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Underdeveloped Country 

The term ‘underdeveloped countries’ is relative. In general, those countries which have real per capita incomes less 
than a quarter of the per capita income of the U.S., are underdeveloped countries. 

 

GDPism 

Whereby officials prioritize growth above all else. It’s a obsession with GDP. (China) 

 

Economism 

Reaching economic benefits to the poor. 

 
Purchasing Power Parity (PPP) 

According to PPP index the value of a currency vis-à-vis a dollar is measured on the basis of how much a unit of 
currency in a country can buy of internationally representative treated basket of goods and services in a country vis-

à-vis what a dollar can buy of the same basket in US. For e.g. Apple ` 50 kg India = $2 in US 

 

GDP (Gross Domestic Product):  

Sum total of market value of all final goods and services produced in the country within the geographical 
boundaries of economy in a particular year.  

- includes foreigner producing in India 

      - Gross includes depreciation 

GDP can be calculated both at current prices and at constant prices. Also called as Gross Domestic 

Income (GDI) 

 

Nominal GDP  

is an assessment of economic production in an economy but includes the current prices of goods and services in its 

calculation. GDP is typically measured as the monetary value of goods and services produced. 

 

Real GDP 

Real gross domestic product is an inflation-adjusted measure of the value of all goods and services produced in an 

economy. 

 

GDP at Constant price  

refers to the level of gross domestic product (GDP) expressed in the price terms of a base period (normally a year). 

The use of a time series of GDP in constant prices rather than current prices removes the impact of price changes 

and shows the volume change in GDP. 

 

GDP at current price 

Gross domestic product (GDP) at current prices is GDP at prices of the current reporting period. Also known as 

nominal GDP. 

 

Base Year 

The base year of the national accounts is chosen to enable inter-year comparisons. It gives an idea about changes in 

purchasing power and allows calculation of inflation-adjusted growth estimates. 
The last series has changed the base to 2011-12 from 2004-05. Ideally base year should changed every 5 years.  
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NDP (Net Domestic Product):  

GDP – depreciation 
 

GNP (Gross National Product):  

GDP + Net factor income from abroad (Normal residents living abroad) – Income paid for the factor services 
rendered by foreigners in a country. 

 

NNP (Net National Product): 

GNP - Depreciation 
 

National Income 
= Net National Income at factor cost  
= GDP/GNP – value of net indirect taxes (rent, wages, interest – subsidies) 

 

National Wealth 
National wealth measures the stock of commodities held by the nationals of a country at a point of time 

 

Gross Capital formation  

It includes two components such as (a) Gross domestic fixed capital formation (b) change in stock 
(a) Includes all expenses made by household, business people and Govt., adding new durable goods to the fixed capital 

stock of a country. These assets are in the form of infrastructure such as building, road canals, bridges, means of 

transport, machinery and other equipments. 
(b) The change in stock is the difference between market prices of the stock held by the Govt at the beginning and the 

end of the period. 

Change in stocks is determined by short term demand but fixed capital asset is determined by long term demand.  

 

Personal Income 

Personal income is that income which is actually obtained by nationals. Personal income is obtained by subtracting 

corporate taxes and payments made for social security provisions from national income and adding to it 
government transfer payments, business transfer payments and net interest paid by the government 

 

Factor Income 
Factor income is income received from the factors of production: the inputs used in the production of goods or 

services in order to make an economic profit. Factor income on the use of land is called rent, income generated 

from labor is called wages, and income generated from capital is called profit. 

 

Transfer Income 

Payment received without providing any service (or good) in return is transfer income. Mind 

national income includes only factor incomes and not transfer incomes. 
For e.g. money from the government in the form of benefits (= payments for people who cannot find a job or are 

too ill to work), subsidies (= money given to reduce the cost of producing food, a product, etc.), etc., paid for by 

taxes: Many households receive transfer income from the state. 
 

Disposable Personal Income 

When personal direct taxes are subtracted from personal income, the obtained value is called disposable personal 

income (DPI) In equation form: (DPI) = (Personal Income) – (Direct Taxes) 
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Gross Value Added – GVA? 
Gross value added (GVA) is an economic productivity metric that measures the contribution of a corporate 

subsidiary, company or municipality to an economy, producer, sector or region. Gross value added provides a 
dollar value for the amount of goods and services that have been produced in a country, minus the cost of all inputs 

and raw materials that are directly attributable to that production. 

GVA thus adjusts gross domestic product (GDP) by the impact of subsidies and taxes (tariffs) on products. 

The Formula for GVA Is 
GVA=GDP + SP- TP 

SP= Subsidies on products 
TP= Taxes on products 

 

Comparison Between GVA and GDP 
While GVA gives a picture of the state of economic activity from the producers’ side or supply side, the GDP 

gives the picture from the consumers’ side or demand perspective. 

Both measures need not match because of the difference in treatment of net taxes. 

GVA is considered a better gauge of the economy. GDP fails to gauge real economic scenario because a sharp 
increase in the output, only due to higher tax collections which could be on account of better compliance or 

coverage, rather than the real output situation. 

A sector-wise breakdown provided by the GVA measure helps policymakers decide which sectors need incentives 
or stimulus and accordingly formulate sector-specific policies. 

But GDP is a key measure when it comes to making cross-country analysis and comparing the incomes of different 

economies. 
 

Green GDP 

The green gross domestic product (green GDP or GGDP) is an index of economic growth with the environmental 

consequences of that growth factored into a country's conventional GDP. Green GDP monetizes the loss of 
biodiversity, and accounts for costs caused by climate change. 

 

Green Accounting  
Green accounting is a type of accounting that attempts to include factor environmental costs into the financial 

results of operations. It has been argued that gross domestic product ignores the environment and therefore 

policymakers need a revised model that incorporates green accounting. 

 

Sustainable Development  

Sustainable development is the organizing principle for meeting human development goals while simultaneously 

sustaining the ability of natural systems to provide the natural resources and ecosystem services on which the 
economy and society depends. 

 

Dissaving  
Dissaving occurs when expenditure exceeds income. Raising of loans or utilization of past accumulated savings 

takes place in such eventuality. 

 

Engel’s Law 
This law was formulated by Ernst Engel. It states that, with given taste and preference, the portion of income spend 

on food diminishes as income increases. According to this law, smaller a person’s income, the greater the 

proportion of it that he will spend on food and vice versa. 
 

https://www.investopedia.com/terms/v/valueadded.asp
https://www.investopedia.com/terms/r/rawmaterials.asp
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Gender Empowerment Measure 

GEM is a composite index measuring gender inequality in three basic dimensions of empowerment – economic 

participation and decision making, political participation and decision making, and power over economic resources. 
 

Gender Development Index 

Gender Related Development Index (GDI) is a composite index measuring average achievement in the three basic 

dimensions captured in the human development index – a long and healthy life, knowledge and a decent standard of 
living – adjusted to account for inequalities between men and women. 

 

Total Fertility Rate (TFR)  
It is the average number of children expected to be born per woman during her entire span of reproductive period. 

TFR is considered to be a useful indicator for analysing the prospects for population stabilization. 

 

Maternal Mortality Rate (MMR) 

It is defined as the number of maternal deaths per 100,000 live births due to causes related to pregnancy or within 

42 days of termination of pregnancy. 

 

PQLI  

Physical Quality of Life Index (PQLI) is used to assess the level of social development. It is calculated by using 

indices of (i) Adult literacy rate (ii) IMR (iii) Life expectancy. 
 

Global Food Security Index  

Developed by Economist Intelligence Unit (EIU) and commissioned by  Dupont, ranks 105 countries in accordance 

to their relative level of food security is three categories- affordability, availability and quality and safely 
 

Social Security 

Provision by the state out of taxation of welfare assistance to those in need as a result of illness, unemployment, or 
old age. It includes national insurance policy.  

 

Social capital  
is the effective functioning of social groups through interpersonal relationships, a shared sense of identity, a shared 

understanding, shared norms, shared values, trust, cooperation, and reciprocity. 

 

Crony capitalism  
is an economic system in which businesses thrive not as a result of risk, but rather as a return on money amassed 

through a nexus between a business class and the political class. 

 

State capitalism  

is an economic system in which the state undertakes business and commercial economic activity (i.e. for-profit) and 

where the means of production are organized and managed as state-owned enterprises (including the processes 
of capital accumulation, centralized management and wage labor), or where there is otherwise a dominance 

of corporatized government agencies (agencies organized along business-management practices) or of public 

companies such as publicly listed corporations in which the state has controlling shares 

 

Surveillance capitalism  

is the process of commodifying personal data with the core purpose of profit-making. Since personal data can be 

commodified it has become one of the most valuable resources on earth. 
 

Disguised Unemployment:  

https://en.wikipedia.org/wiki/Economic_system
https://en.wikipedia.org/wiki/State_(polity)
https://en.wikipedia.org/wiki/Business
https://en.wikipedia.org/wiki/Commerce
https://en.wikipedia.org/wiki/Profit_(economics)
https://en.wikipedia.org/wiki/Means_of_production
https://en.wikipedia.org/wiki/State-owned_enterprises
https://en.wikipedia.org/wiki/Capital_accumulation
https://en.wikipedia.org/wiki/Centralized
https://en.wikipedia.org/wiki/Management
https://en.wikipedia.org/wiki/Wage_labor
https://en.wikipedia.org/wiki/Corporatized
https://en.wikipedia.org/wiki/Public_companies
https://en.wikipedia.org/wiki/Public_companies
https://en.wikipedia.org/wiki/Corporation
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India has high level of it prevailing mainly in agriculture.  

   More number of people doing a job which can be done effectively by less number of people. The additional 

number is called as disguised unemployed. (Their marginal productivity is close to zero; still they engage 
themselves because of lack of other occupation) 

 

Parkinson’s Law 

Parkinson's Law is usually expressed as “Work expands so as to fill the time available for its completion.” If 
something must be done in a year, it'll be done in a year. If it must be done in six months, then it will. Parkinson's 

Law should not be used to set unreasonable deadlines. 

 
Seasonal Unemployment:  

Employed in one season and unemployed in other season. Though it is common in agriculture, it can be also seen in 

urban areas. 
It is one form of underemployment. 

 

Fractional Unemployment:  
Temporary unemployment that takes place during the switch over from one job to another due to ignorance, lack of 

mobility etc. (seen in developed countries) 

 

Technical Unemployment  

That is caused due to change in technology. So that till one acquires the new technology, he/she remains 

unemployed.  

 

Cyclic Unemployment 

Unemployment that results from down showing of economic activity on account of a deficient demand is called 

cyclic unemployment. 
 

Structural Unemployment: 

Result of backwardness of an economy in which population growth rate may be rising while the availability of 

complimentary factors like land & capital is scarce so that it causes unemployment. It is in fact typically the kind of 
unemployment that exists in developing countries like India. 

 

Open Unemployment:  
Openly unemployed. Able and willing to work but not getting job at the prevailing wage rate. 

