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Syllabus 

MCM-102: BUSINESS ENVIRONMENT 

 

Objective: The course is designed to make students understand the various components 

of environment and their interdependence. They will be able to assess the likely impact 

of environmental changes on business processes. 

 

Learning Outcomes: After completion of the course, learners will be able to:  

1. Identify the various components of environment and their interdependence. 

2. Assess the likely impact of environmental changes on business processes, and apply 

the methods and techniques of environmental scanning and monitoring. 

3. Assess economic environment influencing business. 

4. Analyze the different factors influencing political, legal, social, and cultural 

environment upon businesses 

5. Examine the influence of Technological and Global factors on business decision 

making. Students will also learn about the emerging trends and contemporary issues in 

Business. 

 

Credit: 3                Full Marks: 100 

Unit-I: Introduction to Business Environment    

Business Environment- Concept, significance, nature; Elements of Business 

Environment: Micro and Macro elements; Environmental scanning & monitoring, and 

Techniques 

 

Unit-II: Economic Environment of Business     

Elements of economic environment, national income, computation of GDP, GNI; 

Monetary policy, fiscal policy, Union budget, union finance bill, Financial Inclusion for 

inclusive growth; Planning in India- 12th Plan to NITI Ayog;Human development and 

happiness Index- Skill development, HDI and quality of life indices, Concept of 

Universal Basic Income (UBI); Industrialisation and economic development- Industrial 

policy 1948 to 1991, Liberalisation in the shape of industrial de-licensing, Industrial 



policy- MSME Development Act 2006, Make in India; Ease of doing business, Special 

Economic Zones (SEZs) in India  

 

Unit-III: Political, Legal and Socio-Cultural Environment   

Government and business- role of Government in business; PSUs in India- 

Disinvestment of PSUs, Role of PSUs in economic development;  Foreign Trade 

Policy- EXIM policy, FEMA 1999, BOP, Balance of trade; Regulatory bodies- RBI, 

SEBI and their roles, Consumer Protection Act 1986, IRDA, Competition Act 2002; 

Socio-cultural environment- elements, society and business, social audit, CSR, business 

ethics and corporate governance, climate change and business  

 

Unit-IV: Technological and International Business Environment   

Technological environment in India- Technology transfer, policy of R&D, indicators of 

technological progress; Globalisation of Indian business with international business: 

MNCs- Role of MNCs in India, regulation of MNCs, foreign collaboration; Global 

Business Strategy- M&A, transfer pricing, Base Erosion and Profit Sharing (BEPS); 

International economic institutions- WTO, World Bank, IMF and their role specifically 

in India;  Exchange rate- meaning, factors influencing exchange rate, determination of 

exchange rate; 

Intellectual Property Rights- different property rights, law relating to trade marks, 

patents, copyrights, procedure for registration of patents and trade marks. 

 

Unit-V: Emerging Trends and Contemporary Issues in Business   

Emerging trends in Indian business environment, Impact of Covid-19 on Indian 

Economy, Creativity and innovation in entrepreneurship, sustainable development, 

contemporary challenges in Indian business environment; Demonetisation and digital 

India,  Digital payment system- NEFT, RTGS, Payment Apps;  Potential Industries in 

North East India, SEZs in North East; Role of Govt in environment protection;  Role of 

NEC, DoNER, &NEDFi 
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Unit-I: Introduction to Business Environment 

Business Environment- Concept, significance, nature; Elements of Business 

Environment: Micro and Macro elements; Environmental scanning & monitoring, and 

Techniques 

1.1 Introduction:  

Every business entity operates within a broader context known as the business 

environment, a dynamic ecosystem that shapes and influences the enterprise. The 

business environment encompasses various elements such as nature, location, 

products/services, size, volume, price, policies, and decisions, all of which impact the 

functioning of the business. It is a combination of external forces collectively referred 

to as the Business Environment, exerting influence on the decisions and performance of 

a business unit. Essentially, Business Environment signifies the totality of external 

factors that affect a business, including the surroundings, external influences, and other 

relevant conditions. While it presents threats to a business, it also offers abundant 

opportunities for market exploration. 

Definition: As per William F. Glucck and Lawrance R. Jauch, the Business 

Environment comprises factors external to the firm that can either present opportunities 

or pose threats to the business. Among these factors, socio-economic, technological, 

suppliers, competitors, and government influences are deemed the most significant. In 

the words of Barry M. Richman and Melvyn Copen, environmental factors are 

predominantly external and lie beyond the control of individual industrial enterprises 

and their managements. These factors serve as the given conditions within which firms 

and their managements operate, varying considerably from one country to another. 

Broad Sense of B.E.: Some experts adopt a broad perspective of Business Environment, 

categorizing it into internal and external environments, further subdivided into micro 

and macro environments. Internal factors pertain to the organization's immediate 

surroundings, while external factors extend to the larger economic, social, and political 

contexts within which the business operates. The following Fig.-1.1 explains the 

various environments to business environment. 
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Fig.-1.1: Business Environment 

 

 

Internal environment     External environment 

1.2 Nature and Characteristics of the Business Environment: 

1. Interplay of B.E. Factors and Business Decisions: Business decisions and 

performance are intricately shaped by various Business Environment (B.E.) factors. 

For instance, decisions regarding the choice of business, target customer segments, 

strategic approaches, operational logistics, expansion plans, and more are all 

influenced by a myriad of B.E. elements. 

2. Dynamic Nature of B.E. Factors: The internal, micro, and macro environmental 

factors are in a constant state of flux. Over the years, these factors undergo 

significant transformations, necessitating adaptability from businesses to thrive in 

the dynamic landscape. 

3. Limited Impact of a Single Firm on B.E.: A singular business entity lacks the 

capacity to alter the entire business environment; it must navigate and operate 

within the existing B.E. framework. However, collective efforts among multiple 
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firms may have the potential to influence and shape the environment to their 

advantage. 

4. Comprehensive Composition of B.E.: B.E. encompasses both internal and external 

factors. Internally, it includes controllable elements such as the value system, 

vision, mission, objectives, management structure, power dynamics, human 

resources, company image, physical assets, research and development, marketing 

resources, and financial factors. Externally, the uncontrollable factors consist of 

micro elements like suppliers, customers, competitors, marketing intermediaries, 

financiers, and publics, as well as macro factors known as STEPIN - socio-cultural, 

technological, economic, political, international/global, and natural environment. 

5. Firm-Environment Symbiosis: The formulation of a business strategy involves 

achieving harmony between the firm and its environment. Mission, objectives, and 

goals should align with a thorough assessment of both external and internal 

environments, as reflected in a SWOT analysis. The external environment 

introduces business opportunities and threats, while the internal environment 

consists of the organization's strengths and weaknesses. 

6. Geographic Variation of B.E.: Business Environment varies from country to country 

due to differences in economic, social, and political factors. 

7. Diverse Influences of B.E. Factors: Various factors within the business environment 

exert different levels of influence on business operations. 

8. Regional Disparities within a Country: Different regions within the same country 

may exhibit variations in demographics, culture, local politics, law and order, 

resulting in differing B.E. conditions. 

9. Evolution with Economic Advancements: Economic progress brings about shifts in 

social values, political ideologies, and, consequently, changes in the business 

environment. 

10. Dual Role of B.E.: Business Environment presents both opportunities and 

challenges, acts as an accelerator and brake, and serves as leverage and limitation. 

11. Supportive and Restrictive Aspects of B.E.: B.E. can be supportive for some 

business units while restrictive for others. 

12. Dynamic Complexity on National Levels: B.E. exhibits dynamism and complexity, 

especially on a national scale. 



4 
 

13. Global Influences on B.E.: Transnational factors, including international 

investment, institutions like the World Bank and IMF, WTO, and trading blocs, 

influence the overall business environment. 

14. Conflicting Forces within B.E.: B.E. factors often pull in different directions, 

leading to conflicts between government factors and market forces, economic 

factors and social factors, and more. 

15. Dominance of Politico-Governmental Factors: Political ideology and stability play a 

pivotal role in setting the tone and backdrop for business, with politico-

governmental factors exerting significant dominance in the business environment. 

1.3 Scope of Business Environment: 

The scope of the Business Environment extends beyond the confines of individual 

organizations. In this context, the Business Environment encompasses all external 

factors directly or indirectly influencing business decisions and activities, elucidated by 

the acronym DSTEPIN to define its scope. 

a) The external environment consists of various components, including the social, 

technological, economic, political, international/global, and natural and demographic 

environments. 

b) The broader perspective of the Business Environment considers both internal and 

external facets. 

c) Understanding the environment is a pivotal endeavor. To comprehend the Business 

Environment, a company must delve into the enacted environment through proactive 

scoping, narrowing, and scanning of external elements. The firm establishes domain 

and achieves domain consensus, wherein domain pertains to the range of products and 

services offered, markets served, and services rendered. Attention is focused on these 

areas, and when all stakeholders align on these three aspects, domain consensus is 

achieved. Task environment delineates the range of products, technology utilization, 

and strategic approaches to counter global competition. 

d) Environmental analysis constitutes a crucial aspect within the Business Environment 

scope. This analysis aims to attain a Firm-Environment Fit, providing insights into 
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existing and potential changes in the task environment, microenvironment, and 

operational environment. Environmental analysis serves as a valuable input for strategic 

decision-making, fostering quicker strategic thinking within organizations. 

e) Competitor analysis is seamlessly integrated into the purview of Business 

Environment. The framework of competitor analysis encompasses four pivotal 

components: future goals, current strategy, assumptions, and capabilities. 

1.4 Importance of Comprehending and Analyzing the Business Environment: 

1. Abundance of Potential within B.E.: The Business Environment not only 

presents threats to a firm but also unfolds vast opportunities for strategic market 

exploration. By scrutinizing the B.E., a firm gains the ability to identify new 

markets, tap into untapped customer segments, and gain a deeper understanding 

of competitors. 

2. Enhancement of Decision-Making and Strategies: B.E. factors wield 

considerable influence over business decisions and strategic initiatives. 

Thorough environmental analysis enhances the effectiveness of business 

decisions, ensuring a more informed and strategic approach. 

3. Dynamic B.E. Fosters Enhanced Capabilities: The ever-changing and 

dynamic nature of the Business Environment, with its volatile factors 

encapsulated in STEPIN, necessitates adaptability from business units. 

Engaging in environmental analysis equips a business unit with increased 

capabilities, competency, and strength, enabling it to navigate and overcome 

challenges posed by B.E. factors. 

4. Insightful Environmental Analysis: Conducting environmental analysis 

empowers a business unit to discern its strengths and weaknesses. External 

environmental factors not only unveil abundant opportunities for market 

exploitation but also serve as cautionary signals about potential threats from 

competitors, government policies, and more. 

5. Business as the Product of its Environment: A business is intricately 

interwoven with the technological, political, legal, economic, social, cultural, 
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global, and natural factors within which it operates. It is, in essence, a product of 

its surrounding environment. 

6. Survival and Success Hinged on Adaptability: The survival and success of a 

business firm hinge on its ability to leverage resources and adapt to the dynamic 

environmental conditions. In a world shaped by these factors, a business's 

resilience and adaptability determine its fate. 

1.5 Elements of the Internal Environment: 

1. Value System: The values upheld by founders and top-tier executives 

significantly shape organizational policies, practices, business choices, and the 

overall vision-mission and objectives of the organization. For example, TISCO, 

under the influence of JRD Tata's value system, incorporated social 

responsibility in its articles of association, reflecting a commitment to 

consumers, employees, shareholders, society, and the community. 

2. Vision-Mission-Objectives: The company's vision, mission, and objectives are 

pivotal in determining the business domain, priorities, developmental direction, 

business philosophy, and policies. Ranbaxy's global expansion and 

development, for instance, were propelled by its mission to become a research-

based international pharmaceutical company. 

3. Management Structure and Nature: The complexity and nature of 

management structures can impact decision-making timelines. The quality of the 

board of directors holds utmost importance, distinguishing companies with 

highly qualified and responsible boards from those with less scrupulous ones. 

For instance, WIPRO, where a majority of shares are held by promoters, 

contrasts with the TATA group, where promoter shareholding is more 

vulnerable. 

4. Internal Power Relationships: The dynamics between board members and the 

CEO are critical, with the cordiality between them playing a pivotal role. The 

support that top management garners from employees at various levels, 

shareholders, and the board of directors influences decision-making and 

implementation. 
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5. Human Resources: The skills, quality, morale, commitment, and attitudes of 

individuals contribute significantly to the enterprise's strength. Employee 

resistance to change can act as a barrier to organizational growth, and the level 

of involvement and initiative can vary from one organization to another. For 

example, John Towers, M.D. of Rover Group, notes that a Japanese company of 

30,000 employees is akin to having 30,000 process improvers, a situation less 

commonly found in Indian companies. 

6. Company Image and Brand Equity: The company's image plays a crucial role 

in activities such as fundraising, forming joint ventures, engaging marketing 

intermediaries, entering contracts for sale or purchase, and launching new 

products. Brand equity, too, holds relevance in these aspects. 

7. Physical Assets and Facilities: The production capacity, technology, and 

efficiency of productive equipment, along with distribution logistics, 

significantly influence the competitiveness of the enterprise. 

8. Research and Development: The prowess in research and development, as 

well as technological capabilities, determines a company’s ability to innovate 

and compete in the market. 

9. Marketing Resources: The efficiency of the business unit's marketing is 

contingent upon the marketing organization, the quality of marketing personnel, 

brand equity, and the effectiveness of the distribution network. 

10. Financial Factors: Financial policies, the financial position, and the capital 

structure of the organization wield influence over business performance. 

1.6 Micro Environment: 

"The micro environment encompasses the entities within the immediate sphere of a 

company, influencing its performance. These entities include suppliers, marketing 

intermediaries, competitors, consumers, and the public. Also known as the Task or 

Operating environment, micro environment factors are intricately connected with the 

company." 

Philip Kotler defines the micro environment as the actors within a company's immediate 

surroundings that impact its performance. This environment is also referred to as the 

Task or Operating environment, and its factors are closely intertwined with the 

company. 
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The following factors constitute the micro environment: 

1. Suppliers: These are sources providing raw materials, inputs, and components 

to the company. The company always values reliable supply sources, and in an 

unstable operating environment, maintaining a high inventory becomes 

necessary, resulting in increased costs. Efficient supply chain management is 

essential for a company's overall efficiency. 

2. Customers: Monitoring customer dynamics is crucial, especially as the 

customer environment becomes increasingly global. Relying on a single 

customer is deemed too risky. When selecting customer segments, companies 

should consider factors such as relative profitability, dependability, demand 

stability, growth prospects, and the level of competition. 

