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ECONOMICS (5 Marks)

ECONOMICS National Income - Per Capital Income — Factors
of Production- Economic Sectors of Production — Indian
Economic Planning- Five Year Plans- NITI Aayog — Types and
Functions of Economic Institutions — Reserve Bank & Functions
— Public revenue — Tax and Non Tax revenue — Public
Expenditure — Budget — Fiscal Policy — Consumer Protection &
Rights

National Income

e The total income generated by the residents of a country
in its economic territory in a particular period of time,
usually one year, is called National income.

e This is received mainly from three sectors: Agriculture
sector, Industrial sector, Service sector.

Background: Estimation of National Income in India

e The first attempt to calculate national income of
India—Dadabhai Naoroji in 1867 - 68

e The first scientific method —Professor VKRV Rao
(1931-32).

e The first official attempt— National Income Committee
headed by Professor FC Mahalanobis in 1949.

e In India, Central Statistical Organization (1949) now
renamed as Central Statistical Office (CSQO), has been
formulating National Income.

e In India, a financial year is from 1 April to 31 March.

Methods for estimating national income:
Product method
e The national income is calculated by adding up the money
value of goods and services produced by the primary,
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secondary, and tertiary sectors.
e ltis useful for assessing the contribution of each sector .
Income method

e National income is calculated based on rent, wages,
interest, and profit, which are the rewards for factors of
production.

e ltis helpful in analysing the contribution of each factor of
production to the national income.

Expenditure method

e The expenditure method is used to estimate the national
income by calculating the expenditure incurred by
individuals, firms and government in a particular year.

e The summation of consumption expenditure, investment
expenditure and government expenditure, gives the total
expenditure.

Various types of economic indicators
Gross domestic product (GDP)

e Gross domestic product (GDP) is the value of all final
goods and services produced within the boundary of a
nation during a financial year .

e GDP calculation includes the income of foreigners in a
country but excludes the income of those people who are
living outside of that country."

Gross National Product (GNP)

e GNP is the value of all final goods and services produced
by the residents of a country in a financial year

e In GNP, income of foreigners in a country is excluded but
income of people who are living outside of that country is
included.

e GNP=GDP+X-M

e X =income of the people of a country who are living
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outside of the Country
e M = income of the foreigners in a country

Net National Product (NNP)

e NNP is calculated by deducting depreciation from Gross
National Product (GNP).

e The cost incurred to remedy this wear and tear is termed
as depreciation charges.

e NNP = GNP — Depreciation.

Personal Income (P.l.)

e The sum of all the income received by the people of the
country in one year.

e Personal Income = National Income — (Undistributed
Corporate Profits + Corporate Taxes + Social Security
Contribution) + (Transfer Payments).

e Transfer Payments are payments that are not against any
productive work. (Example- Old Age Pension,
Unemployment compensation etc.)

Disposable Personal Income (DPI):

e Disposable Personal Income represents the income
available to individuals after deducting direct taxes.

e Disposable Personal Income = Personal Income — Direct
Taxes

National Disposable Income

e National Disposable Income = Net National Product at
market prices + Other current transfers from the rest of the
world.

e Itis an idea of what is the maximum amount of goods and
services the domestic economy has at its disposal.

e Current transfers from the rest of the world include items
such as gifts, aids, etc.



) enTRI
Factor Cost
e The cost of factors of production that is incurred by a firm
when producing goods and services.
e |t does not include the taxes paid to the government .But
subsidies received are included in the factor cost .
Market Price
e The market price is the current price at which an asset or
service can be bought or sold
e Market Price = Factor Cost + Net Indirect Taxes
e Net Indirect Taxes = Indirect taxes — Subsidy
In India NNP at FC is called as National Income

National income

Per capita income = -
- Total population

Nominal GDP
e GDP is measured on the basis of current price of that
current year
Real GDP
e GDP is calculated on the basis of fixed prices in the base
year .
GDP Deflator

GDP Deflator

~ Nominal GDP
GDP Deflator = ~cal GDOP x 100

E“ﬂrt[

e GDP Deflator gives us an idea of how the prices have
moved from the base year to the current year.
e The volume of production is fixed while calculating
Gross Value Added (GVA)
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e The measurement of the value of goods and services
produced in an area, industry or sector of an economy.

e Gross Value Added (GVA) is used in measuring the
contribution of a corporate subsidiary, company, or
municipality to an economy, producer, sector, or region.

e GVA is the nation's output minus intermediate
consumption.

e Gross Value Added = GDP + subsidies on products -
taxes on products

Per Capita Income

e PCIl = Population’s total income / Population of a specific

area
Gross Domestic Product Per Capita

e GDP Per Capita = Gross Domestic Product/ Population.

e Gross National Income Per Capita

e Gross National Income per Capita takes into account
Gross Domestic Product Per Capita along with the value
generated by the people of a country living abroad.

Factors of production

e Factors of production are the resources used by people to
produce goods and services.

e There are four factors of production

e 1) Land (2) Labour (3) Physical Capital and (4) Human
Capital.

1.Land (Natural Resources)

e This includes not just land, but anything that comes from
the land.

e Most of the natural resources like soil, water, forests,
minerals, petroleum, sunlight, wind etc come under the
category of land — the first factor of production.

2.Labour (Human Resources)



e Labour includes all efforts of human beings used for the
production of goods and services. Labour include physical
and mental labour.

3. Physical Capital (Man-made Resources)

e Capital includes all the man-made resources used for
producing goods and services like buildings, machines,
equipment, vehicles, stock of materials etc

4.Human Capital (Entrepreneurship OR Entrepreneur OR
Enterprise)

e knowledge and entrepreneurial skills will be able to put
together land, labour and physical capital and produce an
output.

Economic Sectors of Production
e Sectors are used to classify economic activity by grouping
companies that are engaged in similar business activities.

India’s Economic Sector

|
| | |

On basis of Activity Nature On basis of Work Condition On basis of Assets Ownership

* o

Primary ~Secondary Tertiary Quaternary  Quinary Organised  Unorganised Public Private
Sector  Sector  Sector  Activities  Activities Sector Sector Sector Sector

Primary Sector
e In the Primary sector of economy, activities are
undertaken by directly using natural resources.
Agriculture, Mining, Fishing, Forestry, Dairy etc.
e |tis called so because it forms the base for all other
products. People engaged in primary activities are called
red-collar workers.
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Secondary Sector

It includes the industries where finished products are
made from natural materials produced in the primary
sector.

Industrial production, cotton fabric, sugar cane
production etc. activities come under this sector.
People engaged in secondary activities are called blue
collar workers.

Tertiary Sector

The tertiary sector comprises companies that provide
services, such as retailers, entertainment firms, and
financial organizations.

The tertiary sector provides services to businesses and
consumers by selling the goods that are manufactured by
companies in the secondary sector.

This sector jobs are called white collar jobs.

Quaternary Sector

The quaternary sector typically includes intellectual
services such as technological advancement and
innovation.

Research and development that leads to improvements to
processes, such as manufacturing, would fall under this
sector.

Quinary Activities
e The quinary sector is the part of the economy where the

top-level decisions are made.

These are services that focus on the creation,
re-arrangement and interpretation of new and existing
ideas; data interpretation and the use and evaluation of
new technologies.

Professions under this category are often referred to as
'gold collar' professions.
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Indian Economic Planning

e M. Visvesvaraya — Father of planning in India

e First person in the country to advocate economic
planning for India.

e In 1934, Sir Vishveshwaraiah published a book entitled
“Planned Economy For India”.

e P.C Mahalanobis—The Architect of Indian Planning

National Planning Committee(1938)

e In 1938 Congress President Subhash Chandra Bose set
up national planning commission with Nehru as its
president .

e |t was the first attempt on the part of the people of India to
examine the fundamental economic problems of India.

Bombay Plan

e The Bombay Plan was the economic plan for India
proposed by a group of industrialists and technocrats in
January 1944.

e Eight Industrialists of Bombay viz. Mr. JRD Tata, GD Birla,
Purshottamdas Thakurdas, Lala Shriram, Kasturbhai
Lalbhai, AD Shroff, Ardeshir Dalal, & John Mathai working
together prepare this plan

e It proposed to increase the output of the agricultural sector
by two times and the industrial sector by five times within
the period of 15 years.

People’s Plan (1945)
e Prepared by M.N. Roy
e Its chief emphasis was on agricultural and consumer
goods industries through collectivization and setting up of
state owned industrialization.
e |t also advocated the nationalization of land.
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Gandhian Plan (1944)

e Prepared by S.N.Agarwal

e It was framed in the light of the Gandhian principles.

e The fundamental feature of this plan was that it aimed to
develop a decentralised self-sufficient agricultural society
with emphasis on the development of the cottage
industries.

Sarvodaya Plan

e Introduced by Jayaprakash Narayan in 1950.

e This plan itself was inspired by Gandhian Plan and
Sarvodaya Idea of Vinoba Bhave.

e This plan emphasized on agriculture and small & cottage
industries.

Planning and Development Department:

e In August 1944, The British Indian government set up the
“Planning and Development Department” under the
charge of Ardeshir Dalal.

e But it was abolished in 1946.

