It protects the form of appearance, style or design of an industrial objects 

(e.g., spare parts, textile) 

Geographical 

Indications 

 

There are some goods that owe their properties (e.g., its special quality or 

reputation) to the region in which they originate and are nurtured. Such 

products are given Geographical Indications. GI is used to identify 

agricultural, natural or manufactured goods. 

GI tags are issued as per the Geographical Indications of Goods (Registration 

and Protection) Act, 1999. This tag is issued by the Geographical Indication 

Registry under the Department of Industry Promotion and Internal Trade, 

Ministry of Commerce and Industry. 

A GI is registered for an initial period of 10 years, which may be renewed 

from time to time. 

General Agreement 

on Trade in 

Services (GATS) 

It is the set of regulations that governs trade in services among WTO 

members. GATS cover four modes of supply for the delivery of services in 

international trade: 

 Mode – 1: Cross Border Supply, Service delivered within the territory 

of the Member, from the territory of another member 

 Mode – 2: Consumption abroad, Service delivered outside the territory 

of Member, in the territory of another member, to a service consumer 

of the member. 

 Mode–3: Commercial Presence, Service delivered within the territory of 

the member, through the commercial presence of the supplier. 

 Mode -4: Presence of a natural person, Service delivered within the 

territory of the member, with supplier present as a natural person 

Brics Bank 

BRICS BANK is known as New Development bank. 

It is formed through the Fortaleza Declaration. 

Its objective is to finance the infrastructure projects in the developing 

countries. 

Asian 

Infrastructure 

Investment bank 

The AIIB is aimed at providing finance to infrastructure projects in the Asia 

region, as a multilateral institution. 

It is planned to operate broadly in the same manner as existing multilateral 

development banks (MDBs) such as the World Bank and the Asian 
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Development Bank (ADB). 

Preferential Trade 

Agreement 

A preferential trade agreement, is a trading bloc that gives preferential 

access to certain products from the participating countries. 

This is done by reducing tariffs but not by abolishing them completely. A 

PTA can be established through a trade pact. It is the first stage of economic 

integration. 

Free Trade 

Agreement 

A free-trade area is a trade bloc whose member countries have signed a free-

trade agreement (FTA), which eliminates tariffs, import quotas, and 

preferences on most (if not all) goods and services traded between them. 

SAFTA 

Customs Union 

An agreement among countries to have free trade among themselves and to 

adopt common external barriers against any other country interested in 

exporting to these countries. 

East African Community (EAC)  

Common Market 
A type of custom union where there are common policies on product 

regulation, and free movement of goods and services, capital and labour. 

Economic Union 

An economic union is a type of trade bloc which is composed of a common 

market with a customs union. The participant countries have both common 

policies on product regulation, freedom of movement of goods, services and 

the factors of production (capital and labour) and a common external trade 

policy. 

Economic and 

Monetary Union 

When an economic union involves unifying currency it becomes a economic 

and monetary union. Eg – Euro 

 

 

 Inflation: 

 

1.  India has experienced persistent and high food inflation in the recent past. What could 

be the reasons? (2011) 

1. Due to a gradual switchover to the cultivation of commercial crops, the area under the 

cultivation of food grains has steadily decreased in the last five years by about 30%. 

2. As a consequence of increasing incomes, the consumption patterns of the% people have 

undergone a significant change. 

3. The food supply chain has structural constraints. 

Which of the statements given above1 are correct? 

(a)  1 and 2 only (b)  2 and 3 only (c)  1 and 3 only (d)  1, 2 and 3 

Answer: (B) 

2.  A rapid increase in the rate of inflation is sometimes attributed to the “base effect”. 

What is “base effect”? (2011) 

15. Previous Questions on Basic Terminology 
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(a)  It is the impact of drastic deficiency in supply due to failure of crops 

(b)  It is the impact of the surge in demand due to rapid economic growth 

(c)  It is the impact of the price levels of previous year on the calculation of inflation rate 

(d) None of the statements (a), (b) and (c) ‘given above is correct in this context 

Answer: (C) 

3.  Economic growth is usually coupled with  (2011) 

(a)  Deflation (b)  Inflation (c)  Stagflation (d)  Hyperinflation 

Answer: (B) 

4.  Consider the following statements:  (2013) 

1. Inflation benefits the debtors. 

2. Inflation benefits the bond-holders. 

Which of the statements given above is/are correct? 