3. Competitors: Competitors are other firms vying for the discretionary income of 

consumers. For instance, a company producing TVs may face competition not 

only from other TV manufacturers but also from competitors in the two-

wheeler, refrigerator, cooking range, and stereo set industries. Following 

liberalization, the competitive landscape in India experienced a significant 

transformation, prompting many companies to restructure their strategies. 

4. Marketing Intermediaries: These firms play a crucial role in promoting, 

selling, and distributing goods to final consumers, acting as vital links between 

the company and its customers. Disruptions in this link can have substantial 

consequences for the company. An example is Hindustan Unilever facing a 

significant challenge during a collective boycott in Kerala related to trade 

margin issues. 

5. Financiers: This includes individual and institutional lenders. Their financing 

capabilities, policies, strategies, attitudes, and their provision of non-financial 

assistance are all critical considerations. 

6. Publics: Publics are groups with a genuine interest in an organization's ability to 

achieve its targets. Examples include media publics, citizen action publics, and 

local publics. The growth of consumer publics, such as NGOs, is a significant 

development impacting businesses. Cooperation between companies and publics 

is established for the mutual benefit of the company and the local community. 
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Fig. 1.2 Micro Environment  

 

1.7 Macro Environment: 

The business environment encompasses all external forces that impact the functioning 

of a business. Literally, the term "environment" refers to surroundings, external objects, 

and influences, leading to the assertion that "a business is a product of its environment." 

It encapsulates the totality of conditions, events, and influences surrounding and 

affecting a specific entity. The business environment presents both threats and 

substantial opportunities for market exploitation, operating at a macro level beyond the 

control of a single unit. 

Factors: 

1. Sociological and Cultural: This aspect involves the influences beyond the 

company's gate, encompassing people's attitudes toward family roles, marriage, 

the role of women in society, cultural aspects, education levels, ethical 

considerations, and social responsiveness. The socio-cultural environment 

significantly influences a business unit due to the variety of goods produced, the 

type of people it attracts, and its social obligations, all contingent upon the 

cultural milieu. 

2. Technological: Technology, as the practical application of scientific 

knowledge, reaches people through business. Given its rapid evolution, 

businesses must stay vigilant and adopt updated technology to succeed. 

Technological factors wield considerable influence on business operations. 
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3. Economic: Economic factors include industrial production, agriculture, 

economic planning, basic economic philosophy, national income, per capita 

income, money supply, price levels, population, savings, and stages in economic 

development. These factors have a substantial impact on business, as businesses 

obtain necessary inputs from the economic environment, and the economy 

absorbs the output of business units. 

4. Political: The political environment is influenced by the legislature, executive, 

and judiciary. These political institutions shape, direct, and control business 

activities. The legislature decides courses of action, the executive implements 

decisions, and the judiciary acts as a watchdog to ensure alignment with public 

interest within constitutional boundaries. 

5. International: The global environment has become a significant force, 

particularly with the liberalization of markets. Indian companies now consider 

global perspectives in addressing business issues, requiring fine-tuned business 

responses and managerial practices for survival in the global environment. 

6. Natural: Business activity is dependent on nature, yet historically, business 

units overlooked ecological effects, causing environmental damage. Industries, 

in particular, contributed to water and air pollution, leading to ecological 

imbalance. Natural calamities such as floods, cyclones, and earthquakes pose 

risks to business units, which, unfortunately, remain at the mercy of nature. 

7. Demographic: Demographic factors include population size and growth rate, 

life expectancy, age and sex composition, work participation rate, distribution, 

employment status, rural-urban distribution, education levels, religion, caste, 

ethnicity, and language. These factors collectively constitute the demographic 

environment, influencing business decisions. 
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Fig. 1.2 Macro Environment 

 

1.8 Nexus between Business and Environment: 

1. The interrelation between enterprises and the business environment involves 

both threats and opportunities for market exploitation. Effective strategies are 

formulated to combat external threats. 

2. Business decisions are intricately linked to external influences. 

3. The socio-cultural environment significantly impacts business activities, 

influencing the variety of goods purchased, the type of customers attracted, and 

the social obligations of the firm. 

4. Technological factors play a crucial role, with businesses staying alert to 

changes in technology that reach people through their operations. 

5. Economic factors are vital, as businesses obtain inputs from the economic 

environment, and the economy absorbs their output. 

6. The political institutions of legislature, executive, and judiciary shape and 

control business activities. 

7. The global environment has become a force, necessitating business responses 

and managerial practices aligned with survival in a global context. 

1.9 Techniques for Environmental Scanning & Monitoring: 

Several techniques are employed for effective environmental scanning and monitoring, 

each providing valuable insights into different aspects of the business environment. 

Here are some prominent techniques: 

1. SWOT Analysis: SWOT analysis, which stands for strengths, weaknesses, 

opportunities, and threats, is a comprehensive examination of both internal and 
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external factors influencing a business. Strengths and weaknesses pertain to 

internal aspects, while opportunities and threats are external. This systematic 

analysis aids in the development of an effective marketing strategy and serves as 

a tool for organizations to audit and identify key problems and issues. 

2. PEST Analysis: The PEST technique is instrumental in environmental 

scanning, encompassing the analysis of political, economic, social, and 

technological factors in the business environment. 

 Political/Legal Factors: Changes in tax policies, raw material 

availability, and other legal considerations directly impact businesses. 

Organizations need to continually monitor tax-related policy changes to 

manage potential financial burdens and adhere to laws like the Consumer 

Protection Act. 

 Economic Factors: Variables such as the unemployment rate, inflation, 

labor costs, economic trends, and disposable income influence the 

business environment. For instance, high unemployment may prompt 

price reductions to attract customers, while low unemployment could 

support higher prices. 

 Social/Cultural Factors: The attitudes, trends, and behaviors of society 

impact organizational functioning. Understanding consumer lifestyles is 

crucial for targeting the right audience and offering products or services 

aligned with their preferences. Environmental concerns, like pollution 

control, are also considered, and cultural aspects are factored in for 

international business operations. 

 Technological Factors: Technology profoundly influences how firms 

produce and market products and services. Advancements in automation, 

machinery, and computer-based technologies have enhanced efficiency, 

reduced costs, and facilitated better long-term investments for 

organizations. 

3. ETOP (Environmental Threats and Opportunities Profile): ETOP serves as 

a valuable tool for assessing environmental information and determining the 

relative significance of external threats and opportunities. By dividing the 

environment into distinct sections, ETOP analysis aids in understanding its 
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impact on the organization. This analysis is centered on identifying threats and 

opportunities in the external environment. 

4. QUEST (Quantified Environmental Scanning Technique): QUEST is a 

strategic environmental scanning technique designed to help organizations 

navigate change and its implications. The process involves: 

 Observation: Strategists observe organizational events and trends. 

 Environment Appraisal: Important issues impacting the organization are 

considered based on the observations. 

 Report Creation: A summary report is generated, outlining these issues 

and their potential impact. 

 Review: Planners responsible for determining the feasibility of proposed 

strategies review the reports, informing decision-making. 

These techniques collectively empower organizations to navigate and respond 

effectively to the dynamic business environment. 

Summary: 

In the intricate world of business, every entity operates within the expansive framework 

known as the business environment, a dynamic ecosystem that profoundly influences its 

decisions and performance. The business environment comprises various external 

factors, including socio-economic, technological, suppliers, competitors, and 

governmental influences. Scholars like William F. Glucck and Lawrance R. Jauch 

emphasize that these factors can present opportunities or pose threats to a business. The 

environment, divided into internal and external realms, plays a pivotal role in shaping 

business strategies, operations, and decision-making. 

The nature and characteristics of the business environment are multifaceted. Business 

decisions and performance are intricately intertwined with environmental factors, 

ranging from internal elements to the dynamic micro and macro environments. The 

comprehensive composition of the business environment includes both controllable 

internal factors and uncontrollable external factors, necessitating a delicate balance for a 

firm-environment symbiosis. 

The scope of the business environment is extensive, encompassing internal and external 

facets, with a critical focus on environmental analysis and competitor assessment. The 

macro environment, consisting of socio-cultural, technological, economic, political, 
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international/global, and natural factors, exerts substantial influence on business 

operations, requiring adaptability and strategic responses. 

Understanding and analyzing the business environment are imperative for businesses to 

thrive. The internal environment, characterized by elements like the value system, 

vision-mission-objectives, and management structure, significantly influences a 

company's strength and capabilities. The micro environment, involving suppliers, 

customers, competitors, marketing intermediaries, financiers, and publics, requires 

careful navigation for sustained success. 

In contrast, the macro environment encompasses broader societal, economic, and 

political contexts that shape the business landscape. The nexus between business and 

the environment highlights the interplay of threats and opportunities, emphasizing the 

need for effective strategies and an alignment of business decisions with external 

influences. 

Techniques such as SWOT analysis, PEST analysis, ETOP, and QUEST serve as 

valuable tools for environmental scanning and monitoring. These techniques enable 

organizations to gain insights into different facets of the business environment, 

empowering them to navigate challenges, exploit opportunities, and make informed 

decisions. 

The business environment, dynamic and ever-evolving, demands adaptability, strategic 

foresight, and a keen understanding of internal and external influences for businesses to 

not only survive but thrive in a competitive landscape. 

Check Your Progress: 

Multiple-Choice Questions (MCQs): 

1. What is the business environment? 

 a) Only internal factors affecting a business b) Dynamic ecosystem shaping and 

influencing a business c) Solely the external uncontrollable factors d) A fixed 

set of conditions surrounding a business 

Key: b) Dynamic ecosystem shaping and influencing a business 

2. According to William F. Glucck and Lawrance R. Jauch, what does the 

Business Environment comprise?  
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a) Only internal factors b) Only external uncontrollable factors c) Factors 

affecting the immediate surroundings d) Factors external to the firm presenting 

opportunities or threats 

Key: d) Factors external to the firm presenting opportunities or threats 

3. What is the broad perspective of the Business Environment?  

a) Exclusively internal elements b) Solely external elements c) Both internal and 

external environments d) None of the above 

Key: c) Both internal and external environments 

4. What are the elements of the internal environment?  

a) Only controllable internal factors b) Only external uncontrollable factors c) 

Both internal and external factors d) Only financial factors 

Key: a) Only controllable internal factors 

5. Which environment includes suppliers, marketing intermediaries, competitors, 

and publics?  

a) Internal environment b) Macro environment c) Micro environment d) Natural 

environment 

Key: c) Micro environment 

6. The macro environment includes factors such as:  

a) Economic and technological only b) Socio-cultural, political, and natural only 

c) Technological, political, and international/global only d) All of the above 

(socio-cultural, technological, economic, political, international/global, and 

natural) 

Key: d) All of the above (socio-cultural, technological, economic, political, 

international/global, and natural) 

7. What is the nexus between business and the environment?  

a) A fixed relationship b) Interplay of threats only c) Interplay of threats and 

opportunities d) Environment solely influencing business 

Key: c) Interplay of threats and opportunities 

8. Which technique involves strengths, weaknesses, opportunities, and threats 

analysis?  

a) ETOP b) SWOT Analysis c) PEST Analysis d) QUEST 

Key: b) SWOT Analysis 
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9. What is the role of the macro environment in business?  

a) Direct control over external factors b) Shape and influence business 

operations c) Exclusively affect the internal environment d) Limited impact on 

business decisions 

Key: b) Shape and influence business operations 

10. Why is environmental analysis crucial for businesses?  

a) Only to identify strengths b) Only to discern weaknesses c) To navigate 

challenges and exploit opportunities d) To focus solely on internal factors  

Key: c) To navigate challenges and exploit opportunities 

Short Answer Type Questions: 

1. What is the Business Environment, and how does it influence business entities? 

2. According to William F. Glucck and Lawrance R. Jauch, what are the factors 

that comprise the Business Environment? 

3. Briefly explain the broad perspective of the Business Environment, 

distinguishing between internal and external environments. 

4. What are the elements of the internal environment, and why are they considered 

controllable factors for an organization? 

5. Define the Micro Environment in business and highlight its significance. 

6. What are the key components of the Macro Environment, and how do they 

impact business operations? 

7. Explain the concept of the nexus between business and the environment. How 

does it influence business strategies? 

8. What is SWOT Analysis, and how does it aid organizations in strategic 

decision-making? 

9. Discuss the role of the macro environment in shaping and influencing business 

operations. 

10. Why is environmental analysis crucial for businesses, and how does it contribute 

to their strategic thinking? 

Long Answer Type Questions: 

1. Describe the comprehensive composition of the Business Environment, 

including both internal and external factors. How do these factors interact to 

influence business entities? 
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2. Explain the scope of the Business Environment, covering both internal and 

external facets. How does domain consensus contribute to a company's strategic 

focus? 

3. Discuss the nature and characteristics of the Business Environment, 

emphasizing the dynamic nature of internal, micro, and macro environmental 

factors. How does this dynamism impact business decisions? 

4. Elaborate on the importance of comprehending and analyzing the Business 

Environment for businesses. How does the external environment present both 

threats and opportunities for strategic market exploration? 

5. Provide a detailed explanation of the elements of the internal environment, 

highlighting the significance of factors such as the value system, vision-mission-

objectives, and human resources in shaping organizational strength. 
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Unit-II: Economic Environment of Business 

Elements of economic environment, national income, computation of GDP, GNI; 

Monetary policy, fiscal policy, Union budget, union finance bill, Financial Inclusion 

for inclusive growth; Planning in India- 12th Plan to NITI Ayog;Human development 

and happiness Index- Skill development, HDI and quality of life indices, Concept of 

Universal Basic Income (UBI); Industrialisation and economic development- Industrial 

policy 1948 to 1991, Liberalisation in the shape of industrial de-licensing, Industrial 

policy- MSME Development Act 2006, Make in India; Ease of doing business, Special 

Economic Zones (SEZs) in India 

 

2.1 Understanding the Economic Environment 

The economic environment of a business encompasses a wide array of factors that 

significantly influence the operations of a business unit. These factors are diverse, 

covering aspects such as growth strategy, economic systems, planning, industry 

dynamics, agricultural conditions, infrastructure, financial and fiscal sectors, 

government policies related to economics and industry, efforts to address regional 

imbalances, controls on prices and distribution, economic reforms, management of 

human resources, per-capita and national income, money supply, price levels, 

population demographics, savings trends, stages in economic development, trade 

cycles, GDP, NNP, investment patterns, the size and scope of the public sector, 

reservation of industries, balance of payments position, foreign investment flows, 

incentives for specific industries or regions, trade volumes, government budget 

allocations, inflation rates, and public sentiments. 