Planning Commission

e The Advisory Planning Board constituted in 1946 under
the chairmanship of K.C Neogi gave recommendations for
the establishment of the Planning Commission.

e In 1947, the Economic Programme Committee (EPC) was
formed by the All India Congress Committee with Nehru
as its chairman. This committee recommended forming a
planning commission.

e The Indian Cabinet which met on 15th March 1950 passed
a resolution to establish the Planning Commission of India.

e The Government of India set up the planning commission
based on the provision in the constitution that made
Economic & Social planning an item in the Concurrent list.



{=3 ENTRI

e The Planning Commission was an extra-constitutional
body, charged with the responsibility of making
assessments of all resources of the country, augmenting
deficient resources, formulating plans for the most
effective and balanced utilization of resources, and
determining priorities.

e Jawaharlal Nehru was the first chairman of the Planning
Commission.

e It consists of the Prime Minister as the ex-officio
Chairman, one Deputy - Chairman appointed by the PM
and some full time members.

e The tenure of its members and deputy chairman is not
fixed. There is no definite definition of its members also.

e They are appointed by the Government on its own
discretion.

e The number of members can also change according to the
wishes of the Government.

Objectives of Planning Commission
e Balanced and Equitable Economic Growth
Efficient Resource Allocation
Employment Generation.
Poverty Alleviation
Infrastructure Development
Agricultural Development
National Development Council
e It is an extra-constitutional and extra-legal body.
e |t was set-up on August 6, 1952, by a proposal of the
Government.
e The PM is the ex-officio chairman of NDC.
e Recommended by planning commission ON 1st 5 year plan .
e After the formation of NITI Aayog NDC also has been
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proposed to be wound up but there's no decision passed to
abolish it to date

State Planning Board India
e Apex planning body at State level is generally a State

Planning Body comprising the Chief Minister as Chairman,
Finance and Planning Ministers of that State and some
technical experts.

Decentralised Planning

e The 73rd and 74th Constitutional Amendments were passed
by the Parliament in 1992 and it led to the establishment of
Panchayati Raj and Nagarpalika institutions in India .

e A new three tier system of Grama Panchayat, Block
Panchayat and District Panchayat started functioning in
India.

e This was the beginning of decentralized planning in India
during the Ninth Five Year Plan.

Five Year Plans

e Five-Year Plans (FYPs) are centralised and integrated
national economic programs.

e |[ndia launched its First FYP in 1951, under socialist
influence of first Prime Minister Jawaharlal Nehru..It was
taken from the Soviet Union

Five Year | Period | Objective
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Plan

First Five | 1951-56

Year Plan

Second Five 1956-61
Year Plan

Third Five | 1961-66
Year Plan

1966-69
Plan
Holidays

Presented by Nehru

Harrod Domar Model

Its main focus was on the agricultural
development .investment in dams and
irrigation

Five |ITs were set up in the country.
The target growth rate 2.1% and the
achieved growth rate 3.6%

Focused on Industrial development and the
public sector

Imposed tariffs on imports to protect domesti
industries

Based on the P.C. Mahalanobis Model

The target growth rate 4.5% and the actual
growth rate 4.27%

self sufficiency in food, self sufficiency in
economy was its major aim.

This plan is also called ‘Gadgil Yojna'.
Panchayat elections were introduced.

The Sino-India war of 1962 , the
Indo-Pakistani war of 1965 resulted in shifte
the focus to the defence industry and
dropping this plan

The target growth rate 5.6% and the actual
growth rate 2.4%

Equal priority was given to agriculture, its
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Fourth Five | 1969-74
Year Plan

Fifth Five Yeg 1974-79
Plan

(1978-8
Rolling Plan | 0)

allied activities, and the industrial sector.

e The government of India declared

"Devaluation of Rupee" to increase the
exports of the country.

Self - reliance and sustained growth

It was introduced by Indira Gandhi

Based on Gadgil Formula

Nationalised 14 major Indian Banks and the
Green Revolution boosted agriculture.

The Drought Prone Area Programme was
launched. The target growth rate 5.6%, the
actual growth rate 3.3%.

The plan focussed on Garibi Hatao,
employment, justice, agricultural production
and defense.

The Electricity Supply Act was amended,
National Highway System was introduced,
Minimum Needs Programme introduced .
The target growth rate 4.4% and the actual
growth rate 4.8% 1978, Morarji Desai
government rejected this plan.

The period of instability. This plan was rejected by
the new government in 1980
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Sixth Five 1980-85
Year Plan

Seventh Five| 1985-90
Year Plan

Annual Plans 1990-92

Improvement in infrastructure in agriculture
and industry

Under the leadership of Indira Gandhi.

The basic objective was economic
liberalization by eradicating poverty and
achieving technological self-reliance

Family planning was introduced.

The National Bank for Agriculture and Rural
Development was established.

Its growth target was 5.2% but it achieved a
5.7% growth.

Family planning was introduced.

Under the leadership ofRajiv Gandhi.

The objectives include the establishment of a
self-sufficient economy, opportunities for
productive employment, and up-gradation of
technology.

It emphasised anti-poverty programmes, the
use of modern technology, and the need to
make India an independent economy.

The private sector got priority over the public
sector. Its growth target was 5.0% but it
achieved 6.01%.
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Two annual programmes were formed for the year
1990-91 & 1991-92.

Eighth Five 1992-97 e Under the leadership of V. Narasimha Rao.
Year Plan e Top priority to the development of human
resources
e New Economic Policy of India 1992
e This plan was successful and got an annual
growth rate of 6.8% against the target of
5.6%.
e India became a member of the World Trade
Organisation on 1 January 1995.
e The Eighth Plan promoted the modernisation
of Industries.

Ninth Five | 1997-02 e Rural development and decentralised
Year Plan planning.
e Under the leadership of Atal Bihari Vajpayee.
e “Growth with Social Justice and Equality”
e This plan failed to achieve the growth target
of 6.5% and achieved a growth rate of 5.6%.
e The joint efforts of public and private sectors
in guaranteeing economic development.

Tenth Five | 2002-07 e The features of this plan were to promote
Year Plan inclusive growth and equitable development.
and education were the key areas of concern during
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Eleventh 2007-12
Five Year
Plan

Twelfth Five 2012-17
Year Plan

It also emphasised reducing the gender gaps
in the field of education and wage rates by
2007

Its main theme was “rapid and more inclusive
growth”.

Prepared by the C. Rangarajan

The focus was also laid on providing clean
drinking water for all by 2009.

The Right to Education Act was introduced in
20009.

It achieved a growth rate of 8% against a
target of 9% growth.

"Faster, More Inclusive and Sustainable
Growth" as its theme.

It aimed at strengthening infrastructure
projects, and providing electricity supply in al
villages.

It also aimed at removing the gender and
social gap in admissions at school and
improved access to higher education.

Planning Commission was replaced by a new institution —
NITI AAYOG on January 1, 2015

The decades-old Five-Year Plans was replaced by a
three-year action plan, which will be part of a seven-year
strategy paper and a 15-year vision document

NITI AAYOG

e NITI Aayog was formed on January 1, 2015 with
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emphasis on ‘Bottom —Up’ approach to envisage the
vision of Maximum Governance, Minimum Government,
echoing the spirit of ‘Cooperative Federalism’.
Composition of NITI Aayog

e Chairperson: Prime Minister

e Vice-Chairperson: To be appointed by Prime-Minister

e Governing Council: Chief Ministers of all states and Lt.
Governors of Union Territories.

e Regional Council: To address specific regional issues,
Comprising Chief Ministers and Lt. Governors Chaired
by the Prime Minister or his nominee.

e Adhoc Membership: 2 member in ex-officio capacity
from leading Research institutions on rotational basis.

e Ex-Officio membership: Maximum four from the Union
council of ministers to be nominated by the Prime
minister.

e Chief Executive Officer: Appointed by Prime-minister for
a fixed tenure, in rank of Secretary to Government of
India.

e Special Invitees: Experts, Specialists with domain
knowledge nominated by the Prime-minister.

Specialized Wings of NITI Aayog

e Research Wing — Its aim is to develop in-house sectoral expertise
so as make it a think tank with specialized and expert knowledge.

e Consultancy Wing — Its aim is to provide a marketplace of
expertise and provide necessary funding wherever required.

e Team India Wing — It comprises of the representatives of every
State and Ministry. Its aim, to serve as a platform for national
collaboration.



Objectives of #NITlaayog

fostering COOPERATIVE FEDERALISM,
active involvement of states

formulation of plans at VILLAGE-level,
aggregation at higher levels

SPECIAL ATTENTION to sections at risk of not
benefitting adequately from economic progress

economic policy that incorporates
NATIONAL SECURITY INTERESTS

feedback for constant
INNOVATIVE IMPROVEMENTS

partnerships with national and
international THINK TANKS

creating a KNOWLEDGE, INNOVATION
& ENTREPRENEURIAL support system

platform for RESOLUTION of inter-sectoral
& inter-departmental issues

state-of-the-art resource center for

RESEARCH on good governance

focus on TECHNOLOGY upgradation
and CAPACITY BUILDING

T T, il
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Area of

i g MNITI Aayog Planning Commission
differentiation

The Planning Commission previously
MITI Aayog has no such power to i = £ |3- £ '
o : e ; had the power to impose States
Power capacity impose policies on States, MITI o .
) . policies and the projects approved by
Aayog is an adwisory body. : e

- the Planning Commission.