 

Underemployment:  
Not commensurate with qualification, can be seasonal.: Temporary unemployment that takes place during the 

switch over from one job to another due to ignorance, lack of mobility etc. (seen in developed countries) 

 

Unemployment Trap 
Unemployment trap is a situation when unemployment benefits discourage the unemployed to go to work. People 

find the opportunity cost of going to work too high when one can simply enjoy the benefits by doing nothing. 

 

Dole 

When the govt. in the scheme of social security gives cash benefit or compensation to persons that are unemployed 

it is called dole. 
 

Time Use Survey (TUS) 
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The primary objective of Time Use Survey (TUS) is to measure participation of men and women in paid and unpaid 

activities. TUS is an important source of information on the time spent in unpaid caregiving activities, volunteer 

work, unpaid domestic service producing activities of the household members.  
It also provides information on time spent on learning, socializing, leisure activities, self-care activities, etc., by the 

household members.  

The TUS survey captures how much time is spent by each member (above 6 years) of the household on different 

activities in 24 hours time slot. 
 

Start up 

A startup is a young company founded by one or more entrepreneurs to develop a unique product or service and 
bring it to market. By its nature, the typical startup tends to be a shoestring operation, with initial funding from the 

founders or their friends and families. 

 

Startup Incubators 

A startup incubator is a collaborative program designed to help new startups succeed. ... The sole purpose of 

a startup incubator is to help entrepreneurs grow their business. Startup incubators are usually non-profit 

organizations, which are usually run by both public and private entities. 
 

Angel Investor 

An angel investor is an individual who provides capital for a business start-up, usually in exchange for convertible 
debt or ownership equity. Angel investors usually give support to start-ups at the initial moments and when most 

investors are not prepared to back them. 

 

Marquee Asset 
Also referred as a “flagship asset” or “crown jewel” – is a company’s most prized possession. A company with a 

coveted marquee asset may become a target for a bigger rival, or a rival with deep pockets, even if the other assets 

in the company’s portfolio do not amount to much.  
 

Marquee Investor 

A marquee investor is either an individual or a corporate/ institutional investor, well known for investing in 
companies that turn into success stories at a later date. For e.g. Rakesh Jhunjhunwala in India is known as marquee 

investor and so in Warren Buffet in the US.  

 

Venture capital  
is a form of private equity financing that is provided by venture capital firms or funds to startups, early-stage, and 

emerging companies that have been deemed to have high growth potential or which have demonstrated high 

growth.  
 

Exit strategy 

An exit strategy is a contingency plan that is executed by an investor, trader, venture capitalist, or business owner to 
liquidate a position in a financial asset or dispose of tangible business assets once predetermined criteria for either 

has been met or exceeded. 

 

Private equity  
is an alternative investment class and consists of capital that is not listed on a public exchange. Private equity is 

composed of funds and investors that directly invest in private companies, or that engage in buyouts of public 

companies, resulting in the delisting of public equity. 
 

Unicorn 
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A unicorn is a term in business world to indicate a privately held startup company valued at over $1 billion. The 

term was coined, choosing the mythical animal to represent the statistical rarity of such successful ventures. 

 

Dutch disease 

An economic phenomenon where a large inflow of foreign currency impacts sectors like agriculture and 

manufacturing by pushing up land prices and unskilled wages. (Kerala)  

 

Poverty Gap (Distribution Sensitive Concept) 

Poverty line gives us only people BPL but it does not gives us the depth/intensity of poverty which is given by 

Poverty Gap. 
Poverty Gap is a difference between poverty line and actual income of all those households BPL expressed as 

percentage of poverty line. 

 

Poverty Trap 

Poverty trap 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. 
 

Lorentz Curve 

This curve shows the degree of inequalities of a frequency distribution in a graphical manner. This curve is 
commonly used to depict income distribution showing the cumulative percentage of people from the poorest up and 

their cumulative share of national income. 

 

Gini Coefficient 
An aggregate measure of income inequality ranging from zero to one. Higher the value, higher is the inequality. In 

a perfectly equal society Gini is zero. For U.S. it is 41, for China 45 and for Brazil 57, Japan 25. For India it is 33. 

It represents the measurement of inequality derived from the ‘Lorentz Curve”, with every increase in the degree of 
inequality, the curvature of the Lorentz Curve also increases and the area between the curve and 45  line becomes 

larger. 

 

Working Poor 

They are in some kind of work but yet are unable to find decent and productive work. Their work, therefore, is 

characterized by long hours, low wages, and lack of contract and security.  

  

Balanced Growth Model  

Simultaneous investments and growth in all the sectors of economy. So one sector feed another. (NURKSE) 

 

Unbalanced Growth Model  

Confining investments in certain selected sectors first. Then taking up other sectors. (HIRSCHMAN) 

 

Incremental Capital-Output Ration (ICOR) 

Additional amount of capital required to produce additional amount of output. 

Investment Rate    =   ICOR          9th Plan 28.7     =   4.3  

Growth Rate                                                 6.5    
 

Employment Elasticity 

From 1% increase in input how much employment is generated. 
 

Rolling Plan:  



 

8_ Telegram channel:@lokayanias /9004804366/4409 

 

 

It contains in itself   a. Annual Plan b. 5yr/ 7yr plan c. Perspective plan 

In this plan, plan is prepared for five years, annual targets are laid down and fresh 5 yearly targets are laid down 

and perspective targets are laid down. For e.g. 1978-83 by Morarji Desai’s Janata Govt. 
 

Perspective Planning  

Long term planning that is planning for longer perspective of 10-15 years while framing a five year plan. It is 

normally done in terms of key indicators of economy. For e.g. the Poverty alleviation, food security, population 
control 

 

Planning by Inducement – India (1951-1991) 
Within a democratic authority, govt. induces pvt. Sector e.g. by monetary/ administrative/ fiscal policy    

           -No coercion 

 
Indicative Planning – In India from 1991 onwards 

Goes beyond inducement. It is a facilitatory planning under which the planning authority merely indicates (works 

as think tank) and not directs the broad areas that need to be focused by way of target & objectives in the plan and 

then expects a larger role from the Pvt. Sector to achieve them by removing all possible hurdles and obstacles in the 
way of the Pvt. Sector in achieving these objectives. Moreover the planning machinery under indicative planning is 

concerned not only with the allocation of resources but also with efficient and optimal utilization of resources.  

 

Nehru- Mahalanobis model of planning 

Based on rapid industrialization of economy through heavy industry i.e. industries producing machines → 

enhancing machine making capacity of the economy. So that over period of time these machines produce more 

consumer goods and the economy is sustained. In short ‘Trickle-down effect’ 
 

Public Integrity Index 

It is a measure of the existence and effectiveness of laws and institutions that promote accountability and limit 
corruption.  

 

Indianisation  
of MNC’s i.e. increasing equity of Indians from 40% to 60%  

 

White Goods 

Goods of conspicuous consumption 
 

Broad banding  

Mfgs. Of white goods could produce allied goods with the changing nature of demand 
 

Co-operative Federalism  

Both the state & central govt. work in unison to optimally utilize human, physical & natural resources to the best 
possible way. 

 

Money market  
i.e. < 1year- short term. All financial institutions that deal with borrowing or lending of short term funds are called 
part of the money market. It constituted of organized sector for e.g. commercial banks which play important role in 

India and unorganized sector for e.g. NBFCs, Savkars etc. 

 

Capital market  
i.e. > 1 year – medium & long term. IDBI, ICICI, LIC, Stock exchanges etc are the constituents of capital market. 
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Minimum Reserve System 

Our monetary system is called – minimum reserve system (Mo) i.e. the Govt. & RBI can issue unlimited amount of 

currency by keeping just a minimum backing of ` 200 crores (` 115 crore of Gold & `  85 crores of govt. securities.)  

Legal Tender 
Currency is circulated at legal command of the govt., hence called as legal tender 

 

Gresham’s Law 

In economics, Gresham's law is a monetary principle stating that "bad money drives out good". For example, if 
there are two forms of commodity money in circulation, which are accepted by law as having similar face value, the 

more valuable commodity will gradually disappear from circulation 

 

Fiat Money 

Money, like today’s paper currency, without intrinsic value but decreed (by fiat)  be legal tender by the govt. Fiat 

money is accepted as long as people have confidence that it will be accepted. 
 

Near Money  

Financial assets that are risk-free and so readily convertible into money that they are close to actually being money. 

Examples are money funds and Treasury bills. 

 

Tinted Money 

Money which does not flow though the normal channels, black money. 

 

M1 

Narrow money i.e. money supply in narrow sense. 
M1 = Currency & coins with public + demand deposits of banks (current & saving a/c) + other deposits with RBI 

 

M2  
M2 = M1 + Time liabilities portion of saving bank deposits + certificates of deposits issued by bank + Term 
deposits of maturity (Up to 1 year) 

 

M3  
M3 – Money supply in broad sense. 

M3 = M2 + Term deposits of banks of maturity over 1 year + Borrowing by the banks from financial corporations. 

 

Money Multiplier  
The ratio of M3 to reserve money Mo (Jan 2006- 4.77) 

 

Certificate of Deposits (CD) 
A certificate issued by bank (at discount to face value) in lieu of deposits taken by it. 

 

Commercial paper (CP) 
Same thing as CD, but issued by a firm to mobilize money. 

 

Hundi 

Indigenous bills of exchange are known as “Hundi”, are mostly of 60 days duration. The rate at which the banks are 
prepared to discount first class Hundis is known as the “Hundi Rate”. It is negotiable instrument written in an 

Indian language. Hundis are governed by customary law.  
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Hybrids 

Indian banks are issuing ‘hybrid’ financial instruments which have characteristics of both debt and equity, to shore 
up their capital base. This has also become necessary to meet the stringent Basel II norms on banks capital that will 

come into effect from 1st April 2007. 

 

Collateralized Debt Obligations (CDO) 
A CDO is an investment grade security that is backed by a pool of bonds, loans and other assets. 

 

Concessional Debt 

Generally, a loan is defined as ‘concessional’ when it carries a grant element of 25% or more. 
 

Corporate Debt Restructuring (CDR) 
CDR is a mechanism for restructuring debts of viable corporate who have been affected by internal or external 

factors. CDR cases include cases which are outside the purview of the BIFR, DRT and other legal proceedings.  

 

Moratorium  

A debt moratorium is a delay in the payment of debts or obligations. 

 

Loan-To-Value Ratio 

The ratio of the fair market value of an asset, say, a house to the value of the home loan that will finance the 

purchase of the asset, is described as the loan-to-value ratio. Loan-to-value indicates that extent to which the loan is 

secured. 

 

Bank Rate 
Minimum rate of interest at which the central bank of the country (In India – RBI) provides rediscounting and 
refinancing facility to commercial banks. (at present 9%) 

 

Cash Reserve Ratio (CRR) 

Also called variable reserve ratio. That ratio of total deposits of a bank, which it has to keep with the central bank 
of the country (RBI) at any given time. Range of maximum & minimum is 15% & 3%. No interest is given on it. 