2.1 Characteristics of the Economic Environment: 

a. The economic environment operates on a macro-level, exerting influence on the 

means of production and wealth distribution. These macro-level factors impact 

businesses universally and are beyond the control of individual business units. 

b. Businesses rely on the economic environment for essential inputs, and the economy, 

in turn, absorbs the output of these business units. 

c. Government economic policies, especially those related to industry, trade, fiscal 

matters, and monetary considerations, shape the business opportunities available. 
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d. The economic landscape is dynamic, witnessing significant changes since the 

reforms introduced in July 1991. These reforms have propelled the Indian economy 

onto the global stage. 

e. The economic system of a country sets the parameters for business activities, with 

economic downturns leading to a slowdown in various business functions. 

f. Recognizing the global economic environment is crucial, given the prevalent 

features of globalization, economic crises in East and Southeast Asia, 

underdevelopment in Russia and Eastern Europe, global recession, and the dominance 

of multinational corporations. 

2.3 Components of the Economic Environment 

i) Growth Strategy: 

 Original: Growth strategy was based on the Soviet model, giving a central role 

to the government in economic control. 

 Revised: The growth strategy, rooted in the Soviet model, emphasized 

government control, particularly in boosting savings and growth rates, favoring 

capital goods over consumer goods. 

ii) Basic Economic Systems: 

 Original: Capitalism, socialism, and communism are the basic economic 

systems. 

 Revised: Capitalism emphasizes individualism and private property, socialism 

favors government ownership of production tools, and communism abolishes 

private property and individual freedoms. 

iii) Industry: 

 Original: Administrative controls held India back despite industrial potential. 

 Revised: India, with a vast, skilled workforce, can become a global player in the 

industrial sector, surpassing services for a robust GDP growth. 

iv) National Income and Per Capita Income: 

 Original: National income (N.I.) growth indicates development. 

 Revised: High N.I. growth signals a developed economy, while low growth 

signifies a developing one. 

v) Human Resources: 
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 Original: People constitute a vital part of the economic environment, providing 

markets for goods and services. 

 Revised: With 16% of the world's population, India's large populace plays a 

significant role in shaping its economic landscape. 

vi) Economic Policies: 

 Original: Government economic policies include industrial, trade, monetary, and 

fiscal policies. 

 Revised: Major government economic policies, such as industrial, trade, 

monetary, and fiscal policies, shape the economic landscape. 

vii) Financial System: 

 Original: Money market and capital market constitute the financial system. 

 Revised: The financial system comprises the money market (short-term 

transactions) and capital market (long-term funds). 

viii) Savings and Investment: 

 Original: High domestic savings sustain investments. 

 Revised: Investments, supported by a robust domestic savings rate, drive 

productive activities and infrastructure development. 

ix) Inflationary Trends: 

 Original: Inflation adversely affects businesses, causing income redistribution 

and reducing aggregate demand. 

 Revised: Inflation, a persistent rise in prices, negatively impacts businesses, 

leading to income redistribution and decreased demand. 

x) Balance of Payments: 

 Original: Excessive current account deficit is undesirable for business. 

 Revised: A high current account deficit negatively affects business, causing a 

shortage of foreign exchange. 

xi) Price and Distribution Controls: 

 Original: Dual pricing mechanism and government's public distribution system. 

 Revised: The government employs dual pricing and a public distribution system. 

xii) Globalization: 

 Original: Globalization involves economic activities expanding beyond national 

boundaries. 
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 Revised: Globalization signifies the international integration of economic 

activities, accelerated since the 1970s. 

2.4 Gross Domestic Product (GDP) 

 GDP can be calculated through production, expenditure, or income approaches. 

 Production Approach: Sum of value-added at each production stage. 

 Expenditure Approach: Sum of purchases by final users. 

 Income Approach: Sum of incomes generated by production subjects. 

GDP Formula: GDP = C + I + G + (X – M) 

 GDP Growth Rate measures percentage change in real GDP. 

 GDP per Capita is calculated by dividing nominal GDP by the total population, 

expressing average economic output per person. 

Understanding Gross National Income (GNI) 

Gross National Income (GNI) represents the total earnings of a nation's residents and 

businesses, measuring its wealth annually. It encompasses the Gross Domestic Product 

(GDP) along with income from overseas activities. While GDP estimates a nation's 

production value, GNI focuses on income, offering a more precise wealth indicator for 

some countries. 

The calculation of GNI involves adding income from foreign sources to GDP. Nations 

heavily involved in foreign investments, with a substantial foreign corporate presence 

or foreign aid, will exhibit a notable contrast between GNI and GDP. 

Understanding Gross National Income (GNI) 

GNI calculates the collective income earned by a nation's residents and businesses, 

encompassing investment income, irrespective of where it originated. This total also 

includes money received from foreign sources, like foreign investments and economic 

development aid. 

Residence, rather than citizenship, determines nationality in GNI calculations, 

provided residents spend their income within the country. Organizations such as the 

World Bank prefer GNI over GDP. To calculate GNI, compensation paid to resident 

employees by foreign firms and income from overseas property owned by residents are 

added to GDP, while the opposite transactions are subtracted. Product and import taxes 

not considered in GDP are added to GNI, and subsidies are subtracted. 
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Real-world examples demonstrate that, for many nations, the difference between GDP 

and GNI is insignificant. However, countries like East Timor, with substantial foreign 

aid, may show a significant gap between GNI and GDP. In contrast, nations like 

Ireland, with foreign control over production, exhibit a lower GNI than GDP. 

GDP vs. GNI vs. GNP 

Among GDP, GNI, and GNP, GNI is now considered the most accurate reflection of 

national wealth. While GDP measures a country's production value, GNI gauges the 

total income received by residents and businesses, regardless of its source or location. 

GNP includes the income of all residents and businesses, whether spent domestically 

or abroad, along with foreign subsidies and taxes. 

Monetary Policy 

Monetary policy comprises tools employed by a nation's central bank to foster 

sustainable economic growth by regulating the overall money supply available to 

banks, consumers, and businesses. In the words of Paul Einzig, “Monetary policy is 

the attitude of the political authority towards the monetary system of the community 

under its control.” 

As per Johnson, “Monetary policy is defined as policy employing central bank’s 

control of the supply of money as an instrument for achieving the objectives of general 

economic policy.” 

Monetary policy refers to a set of measures and strategies implemented by a nation's 

central bank to facilitate sustainable economic growth by controlling the overall 

money supply accessible to banks, consumers, and businesses. This involves utilizing 

various tools to regulate the availability and cost of money, aiming to achieve specific 

objectives outlined in the broader economic policy of the government. 

The objective is to maintain a balanced economy, neither too hot nor too cold. The 

central bank adjusts interest rates to either encourage or discourage borrowing and 

spending. All financial institutions follow suit, impacting businesses and consumers. 

Monetary policy can be expansionary or contractionary. 

Understanding Monetary Policy 

Monetary policy governs the quantity of money circulating in an economy and the 

channels through which new money is introduced. By managing the money supply, a 
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central bank aims to influence macroeconomic factors such as inflation, consumption 

rates, economic growth, and overall liquidity. 

Tools of monetary policy include adjusting interest rates, direct lending to banks, and 

altering bank reserve requirements. Economic stakeholders closely monitor monetary 

policy decisions as they significantly impact the broader economy, specific industries, 

and markets. 

Deciphering Policy Decisions 

Sources of Monetary Policy Formulation 

Monetary policy creation involves an amalgamation of diverse inputs. Macro-

economic indicators such as Gross Domestic Product (GDP), inflation rates, and 

industry-specific growth, along with geopolitical shifts like trade tariffs and oil 

embargoes, contribute to the decision-making process. The central bank considers 

inputs from industry groups, survey results from private entities, and insights from 

other government agencies. 

The Mandate 

Monetary authorities generally receive broad mandates, aiming for a stable rise in 

GDP, low unemployment, and predictable foreign exchange and inflation rates.  

Monetary policy, on the other hand, is the central bank's (like the RBI in India) 

approach to controlling and regulating the cost, availability, and use of money using 

monetary methods to attain predetermined goals. It employs various tools to influence 

aggregate demand for goods and services and assess economic sector patterns and 

trends. 

Economic activities, as well as the supply and demand of credit flow, are impacted by 

variations in the economy due to amendments made in monetary policy. These 

changes are influenced by shifts in credit availability and cost, subsequently affecting 

the asset pattern of commercial banks and financial institutions. According to Paul 

Einzig, monetary policy reflects the political authority's stance towards the 

community's monetary system. Johnson defines monetary policy as utilizing the 

central bank's control of money supply as an instrument to achieve general economic 

policy objectives. 

The role of monetary policy is pivotal in a nation's economic development, addressing 

the need for extensive monetary control over the years. It regulates the supply and 
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demand of currency, as well as the functioning of currency, deposits, credit, and 

foreign exchange within the country. 

Types of Monetary Policies 

Expansionary Monetary Policy 

Implemented during economic slowdowns or recessions, this policy lowers interest 

rates to boost spending, making saving less attractive. Increased money supply aims to 

stimulate investment and consumer spending, fostering favorable loan terms for 

businesses and individuals. 

Contractionary Monetary Policy 

Applied to curb inflation, this policy raises interest rates to slow money supply growth. 

While it may impede economic growth and elevate unemployment, it is deemed 

necessary to maintain economic stability. 

Implementation Tools 

Central banks deploy several tools for monetary policy: 

1. Open Market Operations: Buying or selling short-term bonds on the open 

market influences interest rates, impacting banks' lending practices. 

2. Discount Rate Adjustments: Altering interest rates for direct loans to banks 

affects their lending behavior. 

3. Reserve Requirements Manipulation: Adjusting the funds banks must retain 

influences lending and growth. 

4. Unconventional Measures: In turbulent economic times, central banks utilize 

unconventional measures like substantial asset purchases to stabilize markets. 

5. Market Expectation Management: Central banks shape expectations through 

public announcements, influencing market behavior. 

Monetary Policy vs. Fiscal Policy 

Monetary policy, enacted by central banks, focuses on managing interest rates to 

ensure economic stability. Fiscal policy, under national governments, involves 

spending taxpayer funds to stimulate recovery, injecting money directly or indirectly to 

enhance growth. 

Overview of Fiscal Policy 

Fiscal policy involves leveraging government spending and tax strategies to mold 

economic conditions, particularly in areas like aggregate demand, employment, 
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inflation, and economic growth. Distinguished from monetary policy, managed by 

central bankers, fiscal policy is under the purview of elected government officials. 

As per Buehler, “By fiscal policy is meant the use of public finance or expenditure, 

taxes, borrowing and financial administration to further our national economic 

objective.” 

In the words of Arthur Smithies, “Fiscal policy is a policy under which government 

uses its expenditure and revenue programmes to produce desirable effects and avoid 

undesirable effects on the national income, production and employment.” 

Key Points to Remember 

 Fiscal policy, shaped by the ideas of economist John Maynard Keynes, aims to 

stabilize the business cycle and regulate economic output. 

 During recessions, expansionary fiscal policy may be employed, with lower tax 

rates boosting aggregate demand and propelling economic growth. 

 Conversely, contractionary fiscal policy is pursued in the face of inflation and 

other expansionary symptoms. 

Grasping Fiscal Policy 

Fiscal policy draws inspiration from Keynesian economics, crafted in response to the 

Great Depression. Keynes contended that economic downturns stemmed from 

deficiencies in consumer spending and business investment within aggregate demand. 

He proposed that governments could counteract these shortfalls by adjusting spending 

and tax policies to stabilize the economy. 

In Keynesian economics, aggregate demand, comprised of consumer spending, 

business investment, net government spending, and net exports, drives economic 

performance. The private sector's variability and susceptibility to psychological 

factors, according to Keynesians, necessitate government intervention for sustained 

economic growth. 

Special Considerations 

Pessimism, fear, and uncertainty can trigger recessions, while excessive exuberance 

can lead to an overheated economy and inflation. Keynesians argue that rational 

government taxation and spending management can counteract these extremes. During 

economic downturns, the government can boost aggregate demand by increasing 
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spending or lowering taxes. Conversely, during periods of exuberance, it can decrease 

aggregate demand by reducing spending or raising taxes. 

Expansionary Policies 

During a recession, the government may implement expansionary fiscal policies, 

illustrated by tax stimulus rebates or increased spending without corresponding tax 

hikes. Lower taxes provide individuals with more disposable income, stimulating 

demand and fostering economic growth. Alternatively, increased government 

spending, such as infrastructure projects, boosts employment, demand, and growth. 

Expansionary fiscal policy often involves deficit spending, where government 

expenditures surpass tax revenues. Critics express concerns about mounting deficits, 

suggesting they may impede growth and necessitate damaging austerity measures. 

Some economists dispute the efficacy of such policies, asserting that increased 

government spending may crowd out private-sector investment. 

Challenges and Downsides 

Critics argue that a persistent bias toward deficit spending, driven by political 

incentives, can lead to an undesirable state of constant expansionary fiscal policy. 

Mounting inflation and asset bubbles may result, prompting the need for economic 

contraction efforts. Balancing fiscal policies becomes crucial to preventing economic 

imbalances and ensuring sustained growth. 

Contractionary Policies 

Addressing Expansionary Issues 

When faced with surging inflation and other signs of economic expansion, 

governments can employ contractionary fiscal policy. This strategy may involve 

inducing a brief recession to restore balance to the economic cycle. Key measures 

include increasing taxes, reducing public spending, and trimming public-sector pay or 

jobs. 

Balancing Act 

Unlike expansionary fiscal policy marked by deficits, contractionary fiscal policy aims 

for budget surpluses. However, this strategy is seldom deployed due to significant 

political unpopularity. Policymakers encounter a considerable imbalance in incentives 

for expansionary versus contractionary fiscal policy. Instead, the preferred tool for 
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curbing unsustainable growth is often a contractionary monetary policy, involving 

raising interest rates and limiting the supply of money and credit to rein in inflation. 

Custodians of Fiscal Policy 

Fiscal policy falls under the jurisdiction of the government, distinct from monetary 

policy enacted by central banks.  

Main Tools of Fiscal Policy 

Governments utilize fiscal policy tools to shape the economy, primarily through 

changes in taxation and government spending. Lowering taxes and increasing spending 

stimulate growth, often involving borrowing through government debt issuance. 

Conversely, to cool an overheating economy, the reverse measures are implemented. 

Impact on People 

The effects of fiscal policy vary, with tax cuts or spending adjustments potentially 

impacting specific economic groups differently. Economic decline and rising taxation 

might burden the middle class more than the wealthier upper class. Government 

spending decisions, such as infrastructure projects or specialized investments, can have 

disparate effects on employment levels within different groups. 

Government's Role in the Economy 

Deciding the extent of government involvement in the economy and individuals' 

economic lives poses a significant challenge for policymakers. While historical 

perspectives on government interference vary, it is generally accepted that a certain 

degree of government involvement is necessary to sustain a vibrant economy, crucial 

for the well-being of the population. 