Marib Full-time members could be fewer The last Commission had eight full-
emkbers
than the Flanning Commission. time members.
The Prime Minister appoints the P g C 3 -
) . anning Commission secretaries were
Appointed by CEO of MITI Aayog. Secretaries are B
appointed through the usual process.
called CEOs here.
Had the power to decide the
: = allocation of government funds for
Finance Mo power to allocate funds

warious programmes at national and
state levels.

MITI Aayoga invelves a partnership Planning Commission was previously a

: 3 with state governments to maintain  federal government institution with no
Relation with

i co-operative federalism. It forms a representation of state government.
tates
platform for structured and Therefore there was no structural way
constant interaction with states. for interaction with states.

Initiative of NITI Aayog
Aspirational District Programme
Atal Innovation Mission and Atal Tinkering Labs.
Methanol Economy programme
The Shoonya campaign
Project SATH-E, 'Sustainable Action for Transforming
Human Capital Education
Promoting Zero Budget Natural Farming.
e The concept of a village storage scheme
e Promoting technology like Artificial Intelligence, blockchain,
the Methanol economy etc.
e Strategy for New India at 75
e e-AMRIT
e LiFE Campaign
INDICES
e Composite Water Management Index.



=) ENTRI

District Hospital Index.
Export Preparedness Index.
Global Innovation Index.
India Innovation Index.
Multidimensional Poverty Index.
School Education Quality Index.
SDC India Index.
State Energy Index.

e State Health Index.

Financial institutions

Financial institutions are those institutions where financial
transactions like deposits, loans etc. take place.

Financial
institutions

Banks Non banking financial
institutions
I
Commerc | Cooperati | Developm Specialis
ial banks ve banks ent banks ed banks
Mutual fund Insurance Nﬂ." ba".kmg
. ey a- . financial
institutions companies .
companies
Banks

Banks are institutions that accept deposits from the public and
grant loans to the needy subject to conditions. They are under
the guidelines and supervision of the Reserve Bank of India.




Accept
deposits from
!ndﬁlc![gala, - Grant loans to
'”5d' utions, N individuals,instit
an N/ utions, and
government government
| Banks |
Give backthe | ~ | Collect loan
deposit 4 amount with
amount with interest
interest

History of banks in India
The first phase(1770 to 1969)

e The presidency banks, Bank of Bengal, Bank of Bombay,
and Bank of Madras were established by the British East
India Company.

e The operation and the growth of banks were slow during
this phase.

The second phase (1969 to 1990)

e |t withessed a speedy development of banks.

e The nationalisation of 14 banks in 1969 and six banks in
1980.

e [n 1993, the nationalised bank, New Bank of India was
merged with the Punjab National Bank.

The third phase

e Introduction of Automated Teller Machines (ATM), credit
card, phone banking, net banking, core banking, etc.

e The private banks which received licenses during this
phase are known as new generation banks.
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Classification of Banks

e Based on operations, banks are classified into commercial
banks, cooperative banks, development banks, and
specialised banks.

Commercial banks

o

Public Sector Private Sector
Banks Banks
I
Private Indian Private Foreign
Banks Banks

Commercial Banks
e The primary objective of commercial banks is to earn profit
through interest received from lending activities, and
through other legal means.
e They are regulated by the Reserve Bank of India under
the Banking Regulation Act of 1959.
Function of Commercial Banks
Accepting deposits
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Savings Deposit Recurring Deposit

Current Deposit Fixed Deposit

Providing loans

e The amount of money accepted as deposit from the public is
granted as loans by the banks.

e The interest rate of loans will be higher than the interest rate
of deposits.

Other facilities and services provided by banks

e Demand draft

e Mail transfer

e Telegraphic transfer

e Automated Teller Machine (ATM) services

e Plastic money

Types of Commercial Banks

1. Public Sector Banks (PSBs)

e These banks have the government as the majority
shareholder with government ownership of more than
51%.

e Public sector banks include State Bank of India, Punjab
National Banks, etc.

e Public sector banks hold the majority of the banking
business in India.



{=3 ENTRI

2.Private Sector Banks

e The majority of a bank’s share capital is held by private
individuals. These banks are set up as limited-liability
corporations.

e Private sector banks include ICICI Bank, Axis Bank,
HDFC, and others.

Public sector banks : Merger

YEAR Amalgamating Bank Anchor Bank
2017 Bhartiya Mahila bank State Bank of
India

5. Associated Banks of SBI

1. State Bank of Bikaner & Jaipur
2. State Bank of Hyderabad

3. State Bank of Mysore

4. State Bank of Patiala

5. State Bank of Travancore

YEAR Amalgamating Bank Anchor Bank

April, 2019 Vijaya Bank Bank of Baroda
Dena Bank

August, 2019 Oriental Bank of Punjab National
Commerce Bank

United Bank of India

August, 2019 Syndicate Bank Canara Bank
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August, 2019 Andhra Bank Union Bank of
Corporation Bank India
August, 2019 Allahabad Bank Indian Bank

Co-operative Banks

e Co-operation, self help and mutual help are the working
principles of co-operative banks.

e The main aim of co-operative banks is to provide
monetary help to common people especially the villagers.
Farmers, artisans, small scale entrepreneurs, etc. chiefly
avail the services of co-operative banks.

Development banks

e These banks provide long term loans for various needs
such as modernisation of industries.

e These banks provide loans to agriculture and trade
sectors

e The Industrial Finance Corporation of India (IFCI) is a
development bank in India.

Specialised Banks

e Specialised banks provide financial help for the
development of certain specific sectors.

e They provide help to start new enterprises.

Bank Features

EXIM Bank of India e Provides loans for exporting and
(Export Import Bank of importing products.

India) e Provides instructions to

individuals who come into this
sector.
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Small Industries e Provides help to establish new
Development Bank of small scale industries and to
India (SIDBI) modernise existing industries.
e Aim is to vitalize village
industries.
National Bank for e Apex bank in India which
Agricultural and Rural functions for the development of
Development villages and agriculture.
(NABARD) e Unites all the banks which
operate for the development of
villages.

e Provides financial assistance to
agriculture, handicraft, small
scale industries, etc.

Regional Rural Banks (RRBs)

e Established in 1975 to provide regional banking services
to different states in India.

e Recommend by Narasimham Committee

e Regional Rural Banks Ordinance was replaced by the
Regional Rural Banks Act of 1976. RRBs were set up to
provide sufficient banking and credit facilities for
agricultural and other rural sectors.

Founded 2 October 1975
Type Government-Owned Banks
Owner Government of India (50%)

Nationalised Banks (35%)
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State Governments (15%)

Regulated by Regulated by RBI and supervised by
NABARD

Non Banking Financial Institutions

e These institutions work in the financial sector but do not
perform all the functions of a bank.

e They do basic functions such as accepting deposits,
lending loans, etc. whereas some services like withdrawal
of cash by cheque, mail transfer, lockers are not provided.

Non Banking Financial Companies

e These are non banking financial institutions that operate
under the supervision of the Reserve Bank of India.

e They are registered under the Company Act, 1936 and
carry out the basic functions of the banks.

Non-Banking Financial Companies (NBFCs) broadly fall into
three categories, viz.,

e (i) NBFCs accepting deposits from the public

e (ii) NBFCs not accepting/holding public deposits

e (iii) core investment companies

The main services provided by such banks are:
e Provide loans for hire purchases.
e Provide loans for construction of houses.
e Provide gold loan, Provide loan on the basis of fixed
deposits Running chitty.
e Kerala State Financial Enterprises (KSFE) is the major
non banking financial company operating in Kerala.
Mutual Fund Institutions
e Mutual funds are a mode of investment.



{=3 ENTRI

e Money is collected from various investors and is invested
in share markets, debentures, etc.
e The profit or loss from this is distributed among the
investors.
e Life Insurance Corporation Mutual Fund (LIC MF), SBI
mutual fund, etc.
Insurance companies
e Insurance companies are institutions that provide financial
protection to individuals' life and wealth.
e The first insurance company of India was established in
Kolkata in 1818. .
e Eg: Life Insurance Corporation of India (LIC).
Microfinance
e The aim of microfinance is to provide different financial
services including micro credit to common people.
e The Kudumbasree and men self-help groups operating in
Kerala are examples of this.
Major Financial Regulatory Bodies in India
In India, the financial system is regulated by independent
regulators incorporated with the field of insurance, banking,
commodity market, pension funds, and capital market.
An independent regulatory agency is one that is not dependent
on the other branches or arms of the central government.

Regulatory Body Sector Headquarters
Reserve Bank of India | Banking & Finance, Bombay
(RBI) Monetary Policy

Securities & Securities (Stock) & Bombay

Exchange Board of Capital Market


https://testbook.com/banking-awareness/capital-market
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India (SEBI)

Insurance Regulatory | Insurance Hyderabad
& Development
Authority (IRDAI)

Pension Fund Pension New Delhi
Regulatory &

Development

Authority (PFRDA)

National Bank for Financing Rural Bombay
Agriculture and Rural | Development
Development

(NABARD)

Small Industries Financing Micro, Lucknow
Development Bank of | Small, and Medium-

India (SIDBI) scale Enterprises

National Housing Financing Housing New Delhi
Bank (NHB)

Association of Mutual | Mutual Funds Bombay

Funds (AMFI)

Important Economic Institutions
NABARD
e Established on 12th July 1982 by the Parliament through
Act 61 of 1981.
e Recommended by B.sivaramman committee
e To promote sustainable and equitable agriculture and rural
development.
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e The agricultural credit functions of RBI and refinance
functions of the then Agricultural Refinance and
Development Corporation (ARDC) was transferred to
NABARD.

e Fully owned Government of India entity.

e NABARD is the apex organisation related to financing in
the agricultural sector.

e Rural Infrastructure Development Fund (RIDF) is operated
by NABARD.