(a)  1 only (b) 2 only (c)  Both 1 and 2 (d)  Neither 1 nor 2 

Answer: (A) 

5.  Which one of the following is likely to be the most inflationary in its effect? (2013) 

(a)  Repayment of public debt 

(b)  Borrowing from the public to finance a budget deficit 

(c)  Borrowing from banks to finance a budget deficit 

(d)  Creating new money to finance a budget deficit 

Answer: (D) 

 External Sector: 

 

6.  In terms of economy, the visit by foreign nationals to witness the XIX Common Wealth 

Games in India amounted to (2011) 

(a)  Export (b)  Import (c)  Production (d) Consumption 

Answer: (A)  

7.  A “closed economy” is an economy in which (2011) 

(a)  The money supply is fully controlled 

(b)  Deficit financing takes place 

(c)  Only exports take place 

(d)  Neither exports nor imports take place 

Answer: (D) 

8.  Both Foreign Direct Investment (FDI) and Foreign Institutional Investor (FII) are related 

to investment in a country. Which one of the following statements best represents an 

important difference between the two?  (2011) 

(a)  FII helps bring better management skills and technology, while FDI only brings in capital 

(b)  FII helps in increasing capital availability in general, while FDI only targets specific sectors 

(c)  FDI flows only into the secondary market, while FII targets primary market 

https://elearn.laex.in/


RRP 2021 – Economy Terminology 
 

 

www.laexias.com Page 50 https://elearn.laex.in 

 
 

(d)  FII is considered to be more stable than FDI 

Answer: (B)  

9.  Which of the following would include Foreign Direct Investment in India?  (2012) 

1. Subsidiaries of companies in India 

2. Majority foreign equity holding in Indian companies 

3. Companies exclusively financed by foreign companies 

4. Portfolio investment 

Select the correct answer using the codes given below : 

(a)  1, 2, 3 and 4 (b)  2 and 4 only (c)  1 and 3 only (d)  1, 2 and 3 only 

Answer: (D) 

10.  The balance of payments of a country is a systematic record of  (2012) 

(a)  All import and transactions of a during a given period normally a year 

(b)  Goods exported from a country during a year 

(c)  Economic transaction between the governments of one country to another 

(d)  Capital movements from one country to another 

Answer: (A)  

11.  Which of the following constitute Capital Account?  (2013) 

1. Foreign Loans  2. Foreign Direct Investment 

3. Private Remittances  4. Portfolio Investment 

Select the correct answer using the codes given below. 

(a)  1, 2 and 3 (b)  1, 2 and 4 (c)  2, 3 and 4 (d)  1, 3 and 4 

Answer: (B)  

12.  Which one of the following groups of items is included in India’s foreign-exchange 

reserves?  (2013) 

(a)  Foreign-currency assets, Special Drawing Rights (sdrs) and loans from foreign countries 

(b)  Foreign-currency assets, gold holdings of the RBI and sdrs 

(c)  Foreign-currency assets, loans from the World Bank and sdrs 

(d)  Foreign-currency assets, gold holdings of the RBI and loans from the World Bank 

Answer: (B) 

13.  The terms ‘Marginal Standing Facility Rate’ and ‘Net Demand and Time Liabilities’, 

sometimes appearing in news, are used in relation to  (2014) 

(a) Banking operations 

(b) Communication networking 

(c) Military strategies 

(d) Supply and demand of agricultural products 

Answer: (A) 

14. With reference to Balance of Payments, which of the following constitutes /constitute 

the Current Account? 

1. Balance of trade  2. Foreign assets 

3. Balance of invisibles  4. Special Drawing Right 
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Select the correct answer using the code given below. 