(at present 4.75%) 

 

Statutory Liquidity Requirements (SLR) 

That ratio of total deposits of a bank which it much invest/maintain in the form of liquid cash reserves and govt. 

securities. At present it is 24% (Range allowed 0% to 40%) SLR securities can’t be pledged for raising funds. 
 

Marginal Standing Facility (MSF) 

Under this scheme, Banks will be able to borrow upto 1% of their respective Net Demand and Time liabilities. This 

scheme is likely to reduce volatility in the overnight rates and improve monetary transmission. (at present 9%) 
 

Open Market Operations (OMO) 

Operations under which the Central bank of a country indulges in buying & selling of first class securities, mainly 
govt. securities in India vis-à-vis the banking system. 

 

Scheduled commercial banks 

Listed in schedule II of RBI Act, 1934. Such a bank must have a paid up capital of ` 5 lakhs (fully paid up by 

shareholders). 
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CAMELS Norms 
C = Capital adequacy, A = Asset quality, M = Management, E = Earning, L = Liquidity, S = System & control. 

 

Narrow Banking 
For rehabilitating weak banks. According to this such weak banks should confine their operations in a narrow way 

only by investing their funds in risk-free assets i.e. Govt. securities. 
 

Proxy Banking 

Internet Kiosk and the ATM duo which has made it possible for rural India. With the help of fiber optic cables, this 
kiosk works on wireless in local loop technology. 

 

Universal Banking  
It provides for a cafeteria approach and plays the role of one stop financial super market. 

 

Islamic Banking 

Bank does not pay interest to customers. Sharia board would decide what sort of investments would be made. The 
bank has Sharia-compliant banking products and profits made out of the investments would be distributed to the 

shareholders.   

 

Offshore Banking Unit 

OBU is the branch of an Indian bank located in a SEZ, with a special set of rules aimed at facilitating exports from 

the region. OBU can accept foreign currency for business but not domestic deposits from local residents. 

 

Sub prime Loan 

A subprime loan is made to customers who typically have low credit scores and histories of payment defaults or 

bankruptcies. 
 

Bank run 
It occurs when a large number of customers of a bank or other financial institution withdraw their deposits 
simultaneously over concerns of the bank's solvency. As more people withdraw their funds, the probability of 

default increases, prompting more people to withdraw their deposits. 

 

Business Correspondent Model 
RBI allowed banks to use non-bank intermediaries as business correspondents, or business facilitators, to extend 

banking and other financial services to areas where the banks did not have a brick and mortar branch present. 

The business correspondent is nothing but a bank-in-person, who is authorized to collect deposits and extend credit 
on behalf of the bank of small-ticket sizes. 

 

Business Facilitarors (BFs) 
Allowed to undertake only facilitation services like identification of borrowers, collection and preliminary 

processing of loan applications, including verification of primary information, creating awareness about savings 

and other products, processing and submission of applications to banks and promoting and nurturing SHGs and 

follow-up of recovery and debt counseling. 
 

Bancassurance 

A delivery channel in which an insurance company uses a bank’s sales channel to sell its products. 
 

‘Teaser’ Loans 
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These initially carried very low interest rates, which re-set after a few years at much higher rates. 

 

Non-recourse loans 
The loan is secured only by the mortgaged property, and the borrower becomes debt-free if he returns the property. 

 

Balloon Payment Options 

Offered by lenders, allowing people to buy property with virtually no down payment but with higher periods of 
tenure.  

 

Golden Parachute 
A golden parachute is a lucrative contract given to top executives in the event of the company being taken over by 

another corporation, resulting in job losses. The contract usually includes a large severance pay, stock options, and 

a bonus. Golden parachutes are usually a part of an anti-takeover strategy. 
 

Ponzi Scheme 

In which new capital raised was partly used to pay off old investors so that they could earn a stable and reasonable 

return, independent of fluctuations in the market.  

Invasion money 

To acquire large stakes in other firms. 

 

Control Fraud 

When the organization is the vehicle for perpetrating crime against itself. This calculated dishonesty to loot a 

company in pursuit of personal profit by those at the helm of corporate affairs could also be termed “collective 

embezzlement”. For e.g. Satyam 
 

Going concern  

is an accounting term for a company that has the resources needed to continue operating indefinitely until it 
provides evidence to the contrary. ... If a business is not a going concern, it means it's gone bankrupt and its assets 

were liquidated. 

 

Non Performing Asset (NPA):  

NPA, according to the RBI, are those loans advanced by the bank that have not yielded interest for 180 days (two 

successive quarters) and the amount of principal that needs to be repaid is also defaulted. They are also called bad 

debts. 
NPAs are of three types: 

 Substandard ones are those that are ‘bad’ for less than two years. 

 Doubtful ones are those that are ‘bad loans’ for more than two years. 
 Loss making ones is those that are non-collectible.  

Gross NPAs and net NPAs are to be differentiated. From the gross NPAs, the following is deducted to arrive at net 

NPAs: interest due but not recovered, part payment received but kept in suspense account etc.  
 

Bailout 

Bailout is a general term for extending financial support to a company or a country facing a potential bankruptcy 

threat. It can take the form of loans, cash, bonds, or stock purchases. A bailout may or may not require 
reimbursement and is often accompanied by greater government oversee and regulations.  

 

Bridge Loan 
A loan made by a bank for a short period to make up for a temporary shortage of cash. Bridge loan covers this 

period between the buying the new and disposing of the old one. 
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First Class Securities  

Least risk securities for e.g. treasury bills. In India, there is a captive market for Govt. securities. 
 

Treasury Bills 

The government issues securities to raise money in the market to meet its expenditure that is excess of its revenues. 

The securities are of two types treasury bills (TB) and dated securities (DT). The TBs are instruments with a 
maturity of less than one year – 91 days, 182 days and 364 day treasury bills, for example, Dated securities have a 

maturity of more than one year to five year etc.  

 

Capital Adequacy Ratio (CAR) 

i.e. capital to risk weighted asset ratio. Purpose is that at any given point of time banks should not be eroding. 

According to Basle committee recommendations it is fixed at 10%.  
 

Repurchase Options (REPOs)  

i.e. options that are being exercised by RBI in India since 1992 under which it offers to sale treasury bills & dated 

securities to banks with a promise to repurchase them. The purpose of such options/auctions is to even out short 
term fluctuations in the money market from time to time. The rate at which these repurchase are carried out is 

called the REPO Rate. (at present 8%, reverse repo 7%) 

The repos carry an agreement to repurchase the securities overnight at the prevailing rate according to the LAF, 
unlike earlier when the rate was fixed.  

 

Treasury Bills 

The govt. issues securities to raise money in the market to meet its expenditure that is in excess of its revenues. The 
securities are of two types Treasury Bills (TB) and dated securities (DT). The TBs are instrument with a maturity of 

less than one year – 91, 182 and 364 day treasury bills for example. DT have a maturity of more than one year to 

five years. 
 

Money at call or short notice (Call money) 

Money which is transacted (borrowed & lend) on a day to day basis between the banks. Thus, call money signifies 
interbank transaction on a day to day basis and call money rate would mean the rate of interest that would prevail 

on day to day transaction. It’s a most sensitive rate in the market. 

 

Zero Coupon Bond 
Bond sold at a fraction of its face value. It appreciates gradually, but no periodic interest payments are made. 

Earnings accumulate until maturity when the bond is redeemable at full face value.  

 

Asset Stripping 

Is the art of stripping away or selling some of the valuable assets of a company which it does not require for its 

normal day to day functioning 
 

Jobber 

A person who is ever willing to buy or sell securities and who thus makes a market of such securities is called 

jobber. 
 

Forward Market 

Is a market where a promise to buy or sell a product at a given price at some future date is made. Especially useful 
in currency dealing 
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Assurance 

Assurance is used in context to the policy that is taken for the life. When an assured takes up an endowment 

assurance policy, he becomes entitled to receive the full value for which the policy is taken subject to the regular 
payment of premium (quarterly, half yearly or yearly) on either expiry of the fixed endowment period or on his 

death, which ever is earlier. Thus he is assured of the policy amount from the day he has got himself insured. 

 

Market Socialism 
Use of market mechanism and the Pvt. Sector within the broad parameters of socialism. The Chinese have used this 

as the philosophy of liberalization. 

 

Hard Infrastructure 

In the form of power, transportation, irrigation etc. 

 

Soft Infrastructure  
Supply of market information, encouraging modern designs and undertaking R&D for SSI sector, besides 

undertaking the marketing of their products. 

 

Critical infrastructure  

is the body of systems, networks and assets that are so essential that their continued operation is required to ensure 

the security of a given nation, its economy, and the public's health and/or safety. 
 

Strategic sector  

An industry is considered strategic if it has large innovative spillovers and if it provides a substantial infrastructure 

for other firms in the same or related industries. Earlier, the strategic sectors were defined on the basis of industrial 
policy.  

 

Strategic Sale 
It can be called strategic disinvestment or privatization also and means the Sale of the portion of whole of the Govt. 

equity along with the transfer of the management control. The equity sold is generally not less 25%. For e.g. the 

sale of VSNL, IBP, IPCL 

 

Privatization  

It means the transfer of management control of a government enterprise to the private company either with sale of a 

portion of total equity or by lease.  

 

Corporatisation  

The government organizations are reorganized on the business lines i.e. paying taxes, raising capital from the 
market etc.  

 

Denationalization  
Complete transfer of ownership by govt. to private industry. 

 

Management buy-out 

Sale of assets to the employees. 
 

Token Privatization 

For e.g. reserving 5% equity for employee ownership, disinvesting 20% equity in favour of FI’s and mutual funds. 
These actions can hardly make any dent on work ethos.  
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Strategic Partner  

74% of equity is transferred to the Pvt. Sector and govt. retains remaining with the added proviso of govt.’s veto 

power and minority control over major corporate decisions.  

 

Big Ticket Disinvestment 

Sale of major PSUs for e.g. NTPC, BHEL  

 

Deficit Privatization  
Government uses the collected funds for deficit financing. 

 

Auxiliary Industry  

A company established by a parent company to conduct a particular line of business. The auxiliary company may 

operate semi-independently of the parent company. 
 

Anchor Investor  

A strategic investor with a longer-term view compared with others. It is recently introduced category of investor in 

IPO. A QIB who gets firm allotment in an IPO of up to 30% of the institutional quota is an anchor investor.   

 

Exit Policy 

It is the freedom of a company to reduce the manpower and if necessary to close the unit for reasons of avoiding 
wastage of capital; profitability and so on. The need for the exit policy arises from the fact that a free entry requires 

free exit and also to invite the FDI. 

 

Inflation 
It means a persistent rise in the price level observed over a period of time which generates expectations of future 

rise leading to a fall in purchasing power of money.  

 

Deflation 

Decline in general price level of goods and services leading to rise in the value of money. 