National Housing Bank (NHB)

e National Housing Bank (NHB) was set up by an Act of
Parliament in 1987. NHB is an apex financial institution for
housing.

e Supervision and grievance redressal regarding Housing
Finance Companies (HFCs)..

e |tis to be noted that NHB supervises HFCs while
regulation of HFCs is with RBI.

IRDAI (Insurance Regulatory and Development Authority of
India)

e Established: 19909.

e Headquarters: Hyderabad.

Regulation and Promotion of the insurance and
reinsurance industries in India..
EXIM BANK ( Export Import Bank )

e Established: 1st January, 1982.

e Headquarter: Mumbai.

Financing, facilitating and promoting foreign trade of India.
ECGC (Export Credit Guarantee Corporation of India)

e Established: 30 July, 1957.

e Headquarter: Mumbai.

e Chairman: M. Senthilnathan.
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Strengthen the export promotion by covering the risk of
exporting on credit.
SEBI (Securities and Exchange Board of India)
e Established: April 1988 but became an autonomous body
on 12 April 1992.
e Headquarter: Mumbai.
Protects the interest of investors and to promote the
development of stock exchange & regulate the activities of
stock market.
NPCI (National Payments Corporation of India)
e Established: December, 2008.
e Headquarter: Mumbai.
It is an umbrella organisation for all retail payments
systems in India.
DICGC (Deposit Insurance and Credit Guarantee
Corporation)
e Established: 15 July 1978.
e Head office: Mumbai.
Insures all bank deposits as saving, fixed, current,
recurring etc.
GIC (General Insurance Corporation)
e Established: 22 November 1972.
e Headquarter: Mumbai
Sole reinsurance company in the Indian insurance market.
LIC (Life Insurance Corporation of India)
e Established: 1956.
e Headquarter: Mumbai.
Offers various insurance products to its customers such as
insurance plans, unit linked plans, special plans and group
schemes.
AICIL (Agriculture Insurance Company of India Limited)
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e Established: 1 April 2003.
e Headquarter: New Delhi.
CDSL (Central Depository Services Limited)
e Established: 1998.
e Headquarter: Mumbai.
e |t is the second Indian Central Securities Depository.
e |t holds securities either in certificated or uncertificated
form, to enable book entry transfer of securities.
NSDL (National Securities Depository Limited)
e Established: 1996.
e Headquarter: Mumbai.
e |tis the first & largest electronic securities depository of
India.
PFRDA (Pension Fund Regulatory Development Authority)
e Established: 23 August 2003.
e Headquarter: New Delhi.
Promoting old age income security by establishing,
developing and regulating pension funds and protects the
interest of subscribers to scheme of pension funds.
EPFO (Employees Provident Fund Organisation)
e Established: 4 March 1952.
e Head office: New Delnhi.
e Head: Central Labour Minister.
Administrates provident fund scheme, pension scheme
and Insurance Scheme.
BCSBI (Banking Codes and Standards Board of India)
e Established: 18 Feb 2006.
e Headquarter: Mumbai.
e |tis an independent banking industry Agency that protects
consumers of banking services in India.
IDRBT (Institute for Development & Research in Banking
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Technology)

e Established: 1996

e Headquarter: Hyderabad

e ltis a banking research institute with the aim of providing
the operational services support in information technology
to banks and Financial Institutions.

SHCIL (Stock Holding Corporation of India Ltd.)

e Established-1986

e Headquarter: Mumbai

e India's largest custodian and depository participant.

e Maintaining an online trading portal with investors and
traders and also looks after e-stamping systems around
India.

NICL (National Insurance Company Limited)
e Established: 1906
e Headquarter: Kolkata
e It is the oldest insurance company of India which deals in
non-life insurance business.
DIPAM
e The Department of Disinvestment has been renamed as
Department of Investment and a Public Asset
Management (DIPAM) from 14th April, 2016.
e Comes under the Ministry of finance.
Functions
e All matters relating to management of Central
Government investments in equity including
disinvestment of equity in Central Public Sector
Undertakings.
e All matters relating to scale of Central Government equity
through offer for sale or private placement or any other
mode in the erstwhile Central Public Sector Undertakings.
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India Infrastructure Finance Company Ltd (lIFCL)

e |IFCL is a wholly-owned Government of India company set
up in 2006 to provide long-term financial assistance to
viable infrastructure projects through the Scheme for
Financing Viable Infrastructure Projects through a Special
Purpose Vehicle called India Infrastructure Finance
Company Ltd (IIFCL), broadly referred to as SIFTI.

e |IFCL has been registered as a NBFC-ND-IFC with the
Reserve Bank of India (RBI) since September 2013

Industrial Finance Corporation of India (IFCI)

e |FCI Ltd (IFCI) was set up as a Statutory Corporation in
1948 for providing medium and long term finance to
industry.

e |IFClis registered under the Companies Act, 1956.

e |FCl is also registered with the Reserve Bank of India
(RBI) as a Systemically Important Non-Deposit taking
Non-Banking Finance Company (NBFC-ND-SI)

Important Financial Institutions in Kerala
KERALA BANK

e The bank was formally launched by Pinarayi Vijayan,
Chief Minister of Kerala.

e From 29th November, 2019 onwards, Kerala State
Co-operative Bank and 13 District Co-operative Banks are
functioning as a single entity with Brand Name “Kerala
Bank”.

e There are total 1630 Primary Agriculture Co-operative
Societies and 58 Urban Cooperative Bank

e There are total 823 Branches in 14 District in the Bank.

SIDCO

e Ever since its establishment in 1975 by amalgamating
erstwhile Kerala Small Industries Corporation and Kerala
Employment Promotion Corporation.
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Kerala SIDCO caters overarching needs of Small Scale
Industries in the State -provision for land and building,
supply of scarce raw materials at low cost, marketing of
MSME Products etc

SIDCO is a fully owned Government Corporation with its
registered office at Trivandrum

KSIDC

Kerala State Industrial Development Corporation (KSIDC)
is the primer agency of the Government of Kerala,
mandated for Industrial and investment promaotion in
Kerala.

Formed in 1961

Primary objective was to promote, facilitate and finance
large and medium-scale industries and catalyze the
development of physical and social infrastructure required
for industrial growth in the state.

KSFE (The Kerala State Financial Enterprises Limited)

Started its operations on 6th November 1969.
Headquartered at Thrissur

Is a Miscellaneous Non-Banking Company.

Is fully owned by the Government of Kerala.

It provides an alternative to the public from the private chit
promoters in order to bring in social control over the chit
fund business.

RBI - Reserve Bank of India

The concept of RBI based on the strategies formulated by
Dr. Ambedkar in his book named “The Problem of the
Rupee — Its origin and its solution”.

Formed based on the recommendation of the Royal
Commission on Indian Currency & Finance (Hilton Young
Commission) in 1926.
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e The Reserve Bank of India is the apex bank of India.

e |t acts as a banker to the government.

e It is the custodian of the foreign exchange reserves of the
economy.

e It is responsible for printing of currency notes and
managing the supply of money in the Indian economy.

e The Reserve Bank of India is the highest monetary
authority of India.

e It also acts as the representative of the Government in the
International Monetary Fund and represents the
membership of India.

Establishment
e The Reserve Bank of India was established on April 1,
1935 ,Reserve Bank of India Act, 1934.
The Reserve Bank of India has offices at 32 locations.
The Central Office of the Reserve Bank — Mumbai .
Nationalization in 1949,
1st Governor of RBI: Sir Osborne Smith.
2nd Governor of RBI: Sir James Braid Taylor.
3rd Governor of RBI: C. D. Deshmukh.
e Present(25th) Governor: Shaktikanta Das
Reserve Bank of India - Composition
e Governed by a central board of directors.
e The board is appointed by the Government of India
e They are appointed/nominated for a period of four years.
Official Directors
(central board of directors)

e Full-time: Governor and not more than four Deputy
Governors

e Shri Shaktikanta Das is the present Governor of RBI


https://www.rbi.org.in/Scripts/RegionalOffices.aspx
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Non-Official Directors

e Nominated by Government: ten Directors from various
fields and two government

e Official Others: four Directors - one each from four local
boards (regional)

Powers and Functions of RBI
Monetary Authority
e Formulates, implements and monitors the monetary policy.
Regulator and supervisor of the financial system
e Prescribes broad parameters of banking operations within
which the country's banking and financial system
functions.
Manager of Foreign Exchange
e Manages the Foreign Exchange Management Act, 1999.
Issuer of currency
e |Issues, exchanges and destroys currency notes as well as
puts into circulation coins minted by Government of India.
Developmental role

e Performs a wide range of promotional functions to support
national objectives.

Regulator and Supervisor of Payment and Settlement
Systems:

e Introduces and upgrades safe and efficient modes of
payment systems in the country to meet the requirements
of the public at large.

Related Functions

e Banker to the Government: performs merchant banking
function for the central and the state governments; also
acts as their banker.

e Banker to banks: maintains banking accounts of all
scheduled banks.