(a) 1 only (b) 2 and 3 (c) 1 and 3 (d) 1, 2 and 4 

Answer: (C) 

 

 Public Finance: 

15. Which one of the following statements appropriately describes the “fiscal stimulus”? 

 (2011) 

(a)  It is a massive investment by the Government in manufacturing sector to ensure the supply of 

goods to meet the demand surge caused by rapid economic growth 

(b)  It is an intense affirmative action of the Government to boost economic activity in the country 

(c)  It is Government’s intensive action on financial institutions to ensure disbursement of loans to 

agriculture and allied sectors to promote greater food production and contain food inflation 

(d)  It is an extreme affirmative action by the Government to pursue its policy of financial inclusion 

Answer: (B) 

 16.  Consider the following actions which the Government can take: 

1. Devaluing the domestic currency. 

2. Reduction in the export subsidy. 

3. Adopting suitable policies which attract greater FDI and more funds from FIIs. 

Which of the above action/actions can help in reducing the current account deficit? 

(a)  1 and 2 (b)  2 and 3 (c)  3 only (d)  1 and 3 

Answer: (A) 

17.  In India, deficit financing is used for raising resources for  (2013) 

(a)  Economic development (b)  Redemption of public debt 

(c)  Adjusting the Balance of Payments (d)  Reducing the foreign debt 

Answer: (A) 

18.  If the interest rate is decreased in an economy, it will  (2014)  

(a) Decrease the consumption expenditure in the economy 

(b) Increase the tax collection of the Government 

(c) Increase the investment expenditure in the economy 

(d) Increase the total savings in the economy 

Answer: (C) 

19.  With reference to Union Budget, which of the following is/are covered under Non-Plan 

Expenditure? 

1. Defense -expenditure 

2. Interest payments 

3. Salaries and pensions 

4. Subsidies 

Select the correct answer using the code given below. 

(a) 1 only (b) 2 and 3 only (c) 1, 2, 3 and 4 (d) None 

Answer: (C) 
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 Banking Sector: 

20.  Why is the offering of “teaser loans” by commercial banks a cause of economic concern?

 (2011) 

1. The teaser loans are considered to be an aspect of sub-prime lending and banks may be 

exposed to the risk of defaulters in future. 

2. In India, the teaser loans are mostly given to inexperienced entrepreneurs to set up 

manufacturing or export units. 

Which of the statements given above is/are correct? 

(a)  1 only (b)  2 only (c)  Both 1 and 2 (d)  Neither 1 nor 2 

Answer: (C)  

21.  In India, which of the following have the highest share in the disbursement of credit to 

agriculture and allied activities? (2011) 

(a)  Commercial Banks  (b)  Cooperative Banks 

(c)  Regional Rural Banks (d)  Microfinance Institutions 

Answer: (A) 

22.  The lowering of Bank Rate by the Reserve Bank of India leads to  (2011) 

(a)  More liquidity in the market 

(b)  Less liquidity in the market 

(c)  No change in the liquidity in the market 

(d)  Mobilization of more deposits by commercial banks 

Answer: (A) 

23.  The Reserve Bank of India (RBI) acts as a bankers’ bank. This would imply which of the 

following?  (2012) 

1. Other banks retain their deposits with the RBI. 

2. The RBI lends funds to the commercial banks in times of need. 

3. The RBI advises the commercial banks on monetary matters. 

Select the correct answer using the codes given below: 

(a)  2 and 3 only (b)  1 and 2 only (c)  1 and 3 only (d)  1, 2 and 3 

Answer: (D) 

24.  Which of the following measures would result in an increase in the money supply in the 

economy?  (2012) 

1. Purchase of government securities from the public by the Central Bank 

2. Deposit of currency in commercial banks by the public 

3. Borrowing by the government from the Central Bank 

4. Sale of government securities to the public by the Central Bank 

Select the correct answer using the codes given below: 

(a)  1 only (b)  2 and 4 only (c)  1 and 3 (d)  2, 3 and 4 

Answer: (C) 

25.  The basic aim of Lead Bank Scheme is that:  (2012) 

(a)  Big banks should try to open offices in each district 
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(b)  There should be stiff competition among the various nationalized banks 

(c)  Individual banks should adopt particular districts for intensive development 

(d)  All the banks should make intensive efforts to mobilize deposits 

Answer: (C) 

26.  The Reserve Bank of India regulates the commercial banks in matters of  (2013)  

1. Liquidity of assets  2. Branch expansion 

3. Merger of banks  4. Winding-up of banks 

Select the correct answer using the codes given below. 