2.11 The Union Budget  

Annual Financial Statement: Union Budget 

Also known as the Annual Financial Statement, the Union Budget is outlined in Article 

112 of the Indian Constitution. It presents the estimated expenditure and receipts of the 

Government for a specific year, covering the fiscal period from April 1 to March 31. 

Budget Dynamics 

Traditionally presented on the last working day of February until 2016, the Budget 

shifted to February 1 in 2017, ensuring implementation before the commencement of 

the new financial year on April 1. Merging with the Union Budget, the railway budget 
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altered a 92-year-old tradition. The LokSabha must pass the Budget for it to take 

effect. 

Divisions and Disclosures 

The Union Budget comprises the Revenue Budget and Capital Budget, encapsulating 

disbursements and receipts across various government funds: the Consolidated Fund of 

India, the Contingency Fund, and the Public Account. Preceding the Budget 

presentation, the Economic Survey of India is released for discussion during the 

Budget session, guided by the Chief Economic Advisor. 

2.12 Embracing Economic Empowerment: Financial Inclusion Unveiled 

Defining Financial Inclusion 

Financial inclusion unfolds as the meticulous process of ensuring that vulnerable 

groups, such as the weaker sections and low-income groups, have access to financial 

services and receive timely and sufficient credit at an affordable cost. Former UN 

Secretary-General Kofi Annan emphasized the urgent need to address the constraints 

that hinder people's full participation in the financial sector, stating, "Together, we can 

and must build inclusive financial sectors that help people improve their lives" 

(29.12.2003). The United Nations identifies key goals for financial inclusion: 

1. Universal Access: Ensuring all households and enterprises have cost-effective 

access to a comprehensive range of financial services, including savings, short 

and long-term credit, leasing, factoring, mortgages, insurance, pensions, 

payments, local money transfers, and international remittances. 

2. Institutional Soundness: Establishing sound institutions guided by effective 

internal management systems, industry performance standards, market-driven 

performance monitoring, and prudent regulation where needed. 

3. Sustainability: Focusing on financial and institutional sustainability as a means 

of providing enduring access to financial services. 

4. Diverse Providers: Encouraging multiple providers of financial services, 

incorporating sound private, non-profit, and public entities to offer cost-

effective and diverse alternatives to customers. 
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2.13 Bridging the Divide: Understanding Financial Exclusion 

Financial Exclusion Unveiled 

Financial exclusion refers to the absence of accessible financial services for certain 

populations. Rural communities, in particular, face challenges in accessing financial 

services due to unavailability in their areas, high costs, or a lack of awareness. 

Financial exclusion manifests as: 

 Absence of Savings 

 Lack of Insurance 

 Unavailability of Affordable Credit 

 Limited Access to Monetary Devices 

 Absence of Assets 

 No Bank Account 

Financial exclusion extends beyond access issues; it encompasses financial 

discrimination and exploitation. Those most affected by financial exclusion include: 

 Poor Individuals 

 Socially Underprivileged Communities 

 Disabled Persons 

 Elderly and Children 

 Women 

 Uneducated Individuals 

 Ethnic Minorities 

 Unemployed Individuals 

Addressing financial exclusion entails dismantling barriers and fostering inclusive 

financial ecosystems that empower marginalized groups. 

2.14 Banking for All: Elevating Financial Inclusion 

Unlocking Financial Inclusion through Banks 

Financial inclusion extends beyond mere access to credit, encompassing the 

facilitation of small credit needs, integrating people into payment systems, and 

offering remittance facilities. The banking sector plays a pivotal role in achieving 

comprehensive financial inclusion by adhering to key principles: 

1. No-Frills Accounts: The Reserve Bank of India (RBI) has mandated banks to 

provide 'no-frills' accounts, ensuring low or zero minimum balances and 
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minimal charges. This initiative aims to broaden the reach of banking services to 

the low-income groups. 

2. Streamlined Credit Facilities: Banks are directed to introduce a General 

Purpose Credit Card (GCC) facility, allowing individuals access to credit up to 

Rs. 25,000. This initiative facilitates easier credit access for those with modest 

financial means. 

3. Simplified KYC Norms: Recognizing the importance of hassle-free banking 

for low-income individuals in both rural and urban areas, the 'Know Your 

Customer' (KYC) procedure has been streamlined. For accounts with balances 

not exceeding Rs. 50,000 and credits not surpassing Rs. 1,00,000 in a year, 

simplified KYC norms ensure accessibility without unnecessary complications. 

NITI Aayog 

Introduction of NITI Aayog: A Dynamic Shift 

With a legacy spanning 65 years, the Planning Commission underwent a 

transformative shift in 2015, giving rise to the NITI Aayog. The Planning 

Commission's relevance had long been debated, and the emergence of NITI Aayog 

signaled a contemporary and responsive approach to India's economic needs. 

Key Figures at NITI Aayog: Steering India's Development 

 Chairman:NarendraModi 

 Vice-Chairman (Current): Dr. Rajiv Kumar (September 2017 – present) 

Recent Developments at NITI Aayog: Unveiling Future Initiatives 

1. 'One District, One Product Policy': Aimed at boosting district-level exports. 

2. Study on Legal Judgements: Commissioning a study on select Supreme Court 

and National Green Tribunal verdicts impacting India's economy. 

3. National Action Plan for Migrant Workers: NITI Aayog spearheading 

initiatives for migrant worker welfare. 

4. Model Act on Conclusive Land Titles: Framing legislation to facilitate 

transparent land transactions, reduce litigation, and ease credit access for 

farmers. 

5. Production-Linked Incentive (PLI) Scheme Expansion: Considering 

extending the PLI scheme to various sectors for domestic manufacturing 

enhancement. 
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NITI Aayog Evolution: Pioneering Transformation 

Established on January 1, 2015, NITI Aayog, translating to "National Institution for 

Transforming India," focuses on policy-making to propel economic growth. It operates 

through two hubs: "Team India Hub" for state-central collaboration and "Knowledge 

and Innovation Hub" for think-tank capabilities. 

Objectives of NITI Aayog: Nurturing Inclusive Growth 

1. Facilitating state participation in national objectives. 

2. Promoting cooperative federalism through sustained support initiatives. 

3. Formulating strategies at the village level for progressive aggregation. 

4. Integrating economic policy with national security interests. 

5. Ensuring economic progress benefits all societal segments. 

6. Crafting long-term policy frameworks and reviewing their effectiveness. 

7. Encouraging partnerships between stakeholders and think tanks. 

8. Fostering knowledge, innovation, and entrepreneurial support. 

9. Resolving inter-sectoral issues for a progressive agenda. 

10. Maintaining a resource center for governance research and best practices. 

Seven Pillars of Governance: NITI Aayog's Vision 

NITI Aayog envisions effective governance through seven pillars: 

1. Pro-people: Fulfills societal and individual aspirations. 

2. Pro-activity: Anticipates and responds to citizen needs. 

3. Participation: Involves the citizenry in decision-making. 

4. Empowering: Empowers citizens, especially women. 

5. Inclusion of all: Ensures inclusion irrespective of demographics. 

6. Equality: Provides equal opportunities, particularly for the youth. 

7. Transparency: Enhances government visibility and responsiveness. 

Composition of NITI Aayog: A Collaborative Effort 

 Chairperson: Prime Minister of India 

 Governing Council: Chief Ministers of States and Lt. Governors of Union 

Territories 

 Special Invitees: Experts nominated by the Prime Minister 

NITI Aayog Achievements: Steering Progress 
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Recent achievements include initiatives like the Monitoring and Analysing Food and 

Agricultural Policies (MAFAP) program, promotion of Zero Budget Natural Farming, 

and conceptualization of the Village Storage Scheme. 

Documents Published by NITI Aayog: Guiding the Future 

Key documents include the Fifteen-Year Vision, Seven Year Strategy, and Three-Year 

Action Agenda. The Three-Year Action Agenda, covering 2017-18 to 2019-20, serves 

as a policy guide for immediate implementation. 

NITI Aayog is not just an institution; it is a beacon guiding India toward inclusive 

growth and global prominence. Stay informed about its developments for a nuanced 

understanding of India's socio-economic landscape. 

Human Development Index (HDI) 

Introduction to HDI: A Holistic Measure 

The Human Development Index (HDI) stands as a pivotal statistic crafted by the 

United Nations to gauge the social and economic development of nations. It intricately 

integrates four key dimensions: mean years of schooling, expected years of schooling, 

life expectancy at birth, and gross national income (GNI) per capita. This multifaceted 

index serves as a vital tool for tracking developmental shifts over time and facilitating 

cross-country comparisons. 

Key Insights into HDI: A Comprehensive Evaluation 

 Purpose: The HDI serves as a tool for assessing individual human development 

within each country. 

 Components: It incorporates average annual income and educational 

expectations to rank and compare nations. 

 Critiques: While lauded for its objectives, the HDI faces criticism for potential 

oversights in capturing the broader quality of life and for offering limited 

insights beyond simpler economic measures. 

Decoding the Essence of HDI: Prioritizing Individual Development 

The HDI diverges from traditional economic metrics, emphasizing individuals' 

opportunities for fulfilling lives and meaningful work. This approach provides an 

additional metric for evaluating a nation's development, complementing standard 

economic growth indicators like gross domestic product (GDP). The HDI also serves 
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as a tool to scrutinize policy choices, helping understand why countries with similar 

GNI per capita exhibit varying human development outcomes. 

Quantifying HDI: The Methodology 

The HDI is a consolidated measure reflecting fundamental achievements in human 

development. Computed as an average of normalized indices, it encompasses 

knowledge, life expectancy, and standard of living. Key aspects include: 

1. Life Expectancy: Normalized from 0 (life expectancy of 20) to 1 (life 

expectancy of 85). 

2. Education: Comprising mean years of schooling and expected years of 

schooling, both normalized. 

3. Standard of Living: Represented by GNI per capita, normalized from $75,000 

(score of 1) to $100 (score of 0). 

The final HDI score results from the geometric mean of these components. 

Critique and Nuances: Limitations of HDI 

While the HDI is widely used, critiques argue its simplicity and limited scope in 

evaluating human development comprehensively. It may not fully encompass quality-

of-life factors or considerations such as empowerment movements and overall feelings 

of security. Recognizing these limitations, the UN Human Development Report Office 

offers supplementary indices addressing diverse life aspects, including inequality 

issues. 

Redundancy Debate: Simplifying or Enhancing? 

Economists debate the HDI's redundancy, citing strong correlations with simpler 

measures like per capita GNI or GDP. Some argue that comparing per-capita GNI 

across countries may offer clearer insights than collecting data for additional HDI 

components. The risk of double counting and variations in measurement definitions 

adds complexity to the inclusion of multiple correlated components. 

Key Insights into HDI Indicators: Unraveling Development Levels 

The HDI focuses on four primary indicators: mean years of schooling, expected years 

of schooling, life expectancy at birth, and gross national income (GNI) per capita. 

These indicators collectively gauge a country's social and economic development. 

Interpreting High HDI: A Positive Benchmark 
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A high HDI signifies a country offering a generally elevated standard of living, 

encompassing quality healthcare, education, and ample earning opportunities. 

Leaders in HDI: Global Benchmarking 

In the latest HDI ranking (2020), Norway claimed the top spot with a value of 0.957. 

Ireland and Switzerland secured joint second positions, while the United States 

attained the 17th rank with an HDI value of 0.926. 

Gross National Happiness Philosophy 

Backdrop – Bhutan’s Distinctive Approach to Progress 

Nestled in the mountains of South Asia, Bhutan, a small and landlocked least 

developed country, stands on the brink of graduating from its LDC status in 2023. 

Renowned for its unique perspective, Bhutan prioritizes Gross National Happiness 

(GNH) over Gross Domestic Product (GDP). 

Unveiling the GNH Philosophy 

 Origin: Coined by King JigmeSingyeWangchuck in 1972, GNH emphasizes 

that national happiness surpasses economic gains. 

 Holistic Development: This philosophy advocates a comprehensive stance on 

progress, valuing non-economic well-being alongside sustainable development. 

 GNH Index: A tool for gauging collective happiness and well-being, the GNH 

Index spans traditional socio-economic concerns and unconventional aspects 

like cultural richness and psychological well-being. 

 Domains: The GNH Index encompasses nine crucial domains, ranging from 

psychological well-being and health to cultural diversity and living standards. 

Bhutan and the UN Resolution on Happiness and Development 

 Global Recognition: In 2011, Bhutan, backed by 68 member states, led the UN 

in adopting a resolution for holistic development, emphasizing sustainable 

happiness and well-being. 

 GNH Index Construction: The Centre for Bhutan Studies employed the Alkire-

Foster method to develop the GNH Index, a single-number representation 

derived from 33 indicators under nine domains. 

 Pillars of GNH: The philosophy's essence lies in four pillars: good governance, 

sustainable socio-economic development, cultural preservation, and 

environmental conservation, further classified into nine domains. 
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2.17 Navigating the World Happiness Report 2021 

Insights into Global Happiness Trends 

 Source: The UN Sustainable Development Solutions Network released the 

World Happiness Report 2021. 

 Happiest Nation: Finland secured the top spot for the fourth consecutive year, 

with Iceland, Denmark, Switzerland, and others in tow. 

 India’s Rank: India landed at 139 out of 149 countries, a slight improvement 

from its 2019 ranking of 140. 

 Report Criteria: Nations are assessed based on GDP per person, healthy life 

expectancy, and residents' self-perceived happiness. 

 Global Standings: Pakistan ranks 105th, Bangladesh 101st, and China 84th. 

Unfortunate living conditions place Afghanistan at the bottom, followed by 

Zimbabwe, Rwanda, Botswana, and Lesotho. 

Summing Up Global Joy 

The GNH philosophy, originating in Bhutan, resonates globally, prompting discussions 

on holistic development and happiness. Meanwhile, the World Happiness Report 

paints a vivid picture of nations' well-being, celebrating the joyous and urging 

attention to those seeking brighter days. 

Universal Basic Income (UBI) 

Overview of Universal Basic Income (UBI) 

Universal Basic Income (UBI) is a pioneering government initiative that entails 

providing a regular, fixed sum to every adult citizen. The primary objectives of UBI 

are to alleviate poverty and supersede other necessity-based social programs, 

potentially streamlining bureaucratic processes. In the U.S., the concept of universal 

basic income has gained traction, particularly amid the escalating automation of jobs in 

various sectors. 

Key Points on UBI: 

 Historical Roots: The notion of offering a consistent, guaranteed payment to 

citizens, irrespective of need, has historical roots, dating back centuries. 