{=3 ENTRI

Institutions under RBI

SILN | Institutes Description
0
1 Center for Advanced Fully funded by RBI

Financial Research and
Learning (CAFRAL)

2 Indira Gandhi Institute of Fully funded by RBI
Development Research
(IGIDR)
3 Indian Institute of Bank RBI is a sponsor bank along with
Management(lIBM) other banks and financial
institutions
4 National Institute of Bank RBI is an ordinary member along
Management (NIBM) with other banks and financial
institutions

Subsidiary Institutions
e Deposit Insurance and Credit Guarantee Corporation of
India (DICGC)
e Bharatiya Reserve Bank Note Mudran Private Limited
(BRBNMPL)
e Reserve Bank Information Technology Private Limited
(ReBIT)
e Indian Financial Technology and Allied Services (IFTAS)
e Reserve Bank Innovation Hub (RBIH)
Important publication:
e Financial Stability Report
e Monetary Policy Report


http://www.dicgc.org.in/
http://www.dicgc.org.in/
http://www.brbnmpl.co.in/
http://www.brbnmpl.co.in/
https://rebit.org.in/
https://rebit.org.in/
http://www.iftas.in/
https://rbihub.in/
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e Report on Financial Review
Powers of Reserve Bank of India

e Powers of RBI — The Reserve Bank of India Act, 1934 and

the Banking Regulation Act, 1949
Main Functions of the RBI
Monetary Management/Authority

e Formulation and execution of Monetary Policy and
securing monetary stability in India.

e It functions the currency and credit system to its
advantage.

Supervision and Regulation of Banking and Non-Banking
Financial Institutions

e RBI protect the Interest of depositors through an effective
regulatory frameworkThese powers of RBI come from RBI
ACt 1934 and Banking Regulation Act 1949.

e This regulatory and supervisory function of the RBI
extends to Indian Banking System as well as Non-Banking
Financial Institutions.

Regulation of Foreign Exchange Market, Government
Securities Market, and Money Market
Foreign Exchange Market:

e The RBI is responsible to oversee the foreign exchange
market in India through the provision of the FEMA Act
1999.

e RBI regulates the trade securities issued by the Central
and State governments. RBI derives its power from the
RBI Act of 1934.

e Money Market: Short-term and highly liquid debt securities
are also regulated by RBI and for this RBI derives its
powers from the RBI Act 1934.
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Foreign Exchange Reserve Management

e RBI is the custodian of India’s foreign exchange reserves.
The legal provision regarding the management of foreign
exchange reserves is mentioned in RBI Act 1934.

Bankers to Central and State Government

e RBI acts as a banker to the government. RBI is the
responsible agency for receiving and paying money on
behalf of the various government departments.

e RBI maintains Central and State Government funds like
Consolidated Funds, Contingency Funds, and Public
Account.

e RBI also provides loans to the central/State/UT
Government as a banker to the government.

Advisor to the Government

e RBI acts as an advisor to the government when called

upon to do so on financial and banking-related matters.
Central and State Government’s Debt Manager

e The debt management policy mainly aims at minimizing
the cost of borrowing and smoothening the maturity
structure of debt. RBI manages the public debt and also
issues new loans on behalf of the central and state
government.

Banker to Banks.

e RBI is a common banker for the different banks that
enables the settlement of interbank transfers of funds.

e RBI provides short-term loans and advances to banks

RBI- Lender of last resort

e That means RBI comes to rescue the banks that are
solvent but have not gone bankrupt. RBI provides this
facility to protect the interest of depositors and to prevent
the possible failure of the bank.
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RBI- Issuer of Currency

e The RBI and the government are in charge of the creation,
manufacturing, and overall administration of the national
currency with the aim of releasing a sufficient quantity of
authentic and clean notes.

Controlling credit and its Methords

e Control of credit is one of the main functions of the
Reserve Bank.

e \When commercial banks need more funds in order to be
able to create more credit, they may go to market for such
funds or go to the Central Bank.

e Central bank provides them funds through various
instruments.

There are two types of instruments of the credit control
a) Quantitative and b) Qualitative.

A)Quantitative:

Cash Reserve Ratio(CRR):

e Commercial Banks are required to hold a certain
proportion of their deposits in the form of cash with RBI.

e CRRis the minimum amount of cash that commercial
banks have to keep with the RBI at any given point in time.

e If CRR is reduced, more money with bank and money
supply will increase .

e If CRR is increased less money with bank and money
supply will decrease .

Statutory Liquidity Ratio (SLR):

e SLRis the amount that commercial banks are required to
maintain in the form of gold or government approved
securities in their vault itself .

e It need not be deposited with RBI.

Bank Rate:
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e |tis a rate at which RBI lend long term loan to commercial
banks.

e Bank rate is a tool which RBI uses for maintaining money
supply.

e Any revision in bank rate by RBI is a signal to banks to
revise deposit rates as well as prime lending rate (PLR is
the rate at which bank lend to the bank customers).

Repo Rate

e The rate at which the RBI is willing to lend short-term
loans to commercial banks is called Repo Rate. Whenever
commercial banks have any shortage of funds they can
borrow from the RBI, against securities.

e If the RBI increases the Repo Rate, it makes borrowing
expensive for commercial banks and vice versa

Reverse Repo Rate

e The rate at which the RBI is willing to borrow from the
commercial banks is called reverse repo rate.

e If the RBI increases the reverse repo rate, it means that
the RBI is willing to offer high interest rate to commercial
banks to park their money with the RBI.

e This results in a reduction in the amount of money
available for the bank’s customers as banks prefer to park
their money with the RBI as it involves higher safety.

e This naturally leads to a higher rate of interest which the
banks will demand from their customers for lending money
to them

Marginal Standing Facility(MSF):

e MSF is a very short term borrowing scheme for scheduled
commercial banks.

e Banks often face liquidity shortfalls due to mismatch in
their deposit and loan portfolios.
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e These are usually very short term and banks can borrow
from RBI for one day period by offering dated government
securities.

e Under MSF, banks can borrow funds overnight up to 1%
(100 basis points) of their net demand and time liabilities
(NDTL).

Base Rate:

e Base Rate is the interest rate below which Scheduled
Commercial Banks (SCBs) will lend no loans to its
customer

Marginal Cost of Funds Lending Rate(MCLR):

e MCLR is the minimum lending rate below which a bank is
not permitted to lend. MCLR replaced the earlier base rate
system to determine the lending rates for commercial
banks

e MCLR methodology for fixing interest rates for advances
was introduced by the Reserve Bank of India with effect
from April 1, 2016. This new methodology replaces the
base rate system introduced in July 2010

Call Money Market

e The call money market is an important segment of the
money market where borrowing and lending of funds take
place on overnight basis.

e Participants in the call money market in India currently
include scheduled commercial banks (SCBs)—excluding
regional rural banks), cooperative banks (other than land
development banks), insurance.

Open Market Operations (OMOs):

e OMOs are conducted by the RBI via the sale/purchase of
government securities (G-Sec) to/from the market with the
primary aim of modulating rupee liquidity conditions in the
market.
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e OMOs are an effective quantitative policy tool in the
armoury of the RBI, but are constrained by the stock of
government securities available with it at a point in time.

Liquidity Adjustment Framework(LAF):

e On daily basis, the RBI stands ready to lend to or borrow
money from the banking system, as per the need of the
time, at fixed interest rates (repo and reverse repo rates).

e Together with moderating the fund mismatches of the
banks, LAF operations help the RBI to effectively transmit
interest rate signals to the market.

Market Stabilisation Scheme(MSS)

e Surplus liquidity of a more enduring nature arising from
large capital inflows is absorbed through sale of
short-dated government securities and treasury bills.

e The mobilised cash is held in a separate government
account with the Reserve Bank. The instrument thus has
features of both, SLR and CRR.

B)Qualitative Instruments:
Fixing Margin Requirements

e Regulates credit supply by stipulating the proportion of

loan amount that must be financed by the borrower.
Consumer Credit Regulation

e Controls consumer credit through regulations on

hire-purchase and installment sales.
Publicity

e RBI publishes reports and guidelines to influence banks'

lending decisions and direct credit to priority sectors.
Credit Rationing:

e Limits the amount of credit available to banks and

borrowers to manage credit expansion.



Moral Suasion
e Exerts pressure on banks through informal means such
as recommendations and guidelines.
Control Through Directives
e |[ssues directives to banks on credit allocation and
lending policies.
Direct Action
e Imposes penalties or restrictions on banks that do not
comply with RBI directives or monetary policy objectives.
Taxation
e Main source of income to the government.
e |ts is a compulsory payment to the government made by
the public for meeting expenditure
e The Department of Revenue, Ministry of finance
exercises control in respect of matters relating to all the
Direct and Indirect Union Taxes through two statutory
Boards namely, the Central Board of Direct Taxes (CBDT)
and the Central Board of Indirect Taxes and Customs
(CBIC).
Taxes are of two types

— -

Direct Tax Indirect Iax

CLASSIFICATION OF TAXATION
A)Proportional Taxation
e Tax levied as a % of tax base irrespective of size of tax
base, at a uniform rate is called as proportional tax.
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e Here the % of tax rate remains the same but the absolute

amount of tax increases with increase in size of tax base.
B)Progressive Taxation

e If the tax rate increases with the increase in size of the tax
base, it is called progressive tax.

e Progressive taxation helps to ensure economic equality in
the society.