Deflation can be countered by ‘pump priming’ the economy when the government steps up investment in public 
works and infrastructure thus creating demand. 

Another way to deal with deflation is the decrease in interest rates, which will see more investment, more demand 

and increase in prices.  

 

Disinflation 

Refers to slowing the rate of inflation, that is, prices are still rising, but at a slower rate than before. 

 

Reflation 

Is a term used to denote inflation after a period of deflation, meaning inflation designed to restore prices to a 

pervious level. 
 

Stagflation 

Inflation co-existing with recession and unemployment (Inflation –sign of growth) 

Hence mild rate of inflation (<5%) is to be preferred which contributes to higher growth. 
 

Recession 

Which is two successive quarters of contraction in the economy  
 

Liquidity trap 



 

16_ Telegram channel:@lokayanias /9004804366/4409 

 

 

The term liquidity trap is used to refer to a situation where a country's nominal interest rate has been lowered nearly 

to or equal to zero to avoid a recession, but the liquidity in the market created by these low interest rates does not 

stimulate the economy to full employment.  
In this situation, any further increase in the money supply will not stimulate the economy any further. This is 

because any further injection of liquidity will no longer lower the nominal interest rate, as the nominal interest rate 

cannot drop below zero. This situation can lead to price deflation, which may make a recession even more severe 

 

Paradox of thrift 

Paradox of thrift was popularized by the renowned economist John Maynard Keynes. 

It states that individuals try to save more during an economic recession, which essentially leads to a fall in 
aggregate demand and hence in economic growth. Such a situation is harmful for everybody as investments give 

lower returns than normal. 

 

Threshold Inflation 

The growth maximizing inflation (5%) 

 

Core Inflation: Inflation rate confined only to inflation in basic & essential commodities excluding thereby hike in 
oil prizes. 

 

Agflation: Inflation caused by the rise in essential agriculture commodities.  

 

Creeping Inflation 

The initial state of inflation is generally slow and this is actually an ideal time to check it. Such inflation with a 

slow rate of the price rise is called crawling or creeping inflation. 
 

Trotting or Walking Inflation 

Apart from the speed of the price increase, there is an increase in effective demand, rate of investment and money 
income in the hands of public. 

 

Running Inflation 
Along with the greater rise due to the expectations of a higher rise still, there is a tendency of hoarding and stock 

pilling by the business community. Output↓ Price ↑ 

 

Galloping Inflation 
Price rise has the tendency to feed on its own. So once the prices rise, generally they keep on rising more and rising 

sharply and rapidly (between 10 to 20%) 

 

Hyper/ runaway/ astronomical Inflation 

Very rapid rise in prices. 

 
Seigniorage :  is the difference between the value of currency/money and the cost of producing it. It is essentially 

the profit earned by the government by printing currency. 

 

▪️Core Inflation :  An inflation measure which excludes transitory or temporary price volatility as in the case of 
some commodities  such as food items, energy products etc. It reflects the inflation trend in an economy. 

 

▪️Stagflation :  is the extreme economic situation, a peculiar combination of stagnant growth and rising inflation 
leading to high unemployment 

 

http://en.wikipedia.org/wiki/Real_vs._nominal_in_economics
http://en.wikipedia.org/wiki/Interest_rate
http://en.wikipedia.org/wiki/Recession
http://en.wikipedia.org/wiki/Full_employment
http://en.wikipedia.org/wiki/Money_supply
http://en.wikipedia.org/wiki/Deflation
http://en.wikipedia.org/wiki/Recession
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▪️Lorenz_Curve : A Lorenz curve is a graphical representation of income inequality or wealth inequality 

 

▪️KUZNETS CURVE : It shows the relationship between economic  growth  and inequality. It is inverted U shaped 
meaning that as initially economic growth leads to greater inequality, followed later by the reduction of inequality.  

 

▪️Gini Cofficient : It is often used as a gauge of economic inequality, measuring income distribution or, less 

commonly, wealth distribution among a population. The coefficient ranges from 0 (or 0%) to 1 (or 100%), with 0 
representing perfect equality and 1 representing perfect inequality. Values over 1 are theoretically possible due to 

negative income or wealth. 

 
▪️Rahn Curve : The  Rahn curve is a graph used to illustrate an economic theory,which suggests that there is a level 

of government spending that maximizes economic growth 

 
▪️Laffer Curve : The Laffer Curve is a theory to show the relationship between tax rates and the amount of tax 

revenue collected by governments.  

 

▪️Phillips Curve : The Phillips curve is an economic concept stating that inflation and unemployment have a stable 
and inverse relationship.  

 

▪️Engel's Law : Engel's Law is an economic theory stating that the percentage of income allocated for food 
purchases decreases as income rises. 

 

▪️ENGEL CURVE : It  displays  how  household expenditure  on  a  particular good or service  varies with change in 

household income 
 

▪️NPA : A non performing asset (NPA) is a loan or advance for which the principal or interest payment remained 

overdue for a period of 90 days. 
 

▪️Substandard Assets :  Assets which has remained NPA for a period less than or equal to 12 months.  

 
▪️Doubtful Assets :  An asset would be classified as doubtful if it has remained in the substandard category for a 

period of 12 months.  

 

▪️Loss Asset : As per RBI, “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. 

 

Philips Curve 
PC is a historical inverse relation and tradeoff between the rate of unemployment and the rate of inflation in the 

economy. Whenever unemployment is low, inflation tends to be high. Whenever unemployment is high, inflation 

tends to be low. 

 

Point to point inflation: Inflation rate during a particular week ending in the current year as compared to the 

inflation rate prevailing in the corresponding week ending last year. Based on this comparison by using WPI, 

inflation may be said to be lower/higher. 
 

Buoyancy 

When the govt. fails to check inflation, it raises income tax and the corporate tax. Such a tax is called Buoyancy. It 
concerns with the revenue from taxation in the period of inflation. 
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Producer Price Index (PPI) 

PPI measures price change from producer’s perspective as against the CPI, which measures price change from 

consumer’s perspective. 
PPI is considered to be a better measure of inflation as price changes at crude and intermediate stages can be 

tracked before it creeps into the finished goods stage. 

 

Unorganized Sector 
All unincorporated private enterprises owned by individuals or households engaged in the production and sale of 

goods and services and operated on a proprietary or a partnership basis and employing less than 10 persons 

 

Unorganized Workers 

All those who are working in the unorganized sector & the workers in the formed sector without any employment 

security & social security provided by the employer. 

 

J.B. Says Law 

Supply creates its own demand 

Increase in the output, raises the income and out of the raised income, new demand is forthcoming. Such a raised 
demand matches the new supply. 

 

Open General License (OGL) 
Includes all those items which can be imported freely by individuals, corporate, and actual users on payment of 

requisite duties. 

 

Selected Import License (SIL) 
Items placed under SIL can be imported in a selected manner based on export performance. 

 

Restricted List 
Items which are restricted to be imported. 

 

Canalized List 
Contains items like cereals, fertilizers, petroleum which are permitted to be imported only through state canalizing 

agencies like FCI, STC etc. 

 

Negative List  
List of items which are not allowed to be imported. 

 

Counter Veiling Duty: 
Is an imposition of a custom duty by an importing nation on the import of such products which the exporting nation 

had given a subsidy. 

 

FoB  
Free on Board: Exports are valued on FoB basis i.e. values only cost up to port of exporter. 

 

C.I.F. 
Cost, Insurance & freight: basis for valuing imports. CIF are invisible costs, costs up to destination.   

 

Offer Curve 
A diagrammatic technique to illustrate the force of reciprocal demand. 
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Any point on the offer curve indicates the quantity of its exportable goods, which a country is prepared to offer to 

attain a certain quantity of other goods. 

The point where offer curves of the two economies intersect, decides the equilibrium point and the terms of trade in 
the international trade. 

 

Peril Point 

It indicates that point beyond which tariff reductions would threaten the existence of domestic industry. 
 

Dumping 

The export of goods a price below that charged for goods in the domestic market, or at a price less than the cost of 
production, or at a price that damages the importing country’s industry. Dumping may occur as a short-term 

response to a domestic recession (i.e. surplus output is sold abroad at a cut price simply to off load it) or as a longer 

term strategic means of penetrating export markets. Either way dumping is viewed as unfair trade and is outlawed 
by the trade rules of the WTO. Generally the foreign goods enter in any domestic category and occupy more than 

1% market it is referred as dumping. 

 

REER 
Real Effective Exchange Rate of the rupees. 6 country index (US, Euro Zone, Japan, UK, China & Hong Kong 

SAR) with base 2000 and 2003-4 as the moving base that would change every year). REER is the ratio of foreign to 

domestic prices, measured in the same currency. It measures countries competitiveness in international trade. 
(Appreciated by around 2% on annual basis in 2003-04)  

 

NEER 

Nominal Effective Exchange Rate. 5 country export weighted nominal effective exchange rate (base year 2000) 
NEER is a weighted average of bilateral nominal exchange rates and the REER is the NEER adjusted for relative 

inflation rates.  

 

Soft Currency  

A currency with limited convertibility into gold and other currencies, either because it is depreciating due to 

balance of payments difficulties or because controls have been placed on it to prevent the exchange rate falling. 
 

Global Imbalance 

Refer to the persistence of large current account deficit in US which is financed mainly through corresponding 

surpluses in some other countries. 
 

Bretton Woods 2 System 

East Asian and other economies were running huge current account surpluses and investing such surpluses in US 
financial assets, particularly bonds. This led some analyst to postulate that US dollar was the de facto international 

reserve currency, and the existing system of payment settlement could be sustained indefinitely. Such a view has 

been described as Bretton Woods 2 System. 
 

Conscious capitalism 

It’s a growing movement that emphasizes a corporate duty to “stakeholders” rather than just shareholders. 

Stakeholders include employees, customers as well those in global supply chains or people affected by a company’s 
business practices.  

There is a move towards a more humane kind of capitalism where corporations will not only have to be answerable 

for what they produce but how they do it.  
CSR and Environment, social and governance (ESG) factors are an important part of corporate thinking today.  
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Nostro Account 

Nostro Account is the banks account with a correspondent bank abroad in the domestic currency of that country. 

Vostro Account 
Vostro Account is the bank account with a correspondent bank abroad in the Indian currency  

 

Performance Budget 

The Performance Budget presents the budget of the Ministry/Department in terms of functions, programmes and 
activities and gives appraisal reports separately in respect of major Central sector projects/programmes estimated to 

cost ` 100 crores or more. 

 

Outcome budget 
There is growing concern to track not just the more readily measurable intermediate physical ‘output’ but the 
‘outcomes’, which are the end objectives of State intervention.  

First outcome budget was presented to the nation on August 25, 2005. It provides an operational framework 

through a set of monitorable indicators.  