 Modern Advocacy: In the 2020 U.S. presidential campaign, Democratic 

candidate Andrew Yang thrust UBI into the spotlight, endorsing a monthly 

$1,000 payment to every American adult. 
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Understanding Universal Basic Income (UBI): 

The concept of extending a basic income to all members of society is not a recent 

development. Historical figures like Thomas More, Thomas Paine, and Martin Luther 

King, Jr., have explored the idea. Despite the existing support systems for low-income 

Americans, the U.S. has not embraced universal income on a national scale. However, 

recent economic shifts, notably automation, have rekindled interest in UBI. The 

American Rescue Plan, enacted in 2021, included tax breaks aimed at aiding low- and 

moderate-income individuals. Concerns over job vulnerability due to automation, 

highlighted by reports like the one from the Brookings Institution, contribute to the 

renewed interest in UBI. 

Political Support and Momentum for UBI: 

 Ideological Spectrum: Supporters of UBI span the political spectrum, with 

figures like Robert Reich and Andy Stern endorsing it. 

 Historical Advocacy: Even conservative economists like Milton Friedman and 

libertarian philosopher Charles Murray have expressed support for a UBI-like 

concept. 

 Presidential Influence: Andrew Yang’s "Freedom Dividend" proposal during 

the 2020 campaign brought considerable attention to UBI, suggesting a $1,000 

monthly payment for every American adult. 

Challenges and Criticisms: 

Despite the promises of poverty reduction and streamlined processes, UBI faces 

significant challenges. The primary concern is the cost, with projections indicating a 

substantial impact on the federal budget. Critics argue that a non-employment-

dependent income might discourage work. Andrew Yang's proposed funding methods, 

including a value-added tax (VAT) and reduction in other social programs, are met 

with skepticism. 

2.17 Global Happiness Trends: World Happiness Report 2021 

Insights into Global Happiness: 

 Report Source: The UN Sustainable Development Solutions Network's World 

Happiness Report 2021. 

 Happiest Nation: Finland maintains its status as the world's happiest country, 

with other Nordic nations following suit. 
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 India's Ranking: India holds the 139th position out of 149 countries, showcasing 

a slight improvement from 2019. 

 Report Criteria: Evaluation criteria include GDP per person, healthy life 

expectancy, and residents' self-perceived happiness. 

Reflecting on UBI and Global Well-being: 

As the UBI discourse gains momentum, global happiness trends provide a broader 

context. While Finland basks in joy, India navigates challenges. Andrew Yang's 

"Freedom Dividend" and President Biden's American Rescue Plan contribute to the 

evolving landscape of economic policies. As discussions persist on the viability of UBI 

and its impact, the world continues to explore avenues to enhance well-being for all. 

2.19 Pioneering Industrial Policies: Fostering Growth and Development 

Overview of Industrial Policy: 

Industrial Policy constitutes a framework established by the government to assess the 

trajectory of the manufacturing sector, aiming to catalyze economic growth and elevate 

the nation's development. Through strategic measures, the government endeavors to 

boost the competitiveness and capabilities of diverse enterprises. 

Objectives of Industrial Policy: 

1. Sustained Productivity Growth: Foster a consistent upswing in productivity. 

2. Job Creation: Generate increased employment opportunities. 

3. Optimal Resource Utilization: Enhance the efficient use of available human 

resources. 

4. Comprehensive Progress: Accelerate national advancement through 

multifaceted approaches. 

5. Global Standards: Align with international benchmarks and competitiveness. 

Evolution of Industrial Policy in India: 

1. Industrial Policy Resolution, 1948: 

 Proclaimed a Mixed Economy. 

 Emphasized small-scale and cottage industries. 

 Restricted foreign investments. 

 Classified industries into distinct categories based on government involvement. 

2. Industrial Policy Resolution, 1956 (IPR 1956): 

 Outlined the foundational structure of Industrial Policy. 
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 Classified industries into three sectors: Public, Mixed, and Private. 

 Addressed Public Sector, Small Scale Industry, and Foreign Investment. 

 Subject to modifications over time to meet evolving challenges. 

3. Industrial Policy Statement, 1977: 

 An extension of the 1956 policy. 

 Prioritized employment for the impoverished and wealth concentration 

reduction. 

 Focused on decentralization and elevated significance of small-scale industries. 

 Introduced a new category called "Tiny Unit." 

 Imposed restrictions on Multinational Companies (MNCs). 

4. Industrial Policy Statement, 1980: 

 Addressed the need for competition, modernization, and technological 

advancement. 

 Liberalized licensing and endorsed automatic capacity expansion. 

 Led to the introduction of MRTP Act and FERA Act. 

 Laid the groundwork for a competitive export-based industry. 

5. New Industrial Policy, 1991: 

 Focused on liberalization, privatization, and globalization (LPG). 

 Facilitated market forces and enhanced efficiency. 

 Increased Foreign Direct Investment (FDI) limits. 

 Abolished phased manufacturing programs and mandatory convertibility clause. 

 Abolished industrial licensing, excluding 18 industries. 

Licensing and De-Licensing Dynamics: 

Licensing of Industries: 

 Regulated by the Industrial (Development and Regulations) Act 1951. 

 Post-1991, many industries exempted, requiring an Industrial Entrepreneur 

Memorandum. 

 License necessary for public sector reserved industries, hazardous chemicals, 

and specific locations. 

De-Licensing of Industries: 

 De-licensing symbolizes the policy of opening the economy by removing 

restrictions and licenses. 
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 Applied to electronics and vehicles, fostering growth and competitiveness. 

 Evident in the success stories of industries like cement and automotive 

manufacturing. 

Impact of De-Licensing: 

 Opened avenues for foreign collaborations and joint ventures. 

 Catalyzed growth in industries like cement, automobiles, and electronics. 

 Contributed to increased employment, skill upgrading, and global market 

expansion. 

 Unleashed the potential for innovation, efficiency, and competitiveness. 

Towards a New Industrial Policy: 

 Advocates for replacing the existing 30-year-old industrial policy. 

 Aims to provide a comprehensive roadmap for all businesses in the country, 

aligning with contemporary challenges and opportunities. 

 Emphasizes strategic engagement with the global landscape. 

In summary, India's industrial policies have undergone transformative phases, shaping 

the nation's economic trajectory. From the early emphasis on small-scale industries to 

the liberalization era, these policies have played a pivotal role in fostering growth, 

creating employment, and enhancing global competitiveness. The ongoing discourse 

on a new industrial policy reflects a commitment to adaptability and strategic 

alignment with the evolving dynamics of the global economy. 

2.20 Micro, Small, and Medium Enterprises (MSMEs):  

For a nation to thrive, the active promotion of business enterprises by the government 

is crucial. Among these, Micro, Small, and Medium Enterprises (MSMEs) hold a 

special place due to their noteworthy impact on the Indian economy, despite their 

modest scale. 

MSMED Act, 2006: 

The MSME Development (MSMED) Act of 2006, operational since October 2, 2006, 

defines MSMEs based on investment in machinery for manufacturing and equipment 

for service providers. This legislative framework acknowledges their significance and 

provides a foundation for their growth. 

Benefits to MSMEs: 
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MSMEs enjoy various benefits, including access to loans under the priority sector 

lending scheme, a 25% procurement share from government entities, unique bidding 

privileges for stressed assets, and support through government schemes and funds. 

Illustrative Service Enterprises: 

Examples of service enterprises under MSMEs include small road and water transport 

operators, retail trade, small businesses with limited equipment costs, and self-

employed professionals, each with specific borrowing limits. 

Significance of MSMED Act 2006: 

The MSMED Act 2006 marks a paradigm shift by including the services sector in the 

MSME definition, broadening its scope to encompass medium enterprises. This 

legislative move aligns with the evolving dynamics of the business landscape. 

MSMEs' Share in India: 

MSMEs play a pivotal role, contributing about 45% to manufacturing output, 40% to 

total exports, and employing approximately 69 million individuals across the country. 

Internationally, a trend emerges where the formal SME sector's share increases with 

rising income, illustrating its economic importance. 

Global Trends in SMEs: 

Across the globe, SMEs have been instrumental in economic landscapes: 

 In Japan, SMEs employ 70% of wage earners, contributing 55% to value-added. 

 Thailand relies on SMEs for 60.7% of employment, contributing 38% to GDP. 

 China, with over 68% of exports coming from SMEs, has surpassed Europe and 

the US in creating new SMEs in the last two decades. 

Role of MSMEs in Indian Economy: 

1. Large-Scale Employment Generation: Given India's capital scarcity and 

abundant labor, MSMEs, with their lower capital-labor ratios, are instrumental 

in providing widespread employment, currently employing 30 million people. 

2. Sustainable Economic Growth and Exports: MSMEs contribute significantly to 

India's non-traditional exports, fostering economic growth. They also act as 

ancillary industries for larger counterparts, providing raw materials and 

components. 

3. Inclusive Growth: MSMEs function as instruments of inclusive growth, 

empowering vulnerable populations by offering livelihoods. The sector 
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emphasizes skill development and agency, breaking the cycle of poverty and 

deprivation. 

Evolution and Performance: 

Pre-Liberalization: 

 Initially, small firms played a crucial role in development, absorbing surplus 

labor. 

 As industrialization progressed, large-scale firms dominated due to scale 

economies and managerial efficiency. 

Post-Liberalization: 

 The growth rate of MSMEs declined initially but recovered impressively in the 

2000s. 

 MSMEs' share in India's GDP doubled, showcasing improved economic health 

and decreased industrial sickness. 

Challenges for MSMEs: 

Challenges include transforming unregistered MSMEs into registered ones, improving 

overall competitiveness, enhancing access to technology, addressing intellectual 

property rights issues, and optimizing resource usage. 

Recent Initiatives: 

Recent initiatives, part of the National Manufacturing Competitiveness Programme 

(NMCP), focus on enhancing the competitiveness of the entire MSME value chain. 

Additionally, the Limited Liability Partnership (LLP) Act, 2008, and other policy 

measures aim to create a conducive environment for MSME growth. 

In conclusion, MSMEs stand as pillars of economic vitality, contributing substantially 

to India's growth, employment, and exports. The evolving policy landscape 

emphasizes a holistic approach, covering the entire lifecycle of MSMEs, fostering a 

robust, competitive, and inclusive sector. 

Atma-nirbhar Bharat Abhiyaan and MSMEs  

 Collateral-Free Automatic Loans for MSMEs: A significant step involves 

providing MSMEs with collateral-free automatic loans amounting to Rs 3 lakh 

crore. 

 Equity Infusion through MSME Fund of Funds: A substantial equity 

infusion of Rs 50,000 crore is allocated through the MSME Fund of Funds. 
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 Subordinate Debt for MSME: A supportive measure involves offering 

subordinate debt amounting to Rs 20 crore for MSMEs. 

2.22 Simplifying Business: Ease of Doing Business (EoDB) 

The Ease of Doing Business (EoDB) index, developed by the World Bank Group, 

assesses business regulations and property rights protection. A higher EoDB ranking 

signifies a more favorable regulatory environment. India, ranking 63rd in the Doing 

Business 2020 report, has made remarkable strides in improving its business climate. 

India's Achievements in EoDB: 

1. Construction Permits: India's ranking soared from 184 in 2014 to 27 in 2019, 

propelled by reduced procedures and time for obtaining construction permits. 

2. Getting Electricity: Progress is evident, with India moving from 137 in 2014 to 

22 in 2019. The time for obtaining an electricity connection has significantly 

decreased. 

3. Other Rankings: India ranks 13th in Protecting Minority Investors and 25th in 

Getting Credit. 

Central Government Initiatives: 

1. Starting a Business: Streamlined processes, including merging PAN, TAN, and 

DIN into a single form for company incorporation. 

2. Dealing with Construction Permits: Introduction of fast-track approval 

systems, uniform building by-laws, and reduced time and cost for permits. 

3. Trading Across Borders: Implementation of the 'Indian Customs Single 

Window Project,' reducing mandatory documents and introducing online 

application systems. 

More Reforms Underway: 

1. Resolving Insolvency: Increased usage of Fast-track Corporate Insolvency 

Resolution Process (CIRP) and resolution of commercial disputes. 

2. Enforcing Contracts: Faster resolution of disputes through dedicated 

commercial courts. 

3. Registering Property: Digitization of land records for transparency and ease of 

property registration. 
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State Reforms: 

1. Business Reform Action Plan (BRAP) 2020: Includes 301 reform points 

across 15 areas, emphasizing investment enablers, a single window system, and 

sector-specific reforms. 

2. Previous BRAPs: Previous BRAPs focused on areas such as access to 

information, transparency, land administration, environment registration, labor 

regulation, utility permits, and inspection enablers. 

India's consistent efforts toward business-friendly reforms have led to substantial 

improvements, reflecting in its rising global EoDB ranking and making it an 

increasingly attractive destination for investments and business activities. 

Special Economic Zone (SEZ): A Gateway to Economic Advancement 

A Special Economic Zone (SEZ) is a uniquely designated area within a country's 

borders featuring more lenient economic laws to stimulate investment and 

employment. This topic holds particular importance in the UPSC syllabus under the 

Indian Economy section. Delve into the details of SEZs in India through this 

enlightening article. 

Understanding Special Economic Zones (SEZs): 

An SEZ is an isolated region within a country, typically exempt from duties and 

governed by distinct business and commercial laws. Its primary goals include job 

creation, attracting investments, and streamlining administrative processes for 

improved business operations. 

Historical Context: 

The SEZ Policy, introduced in 2000, aimed to overcome impediments faced by 

businesses: 

 Numerous controls and clearances hampered entrepreneurial ventures. 

 Infrastructure standards in India fell below global benchmarks. 

 Fiscal regulations lacked stability. 

To entice substantial foreign investments, the government enacted the Special 

Economic Zones Act in 2005, operationalized in 2006. Notably, SEZs predated this 

move, with Export Processing Zones established as early as 1965 in Kandla to promote 

exports. 
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SEZ Act, 2005: "It is an Act to provide for the establishment, development, and 

management of Special Economic Zones for the promotion of exports and related 

matters." 

Objectives of the SEZ Act: 

1. Stimulate additional economic activity. 

2. Boost the export of goods and services. 

3. Generate employment opportunities. 

4. Attract domestic and foreign investments. 

5. Develop robust infrastructure facilities. 

SEZ Rules: These rules facilitate: 

1. Simplified procedures for SEZ development, operation, and maintenance. 

2. Single-window clearance for SEZ establishment and unit setup. 

3. Streamlined compliance procedures emphasizing self-certification. 

4. Varied minimum land requirements for different SEZ classes. 

SEZ Approval Process: Operated by a 19-member inter-ministerial SEZ Board of 

Approval (BoA), this single-window mechanism ensures swift decision-making. 

Proposals are submitted to the state government, forwarded to the BoA, and, upon 

approval, lead to the notification of the SEZ area by the central government. 