C)Regressive taxation

e If the tax rate decreases with the increase in the tax base

it is called regressive tax.
IMPACT OF TAX

e Impact of a tax is on its first point of contact with the
taxpayers.

e It is upon those who bear the first responsibility of paying it
to the authorities.

e |n case of Income Tax, it is income recipient.

e In case of Sales Tax, it is the Seller.

INCIDENCE OF TAX

e Incidence of a tax is on its final resting place, i.e. those
economic units which finally bear the money burden of tax,
and which are not able to pass it to others.

e |n case of income tax, it is the income recipient who has to
bear the money burden of paying tax.

e |n case of Sales tax, tax is paid by the seller but ultimately
paid by the consumer along with price. So the seller is the
point of impact and consumer is the point of incidence.

METHODS OF TAXATION ON GOODS
1. Ad valorem

e If tax is levied as a % of the value of the goods regardless
of the number of units produced/sold/imported, then it is
called ad valorem.
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2. Specific duty
e If tax is levied at a flat rate per unit of goods
produced/sold/imported regardless of the value then it is
called specific duty.
TYPES OF TAXES
There are two types of taxes namely,
1. Direct Tax 2. Indirect tax
1. Direct Taxes
e If the impact and incidence lies on the same point it is
called direct tax. e.g. income tax.
e Direct taxes are progressive in nature in India and all over
the world and are highly elastic in nature.
(i) Income Tax (Personal income tax)
(i) Corporate Tax
(iii) Wealth Tax
(iv) Securities Transaction Tax (STT)
(v) Commodities Transaction Tax
(vi) Minimum Alternate Tax (MAT)
2. Indirect Tax
e If impact is on one point and incidence on some other
point, it is called indirect tax.
e.g. excise duty
e But by imposing a higher rate of taxes on luxury goods
and lower rate of taxes on essential goods the
progressiveness of indirect taxes is ensured to some
extent.
(i) Excise Duties
(i) Customs Duties
(iii) ModVAT (Modified Value Added Tax)
(iv) Sales Tax/VAT (Value Added Tax)
(v) Value Added Tax (VAT)
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(vi) Central Sales Tax

(vii) Service Tax

(viii) Goods and Service Tax (GST)
Tax Buoyancy

e |t measures actual or observed change in tax revenue
relative to GDP.

e Buoyancy = Proportionate change in the tax
revenue/Proportionate change in GDP

e Change in tax rate will lead to change in tax revenue.
Change in coverage means bringing new groups of
economic units (tax base) into or leaving existing groups
out of taxation.

Tax Elasticity

e Proportionate change in tax revenue, without any
discretionary change, relative to GDP is called tax
elasticity.

e Tax revenue that is calculated after setting aside the
change in tax revenue due to discretionary changes is
called adjusted tax revenue.

e Tax Elasticity=Proportionate change in Adjusted tax
revenue/Proportionate change in GDP.

Laffer Curve

e The Laffer curve explains the relationship between tax rate
and tax revenue. It says that at lower as well as higher
rates of tax, the tax revenue is low but tax revenue is high
at the optimal rate of tax.
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Tax Rate

Tax Revenue

Surcharge and Cess

e Surcharge and Cess Surcharge is an additional tax on tax
amount.

e Usually surcharge is imposed as a given percentage on
the income tax.

e Cess is an additional tax for meeting some special
purpose of the government.

e (Cess is withdrawn once sufficient revenue is collected.

e Education cess on income tax is an example.

Central government State government | Local self government
Corporate tax Land Tax Property tax

Personal Income Tax | Stamp duty Professional Tax
Central GST (CGST) | State GST (SGST)

Integrated GST
(IGST)
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Fees

Fines and
penalties

Grants

Interest

Profit

Sources of non-tax revenue

Fees is the reward collected for the government's
services. Licence fees, registration fees, tuition
fees, etc. are examples.

Fines and penalties are punishments for violating
the laws.

Grants are the financial aid provided by one
government or organisations for meeting a specific
objective. For example, grants are provided by
central and state governments to local self
governments.

Governments receive interest for loans given to
various enterprises, agencies and countries.

Profit is the net income received from the
enterprises operated by the government. For
example, profit from the Indian Railways.

Goods and Services Tax (GST)
Timeline of GST
e 2000: Vajpayee government appoints an Empowered

Committee headed by the then finance minister of West
Bengal Asim Das Gupta.(REAL ARCHITECT OF INDIAN

GST).

e Feb 28, 2006: GST appears in the Budget speech for the
first time. Finance Minister Chidambaram set an ambitious
task of implementing GST by April 1, 2010..

e Dec 19, 2014: The Amendment Bill (122nd) in the
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LokSabha

e May 6, 2015: The Amendment Bill (122nd) passed by the
LokSabha.

e Aug 3, 2016: RajyaSabha passes the Constitution
Amendment Bill by a two-thirds majority.

e 1 July 2017: GST to be applicable across India

e Goods and Services Tax (GST) was introduced in India on
1st July 2017 merging different indirect taxes imposed by
central and state governments.

Features of GST

e ltis to be levied at all stages right from manufacture up to
final consumption with credit of taxes paid at previous
stages available as set off.(INPUT TAX CREDIT)

e Here only value addition is taxed and the burden of tax is
borne by the final consumer.

e |tis a dual GST, with the Centre and States levying it at
the same time on the same tax base.

Types of GST

There are basically four types of Goods and Services Taxes, as
described below-

A) Central Goods and Services Tax (CGST).

e CGST is the GST levied by the Central Government of
India on the transaction of goods and services with a state
or Union Territory.

e CGST replaces other central taxes like — Central Excise
Duty, Central Sales Tax, Custom Duty and SAD (Special
Additional Duty) Tax.

B)State Goods and Services Tax (SGST)

e SGST is the GST levied by the state on transactions of
goods and services within the state.

e State GST replaces the state levied taxes — Value Added
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Tax, Luxury Tax, Entry Tax, Entertainment Tax etc.

e The revenue thus collected under the SGST is solely

claimed by the respective state government.
C)integrated Goods and Services Tax (IGST)

e |IGST stands for the GST levied on the interstate (between
two states) transaction of goods and services.

e However, IGST is collected by the central government and
reimbursed later to the respective state.

D)Union Territories Goods and Services Tax (UTGST)

e UTGST is the GST levied on the transaction of goods and
services in these five Union Territories of India — Andaman
and Nicobar Islands, Daman and Diu and Dadra and
Nagar Haveli, Chandigarh and Lakshadweep, Ladak.

e Total GST levied in a Union Territory is the sum of CGST
and UTGST.

e Union Territories of Delhi and Pondicherry, J&K rather
have SGST, because they have their own legislature.

GST Network (GSTN)

e GSTN is registered as a not-for-profit company under the
Companies Act.

e It operates the information technology backbone of the
GST.

e While the Central (24.5%) and the state (24.5%)
governments hold a combined stake of 49%, the
remaining 51% stake is divided among five financial
institutions—LIC Housing Finance with 11% stake and
ICICI Bank, HDFC, HDFC Bank and NSE Strategic
Investment Corporation Ltd with 10% stake each.

GST (Compensation to States) Act, 2017

e As per the GST (Compensation to States) Act, 2017, loss
of revenue to the states on account of implementation of
Goods and Service Tax is payable during the transition
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period of 5 years.

The financial year 2015-16 is to be taken as the base year
for calculating compensation amount.

The GST Council allowed the central government to
impose additional cesses for five years on certain goods
over and above the highest tax bracket of 28%.

These goods on which cess will be levied include tobacco
products, coal, motor vehicles, which include all types of
cars, personal aircraft, ...

National Anti-Profiteering Authority (NAA)

The National Anti-Profiteering Authority (NAA) was indeed
established under Section 171 of the Central Goods and
Services Tax (CGST) Act, 2017.

This authority was created to ensure that the benefits of
reduction in the rate of tax or the input tax credit are
passed on to the end consumers by businesses.

GST Council

It is the 1°' Federal Institution of India, as per the Finance
minister.

It will approve all decisions related to taxation in the
country.

It consists of the Centre, 28 states, Delhi and Puducherry,
Jammu Kashmir.

Centre has 1/3" of voting rights and states have 2/3°
voting rights.

Decisions are taken after a majority in the council.

The Union Finance Minister is the chairman of the GST
council and the members are the Union Minister of State
in charge of finance and state finance ministers. (Total 33
members)
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The council makes recommendations on the following.

Taxes, cess and surcharges that are to be merged into
GST.

The goods and services that are to be brought under GST.
Determining GST rates.

The time frame for including the excluded items into GST.
Determining the tax exemption limit on the basis of total
turnover.

Tax slabs are decided as 0%, 5%, 12%, 18%, and 28%
along with categories of exempt and zero-rated goods for
different types of goods and services.

Further, a cess would be levied on certain goods such as
luxury cars, aerated drinks, pan masala and tobacco
products, over and above the rate of 28% for payment of
compensation to the States.

However, which goods and services fall into which bracket
is still an enormous task to be completed by the GST
council.

Special Rates

e This is aside from the tax on gold that is kept at 3% and

rough precious and semi-precious stones that are placed
at a special rate of 0.25% under GST.

GST Rate Slab Exempted (0% Tax): This category
includes 7% of all goods and services.

Food Grains, Gur, milk, eggs, curd, Lassi, Unpacked
Paneer, Natural Honey, Fresh Vegetables, Atta, Besan,
Maida, Vegetable Oil, Common Salt, Contraceptives.
5% GST Rate Slab: This category includes 14% of all
goods and services.