(a)  1 and 4 only (b)  2, 3 and 4 only (c)  1, 2 and 3 only (d)  1, 2, 3 and 4 

Answer: (D) 

27.  An increase in the Bank Rate generally indicates that the:  (2013) 

(a)  Market rate of interest is likely to fall 

(b)  Central Bank is no longer making loans to commercial banks 

(c)  Central Bank is following an easy money policy 

(d)  Central Bank is following a tight money policy 

Answer: (D) 

28.  Consider the following liquid assets:  (2013) 

1.  Demand deposits with the banks 

2.  Time deposits with the banks 

3.  Savings deposits with the banks 

4.  Currency 

The correct sequence of these in decreasing order of Liquidity is 

(a)  1-4-3-2 (b)  4-3-2-1 (c)  2-3-1-4 (d)  4-1-3-2 

Answer: (D)  

29.  In the context of Indian economy, Open Market Operations’ refers to:  (2013) 

(a)  Borrowing by scheduled banks from the RBI 

(b)  Lending by commercial banks to industry and trade 

(c)  Purchase and sale of government securities by the RBI 

(d)  None of the above 

Answer: (C) 

30.  Priority Sector Lending by banks in India constitutes the lending to:  (2013) 

(a)  Agriculture  (b)  Micro and small enterprises 

(c)  Weaker sections  (d)  All of the above 

Answer: (D) 

31. Which of the following grants/ grant direct credit assistance to rural households?  (2013) 

1. Regional Rural Banks 

2. National Bank for Agriculture and Rural Development 

3. Land Development Banks 

Select the correct answer using the codes given below: 
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(a)  1 and 2 only (b)  2 only (c)  1 and 3 only (d)  1, 2 and 3 

Answer: (C) 

32. In the context of Indian economy which of the following is/are the purpose/purposes of 

‘Statutory Reserve Requirements’? 

1. To enable the Central Bank to control the amount of advances the banks can create 

2. To make the people’s deposits with banks safe and liquid 

3. To prevent the commercial banks from making excessive profits 

4. To force the banks to have sufficient vault cash to meet their day-to-day requirements 

Select the correct answer using the code given below. 

(a) 1 only (b) 1 and 2 only (c) 2 and 3 only (d) 1, 2, 3 and 4 

Answer: (B) 

 

 Economic Growth and Development: 

33.  In the context of Indian economy, consider the following statements : (2011) 

1. The growth rate of GDP has steadily increased in the last five years. 

2. The growth rate in per capita income has steadily increased in the last five years. 

Which of the statements given above is/are correct? 

(a)  1 only (b)  2 only (c)  Both 1 and 2 (d)  Neither 1 nor 2 

Answer: (B) 

34.  The national income of a country for a given period is equal to the:  (2013) 

(a)  Total value of goods and services produced by the nationals 

(b)  Sum of total consumption and investment expenditure 

(c)  Sum of personal income of all individuals 

(d)  Money value of final goods and services produced 

Answer: (A) 

35.  Which of the following can aid in furthering the Government’s objective of inclusive 

growth?  (2011) 

1. Promoting Self-Help Groups 

2. Promoting Micro, Small and Medium Enterprises 

3. Implementing the Right to Education Act 

Select the correct answer using the codes given below: 

(a)  1 only (b) 1 and 2 only (c)  2 and 3 only (d)  1, 2 and 3 

Answer: (D) 

36.  Disguised unemployment generally means  (2013) 

(a)  Large number of people remains unemployed 

(b)  Alternative employment is not available 

(c)  Marginal productivity of labor is zero 

(d)  Productivity of workers is low 

Answer: (C) 
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37.   Economic growth in country X will necessarily have to occur if  (2013) 