Facilities and Incentives: Companies in SEZs enjoy several benefits: 

 Duty-free import or domestic procurement of goods. 

 100% Income tax exemption on export income for the initial 5 years. 

 Exemption from Minimum Alternate Tax (MAT). 

 Zero-rated GST on supplies to SEZs. 

 Single window clearance for approvals. 

 No license requirements for imports. 

 100% FDI allowed in most manufacturing sectors. 

SEZ Landscape in India: As of January 31, 2021, India boasts 265 operational SEZs, 

with major concentrations in Tamil Nadu, Telangana, Karnataka, Andhra Pradesh, and 

Maharashtra. These zones have provided employment to over 22.84 lakh individuals. 

Challenges and Considerations: While SEZs present opportunities, challenges 

include potential shifts of domestic firms to SEZs, concerns over agricultural land use, 
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and environmental impacts. Striking a balance between promoting SEZs and 

safeguarding agriculture and the environment is crucial. 

Examples of SEZs in India: 

1. SEEPZ Special Economic Zone (Mumbai) 

2. Kandla SEZ 

3. Cochin SEZ 

4. Madras SEZ 

5. Visakhapatnam SEZ 

6. Falta SEZ 

In navigating the complexities of SEZs, India seeks a harmonious blend of economic 

growth and sustainability, recognizing the need for thoughtful development without 

compromising key sectors and ecological integrity. 

Summary: 

Understanding the economic environment is crucial for businesses as it encompasses 

various factors affecting operations. These factors include growth strategy, economic 

systems, government policies, industry dynamics, and more. The economic landscape 

is dynamic, with significant changes since the reforms of 1991, propelling India onto 

the global stage. 

The economic environment operates on a macro-level, impacting businesses 

universally. Businesses rely on the economic environment for inputs, and government 

policies shape available opportunities. The global economic environment is essential to 

recognize, considering features like globalization and economic crises. 

Components of the economic environment include growth strategy, basic economic 

systems, industry, national and per capita income, human resources, economic 

policies, financial systems, savings and investment, inflation trends, balance of 

payments, price and distribution controls, and globalization. 

Gross Domestic Product (GDP) is a key measure calculated through production, 

expenditure, or income approaches. The GDP formula is GDP = C + I + G + (X – M). 

Gross National Income (GNI) includes income from overseas activities, providing a 

more precise wealth indicator. The difference between GDP and GNI is significant for 

nations heavily involved in foreign activities. 
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Monetary policy, governed by a central bank, regulates the money supply to foster 

economic growth. It involves tools like interest rate adjustments, direct lending, and 

altering bank reserve requirements. The Federal Reserve, with a dual mandate of 

maximum employment and curbing inflation, plays a crucial role in the U.S. Monetary 

policy can be expansionary or contractionary, and tools include open market 

operations, discount rate adjustments, reserve requirements manipulation, 

unconventional measures, and market expectation management. 

The economic environment of a business is a multifaceted landscape influenced by 

various factors. These include growth strategy, economic systems, government policies, 

industry dynamics, financial sectors, and global economic trends. Understanding this 

environment is crucial for businesses, as it impacts operations, growth, and overall 

success. Reforms since 1991 have propelled the Indian economy onto the global stage, 

emphasizing the dynamic nature of economic landscapes. 

The economic environment operates on a macro-level, impacting businesses universally 

and beyond their control. It involves government policies, economic systems, and 

globalization trends. The growth strategy, economic systems, industry dynamics, and 

other components have evolved over time, shaping India's economic landscape. 

Additionally, the Gross Domestic Product (GDP) and Gross National Income (GNI) are 

vital metrics used to measure a nation's wealth. The monetary policy, controlled by 

central banks, plays a crucial role in economic stability by regulating the money supply. 

The overview delves into the tools and types of monetary policies, emphasizing their 

impact on economic growth, inflation, and employment. 

Universal Basic Income (UBI): Universal Basic Income (UBI) is a groundbreaking 

governmental initiative that involves providing a fixed sum regularly to every adult 

citizen. UBI aims to alleviate poverty and streamline social programs. Historical roots 

trace back centuries, gaining modern attention in the 2020 U.S. presidential campaign, 

particularly through Andrew Yang's advocacy. Political support spans ideological 

spectrums, with challenges centering on cost and potential disincentives to work. 

Global Happiness Trends: The World Happiness Report 2021 indicates Finland as the 

world's happiest nation, with India ranking 139th. The UBI discourse is reflected in 

global happiness discussions. Economic policies, such as Andrew Yang's "Freedom 



47 
 

Dividend" and the American Rescue Plan, contribute to evolving well-being 

landscapes. 

Pioneering Industrial Policies: Industrial Policy frames government strategies for 

manufacturing growth, focusing on productivity, job creation, resource utilization, 

global standards, and progress. India's industrial policies, from 1948 to the present, have 

evolved to foster competitiveness, innovation, and adaptability to the global economy. 

Micro, Small, and Medium Enterprises (MSMEs): MSMEs significantly impact 

India's economy, contributing to manufacturing, exports, and employment. The 

MSMED Act of 2006 recognizes their importance, providing benefits and 

acknowledging their role in inclusive growth. MSMEs face challenges, but recent 

initiatives aim to enhance competitiveness and growth. 

Ease of Doing Business (EoDB): India's progress in the Ease of Doing Business index, 

ranking 63rd in 2020, showcases improvements in construction permits, electricity, 

protecting minority investors, and getting credit. Central and state-level reforms focus 

on simplifying business processes, attracting investments, and enhancing India's global 

appeal. 

Special Economic Zone (SEZ): SEZs are designated areas with lenient economic laws 

to stimulate investment. India's SEZ Act of 2005 aims to boost economic activity, 

exports, employment, and infrastructure. Operational challenges include potential shifts 

of domestic firms and environmental concerns. 

Check Your Progress: 

MCQs: 

1. What is the key measure used to calculate a nation's production value? 

 A) Gross National Income (GNI) 

 B) Gross Domestic Product (GDP) 

 C) Gross National Product (GNP) 

 D) Net National Product (NNP) Answer: B 

2. Which approach is NOT used to calculate Gross Domestic Product (GDP)? 

 A) Production approach 

 B) Expenditure approach 

 C) Income approach 

 D) Profit approach Answer: D 
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3. What does Gross National Income (GNI) include? 

 A) Only domestic income 

 B) Income from overseas activities 

 C) Government expenditures 

 D) Both A and B Answer: B 

4. Which organization prefers GNI over GDP? 

 A) World Health Organization (WHO) 

 B) International Monetary Fund (IMF) 

 C) World Bank 

 D) United Nations (UN) Answer: C 

5. What is the primary role of the Federal Reserve in the U.S.? 

 A) Maximizing profits 

 B) Achieving maximum employment and curbing inflation 

 C) Controlling international trade 

 D) Implementing fiscal policies Answer: B 

6. What is the main purpose of the Gross National Income (GNI)? a. Measuring 

production value b. Evaluating national wealth c. Regulating money supply d. 

Assessing inflation rates 

Answer: b 

7. In the monetary policy, what is the primary tool for influencing economic 

conditions? a. Fiscal measures b. Open Market Operations c. Government 

spending d. Industrial policies 

Answer: b 

8. How often does the Federal Reserve convene to discuss potential policy 

adjustments? a. Monthly b. Quarterly c. Annually d. Eight times a year 

Answer: d 

9. What is the main goal of contractionary fiscal policy? a. Boosting economic 

growth b. Lowering interest rates c. Curbing inflation d. Increasing government 

spending 

Answer: c 
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10. Which component is NOT a part of the Human Development Index (HDI)? a. 

Mean years of schooling b. Gross National Income (GNI) per capita c. 

Government spending d. Life expectancy at birth 

Answer: c 

11. What is the primary objective of Universal Basic Income (UBI)? 

 A) Maximizing profits 

 B) Alleviating poverty 

 C) Enhancing social programs 

 D) Encouraging unemployment 

Key: B 

12. Which country holds the top position in the World Happiness Report 2021? 

 A) India 

 B) Finland 

 C) United States 

 D) Thailand 

Key: B 

13. What does the MSMED Act of 2006 focus on? 

 A) Agricultural growth 

 B) Infrastructure development 

 C) Growth of large enterprises 

 D) Development of Micro, Small, and Medium Enterprises 

Key: D 

14. What does the Ease of Doing Business (EoDB) index measure? 

 A) Happiness levels 

 B) Business regulations and property rights protection 

 C) Environmental sustainability 

 D) Government expenditure 

Key: B 

15. Which year marked the introduction of the Special Economic Zones (SEZ) 

Act in India? 

 A) 1965 

 B) 2000 
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 C) 2005 

 D) 2020 

Key: C 

Short Answer Type Questions: 

1. Explain the significance of the economic environment for businesses. 

2. What are the components of the economic environment, and how do they impact 

business operations? 

3. Describe the difference between Gross Domestic Product (GDP) and Gross 

National Income (GNI). 

4. How does monetary policy influence economic growth, and what are its tools? 

5. Briefly discuss the dual mandate of the Federal Reserve in the U.S. 

6. Explain the impact of globalization on the economic environment. 

7. How does contractionary fiscal policy differ from expansionary fiscal policy? 

8. What are the key components of the Human Development Index (HDI)? 

9. Describe the role of the Federal Reserve in implementing monetary policy. 

10. Briefly discuss the evolution of the Indian economic landscape since the reforms 

in 1991. 

11. Discuss the historical roots and modern resurgence of the Universal Basic 

Income (UBI) concept. 

12. Examine the role of Micro, Small, and Medium Enterprises (MSMEs) in the 

Indian economy, considering their contributions and challenges. 

13. Evaluate India's achievements in the Ease of Doing Business (EoDB) index, 

highlighting key reforms and their impact. 

Long Answer Type Questions: 

1. Analyze the dynamic nature of the economic environment, considering changes 

since the 1991 reforms in India. 

2. Elaborate on the various components of the economic environment, 

emphasizing their roles and interconnections. 

3. Compare and contrast the approaches used to calculate Gross Domestic Product 

(GDP), highlighting their significance. 

4. Evaluate the impact of globalization on the economic environment, considering 

its features and implications. 
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5. Discuss the role of monetary policy in economic stability, examining its tools 

and the decision-making process involved. 

6. Analyze the role of government policies in shaping the economic environment 

with examples. 

7. Compare and contrast monetary policy and fiscal policy, highlighting their 

objectives and tools. 

8. Evaluate the strengths and weaknesses of the Human Development Index (HDI) 

as a measure of national development. 

9. Discuss the challenges and benefits of financial inclusion in the context of 

economic empowerment. 

10. Provide an in-depth overview of the Gross National Happiness (GNH) 

philosophy, its origin, and its impact on Bhutan's development. 

11. Provide a comprehensive overview of India's industrial policies, tracing their 

evolution from 1948 to the present. Discuss the objectives, challenges, and 

impact on e 

12. conomic growth. 

13. Analyze the significance and challenges of Special Economic Zones (SEZs) in 

India. Discuss their objectives, benefits, and potential impact on the economy, 

considering both advantages and concerns. 
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Unit-III: Political, Legal and Socio-Cultural Environment   

Government and business- role of Government in business; PSUs in India- 

Disinvestment of PSUs, Role of PSUs in economic development; Foreign Trade Policy- 

EXIM policy, FEMA 1999, BOP, Balance of trade; Regulatory bodies- RBI, SEBI and 

their roles, Consumer Protection Act 2019, IRDA, Competition Act 2002; Socio-

cultural environment- elements, society and business, social audit, CSR, business ethics 

and corporate governance, climate change and business  

3.1 Introduction:  

In any society, the most influential institutions are the government and businesses, 

collectively shaping both domestic and foreign public policies for a country. 

Government regulations significantly impact the nature, growth, and operation of the 

business system. Political stability fosters business success and encourages 

entrepreneurs to take risks. The ruling party's ideology, such as socialism, influences 

government control and ownership of businesses. For instance, India followed a public 

sector-dominated development strategy until 1990. 

Major economic policies, including industrial, fiscal, monetary, and foreign trade 

policies, often reflect political considerations. Political decisions, like the BhartiyaJanta 

Party's philosophy in 1977, can force companies like Coca Cola and IBM to leave a 

country. Over time, attitudes change, and now multinational corporations are welcomed 

across various industries in India. 

Alterations in government intervention in business affairs lead to shifts in industrial 

growth patterns. During the dominance of the public sector and widespread industrial 

licensing, the government determined project scales and locations. After liberalization 

in 1991, businesses gained the freedom to make such decisions independently. 

Reciprocally, business and industry exert a significant influence on government 

policies. The Foreign Exchange crisis in India necessitated economic liberalization in 

1991. 

The Role of Government in Business:  President Coolidge once asserted that the 

primary business of the American people is business. While the private sector is the 
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country's chief economic force, government regulation is deemed necessary. The U.S. 

government's role in business dates back to the Constitution, which grants the power to 

regulate some commerce. Despite increased government involvement, the business 

community still enjoys considerable freedom, with the government exerting its 

authority in various ways. 

1. Permission to Form and Operate: Most businesses need state government 

registration to operate. Corporations require a charter, and other business forms 

need specific registrations. Registration defines owners' financial liability, 

limiting their risk to their investment. It also enables government monitoring for 

regulatory purposes. 

2. Creating and Enforcing Contracts: The government plays a role in enforcing 

business contracts, whether complex mergers or simple supply warranties. 

Disputes are resolved through legal channels, with written agreements being 

essential for proof. Legal action is taken if a party fails to meet contract 

obligations. 

3. Consumer Protection and Safety: The government protects consumers by 

enforcing guarantees and holding vendors or manufacturers responsible for 

harmful products. Labeling requirements, such as displaying nutritional content, 

are imposed to ensure consumer information. Efforts in consumer rights still 

require development for comprehensive public protection. 

4. Employee Rights and Protections: Various state and federal agencies work to 

safeguard employee rights. Agencies like the Occupational Health and Safety 

Administration ensure a safe work environment, and the Equal Opportunity 

Commission prevents workplace discrimination. 

5. Environmental Regulations and Protection: The government regulates 

industries to protect the public from environmental externalities when 

transactions impact third parties. Effectiveness in this role is debated, as seen in 

incidents like the Gulf oil spill of 2010. 

6. Revenue and Taxation: Governments at all levels tax businesses, with revenue 

being a crucial part of budgets. Corporate and personal income taxes balance the 

tax burden, allowing equitable taxation. It ensures a fair contribution to 

government funds. 
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7. Investor Rights and Protection: Government mandates companies to disclose 

financial information, protecting investor rights and encouraging further 

investment. The Securities and Exchange Commission oversees these 

disclosures, though debates persist on the adequacy of federal regulations. 