Sugar, Tea, Coffee, Edible Oil, coal, Skimmed Milk, Milk
powder, Milk food for babies, Condensed Milk, Packed
Paneer, Newsprint, Umbrella, PDS Kerosene, LPG,
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Brooms

e 12% GST Slab Rate:
Butter, Ghee, Mobiles, Cashew, Alimonds, Sausages, Fruit
Juice, Packed coconut water, Agarbatti.

e 18% GST Slab Rate: This category includes 43% of all
goods and services.
Pasta, biscuits, cornflakes, pastries and cakes, preserved
vegetables, jams, soups, ice cream, mayonnaise, mixed
condiments and seasonings, mineral water, more than INR
500 footwear, camera, speakers, monitors, printers,

e 28% GST Rate Slab: This category includes 19% of all
goods and services.
The remaining edibles, such as chewing gum, bidi,
molasses, chocolate that does not contain cocoa, waffles
and wafers coated in chocolate, pan masala, aerated
water, personal care items such as deodorants.

e Alcohol for human consumption-Power to tax remains with
the State

e Five petroleum products-crude oil, diesel, petrol, natural
gas and ATF-GST Council to decide the date from which
GST will be applicable

e Tobacco-Part of GST but power to levy additional excise
duty with Central Government

e Entertainment tax levied by local bodies-Power to tax
remains with the State.

Main Features of GST

e Applicable On supply side:

e GST is applicable on ‘supply’ of goods or services

e Destination based Taxation:

e Increase tax Compliance: Improved environment for
compliance as all returns are to be filed online, input



{=3 ENTRI

credits to be verified online, encouraging more paper trail
of transactions at each level of supply chain.
Exemptions under GST
e Custom duty will still be collected along with the levy of
IGST on imported goods.
e Petroleum and tobacco products are currently
exempted.
e Excise duty on liquor, stamp duty and electricity taxes
are also exempted.
Public Revenue
e Revenue belongs to the receiver. It need not be repaid by
the receiver.
e Receipts include revenue apart from others. . It needs to
be repaid.
Revenue Receipts

e Revenue receipts are those receipts which need not to be
paid again to the payee by government and income from
government assets.

e These are necessarily one way transactions i.e. there is
no need to return the receipts and it is a one time
settlement.

Revenue receipts

e Tax Revenues.

e Non-tax Revenues.

e Other non-tax receipts.

Tax Revenues.

e They are revenue generated by levy and collection of
taxes by central government

e Eg : union excise duties , income tax , cooperative tax

Non Tax Revenues and Interest Receipts
e |t is the interest income from the loans given by the
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Central Government to State governments and other
government bodies.

e Dividends and Profits Dividends are income from the
shares held by governments in private enterprises and
semi- government enterprises.

e Profits are dividend income from the fully government
owned enterprises.

e Grants in Aid Contributions

Capital Receipts

e These receipts are essentially two way transactions.

e Once disbursed, the money will come in the form of
regular income or at the time of disposal if any asset was
created out of the disbursed money.

e Eg : Receipts due to disposal of permanent assets,
Recovery of loans given to others,Fresh loans raised by
the government.

Capital receipts can be classified into two categories:

e Debt capital receipts

e Non-debt capital receipts

Debt capital receipts

e Among the above listed capital receipts, fresh loans raised
(borrowings) by the government along with other liabilities
fall under this category.

Borrowings

e Borrowings or public debts are money raised on the
security of the Consolidated Fund of India and repayable
out of it.

e The borrowings are of two types as under:

Internal Borrowings

e Money borrowed within the country from various sources

and various instruments is called internal borrowing.
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Market Loans
Treasury Bills Issued to RBI and Banks

e Treasury bills are securities issued by the Government
treasury.

e They are non-interest bearing .

External Borrowings

e Money borrowed from outside the country from various
sources and instruments is called external borrowing.

e They are classified as multilateral and bilateral loans.

Other Liabilities .

e They are money deposited in the custody of the
government by the public. So the government is liable to
repay.

e This money is kept in the Public Accounts of India and
paid out of it whenever claimed.

e They are: — Small Saving Scheme — Provident Funds —
Other Accounts — Reserve Funds.

Non-debt capital receipts
e Amounts received by the government from disposal of its
assets and recovery of loans given to others are included
in this.
e They can be listed as:
(i) Recoveries of loans.
(ii) Disinvestment of government shares.
Public expenditure
The public expenditure can be classified as
a) Revenue Expenditure
b) Capital Expenditure
REVENUE EXPENDITURE
e Expenditures incurred to meet day to day and regular
needs of government
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e |tis a one way payment.

e (i) Interest Payments
Interest paid on borrowing and other liabilities and
discounts on treasury bills

e (ii) Defence, Police
Expenditure towards law and order comes under this
category.

e (iii) Subsidies
Subsidies on public distribution, fertilisers, etc,

e (iv) Grants to States & Union Territories
Grants given by Centre to states and union territories
come under this head.

e (v) Pensions and Salaries
Pensions and salaries of central government departments
and those paid out of consolidated fund as charged
expenditure come under this category.

e (vi) Economic Services
Non-Capital Expenditure towards Agriculture, Industry,
Power, Transport, Communication etc are included under
this category

e (vii)Other General Services
Non-Capital Expenditure towards Organs of States, tax
collection, external affairs, etc, are included in this
category.

e (viii) Social Services

e Non-Capital Expenditure towards Education, Health,
Broadcasting, etc, is included in this category.

CAPITAL EXPENDITURE

e Expenditures that create permanent assets and yield
periodical income and loans given to State governments
and local bodies are called capital expenditure.



e |tis a two way payment.
GOVERNMENT BUDGET

e Constitutional OF requirement in India (Article 112) to
present before the Parliament a statement of estimated
receipts and expenditures of the government in respect of
every financial year which runs from 1 April to 31 March.

e This ‘Annual Financial Statement’ constitutes the main
budget document of the government.

. |
Revenue Capital
Budget Budget
|
| | |
Revenue Revenue Capital Capital
Receipts Expenditure Receipts Expenditure
| | |
| | |

Plan Capital
Expenditure

Non-plan Capital
Expenditure

Tax Non-tax | |Plan Revenue||Non-plan Revenue
Revenue| |Revenue| | Expenditure Expenditure

BALANCED, SURPLUS AND DEFICIT BUDGET
e The government may spend an amount equal to the
revenue it collects. This is known as a balanced budget.
e \When revenue exceeds the required expenditure, the
budget is said to be budget surplus.
e When expenditure exceeds revenue, the budget is said to
be a budget deficit.
DEFICIT
e The gap between the receipts and expenditure is called
deficit.
Budget Deficit
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e |t is the difference between Total Expenditure and Total
Receipts.

e Budget deficit is always zero.

e It doesn’t have any meaning in the Central Government
budget.

e Budget Deficit = Total Expenditure — Total Receipts =
(Capital expenditure + Revenue expenditure) - (Capital
Receipts + Revenue Receipts)

Revenue Deficit

e Revenue deficit is the difference between revenue
expenditure and revenue receipts.

e Revenue Deficit = (Revenue Expenditure — Revenue
Receipts)

Fiscal Deficit

e Fiscal Deficit is the difference between Total Expenditure
and Total Receipts except Borrowing and Other liabilities.

e Fiscal Deficit = Budget Deficit + [Borrowing from RBI +
Public borrowing and other liabilities]

e To be precise about fiscal deficit, it is the amount of
Borrowing and other Liabilities.

Primary Deficit

e Primary Deficit is measured by subtracting the interest
payments from fiscal deficit.

e Itis a measure of current year’s fiscal operation after
excluding the liability of interest payment created due to
borrowings of the past.

e Primary Deficit = Fiscal Deficit-Interest Payment

Monetised Deficit

e Monetised deficit goes beyond the Government budgetary

operations.



e This represents the increase in the net RBI credit to the

Union Government which is the sum of increases in the
RBI’'s holding of Government debt and any draw down by
the Government of its cash balance with RBI.

e Monetised Deficit = Borrowing from RBI + Draw down

balance of government from RBI

Debt

e Governments have mostly relied on borrowing, giving rise
to what is called government debit.

e Deficits can be thought of as a flow which add to the stock
of debit.

e |f the government continues to borrow year after year, it
leads to the accumulation of debt and the government has
to pay more and more by way of interest.

Public debt

e Public debts are loans taken by the government.Two types
internal debt and external debt respectively.

e Internal debt are the loans availed by the government from
individuals and institutions within the country.

e External debt are the loans availed from foreign

governments and international institutions.

Budget 2023-2024

RUPEE CYCLE
CUSTOMS ~ UNION EXCISE  INCOME TAX OTHER EXPENDITURE ~ PENSIONS  INTERESI PAYMENIS
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Fiscal policy

e Government's policy regarding public revenue, public
expenditure and public debt is called fiscal policy.

e These policies are implemented through the budget.

Fiscal Consolidation

e The process of fiscal consolidation entails those measures
adopted to reduce the fiscal deficit.

Following are some of the ways through which the
government plans to achieve fiscal consolidation:

e Better targeting of government subsidies and extending
Direct Benefit Transfer schemes.

e Improving the efficiency of tax administration.

e Enhancing tax GDP ratio by widening the tax base and
minimising tax concessions and exemptions.