(a)  There is technical progress in the world economy 

(b)  There is population growth in X 

(c)  There is capital formation in X 

(d)  The volume of trade grows in the world economy 

Answer: (C) 

38.  India is regarded as a country with “Demographic Dividend”. This is due to:  (2011) 

(a.)  Its high population in the age group below 15 years 

(b.)  Its high population in the age group of 15-64 years 

(c.)  Its high population in the age group above 65 years 

(d.)  Its high total population 

Answer: (B) 

39.  Consider the following specific stages of demographic transition associated with 

economic development:  (2012) 

1. Low birth rate with low death rate 

2. High birth rate with high death rate 

3. High birth rate with low death rate 

Select the correct order of the above stages using the codes given below: 

(a)  1, 2, 3 (b)  2, 1, 3 (c)  2, 3, 1 (d)  3, 2, 1 

Answer: (C) 

40.  To obtain full benefits of demographic dividend, what should India do? (2013)  

(a)  Promoting skill development 

(b)  Introducing more social security schemes 

(c)  Reducing infant mortality rate 

(d)  Privatization of higher education 

Answer: (A) 

 

 Taxation System: 

41.  Which one of the following is not a feature of “Value Added Tax”?  (2011) 

(a)  It is a multi-point destination-based system of taxation 

(b) It is a tax levied on value addition at each stage of transaction in the production-distribution 

chain 

(c)  It is a tax on the final consumption of goods or services and must ultimately be borne by the 

consumer 

(d)  It is basically a subject of the Central Government and the State Governments are only a 

facilitator for its successful implementation 

Answer: (C) 

42.  The sales tax you pay while purchasing a toothpaste is a 

(a) Tax imposed by the Central Government. 
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(b) Tax imposed by the Central Government but collected by the State Government 

(c) Tax imposed by the State Government but collected by the Central Government 

(d) Tax imposed and collected by the State Government 

Answer: (D) 

 

 Agriculture, Allied Sectors and Industries: 

43.  Why is the Government of India disinvesting its equity in the Central Public Sector 

Enterprises (cpses)?  (2011) 

1. The Government intends to use the revenue earned-from the disinvestment mainly to pay back 

the external debt. 

2. The Government no longer intends to retain the management control of the cpses. 

Which of the statements given above is/are correct? 

(a)  1 only (b)  2 only (c)  Both 1 and 2 (d)  Neither 1 nor 2 

Answer: (D) 

 

 International Organizations: 

44.  Consider the following statements:  (2012) 

 The price of any currency in international market is decided by the 

1. World Bank 

2. Demand for goods/services provided by the country concerned 

3. Stability of the government of the concerned country 

4. Economic potential of the country in question 

Which of the statements given above are correct? 

(a)  1, 2, 3 and 4 (b)  2 and 3 only (c)  3 and 4 only (d)  1 and 4 only 

Answer: (B) 

45.  In India, in the overall Index of Industrial Production, the Indices of Eight Core 

Industries have a combined weight of 37-90%. Which of the following are among those 

Eight Core Industries? (2012) 

1. Cement 2. Fertilizers 3. Natural gas  

4. Refinery products 5. Textiles 

Select the correct answer using the codes given below: 

(a)  1 and 5 only (b)  2, 3 and 4 only (c)  1, 2, 3 and 4 only (d)  1, 2, 3, 4 and 5 

Answer: (C) 

46.  Which of the following organizations brings out the publication known as ‘World 

Economic Outlook’? 

1. The International Monetary Fund 

2. The United Nations Development Programme 

3. The World Economic Forum 

4. The World Bank 

Answer: (A) 
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 Planning: 

47.  The main objective of the 12th Five-Year Plan is 

1. Inclusive growth and poverty reductions 

2. Inclusive and sustainable growth 

3. Sustainable and inclusive growth to reduce unemployment 

4. Faster, sustainable and more inclusive growth. 

Answer: (D) 

 

* * * * * 
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