 

Ways and Means Advances (WMA) 

WMAs are the temporary advances made by the RBI to the governments to enable it to fill up temporary 

mismatches in the receipts and expenditures. The rate of interest is on a graduated scale based on the duration of the 
advance to discourage the governments from using it as a normal budgetary device. It is like overdraft facility with 

interest at prevailing repo rate (4.75%) 

 

Revenue deficit 

(Revenue Expenditure) - (Revenue Receipts) 

 

Budget deficit 

(Total Expenditure)  -   (Total Receipts) 

 

Fiscal Deficit 
(Total Expenditure) – (Revenue receipts + Capital receipts other than borrowings) 

 

Primary Deficit 
(Fiscal Deficit)  -  (Interest Payment) 

When the PD is zero, it means that Government borrows only to finance the interest payments. Rest of the 

expenditure is financed from revenue and capital surpluses.  

 

Monetized Deficit  
It is the deficit which represents net addition during the year of RBI credit to the govt. by way of its contribution to 

the market borrowing programmes of the govt. during the year. 
 

Monetization of economy 
Printing fresh currencies 

 

Twin Deficit (Double Deficit) 

A term in reference to a countries govt. budget deficit and a simultaneous current account deficit. In effect, the 

economy is giving claims on domestic assets to foreigners in exchange for foreign made goods. Traditional 
macroeconomics predicts that persistent double deficits will lead to currency devaluation/depreciation that can be 

severe and sudden. 



 

21_ Telegram channel:@lokayanias /9004804366/4409 

 

 

 

Fiscal Conservatism 

Fiscal Conservatism, which means taxing less, borrowing less (borrowing in the Budget is even less than what the 
Fiscal Responsibility and Budget Management, or FRBM, Act permits), and above all, spending less. 

 

Ecological Fiscal Transfers 

EFTs is meant to reward states that protected their forests. Within the total centre-state disbursement, 7.5% was set 
aside to be divided among states based on the area of forests within states (by 14th Finance Commission).  

Consequently, states that preserved forests stood to gain in terms of greater disbursement from the centre. 

 

Debt-Service Ratio 

It measures the interest and repayment cost of foreign currency borrowings by the govt. and local entities. (India 

has one of the lowest (10%) DSR among emerging economies) 

 

Crowing out 

Occurs when expansionary fiscal policy causes interest rate to rise, there by reducing private spending, particularly 

investment. 
 

Fiscal drag 

During times of inflation, due to the progressive nature of taxation, the aggregate revenue yield of the govt. is 
higher than the degree of inflation in an economy. People’s real income may not rise, but their money income goes 

up substantially and thus the taxes that they pay are proportionally much higher for they have moved to higher 

income bracket. Such an increase in the revenue of the govt. (higher then that of inflation) is called as fiscal drag. 

 

Merit goods  
for e.g. primary education, mass immunization programme, programme for environment protection etc. Benefit to 

society is much more than benefit to individual (also called externalities) 
 

Non-merit goods  
for e.g. subsidy on food, PDS, fertilizers, export subsidy, subsidy in cash & kind etc. Benefits to individual are 
more than those to the society. 

 

Zero Base Budgeting (ZBB) 
ZBB insists for the justification of each item of expenditure and thus recognizes no base or minimum expenditure 
presumed for any activity. Each department has to justify its existence and continuance on the basis of cost-benefit 

analysis. 

 

Administered Price System 

In the administered price system where the prices are fixed for welfare considerations (kerosene); non-inflationary 

growth (diesel); demand management (petrol, through higher prices); protection of middle class incomes (LPG)etc, 
government resorts to subsidization and cross-subsidization. Overcharging petrol and ATF is not sufficient to 

compensate for the subsidized (low) prices for the others so there is pool deficit in the oil pool account. Others 

reasons for the deficit are the higher international prices and rupee depreciation against dollar.  

  

Direct Tax 

Is a tax whose initial impact and final incidence i.e. burden falls on the same person/entity on which it is levied. In 

other words, it is a tax whose burden can’t be shifted to someone else. For e.g. Income Tax, Corporate Tax, Capital 
Gains Tax, Wealth Tax, Cash Transaction Tax (CTT), Fringe Benefit Tax 
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Indirect Tax 
Is a tax which is imposed on someone but its final burden is borne by someone else. Thus its burden can be shifted. 

For e.g. Excise duty, Central Sales tax, Customs duty, Service Tax, VAT 
 

Progressive Tax 
As income goes up, the rate of tax goes up. In commodities, luxuries are taxed at high rate than common 

necessities, i.e. it is actually a tax, imposition of which reduces the gap between two people with different income. 
Adopted in India.      

 

Regressive Tax 
As the income goes up, tax decreases. Burden more on poor, doesn’t reduce inequalities of income. 

 

Ad Valorem Tax 
According to the value of the commodity. For e.g. Diamonds (or VAT) 

 

Specific Tax  
Tax based on volume/quantity produced or sold e.g. A cloth manufacturing firm is taxed on the basis of meters of 
cloth produced – specific tax. 

 

Poll tax 
When a lump sum tax is imposed equally on everybody without considering his circumstances, or income, it is 

called a poll tax. This is highly regressive and so no more adopted anywhere.  

 

Laffer Curve 
An illustration of the thesis that there exists some optimal tax rate, which maximizes govt. tax revenues. The thesis 

may be expressed in terms of either personal or corporate taxes about the optimal rate discourage production hence 

result lower revenues. The curve takes its name from its originator, the American economist Arther Laffer. 

 

Presumptive Tax 
Is a tax which is based on the potential tax paying capacity of the person/entity. 

 

Minimum Alternative Tax (MAT) 

Introduced in 1996-97. 

For the companies which escaped corporate tax net (zero tax companies) by using the provisions of exemptions, 
deductions, incentives, differential rate of depreciation etc. (for e.g. Reliance) 

In case, total income of the company as computed under income tax, after availing all eligible deductions is less 

than 30% of the book profits then the company shall be charged to a minimum tax, which works out to be 15% of 
book profit. 

 

Windfall Tax 
The windfall tax is what’s imposed on windfall gains, an abnormal increase in the profits of any organization or 

company in the normal course of its business due to certain circumstances. 

 

Tax expenditures  
are revenue losses attributable to tax provisions that often result from the use of the tax system to promote social 

goals without incurring direct expenditures. Normally these exemptions are generated for particular purposes 

as tax incentives. 
 

Transfer pricing 
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Transfer pricing happens whenever two companies that are part of the same multinational group trade with each 

other: when a US-based subidiary of Coca-Cola, for example, buys something from a French-based subsidiary of 

Coca-Cola. When the parties establish a price for the transaction, this is transfer pricing. 

 

Arm's Length Price 

The price at which two unrelated and non-desperate parties would agree to a transaction. This is most 

often an issue in the case of companies with international operations whose international subsidiaries 

trade with each other. For such companies, there is often an incentive to reduce overall tax burden by 

manipulation of inter-company prices. Tax authorities want to insure that the inter-company price is 

equivalent to an arm's length price, to prevent the loss of tax revenue. 

 

Equalisation Levy  

was introduced in India in 2016, with the intention of taxing the digital transactions i.e. the income 

accruing to foreign e-commerce companies from India. It is aimed at taxing business to business 

transactions. 
 

EET  

Exempt Exempt Tax, namely, initial investment andn interest are exempt but withdrawal would be subject to 
normal taxes. This will cause hardship for PF, senior citizens and others who towards the latter part of their life 

wish to enjoy better life quality through enhanced consumption. 

 

Hot Money 
Investments of large amounts of short term funds in international institutions & wealthy individuals. These are 

quickly withdrawn if fluctuations in interest of exchange rates is anticipated. Therefore, it is not a reliable source of 

financing. 
 

Benami 

It literally means without a name and is commonly used to denote a transaction, which is done by a person without 

using his own name but in the name of another. The benamidar has no beneficial interest in the property or business 
that stands in his name; he represents, in fact, the real owner and so far as their relative legal position is concerned, 

he is a mere trustee of the real owner. 

 

Sovereign Wealth Fund 

A SWF is an investment fund owned by a government. The funds invested through such funds are usually the 

proceeds of non-renewable natural resources or a higher return alternative to holding foreign currency. The primary 
aim of an SWF is generating high returns. 

 

Baltic Dry Index  

 It tracks the worldwide international shipping prices of major raw materials and dry bulk cargoes by sea, including 
grain, iron ore, coal and other fossil fuels.  

 

Participatory Note 
A PN is an Offshore Derivative Instrument (ODI). The invention of this product was necessitated as many fund 

managers did not want to register with SEBI as FII, but still wanted to play in the stock market.  

The mechanism is simple, contact a foreign broking house registered also as an institutional investor in India and 
ask it to buy shares in the local market, and issue a synthetic share by way of a PN.   
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Round-Tripping 

It refers to the capital belonging to a country, which leaves the country & then is reinvested in the form of FDI. 

Investors find many incentives in doing so. First, enterprise set up through FDI enjoy many tax benefits, more 
administrative support & easier access to financial services. Second, benefit is that in whichever country property 

right laws are still weak for the local citizens, round-tripping is profitable. reinvesting profits is not always easy & it 

is preferred to remove profits from the country & invest abroad which enjoys property rights from government. 

 

Multilateral Instrument (MLI) 

MLI will enable India to modify its tax treaties to curb revenue loss through treaty abuse or BEPS strategies where 

companies part their profits in low-tax jurisdictions. It will ensure profits are taxed where substantive economic 
activities are carried out and where value is created. It is expected to cover 3000 tax treaties.  

 

Principal Purpose Test (PPT) 
It is to scrutinize whether the investors are entitled to tax treaty benefits. They can deny these benefits in India if 

they conclude that obtaining tax benefits was one of the principal purpose of any transaction/investment.  

 

Tax Terrorism 
we mean putting illegal or extra legal pressure on the taxpayers to extract duty or deny refund which is not due or 

due only after following due process of law 

 

Circuit Breakers 

It is inbuilt safety mechanism that automatically stops trading when there are violent swings in the share prices, 

indices beyond predetermined limits. It has come into existence after online trading of share started in India. 

If the benchmark index rises or falls by 10% then transactions are kept close for 45 minutes, if by 15% then for 1.45 
minutes and if by 20% then for that day transactions are halted.   

 

Short Sale 
Sale of shares which the seller does not own but delivers by borrowing from or through broker. The seller later on 

replaces these shares by purchasing from the market. 

 

A Naked Short Sale 

It is a sale that is not covered by actually having borrowed the stock or being unable to get it by the delivery date. 

 

Arbitrage 
When a person performs functions of middle man and buys and sells goods at a particular time to cash the price 

differences of two markets, this action is termed as arbitrage. 

 

Algorithmic Trading 

Refers to automated trades executed through software programs which do not require humans to place orders. There 

could be thousands of programs written to buy or sell a security, currency or commodity at a particular level when 
one or more factors emerge. 

 

Price Earning (P/E) Ratio 

In the securities market, the P/E is calculated by dividing the current market price of a share of stock by the earning 

per share for a 12 month period for example, a stock selling for ` 500 and earning ` 25 per share is said to be selling 

at or have a price earning ratio of 20. 
 