3.2 Public Sector Undertakings  

Public Sector Undertakings (PSUs) are integral to the Indian economy, encompassing 

public services and enterprises that contribute to the well-being of society. This article 

delves into the objectives behind establishing PSUs, their role in societal progress, 

challenges faced, and the reforms implemented. 

Public Sector – Three Key Classifications: 

1. Departmental Undertaking: Managed directly by the concerned ministry or 

department (e.g., Railways, Posts). 

2. Non-Departmental Undertaking: PSUs (e.g., HPCL, IOCL). 

3. Financial Institution: (e.g., SBI, UTI, LIC). 

The genesis of PSUs lies in the drive for industrialization, capital goods, and basic 

industries. Organizations outside the public sector, termed the private sector, primarily 

aim at profit generation. 

Objectives of Establishing PSUs: 

1. Create an industrial base. 

2. Generate high-quality employment. 

3. Develop essential infrastructure. 

4. Provide resources to the government. 

5. Promote exports and curtail imports. 

6. Alleviate inequalities and foster economic growth. 

Role of Public Sector in Societal Upliftment: 

1. Capital Formation: A major contributor to capital generation in the Indian 

economy. 

2. Employment Opportunities: Significantly influences the job sector, positively 

impacting the economy and society. 

3. Regional Development: Establishing factories enhances socio-economic 

development in various regions, improving facilities like electricity and water 

supply. 
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4. Research and Development: Investment in technology and automation reduces 

overall production costs. 

PSU Challenges: 

1. Inappropriate investment decisions. 

2. Improper pricing policies. 

3. Excessive overhead costs. 

4. Lack of autonomy and accountability. 

5. Overstaffing. 

6. Trade unionism. 

7. Underutilization of capacity. 

PSU Reforms: 

1. New Industrial Policy 1991. 

2. Voluntary Retirement Scheme, 1988 (Golden Handshake). 

3. Administered Price Mechanism. 

4. Navratnas Policy (Granting autonomy to top-performing PSUs). 

5. Mini Ratnas Policy (Granting special status to selected PSUs). 

6. Maharatnas Policy (Introduced in 2010, granting prestigious status to top-tier 

PSUs based on financial criteria and global presence). 

Disinvestment Policy and DIPAM: DIPAM, or the Department of Investment and 

Public Asset Management, evolved from the Department of Disinvestment. It operates 

under the Ministry of Finance and aims to efficiently manage the government's equity 

investments and disinvestment in central public sector undertakings (CPSUs). 

Disinvestment Meaning and Objectives: Disinvestment involves the government 

selling its shareholding in public sector enterprises to exit business production, focusing 

on public goods and services. Objectives include reducing financial burdens, improving 

public finances, introducing competition, funding growth, encouraging wider 

ownership, and depoliticizing non-essential services. 

Disinvestment Importance: Proceeds from disinvestment contribute to financing fiscal 

deficits, large-scale infrastructure development, economic stimulation, and debt 

reduction. 

Disinvestment Policy Background: Disinvestment emerged as a policy option in 1991 

during economic liberalization, globalization, and structural reforms. Initially, it aimed 



56 
 

to raise resources for deficit reduction and enhance the performance of public 

enterprises. 

Chandra Shekhar Government and Disinvestment: During the 1990 balance of 

payments crisis, the Indian government proposed selling equity in state-owned 

companies to mobilize revenue. Negotiations with the IMF resulted in approval to use 

the funds for deficit reduction, marking the initiation of disinvestment in India. Political 

instability, however, delayed the implementation of these plans. 

P V NarasimhaRao Government 

1. The first sale of shares of public sector firms in small bundles to mutual funds 

and institutional investors happened in 1991-92 under P V NarasimhaRao-

Manmohan Singh combine, who ushered in the 1991 economic reforms, but 

they too faced a difficult time in its implementation. 

2. The World Bank, with which India was in negotiations for assistance, took the 

stance that proceeds raised through the sale of equity of public sector companies 

should be used only to reduce the government’s debt. During negotiations in 

September 1991, Finance Ministry again managed to persuade the World Bank 

that given India’s fiscal challenges, this couldn’t be done under the current 

circumstances. 

3. Industrial Policy Statement of 1991 provided for a complete review of public 

sector investments to focus on strategic and essential infrastructure undertakings 

and new methods to tackle chronically sick and loss-making units. 

4. In the latter half of the 90s, the range of disinvestment was gradually increased 

by the subsequent coalition governments to bring about a clear distinction 

between strategic and non-strategic enterprises so as to reduce government 

shareholding to 26% in non-core enterprises through incremental 

disinvestment or strategic sale while retaining majority shareholding (51%) in 

strategic enterprises. 

I K Gujral Government: 

1. In 1996, the Indian government established a Disinvestment Commission to 

meticulously assess the withdrawal of the public sector from non-core, non-

strategic areas. The aim was to ensure job security for workers and provide 
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opportunities for retraining and re-employment. The commission recommended 

the sale of equities or outright sale of several Public Sector Enterprises (PSEs), 

including Air India. 

2. The budget of that year pledged to utilize the revenue from these equity sales for 

education, health, and a fund to strengthen Public Sector Undertakings. 

However, the majority of the funds were directed to the Consolidated Fund of 

India to reduce the deficit. 

II. AtalBihari Vajpayee Government: 

1. In the 1998-99 Budget, the government declared its intention to reduce 

shareholding in public sector firms to 26%, retaining majority shares in strategic 

entities. The announcement assured protection for employees' interests and the 

establishment of a restructuring fund to compensate them. 

2. The concept of strategic sales in public sector companies was introduced, 

resulting in controversial sales of entities like Modern Bakeries, Hindustan Zinc, 

and Balco. The government redefined strategic enterprises in 1999, narrowing it 

down to defense, atomic energy, and railways. 

III. Manmohan Singh Government: 

1. The UPA government in 2004 expressed a selective approach to privatization, 

avoiding disinvestment for short-term targets. Disinvestment proceeds were 

earmarked for specific social welfare programs. 

2. The National Investment Fund (NIF) was formed in 2005 to channel funds 

raised from disinvestment. Initially aimed at social welfare, its restructuring in 

2013 provided flexibility in fund utilization. 

IV. NarendraModi Government – Present Status: 

1. The moratorium on strategic sales, imposed in 2009 by the UPA government, 

has been lifted. However, Prime Minister Modi diverges from the privatization 

path of Margaret Thatcher. 

2. Unlike Thatcher's belief that the government should not be in business, Modi's 

disinvestment policy aims to enhance government control for efficient asset 
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utilization. The Department of Disinvestment was renamed the "Department of 

Investment and Public Asset Management" (DIPAM) to reflect this shift. 

3. The current approach focuses on minimizing interference, applying commercial 

principles to public sector undertakings, and granting managerial autonomy. 

Critique of India’s Disinvestment Policy: 

1. Since the 1950s, the public sector has played a crucial role in laying economic 

foundations. However, rapid expansion without sufficient autonomy led to 

inefficiencies. 

2. Autonomy and accountability could have improved the performance of public 

sector enterprises. Despite exceptional performances by some PSEs, overall net 

profit to turnover remained low. 

3. Disinvestment originated from financial urgency and the failure of the public 

sector to provide a reasonable rate of return on investments. 

4. India's disinvestment progress has been sluggish compared to other developing 

regions. Privatization has seen substantial growth in East and Southeast Asia, 

Latin America, and Central and Eastern Europe. 

5. Economic Survey data indicates consistent failures to meet intended 

disinvestment targets. 

3.3 Foreign Trade Policy for India 

The Foreign Trade Policy (FTP), also referred to as the Export-Import (EXIM) policy, 

is governed by the Foreign Trade Development and Regulation Act of 1992. The key 

regulatory authority overseeing matters related to the EXIM policy is the Directorate 

General of Foreign Trade (DGFT). 

Included in the Economic Globalization section of the RBI Grade B Mains ESI paper, 

this article explores crucial elements that candidates must be familiar with under the 

EXIM Policy. 

Objectives of the Foreign Trade Development and Regulation Act, 1992 

The Foreign Trade Development and Regulation Act, 1992, serves as the cornerstone 

for the EXIM policy. Its primary objective is to facilitate imports into and boost exports 

from India. This act replaced the earlier Imports and Exports (Control) Act of 1947. 

 



59 
 

Objectives of India's EXIM Policy 

The objectives of India's EXIM policy encompass: 

 Encouraging consistent export growth to secure a 1% share of international 

merchandise trade. 

 Supporting stable economic expansion by providing access to essential 

resources for various sectors. 

 Enhancing technological efficiency and productivity in agriculture, companies, 

and services. 

 Providing consumers with high-quality goods and services at globally 

competitive prices while fostering a level playing field for domestic production. 

The fiscal year 2021-22 concluded on a positive note for India's international trade, 

showcasing resilience and robust growth in exports. Despite these achievements, the 

absence of a new Foreign Trade Policy (FTP) is notable. The last FTP was notified in 

2015, and its anticipated replacement in April 2020 has faced repeated extensions. 

Significance of a Foreign Trade Policy 

 The Foreign Trade Policy is a legally binding document under the Foreign Trade 

Development and Regulation Act 1992, shaping the trade landscape. 

 Revised and notified regularly, the FTP has been a guiding document for all 

stakeholders since the economic reforms of 1991. 

 Its primary goal is to facilitate trade by reducing transaction and transit costs 

and outlining regulations for cross-border trade. 

Importance of a New Foreign Trade Policy 

 Clarifying India's stance globally is crucial, considering recent geopolitical 

shifts, emphasis on local manufacturing, and bilateral trade conventions. 

 Addressing the impact on export-oriented businesses due to changes in the 2015 

FTP is necessary. 

 Addressing infrastructural setbacks, the crisis faced by MSMEs, and the 

reduction in incentives are critical aspects requiring attention. 

Possible Amendments in the New FTP 
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 Solving the crisis faced by MSMEs under the SEIS by modifying minimum cap 

requirements and expediting GST refunds for global services. 

 Extending incentives granted to retail and wholesale traders to exporters, 

enabling them to leverage technology for global competitiveness. 

 Investing in upgraded export infrastructure, including warehouses, ports, SEZs, 

and certification centers. 

 Aligning GST export benefits with the FTP and ensuring seamless disbursement 

of refunds. 

 Developing WTO-compliant schemes to promote competitive Indian exports 

globally. 

 Engaging with stakeholders to frame a guided policy outlook, addressing 

contemporary needs such as fuel-import substitution and improved logistics. 

In light of the economic challenges posed by the pandemic, the new FTP should work 

progressively to address export constraints, review regulatory frameworks, and create a 

low-cost operating environment through enhanced logistics and utility infrastructure. 

3.4 Foreign Exchange Management Act (FEMA) & Foreign Exchange Regulation 

Act (FERA) 

The Foreign Exchange Management Act of 1999 (FEMA) was enacted on 29 December 

1999 by the Parliament, aligning with the frameworks of the World Trade Organisation 

(WTO). This act paved the way for the Prevention of Money Laundering Act, 2002, 

which became effective on July 1, 2005. 

Key Features of Foreign Exchange Management Act, 1999 

1. Empowers the Central Government to regulate international payments. 

2. Requires approval from FEMA for all financial transactions involving foreign 

securities or exchange, to be conducted through "Authorised Persons." 

3. Allows the Government of India to restrict an authorised individual from 

engaging in foreign exchange deals on the current account in the public interest. 

4. Grants RBI the authority to impose restrictions on capital account transactions, 

even when conducted through an authorised individual. 

5. Permits Indians residing in India to conduct foreign exchange or foreign security 

transactions and hold property in a foreign country, under certain conditions. 
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Categories of Authorised Persons under FEMA 

 Authorized Dealer – Category I: Commercial Banks, State Co-operative 

Banks, Urban Co-operative Banks 

 Authorized Dealer Category – II: Upgraded FFMC, Co-operative Banks, 

Regional Rural Banks (RRBs), others 

 Authorized Dealer Category – III: Select Financial and other Institutions 

 Full Fledged Money Changers (FFMC): Department of Post, Urban Co-

operative Banks, Other FFMC 

Activities Permitted by Authorised Persons 

 Authorized Dealer – Category I: All current and capital account transactions 

as per RBI guidelines. 

 Authorized Dealer Category – II: All activities permitted to FFMC and 

specified non-trade-related current account transactions. 

 Authorized Dealer Category – III: Foreign exchange transactions related to 

the purchase of foreign exchange and sale for private and business visits abroad. 

Structure of FEMA 

1. The Head Office of FEMA, known as the Enforcement Directorate and headed 

by the Director, is situated in New Delhi. 

2. There are five zonal offices located in Delhi, Mumbai, Kolkata, Chennai, and 

Jalandhar, each headed by a Deputy Director. 

3. Each of the five zones is further divided into seven sub-zonal offices, led by 

Assistant Directors, and five field units headed by Chief Enforcement Officers. 

3.5 Balance of Payments (BOP) 

The Balance of Payments (BOP), also referred to as the balance of international 

payments, serves as a comprehensive record of all transactions occurring between a 

country and the rest of the world over a specified period. This includes exchanges 

involving individuals, businesses, and government entities within the country and their 

counterparts abroad. 

Key Insights: 

 The BOP encompasses both the current account and capital account. 
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 The current account involves a nation's net trade in goods and services, net 

earnings from cross-border investments, and net transfer payments. 

 The capital account covers a nation's transactions in financial instruments and 

central bank reserves. 

 Ideally, the sum of all recorded transactions in the BOP should be zero, but 

practical challenges like exchange rate fluctuations and variations in accounting 

practices may hinder this balance. 

Understanding the Balance of Payments (BOP): BOP transactions consist of imports 

and exports of goods, services, and capital, along with transfer payments such as 

foreign aid and remittances. It comprises two main accounts: the current account and 

the capital account. The current account deals with transactions in goods, services, 

investment income, and current transfers, while the capital account involves financial 

instruments and central bank reserves. 

In practice, a country may import items (current account transaction) and effectively 

import foreign capital when payment is made (capital account transaction). A balance 

of payments deficit may occur if a country cannot fund imports through exported 

capital or by depleting reserves. 

Historical Context: 

 Before the 19th century, international transactions were gold-denominated, 

limiting flexibility for countries with trade deficits. 

 The industrial revolution increased global economic integration, leading to more 

frequent balance of payment crises. 

 The Bretton Woods system post-World War II introduced a gold-convertible 

dollar, later abandoned due to trade deficits. 

 Since the Nixon shock, currencies have floated freely, and balance-of-payments 

crises sometimes cause currency devaluations. 

Special Considerations: 

 Balance of payments data is crucial for national and international economic 

policy formulation. 
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 Imbalances can exist between different countries' current accounts, impacting 

global economic dynamics. 