FRBM ACT 2003 [Fiscal Responsibility and Budget
Management Act]

e FRBM Act effective from July 2004 with the purpose of
correcting the fiscal imbalances like high revenue and
fiscal deficit.

e FRBM rules were also framed to fix targets of deficits
among other things.

e |t has made the government binding through an
institutional framework to pursue a prudent fiscal policy.

e The central government must ensure intergenerational
equity and long-term macro-economic stability by
achieving sufficient revenue surplus, removing fiscal
obstacles to monetary policy and effective debt
management by limiting deficits and borrowing.

e The rules under the Act were notified with effect from July,
2004.
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Main Features

1

. The Act mandates the central government to reduce fiscal

deficit to not more than 3 percent of GDP and to eliminate
the revenue deficit by March 31, 20009.

. Reduction in fiscal deficit by 0.3 percent of GDP each year

and the revenue deficit by 0.5 per cent.

. The actual deficits may exceed the targets specified only

on grounds of national security or natural calamity or such
other exceptional grounds as the central government may
specify.

. The central government shall not borrow from the Reserve

Bank of India except by way of advances to meet
temporary excess of cash disbursements over cash
receipts.

. The Reserve Bank of India must not subscribe to the

primary issues of central government securities from the
year 2006-07.

. The central government to lay before both Houses of

Parliament three statements —
e Medium-term Fiscal Policy Statement,
e The Fiscal Policy Strategy Statement, T
e The Macroeconomic Framework Statement along
with the Annual Financial Statement.

. Quarterly review of the trends in receipts and expenditure

in relation to the budget be placed before both Houses of
Parliament.

FRBM COMMITTEE - 2017

The committee has settled at a 60% debt-to-GDP ratio as
the anchor, to be achieved by 2022-23.

It has recommended a debt-to-GDP ratio of 38.7% for the
central Government, 20% for the state government
together and a fiscal deficit of 2.5% of GDP, both by
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financial year 2022-2023.
Consumer Protection & Rights
Consumer Protection Act, 2019
e Consumer Protection Act 2019 replaced decades old
Consumer Protection Act, 1986.
e The new Consumer Protection Act, 2019 came into force
on 20th July 2020.
Definition of a Customer
e A consumer is defined as a person who buys any good or
avails a service for a consideration.
e It does not include a person who obtains a good for resale
or a good or service for commercial purpose.
e It covers transactions through all modes including:
m Offline
m Online through electronic means
m Teleshopping
m Multi-level marketing
m Direct selling.
e Six consumer rights have been defined in the act,
including the right to:
m Right to Safety.
Right to be Informed.
Right to Choose.
Right to be heard.
Right to seek Redressal.
Right to Consumer Education.
Central Consumer Protection Authority (CCPA)

e The Central Government will set up a Central Consumer
Protection Authority (CCPA).
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e It will regulate matters related to violation of consumer
rights, unfair trade practices, and misleading
advertisements.

e |t will have an investigation wing, headed by a Director
General, which may conduct inquiry or investigation into
such violations.

e The CCPA will have the right to take suo-moto actions,
recall products, order reimbursement of the price of
goods/services, cancel licenses, impose penalties and file
class-action suits.

e CCPA will have an investigation wing to conduct
independent inquiry or investigation into consumer law
violations.

Penalties for Misleading Advertisements

e The provisions penalties for Manufacturers, Endorser and
Publisher/Advertiser have been revised and made more
stringent.

Punishment for Manufacture or Sale of
Adulterated/Spurious Goods:

e |n case of the first conviction, a competent court may
suspend any licence issued to the person for a period of
up to two years and in case of second or subsequent
conviction, may cancel the licence permanently.

Consumer Dispute Redressal Commissions

e Consumer Disputes Redressal Commissions (CDRCs) will
be set up at the district, state, and national levels.

A consumer can file a complaint with CDRCs in relation to:

e Unfair or restrictive trade practices;

e Defective goods or services;

e Overcharging or deceptive charging;

e The charging of goods or services for sale, which may be
hazardous to life and safety.
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Appeals

Complaints against an unfair contract can be filed with
only the State and National levels

Appeals from a District CDRC will be heard by the State
CDRC.

Appeals from the State Consumer Disputes Redressal
Commissions will be heard by the National CDRC.

Final appeal will lie before the Supreme Court.

Pecuniary Jurisdiction:

50 lakh (earlier less than 1 crore) for District Commissions,
More than Rs. 50 lakh to Rs. 2 Crore (earlier 1 crore to 10
crore) for State Commissions,

More than Rs. 2 Crore (earlier more than 10 crore) for the
National Commission.

Alternate Dispute Resolution Mechanism of Mediation:
A complaint will be referred by a Consumer Commission
for mediation, wherever scope for early settlement exists
and parties agree for it.

The mediation will be held in the Mediation Cells which will
be established under the aegis of the Consumer
Commissions.

There will be no appeal against settlement through
mediation.

Product Liability

Product liability means the liability of a product
manufacturer, service provider or seller to compensate a
consumer for any harm or injury caused by a defective
good or deficient service.

To claim compensation, consumer has to prove that any of
the conditions for defect or deficiency, as given in the Act.
Five New Rights as a Customer
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Right to file complaint anywhere.

Right to seek compensation under product liability.

Right to protect consumer as a class.

Right to seek a hearing through video conferencing.

Right to know why a complaint was rejected.

Other Rules and Regulations

As per the Consumer Disputes Redressal Commission

Rules, there will be no fee for filing cases up to Rs. 5 lakh.

e The credit of the amount due to unidentifiable consumers
will go to the Consumer Welfare Fund (CWF).

e State Commissions will furnish information to the Central

Government on a quarterly basis on vacancies, disposal,

the pendency of cases and other matters.

CONSUMER PROTECTION CONSUMER PROTECTION
ACT 1986 PROVISIONS ACT 2019

Central Consumer
No separate regulator Regulator Protection Authority
(CCPA) to be formed

Complaint could be filed Complaint can be filed

in a consumer court in a consumer court
where the seller’s where the complainant
(defendant) office is located resides or works
No provision. Consumer consumer can seek com-

could approach a civil court IF:;?:?II::;
but not consumer court

pensation for harm caused
by a product or service

District: up to #20 lakh
State: #20 lakh to 21 cr
National: above 1 cr

District: up to z1 cr
State: zl crtoziocr
National: Above 210 cr

Pecuniary

jurisdiction

iei All rules of direct selling
N F AUESIH] <m> extended to e-commerce

= Mediation Court can refer settlement
No legal provision <> through mediation
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Objectives of #NITlaayog

fostering COOPERATIVE FEDERALISM,
active involvement of states

formulation of plans at VILLAGE-level,
aggregation at higher levels

SPECIAL ATTENTION to sections at risk of not
benefitting adequately from economic progress

economic policy that incorporates
NATIONAL SECURITY INTERESTS

feedback for constant
INNOVATIVE IMPROVEMENTS

partnerships with national and
international THINK TANKS

creating a KNOWLEDGE, INNOVATION
& ENTREPRENEURIAL support system

platform for RESOLUTION of inter-sectoral
& inter-departmental issues

state-of-the-art resource center for

RESEARCH on good governance

focus on TECHNOLOGY upgradation
and CAPACITY BUILDING
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Area of
differentiation

Power capacity

MMembers

Appointed by

Finance

Relation with
States

NITI Aayog

MITI Aayog has no such power to
impose policies on States, MITI
Aayog is an adwisory body.

Full-time members could be fewer
than the Flanning Commission.

The Prime Minister appoints the
CEO of MITI Aayog. Secretaries are
called CEOs here.

Mo power to allocate funds

MITI Aayoga invelves a partnership
with state governments to maintain
co-operative federalism. It forms a
platform for structured and
constant interaction with states.
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Planning Commission

The Planning Commission previously
had the power to impose States’
policies and the projects approved by
the Planning Commission.

The last Commission had eight full-
time members.

Planning Commission secretaries were
appointed through the usual process.

Had the power to decide the
allocation of government funds for
warious programmes at national and
state levels.

Planning Commission was previously a
federal government institution with no
representation of state government.
Therefore there was no structural way
for interaction with states.
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Financial
institutions

Banks Non banking financial
institutions
I
Commerc | Cooperati | Developm Specialis
ial banks ve banks ent banks ed banks
Mutual fund Insurance hlnrn ban_km
. cr ax . financial
institutions companies .
companies
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Commercial banks

Public Sector
Banks
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Private Sector
Banks

Private Indian
Banks

Private Foreign
Banks
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Recurring Deposit

Current Deposit

Fixed Deposit
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CONSUMER PROTECTION CONSUMER PROTECTION
ACT 1986 PROVISIONS ACT 2019

Central Consumer
No separate regulator Regulator Protection Authority
(CCPA) to be formed

Complaint could be filed Complaint can be filed

in a consumer court in a consumer court
where the seller’s where the complainant
(defendant) office is located resides or works
No provision. Consumer Product Consumer can seek com-
could approach a civil court pensation for harm caused

but not consumer court liability

by a product or service

District: up to 220 lakh
State: #20 lakh to 21 cr
National: above 21 cr

Distric: upto z1 cr
Stateez1crtoz10cr
National: Above 10 cr

Pecuniary

jurisdiction

All rules of direct selling
R praisson <m> extended to e-commerce

- Mediation Court can refer settlement
No legal provision <> through mediation
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