The Census of India, 2001 identifies two types of towns: Statutory & Census 
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a) Statutory Towns: All places which have municipal, or corporation, or cantonment board, or a notified town area 

committee 

b) Census Towns: All other places which satisfy the following criteria 
   i) A minimum population of 5,000 persons 

  ii) At least 75% of male working population engaged in non-agricultural pursuits 

 iii) A density of population of at least 400 persons per sq. km 

 
Agriculture Holding 

Economic Holding – It is a minimum essential area for profitable agriculture 

Family Holding – It is a ‘plough unit’ which is neither less nor more for an average size family to cultivate it 
properly.  

Optimum Holding – Maximum size of the holding which must be possessed and owned by a family is called 

optimum holding 
 

Rabi Crops 

Wheat, Barley, Gram, Rapeseed/Mustard, Safflower and Masoor. These crops are sown in July and harvested in 

October 
 

Kharif Crops 

Paddy, Cereals, Bajra, Arhar, Moong, Urad, Groundnuts, Sunflower, Soya bean, Sesame. These crops are sown in 
October and harvested in March to April. 

 

Urban Centres 

Census of India Classifies urban centres into six classes as represented in the table below 
 Class    Population Size 

    I    1,00,000 & more 

   II    50,000 – 99,999 
  III    20,000 – 49,999  

  IV    10,000 – 19,999 

   V      5,000 –   9,999 
  VI    Less than 5,000 

City: Urban centre with population of more than one lakh is called a city 

Town: Urban centre with population less than one lakh is called a town 

Metropolitan Cities: Cities with population between one to five million are called metropolitan cities 
Mega cities: Cities with population more than 5 million are mega cities. 

 

In India there are 35 cities having population of more than 1 million each. Six of them are mega cities with 
population of more than 5 million each. (Mumbai, Kolkata, Delhi, Chennai, Banglore & Hyderabad) More than 

fifth (21%) of India’s urban population lives in these cities. 

 

Special Category Status 

Special Category Status for plan assistance has been granted in the past by the National Development Council 

(NDC) to some States that are characterized by a number of features necessitating special consideration. These 

features include: (i) hilly and difficult terrain, (ii) low population density and / or sizeable share of tribal population, 
(iii) strategic location along borders with neighbouring countries, (iv) economic and infrastructural backwardness 

and (v) non-viable nature of state finances.  

 

Criteria for grant of Maharatna status : 

 The CPSEs fulfilling the following criteria are eligible to be considered for grant of Maharatna status. 
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(i)     Having Navratna status. 

(ii)   Listed on Indian STOCK  exchange with minimum prescribed public shareholding under SEBI regulations. 
(iii) Average annual turnover of more than Rs. 25,000 crore, during the last 3 years. 

(iv) Average annual net worth of more than Rs. 15,000 crore, during the last 3 years. 

(v)   Average annual net profit after tax of more than Rs. 5,000 crore, during the last 3 years. 

(vi) Should have significant global presence/international operations. 
  

Criteria for grant of Navratna status :- 

The Miniratna Category – I and Schedule ‘A’ CPSEs, which have obtained ‘excellent’ or ‘very good’ rating under 
the Memorandum of Understanding system in three of the last five years, and have composite score of 60 or above 

in the six selected performance parameters, namely, 

 (i) net profit to net worth, 
(ii) manpower cost to total cost of production/services, 

(iii) profit before depreciation, interest and taxes to capital employed, 

(iv) profit before interest and taxes to turnover, 

(v) earning per share and 
 (vi) inter-sectoral performance. 

  

Criteria for grant of Miniratna status :- 
The CPSEs which have made profits in the last three years continuously and have positive net worth are eligible to 

be considered for grant of Miniratna status. 

  

Presently, there are 7 Maharatna, 16 Navratna and 71 Miniratna CPSEs. 
 

Age composition of Indian Population 
Age composition is expressed in three broad age groups 

i) Children Below working age – 34.33% 

ii) Persons in working age (15-59) – 58.8% 

iii) Old persons above working age – 6.97% 
 

Giffin Paradox 

Inspite of the rise in the price of the commodity if it remains comparatively cheaper as compared to its substitutes 
then people consume more of that good. Such goods are called Giffin goods. 

 

Greenfield Project 
A Greenfield project is one which is not constrained by prior work. It is constructing on unused land where there is 

no need to remodel or demolish an existing structure. Such projects are often coveted by engineers. Those facilities 

which are modified/ upgraded are called Brownfield projects. 

 

Footloose Industry 

These industries are mobile industries which are not based in a particular area and can be setup any where for 

performing their activities. 
 

Merchant Power Plants (MPPs) 

Unlike traditional utilities, MPPs compete for customers and absorb the full market risk. There is no guarantee 
regarding minimum off-take of their output. Typically the risk of a MPP is carried on the balance sheet of the 

promoter. MPPs can provide the additional generating reserves that India needs now and will need in the future. 

 

http://pib.nic.in/newsite/PrintRelease.aspx?relid=107091
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Index of Industrial Production (IIP) 

It measures the absolute level and percentage growth of industrial production, as well as its three subsectors, viz, 

mining, electricity and manufacturing. Calculated by CSO. It excludes construction, also considered part of the 
secondary sector. IIP has 1993-94 as its base. The new series has 543 items clubbed into 287 item groups 

comprising 285 items groups from manufacturing and one each from mining and electricity.  

 

Special Economic Regions 
 will house more than one SEZ 

 centre will provide rail, road and port connectivity and the states providing electricity and other basic amenities 

 about 5-6 such regions being planned in as many states 
 SERs would have a “mother industry” that will make the initial investment and spur downstream activities.  

 

Social Defense Bureau 
Under the Ministry of Social Justice and Empowerment, it undertakes programmes for the benefit of victims of 

substance abuse, children in need of care and protection, and welfare of the aged. 

 

Gross Enrolment Ratio  
GER indicates the proportion of children in the 6-14 years age group actually enrolled in elementary schools. 

 

National Waterways of India  
The four National Waterways as declared by the Inland Waterways Authority of India (IWAI) are  

i) Allahabad – Haldia Stretch (1,620 km) 

ii) Dhumbri – Sadia Stretch of Brahamaputra (891 km) 

iii) Kollam – Kottpuram Stretch of west coast canal (168 km) 
iv) Champakara Canal in Kerala (14 km) 

 

Real Time Gross Settlement (RTGS) 
The technology initiative is launched by RBI for banks. Now almost 90% of the value of inter bank payments are 

taking place through RTGS. Customer also can resort to RTGS for transfer of funds from one bank to another bank. 

This is one of the fastest modes of transfer. With more bank branches coming under RTGS network, the practice of 
purchasing demand draft for remitting money be largely substituted by it. 

 

Rural Industry 

Located in rural area (with population less than 20,000) and having investment upto 1 crore. 
 

Ruralshoring 

A push towards shifting less complex BPO work to inexpensive rural locations, is the new buzzword for the 
knowledge economy.  

 

Eurobond 
Eurobond is a bond that has been issued in one country’s currency but is traded outside that country and in a 

different monetary system. They are named after the currency they denominate for e.g. Euroyen bond is traded in 

the Japanese Yen. 

 

Masala bonds  

are bonds issued outside India but denominated in Indian Rupees, rather than the local currency. Masala is an 

Indian word and it means spices. The term was used by the International Finance Corporation (IFC) to evoke the 
culture and cuisine of India. 
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Rolling Settlement 

It involves shrinking the netting period to one day in Indian equity market. The length of the netting period has 

gone from an undisciplined fortnight to a disciplined week, and with rolling period it now goes to a day. This 
means that trades net within the day.  

 

Dark Pool 

This are trading platforms where buyers and sellers can anonymously match large blocks of stock, keeping details 
of the deals and prices concealed to prevent distorting prices in the broader market 

 

Margin Trading 
System by which brokers finance their clients for the purpose of shares in the future market. It was meant to 

facilitate liquidity in the stock market. The system of margin trading works smoothly when share prices are rising, 

but once the market crashes, the brokers and investors are in deep trouble. In such a case the broker demands 
money or securities from his client to cover the gap in the margin. This is known as margin call. 

 

ASBA Route 

Application Supported by Blocked Amount. The ASBA facility allows an investor to make a bid in public issues 
such as IPOs by blocking the requisite amount for the bid in the investors bank account itself. This removes the 

need for refunds if the allocation does not take place. 

 

Green Shoe Option 

Green Shoe Option means an option of allocating share in excess of the shares included in the public issue with a 

main purpose to stabilize post issue price of the newly issued shares. Allowed only at the time of IPO.  

 

Rolling Settlement 

In the rolling settlement system, the trading period (T) is one day. Obligations are netted and determined on basis of 

trades done on the trading day (T). 

 

French auctions 

In French auctions, shares are allotted at the actual amount bid. Bidders are not allowed to lower their bids. Highest 
bidder in the French auctions can potentially corner the entire offer. In conventional book building all winners pay 

one price. 

 

BSE Sensex  
BSE Sensex or the Sensitive Index is a value weighted index composed of 30 companies with April 1979 as the 

base year (100) These companies have the largest and most actively traded stocks and are representative of various 

sectors, on the exchange. They account for around 1/5th of the market capitalization of the BSE. 
 

Nifty 

Nifty is well diversified 50 stock index of National Stock Exchange (NSE Fifty) accounting for 22 sectors of the 
economy. Nifty stocks represent about 59% of the total market capitalization 

 

Nifty Junior 

As with Nifty, stocks in the Nifty Junior (again 50 stocks) are filtered for liquidity, so they are the most liquid of 
the stocks excluded from the Nifty. Stocks never appear in both indices at the same time. It represents about 10% of 

the total market capitalization.  

 

Qualified Foreign Investors (QFI) 
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A QFI is an individual, group or association resident in a foreign country that is compliant with FATF standards 

and that is a signatory to International Organization of Securities Commission’s (IOSCO’s) Multilateral 

MoU (MMoU)  
QFIs do not include foreign institutional investors (FIIs) or their subaccounts. 

QFIs were barred from issuing offshore derivatives instruments or participatory notes and will also have to give a 
declaration to this effect to the DP. 

QFIs can buy up to 5% of the paid-up capital of a company, with the overall limit capped at 10% in a 

company.  
 

Devaluation 

Fall in external value of domestic currency. Boosts exports. 
 

J-Curve 

In the period immediately following a depreciation or devaluation of its currency, country may experience a BoP 
deficit. It is that the volumes of exports and imports respond only slowly to the exchange in relative prices that the 

devaluation has introduced and ∴ imports remain high & exports low in the immediate post-devaluation period. 

 

Dollarisation 

Substitution of the local currency with the dollar.  
 

CEMA Bloc 

Council for Mutual Economic Assistance (CEMA) a Soviet bloc economic organization formed in 1949 

 

The boxes  
In WTO terminology, subsidies in general are identified by “boxes” which are given the colours of traffic lights: 

green (permitted), amber (slow down — i.e. be reduced), red (forbidden). In agriculture, things are, as usual, more 
complicated. The Agriculture Agreement has no red box, although domestic support exceeding the reduction 

commitment levels in the amber box is prohibited; and there is a blue box for subsidies that are tied to programmes 

that limit production. There are also exemptions for developing countries (sometimes called an “S&D box”) 
 

Amber box     

All domestic support measures considered to distort production and trade (with some exceptions) fall into the 

amber box. These include measures to support prices, or subsidies directly related to production quantities. 
These supports are subject to limits: “de minimis” minimal supports are allowed (5% of agricultural production for 

developed countries, 10% for developing countries); 

 

Blue box    

This is the “amber box with conditions” — conditions designed to reduce distortion. Any support that would 

normally be in the amber box, is placed in the blue box if the support also requires farmers to limit production. At 

present there are no limits on spending on blue box subsidies. 
 

Green box    

In order to qualify, green box subsidies must not distort trade, or at most cause minimal distortion. They have to be 
government-funded (not by charging consumers higher prices) and must not involve price support. 

They tend to be programmes that are not targeted at particular products, and include direct income supports for 

farmers that are not related to (are “decoupled” from) current production levels or prices. They also include 
environmental protection and regional development programmes. “Green box” subsidies are therefore allowed 

without limits 



 

30_ Telegram channel:@lokayanias /9004804366/4409 

 

 

 

Non-Tariff Barriers 

NTBs that are particularly relevant are the Sanitary and Phytosanitary Measures (SPS) and the technical barriers. 
SPS – SPS barriers relate to protection of animal, plant and human life within WTO members due to entry and 

spread of diseases – pests, toxins etc. 

Technical barriers: relate to laying down product characteristics and related processes of production including 

packaging, labeling, marking etc. 
 

Tariff Peaks 

These are relatively high tariffs, usually on “sensitive” products, amidst generally low tariff levels. For 
industrialized countries, tariffs of 15% and above are generally recognized as “tariff peaks”.  

 

Tariff Escalation 
In this higher import duties are applied on semi-processed products than on raw materials, and higher still on 

finished products. This practice protects domestic processing industries and discourages the development of 

processing activity in the countries where raw materials originate. 

 
“Win-win-win” situations:  

When eliminating or reducing trade restrictions and distortions would benefit trade, the environment and     

development.  
 

Swiss Formula at WTO 

About reducing import tariffs on industrial goods. There world be two sets of coefficients, one for developed 

countries and another for developing countries.  
Swiss formula is a non-linear formula. In this, tariff cuts are directly or inversely proportional to the initial tariff 

rate. India agreed to a Swiss formula because it was decided that developing countries would be allowed to have a 

higher reduction co-efficient than developed countries which could lower its tariff reduction obligations. 

 

Special Safeguard Mechanism (SSM) 

Designed to safeguard the farmers from abrupt import surges and price declines by permitting an additional 
safeguard duty over and above the bound rate 

 

Single Undertaking 

Nothing was agreed until everything was agreed. It sought to curb the tendencies of the more dominant countries to 
conclude agreement in areas that suited their interests best and to go slow (or even ignore) in areas in which they 

had to make concessions. 

 

Geographical Indicator (GI) 

GI refers to a country or place of origin of that product. Typically, such a name conveys an assurance of quality and 

distinctiveness, which is essentially attributable to the fact of its origin in that defined geographical locality, region 
or country, according to the govt. definition.  

 

Press Note 1 

It requires a foreign investor to seek a no objection certificate from its joint venture partner to strike out on its own, 
though much diluted now, is still a hurdle to FDI. 

 

Contract Farming 
Contract farming is defined as a system for the production and supply of agricultural or horticultural products under 

forward contracts between producers/suppliers and buyers. The essence of such an arrangement is the commitment 
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of the cultivator to provide an agricultural commodity of a certain type at a time and a price and in the quantity 

required by a known and committed buye4r, typically a large company. 

This could be at a pre-agreed price but need not always be so. The typical contract is one in which the contractor 
supplies all the material inputs and technical advice required for cultivation, while the farmer supplies land and 

labour. 

 

Ever greening 
Virtually limitless patenting of minor or marginal modifications to drugs in order to retain a monopoly over 

producing them for indefinite periods 

 

Cap and Trade 

Is a market based mechanism to reduce greenhouse gas emissions by providing economic incentives.  

 

Super 301 

Creating obstacles for US trade so as to give losses to its firms. 

 

Special 301 
It is a clause of US Trade and Competition Act, 1988, which permits USA to adopt any retaliation measure against 

any country adopting such measures in Intellectual Property Rights which damage the patent holders of USA. 

 

Tobin Tax 

Tobin was of the opinion that most of transactions of foreign currencies are for speculation and arbitrage benefits 

which can be used for mobilizing enough resources by imposing a tax. This suggested tax was given a name of 

‘Tobin Tax’ 
 

Brent Crude Oil 

A type of petroleum classification given to oil from the North Sea. In many countries, including those in Europe, 
Brent Crude is used as a benchmark for pricing other classifications of oil. 

 

Thatcherism 
Competition, private enterprise, thrift and self-reliance, 
 

Basel Norms 

The Bank of International Settlements based in the Swiss city of Basel has announced the International 

Convergence of Capital Measurement and Capital Standards: A revised framework, commonly known as Basel II, 
with the object of preventing major bank failures. 

Tier one capital, which can absorb losses without a bank being required to cease trading, and tier two capital, which 

can absorb losses in the event of a winding-up and so provides a lesser degree of protection to depositors.  
 

Three Pillars 

Basel II, as conceived, rests on ‘three pillars’. The first is the closer alignment of the bank capital with the range of 
perceived risks. 

Pillar II is represented by the effective supervisory review of Pillar I, whereby national bank supervisors are 

expected to evaluate the activities and risk profiles of individual banks in order to determine whether those banks 

have provided adequate capital under Pillar I and suggest ways to set right the discrepancies, if any. 
Pillar III is represented by the need to impose market discipline on the banks to ensure prudent management. This is 

being sought to be done by enhancing the degree of transparency and public disclosures in banks’ public reporting.  

Basel III 

http://www.businessdictionary.com/definition/Brent-crude.html
http://www.investorwords.com/7188/petroleum.html
http://www.businessdictionary.com/definition/classification.html
http://www.businessdictionary.com/definition/oil.html
http://www.businessdictionary.com/definition/North.html
http://www.businessdictionary.com/definition/country.html
http://www.investorwords.com/9599/Europe.html
http://www.businessdictionary.com/definition/Brent-crude.html
http://www.investorwords.com/457/benchmark.html
http://www.investorwords.com/16704/pricing.html
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The BIS has set the deadline for full implementation as 2019, the RBI would like Indian banks to comply 

by 2017 

The total regulatory requirment of total capital (tier 1 and tier 2) in India is 9%, higher than the BIS norm 

of 8%. 

 At present, bank capital is split almost evenly between tier 1 and tier 2. Under Basel 3, tier 1 will 

constitute 7% out of the total 9% 

The other change is that banks will be required to have a capital conservation buffer, comprising common 

equity, of 2.5%. That takes the total capital requirement to 11.5% 
 

Foreign Direct Investment 

In a broader definition, FDI consists of the acquisition or creation of assets (e.g. firm equity, land, houses, oil-
drilling rigs) undertaken by foreigners 

 

Merger 

A merger is an agreement that unites two existing companies into one new company. There are several types 
of mergers and also several reasons why companies complete mergers. Mergers and acquisitions are commonly 

done to expand a company's reach, expand into new segments, or gain market share. 

 

Acquisition  

An acquisition is when one company purchases most or all of another company's shares to gain control of that 

company. Purchasing more than 50% of a target firm's stock and other assets allows the acquirer to make decisions 
about the newly acquired assets without the approval of the company's shareholders. 

 

Takeover 

A takeover occurs when one company makes a successful bid to assume control of or acquire another. 
... Takeovers are also commonly done through the merger and acquisition process. In a takeover, the company 

making the bid is the acquirer and the company it wishes to take control of is called the target. 

 

Hostile Takeover 

A hostile takeover is the acquisition of one company (called the target company) by another (called the acquirer) 

that is accomplished by going directly to the company's shareholders or fighting to replace management to get the 
acquisition approved. 

 

Amalgamation 

An amalgamation is a combination of two or more companies into a new entity. Amalgamation is distinct from a 
merger because neither company involved survives as a legal entity. Instead, a completely new entity is formed to 

house the combined assets and liabilities of both companies. 

 

Non-factor services in India's balance of payments 

Non-factor services refer to all invisible receipts or payments not attributable to any of the conventional `factors of 

production', i.e labour (remittances from overseas migrants) and capital (income from investments, interest 

payments, dividend repatriation). Thus, non-factor services include forex earnings and expenses on account of 
tourism, shipping/freight, insurance, Govt. transactions (not included elsewhere) and various `miscellaneous' sub-

heads, under which export of software features. 

 

Autarchy 

If a country is self-sufficient, it does not require the imports for the country. Autarchy is an indicator of self-

sufficiency.  
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Custom Unions 

Custom unions are made to encourage trade between desired countries or to avoid trade with specific countries by 
charging equally higher customs for products from outside the union. Example a country has good export 

opportunities for a specific product or raw material "rewards" that other country by making it worthwhile to import 

specific products from them instead of other countries. It could also be a slight extension of a common market. 

 

Common Markets 

Common markets like EU makes it more simple to trade between member countries. This benefits all members’ 

trade balance towards the rest of the world. By harmonizing customs, laws and rules in every member country it 
also reduces expensive control organisations and allow free movement of goods internally. 

 

Free Trade Area (FTA) 
A free trade area is a zone where regulations have been removed but each member country can still maintain their 

individual customs on specific areas. It's usually done to encourage development in some areas where there is not 

big competition. Example one country has many unemployed people that another country can use because they 

have facilities that require cheap labor. Or to attract business to an underdeveloped area. 
FTAs create an 'inverted duty structure'---components of a product are taxed at a higher rate than the finished 

product, making it cheaper to import a finished product rather than manufacturing or assembling it in India. 

Once a country signs an FTA, you cannot simply change it, The only thing is to make it easier for domestic 
manufacturers to get raw materials at comparable or lower duties. 

 

Preferential Trade Agreement (PTA) 

A preferential trade area (also preferential trade agreement, PTA) 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. 

 

Diff bet FTA & PTA 

Key difference between an FTA and PTA : while in PTA there is a positive list of products on which duty is to be 

reduced; in an FTA there is a Negative list on which duty is not reduced. Thus, compared to a PTA, FTAs generally 
are more ambitious in coverage of items on which duty is to be duty reduced. 

 

Tax havens 

These are foreign jurisdictions that offer financial secrecy laws in an effort to attract investment from outside their 
borders 

 

Certificate of Origin (CoO) 
A Certificate of Origin Declaration of Origin is a document widely used in international trade transactions which 

attests that the product listed therein has met certain criteria to be considered as originating in a particular country.  

 

Hawala  

is an informal method of transferring money without any physical money actually moving. Interpol's definition 

of hawala is "money transfer without money movement." Another definition is simply "trust." Hawala is used today 

as an alternative remittance channel that exists outside of traditional banking systems. 
 

The Double Tax Avoidance Agreement (DTAA)  

is a tax treaty signed between two or more countries to help taxpayers avoid paying double taxes on the 
same income. A DTAA becomes applicable in cases where an individual is a resident of one nation, but 

earns income in another. 
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Tax information exchange agreements (TIEA)  

provide for the exchange of information on request relating to a specific criminal or civil tax investigation or civil 
tax matters under investigation. A model TIEA was developed by the OECD Global Forum Working Group on 

Effective Exchange of Information. 

This exchange of information on request was supplemented by an automatic process from 2014. The automatic 

process is to be based on a Common Reporting Standard. 

 

Fertigation 

Where the fertilliser is mixed with water in specified quantities and at specific stages of the life cycle of the crop. 
This 'nourished' water is then supplied through drip irrigation at the very roots of each plant. 

  

"Reverse SEZ" 
Whereby a special economic zone could be set up another country under a tripartite agreement involving that 

government (and maybe an investor from that country). India and an Indian investor. It would allow India the right 

to import a specified part of the output at preferential rates for domestic consumption. 

 

Deemed Export 

Specified transactions within India which result in foreign exchange savings. For e.g. supply made to EPZ, FTZ, 

SEZ 
 

Counter Trade Policy 

Counter trade is that trade in which goods are purchased from the seller only when the seller is ready to buy 

something from the purchaser also. Counter trade policy is adopted in international trade when imports of goods are 
paid for by export of goods instead of money payments. 

 

Zero defect, zero effect 
Our manufacturing should have zero defect so that our products should not be rejected in the global market. 

Besides, we should also keep in mind that manufacturing should not have any negative impact on our 

environment." 
 

The Australia Group (AG)  

is an informal forum of countries which, through the harmonisation of export controls, seeks to ensure that exports 

do not contribute to the development of chemical or biological weapons. 
 

Wassenaar Arrangement 

It has been established in order to contribute to regional and international security and stability, by promoting 
transparency and greater responsibility in transfers of conventional arms and dual-use goods and technologies, thus 

preventing destabilising accumulations. 

 

Forward Currency Market 

A forward contract in the forex market that locks in the price at which an entity can buy or sell a currency on a 

future date. In currency forward contracts, the contract holders are obligated to buy or sell the currency at a 

specified price, at a specified quantity and on a specified future date. These contracts cannot be transferred. 
 

https://en.wikipedia.org/wiki/OECD
https://en.wikipedia.org/w/index.php?title=Global_Forum_Working_Group_on_Effective_Exchange_of_Information&action=edit&redlink=1
https://en.wikipedia.org/w/index.php?title=Global_Forum_Working_Group_on_Effective_Exchange_of_Information&action=edit&redlink=1
https://en.wikipedia.org/wiki/Common_Reporting_Standard
http://www.investopedia.com/terms/c/currencyforward.asp##
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Offshore Currency Market 

Financial business can be onshore or offshore. In the early days the two differed in that onshore business referred to 

those conducted within the issuing country of the currency concerned and under the regulation and jurisdiction of 
that country, while offshore business covered those that were not. 

Strictly speaking, all transactions denominated in foreign currencies are offshore businesses, and the market where 

such transactions are conducted is an offshore market. 

 

Dirty Float 

In ‘dirty float’ the management of the currency valuation is within a band called the target zone. The objective here 

to link exchange rate and money supply. 
 

Currency Board System 

Prevailed in Hong Kong. The fixed rate of the currency is followed where the money supply in the domestic 
economy is rigidly linked to the availability of the foreign currency that is called anchor currency. That is, the more 

the availability of the anchor currency, the more is the domestic money supply and vice versa. The criticism is that 

here development expenditure is determined by the availability of the anchor currency and forex turbulence will 

mean far less of internal development.  
 

Crawling Peg 

Currency of the country linked to a basket of currencies 
 

LIBOR Rate 

The LIBOR rate is the average interest rate that leading banks in London charge when lending to other banks.  

 

TARGET2  

the inter-European Banking machanism for transfers in Euros between euro zones members 
 

SWAP rate 

The SWAP rate is the exchange rate associated with the fixed portion of a currency swap.  
 

Sterilization 

RBI absorbs the flows into its reserves and sterilize whatever it regards is in excess of the desired expansion in 
money supply.  

 

Derivatives:  
Derivatives are financial contracts, which derive their value from the underlying asset. The underlying asset can be 
equity, commodity, foreign exchange, real estate or any other asset. In commodity derivatives the underlying asset 

is the spot price of the commodity. Broadly four types of derivatives are traded, namely forwards, futures, options 

and swaps. 
Derivatives represent the financialisation or the buying or selling of risk of an underlying asset without trading the 

asset itself. Today, risk on everything can be financialised and traded, from the pace of carbon trading to the rate of 

Internet broadband connections to weather predications.  
 

Forwards:  
A Forward contract is an agreement entered between two parties to buy or sell an asset at a future date for an agreed 

price. A Forward contract is not traded on an exchange.  

 

Futures: 
A futures contract is an agreement between two parties to buy or sell a specified quantity and quality of asset at a 
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certain time in future at a certain price agreed at the time of entering into the contract on the futures exchange. 

 

An Option: 
An Option is the right but not the obligation of the holder, to buy or sell the underlying asset by a certain date at a 

certain price. There are two types of options: CALL OPTION and PUT OPTION 

Call Option: 
A call option is a contractual agreement, which gives the owner (holder) of the option, the right but not the 
obligation to purchase a stated quantity of the underlying asset (commodities, shares, indices, etc.) at a specified 

price (called the strike price), on the expiry date.  

Put Option: 
A put option is a contractual agreement, which gives the owner (holder) of the put option, the right but not the 

obligation to sell a stated quantity of the underlying asset (commodities, shares, indices, etc.) at a specified price 

(called the strike price), on the expiry date. 

Swap: 
Swap is an agreement between two parties to exchange different stream of cash flows in future according to a pre-

determined formulae. 

 

Homologation: 

Testing for fitness on Indian roads required for import of new models of cars 

 

Transnational economy 

Different from international economy. International economy is characterized by the existence of different national 

economies, the economic relations between them being regulated by the national governments. 

In the transnational economy the goal is market maximization and not profit maximization.  
 

Takeout Financing  

It refers to practice of lenders to the initial stage of a project selling their loans to other financiers. 
 

Lease Rental Discounting (LRD) 

LRD allows a property owner to raise funds against the expected rentals from the property in future. 
 

Negative Feedback Loop 

The financial crisis first reduces cash flow to producing sectors. This causes a recession, with producing sectors 

slashing production and employment. But the recession then makes the financial crisis worse, more corporations 
and individuals default on bank loans. The banks respond by cutting credit further, and this hits production and 

employment further.  

 

Alternative Model of Development 

Ricardo’s theory of comparative advantage, which is the lynchpin of much economic thinking, was deeply unreal in 

its assumptions. It even provided a foundation for colonialism by making it morally defensible to keep some 
countries as producers of raw materials only. 

Wealthy nations keep poor countries poor based on theories postulating the non-existence of the vary factors that 

created their own wealth. 

 

Social Business 

Yunus believes that the current social-entrepreneurship movement should pay more attention to and move in the 

direction of social business because sustainable social change can be more effectively brought through social 
businesses than through direct charity or non-profit organizations.  
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Social business is premised on the idea that poor and marginalized people are social assets from which everyone 

can benefit, given the right environment and opportunities, the poor, just like anyone else, would be able to 

participate, contribute and succeed in the economic process. There is no reason to be pessimistic or fatalistic about 
their talent and future. Contrary to this, governments, NGO’s and development agencies have far too long viewed 

the poor as a social liability and have failed to recognize their capacities to contribute. 

While believing that globalization and the free market have the potential to help the poor, it should be realized that 

this does not happen automatically.  
 

Tax Heaven 

They create paper entities to disguise the real parties to the transactions, and many are willing to create false 
documents to disguise the real nature of transactions. 

At least 40 countries aggressively market themselves as tax havens. Some have gone so far as to offer asylum or 

immunity to criminals who invest sufficient funds. They permit the formation of companies without any proof of 
identity, perhaps even by remote computer connections.  

Popular ones are Switzerland, Luxemburg, Liechtenstein, the Channel Islands, and the Bahamas. 

 

Financial Inclusion 
Financial inclusion is the process of ensuring access to financial services and timely and adequate credit when 

needed by vulnerable groups such as, weaker sections and low-income groups, at an affordable cost. In other words, 

financial inclusion means extending the banking habit among less privileged urban and rural India. 
 

Food security  

refers to household’s physical and economic access to sufficient, safe and nutritious food that fulfills the dietary 

needs and food preferences of that household for living an active and healthy life. It includes at a minimum ready 
availability of nutritious and safe foods.  

An assured ability to acquire food in socially acceptable ways.  

 

Definition of food security by WHO.  

It defines food security with three ingredients:-  

Food availability-: it is, having available sufficient quantities of food in homogenous way.  
Food access-:it is, having sufficient resources both economic and physical to obtain nutritious diet.  

Food use-: It is the appropriate use based on knowledge of basic nutrition, care, water and sanitation.  

The fourth ingredient of stability of these three ingredient has been added up by FAO.  

 
There are two approaches that define poverty as a state of multiple deprivations. One is the basic needs approach 

(BNA) which views poverty as “deprivation of consumption” and the other is the capability approach (CA) in 

which poverty is seen as “deprivation of opportunities.”  
 

The Basic Needs Approach (BNA)  

This approach aims to provide the opportunities for the full physical, mental and social development of people. 
Although it aims to provide conditions for comprehensive fulfillment of human life (material, social, cultural and 

political), in operational terms it primarily focuses on the minimum requirements for a decent life – health, nutrition 

and literacy – and the goods and services needed to realize it, such as shelter, sanitation, food, health services, safe 

water, primary education, housing.   
This is the most popular idea behind state’s welfare programs which are designed so that people’s basic minimum 

needs (as prescribed) are met.  

 

Amartya Sen’s capability Approach:  

Amartya Sen’s capability approach provides a more useful alternative to understand poverty.  
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Capability approach to understanding poverty goes beyond income and emphasizes the whole range of means, 

available to achieve human capabilities like literacy, longevity and access to income.  

From this perspective, poverty is seen as the failure of some basic capabilities to function- a person lacking the 
opportunity to achieve some minimally accepted level of these functioning.  

The functioning relevant to his analysis include Physical ones as being well nourished, being adequately clothed, 

and shelter. Social achievements such as taking part in the life of the community, being able to appear in public  

without shame and so on;  
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