 Economic policies, such as attracting foreign investment or stimulating exports, 

influence the balance of payments. 

Example and Formula: 

 Transactions involving funds entering or leaving a country are recorded as 

credits or debits in the BOP. 

 Formula: Current account + Capital account + Financial account + Balancing 

item = 0. 

In essence, the Balance of Payments provides a nuanced understanding of a country's 

economic interactions with the world, influencing policy decisions and reflecting global 

economic dynamics. 

3.6 Balance of Trade (BOT) 

The Balance of Trade (BOT) signifies the difference between the value of a country's 

exports and the value of its imports within a specific timeframe. It holds a significant 

position within a country's balance of payments (BOP). At times, the balance of trade 

distinguishes between the trade of goods and services, presenting two distinct figures. 

The balance of trade is also known as the trade balance, international trade balance, 

commercial balance, or net exports. 

Insights: 

 The BOT calculates the variance between a country's imports and exports, 

acting as a major component of its balance of payments. 

 A trade deficit occurs when a country imports more goods and services than it 

exports, while a trade surplus arises when a country exports more than it 

imports. 

 In 2019, Germany, Japan, and China boasted the largest trade surpluses, while 

the United States faced the largest trade deficit, surpassing the United Kingdom 

and Brazil. 
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Understanding the Balance of Trade (BOT): The BOT formula is straightforward: 

total export value minus total import value. Economists leverage the BOT to assess a 

country's economic strength. A trade deficit, indicating an excess of imports over 

exports, reflects a negative trade balance. Conversely, a trade surplus, signifying more 

exports than imports, indicates a positive trade balance. 

Certain countries, like the United States, have experienced persistent trade deficits, 

contrasting with China's increasing trade surplus amid reduced global trade due to the 

pandemic. 

It's crucial to recognize that a trade surplus or deficit isn't solely indicative of an 

economy's health; it must be considered alongside the business cycle and other 

economic indicators. During recessions, countries may prefer exporting more to boost 

job creation, while economic expansions may prompt increased imports to stimulate 

price competition and limit inflation. 

In 2019, Germany, Japan, and China maintained the largest trade surpluses, while the 

United States encountered the most substantial trade deficit, despite ongoing trade 

tensions. 

Calculation of Balance of Trade (BOT): For instance, in August 2020, the United 

States imported goods and services worth $239 billion but exported only $171.9 billion. 

This resulted in a trade deficit of -$67.1 billion for August 2020. 

A country with a substantial trade deficit borrows funds to cover its imports, while a 

country with a trade surplus lends money to deficit countries. The trade balance can 

also reflect a country's political and economic stability by indicating the level of foreign 

investment. 

Debit items, such as imports and foreign aid, are subtracted from credit items, including 

exports and foreign spending in the domestic economy, to derive the trade deficit or 

surplus for a specific period. 

3.7 Role of Reserve Bank of India (RBI) in Indian Economy 

Overview: Often, we come across news about the Reserve Bank of India (RBI) making 

policy changes or the RBI Governor discussing economic matters, leaving many of us 

bewildered about its actual role. So, what exactly does the RBI do in the Indian 

economy? Let's unravel its functions. 
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Who is the RBI? The RBI is India's Central Bank, comparable to the Federal Reserve 

Bank in the US or the Bank of England in England. Contrary to popular belief, it 

operates independently of the government and serves as an economic advisor. 

Structure of the RBI: Established in 1935, the RBI's structure includes a central board 

of directors with 21 members. These members, including the Governor and Deputy 

Governors, oversee its operations independently. 

Role of RBI: 

1. Issuer of Currency: 

 Objective: Provide an adequate supply of high-quality currency notes 

and coins to the public. 

2. Monetary Authority: 

 Objective: Formulate and implement monetary policy to manage interest 

rates, influencing inflation and deflation. 

3. Manager of Foreign Exchange: 

 Objective: Regulate foreign currency flow, maintain the Rupee's 

exchange rate in international markets, and promote foreign exchange 

market development. 

4. Regulator and Supervisor of the Financial System: 

 Objective: Set banking parameters, ensure compliance, oversee financial 

operations, and safeguard depositors' interests in case of banking 

failures. 

5. Regulator and Supervisor of Payment and Settlement Systems: 

 Objective: Introduce secure payment systems, such as NEFT, RTGS, and 

UPI, and supervise the National Financial Switch (NFS) for ATM 

operations. 

6. Related Functions: 

 Banker to the Government: Conduct merchant banking for central and 

state governments, manage their financial securities. 
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 Banker to the Banks: Maintain banking accounts for scheduled banks, 

oversee their reserve capital balance. 

7. Developmental Role: 

 Objective: Support national objectives through various promotional 

functions, such as providing timely credit to productive sectors, creating 

financial infrastructure, expanding access to affordable financial 

services, and promoting financial inclusion. 

In essence, the RBI plays a crucial role in shaping and sustaining India's economic 

stability and growth through its multifaceted functions and responsibilities. 

3.8 SEBI: Securities and Exchange Board of India 

Overview: SEBI, established on April 12, 1992, is a statutory regulatory body 

overseeing and regulating the Indian capital and securities market. It plays a crucial role 

in safeguarding investor interests through the formulation of regulations and guidelines. 

The headquarters of SEBI is located at BandraKurla Complex in Mumbai. 

Structure of SEBI: SEBI operates with a corporate framework, comprising 

approximately 20 departments, each led by a department head. Departments include 

corporation finance, economic and policy analysis, debt and hybrid securities, 

enforcement, human resources, investment management, commodity derivatives market 

regulation, legal affairs, among others. The hierarchical structure includes a chairman 

nominated by the Union Government, officers from the Union Finance Ministry, a 

member from the Reserve Bank of India, and five other members nominated by the 

Union Government. 

Functions of SEBI: 

1. Investor Protection: SEBI ensures the protection of investors in the securities 

market. 

2. Market Development and Regulation: SEBI promotes the development of the 

securities market and regulates business activities. 

3. Registration and Regulation of Intermediaries: SEBI provides a platform for 

various market participants to register and regulates their operations. 
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4. Regulation of Securities Market: SEBI oversees the functioning of depositories, 

participants, custodians, foreign portfolio investors, and credit rating agencies. 

5. Prevention of Insider Trading: SEBI prohibits fraudulent and unfair trade 

practices, including insider trading. 

6. Investor Education: SEBI focuses on educating investors about intermediaries 

in the securities markets. 

7. Monitoring Acquisitions and Takeovers: SEBI monitors substantial acquisitions 

of shares and takeovers of companies. 

8. Research and Development: SEBI engages in research and development 

activities to ensure the efficiency of the securities market. 

Authority and Power of SEBI: SEBI possesses three main powers: 

 Quasi-Judicial: SEBI can deliver judgments related to fraud and unethical 

practices, ensuring fairness and transparency. 

 Quasi-Executive: SEBI is empowered to implement regulations, take legal 

action against violators, and inspect relevant documents. 

 Quasi-Legislative: SEBI formulates rules and regulations, including those on 

insider trading, listing obligations, and disclosure requirements. 

Mutual Fund Regulations by SEBI: SEBI has established regulations for mutual 

funds, including: 

 Restrictions on shareholding by sponsors, associates, or group companies. 

 Limits on shareholding in the asset management company of a mutual fund. 

 Caps on the weight of individual stocks in indices and specific norms for 

sectoral indices. 

 Requirements for AMCs to evaluate compliance regularly. 

 Guidelines for investments in non-convertible debentures, commercial papers, 

and equity shares by mutual funds. 

In essence, SEBI plays a pivotal role in ensuring the integrity, fairness, and 

transparency of India's securities market while protecting the interests of investors. 
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3.8 Consumer Protection Act, 2019: Safeguarding Consumer Rights in India 

Overview: The Consumer Protection Act, 2019, governs and safeguards the rights of 

consumers in India, replacing the Consumer Protection Act, 1986. This comprehensive 

legislation addresses the challenges faced by modern consumers, especially those 

dependent on technology. It aims to protect and promote consumer rights through 

various provisions. 

Definition of 'Consumer': A consumer, as per Section 2(7) of the Consumer 

Protection Act, 2019, is an individual or group buying goods or services for personal 

use, excluding manufacturing or resale purposes. The Act explicitly includes online 

transactions, electronic means, direct selling, teleshopping, and multi-level marketing 

within its definition. 

Purpose and Need: Enacted to address violations of consumer rights, unfair trade 

practices, and misleading advertisements, the Consumer Protection Act, 2019 is a 

response to the surge in online transactions due to technological advancements. Its key 

objectives include providing better protection, ensuring compensation for infringed 

rights, and fostering consumer education. 

Objectives of the Act: The Act's primary objectives are to: 

1. Protect against hazardous products. 

2. Inform consumers about product quality, quantity, and pricing. 

3. Establish Consumer Protection Councils at various levels. 

4. Ensure access to goods at competitive prices. 

5. Address unfair trade practices and consumer exploitation. 

6. Appoint authorities for efficient dispute resolution. 

7. Define penalties for offenses under the Act. 

8. Uphold consumers' welfare at relevant forums. 

9. Promote consumer education. 

Consumer Rights: Under Section 2(9) of the Act, consumers have six fundamental 

rights, including protection from hazardous products, awareness of product information, 
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access to a variety of goods at competitive prices, redressal against unfair practices, 

compensation for wrongs, and the right to consumer education. 

Unfair Trade Practices: Section 2(47) defines unfair trade practices, including 

manufacturing spurious goods, failure to issue bills, refusal to refund, and unauthorized 

disclosure of consumer information. 

Key Changes Incorporated: The Consumer Protection Act, 2019 introduces several 

changes, such as revised jurisdiction limits for District, State, and National 

Commissions, expedited dispute resolution, online complaint filing through the E-

Daakhil Portal, inclusion of e-commerce and direct selling provisions, mediation and 

alternative dispute resolution mechanisms, product liability regulations, and an 

increased focus on consumer rights. 

Consumer Protection Councils: The Act establishes Consumer Protection Councils at 

the national, state, and district levels. These councils act as advisory bodies to protect 

and promote consumer interests. 

Central Consumer Protection Authority (CCPA): The CCPA, established by the 

Central Government, regulates matters related to consumer rights violations, unfair 

trade practices, and misleading advertisements. It ensures quick redressal, recommends 

international best practices, and promotes consumer research and awareness. 

Consumer Disputes Redressal Commissions: District Consumer Disputes Redressal 

Commissions are set up by state governments to address complaints where the value 

does not exceed specified limits. These commissions play a crucial role in resolving 

consumer disputes. 

Mediation: The Act introduces Consumer Mediation Cells at the national and state 

levels to facilitate speedy dispute resolution. Mediators are empanelled based on 

qualifications and are responsible for conducting mediation within specified timelines. 

Product Liability: Section 83 of the Act outlines product liability actions against 

manufacturers, service providers, and sellers. It defines circumstances under which each 

can be held liable and establishes exceptions to product liability. 

Offenses and Penalties: The Act prescribes penalties for false and misleading 

advertisements, manufacturing and selling adulterated or spurious products. The 

penalties vary based on the nature and severity of the offense. 
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Benefits to Consumers: Consumers benefit from the Consumer Protection Act, 2019 

through provisions that address unfair contracts, expanded territorial jurisdiction for 

filing complaints, strict penalties for false advertisements, clear definitions of product 

liability, options for mediation, and the convenience of e-filing complaints. 

In essence, the Consumer Protection Act, 2019 significantly enhances the legal 

framework for consumer protection in the digital age, promoting fairness, transparency, 

and the well-being of consumers across India. 
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legislation addresses the challenges faced by modern consumers, especially those 
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6. Appoint authorities for efficient dispute resolution. 

7. Define penalties for offenses under the Act. 

8. Uphold consumers' welfare at relevant forums. 

9. Promote consumer education. 

Consumer Rights: Under Section 2(9) of the Act, consumers have six fundamental 

rights, including protection from hazardous products, awareness of product information, 

access to a variety of goods at competitive prices, redressal against unfair practices, 

compensation for wrongs, and the right to consumer education. 

Unfair Trade Practices: Section 2(47) defines unfair trade practices, including 

manufacturing spurious goods, failure to issue bills, refusal to refund, and unauthorized 

disclosure of consumer information. 

Key Changes Incorporated: The Consumer Protection Act, 2019 introduces several 

changes, such as revised jurisdiction limits for District, State, and National 

Commissions, expedited dispute resolution, online complaint filing through the E-

Daakhil Portal, inclusion of e-commerce and direct selling provisions, mediation and 

alternative dispute resolution mechanisms, product liability regulations, and an 

increased focus on consumer rights. 

Consumer Protection Councils: The Act establishes Consumer Protection Councils at 

the national, state, and district levels. These councils act as advisory bodies to protect 

and promote consumer interests. 

Central Consumer Protection Authority (CCPA): The CCPA, established by the 

Central Government, regulates matters related to consumer rights violations, unfair 

trade practices, and misleading advertisements. It ensures quick redressal, recommends 

international best practices, and promotes consumer research and awareness. 

Consumer Disputes Redressal Commissions: District Consumer Disputes Redressal 

Commissions are set up by state governments to address complaints where the value 

does not exceed specified limits. These commissions play a crucial role in resolving 

consumer disputes. 



72 
 

Mediation: The Act introduces Consumer Mediation Cells at the national and state 

levels to facilitate speedy dispute resolution. Mediators are empanelled based on 

qualifications and are responsible for conducting mediation within specified timelines. 

Product Liability: Section 83 of the Act outlines product liability actions against 

manufacturers, service providers, and sellers. It defines circumstances under which each 

can be held liable and establishes exceptions to product liability. 

Offenses and Penalties: The Act prescribes penalties for false and misleading 

advertisements, manufacturing and selling adulterated or spurious products. The 

penalties vary based on the nature and severity of the offense. 

Benefits to Consumers: Consumers benefit from the Consumer Protection Act, 2019 

through provisions that address unfair contracts, expanded territorial jurisdiction for 

filing complaints, strict penalties for false advertisements, clear definitions of product 

liability, options for mediation, and the convenience of e-filing complaints. 

In essence, the Consumer Protection Act, 2019 significantly enhances the legal 

framework for consumer protection in the digital age, promoting fairness, transparency, 

and the well-being of consumers across India. 

3.9 Insurance Regulatory and Development Authority of India (IRDAI): 

Upholding Insurance Standards 

Overview: The Insurance Regulatory and Development Authority of India (IRDAI), 

often referred to as IRDA, is a governmental body entrusted with the responsibility of 

overseeing and fostering the growth of the insurance sector in India. For those aspiring 

to take the UPSC exam, understanding the roles of various government ministries is 

crucial. 

Key Points: The IRDAI operates as the apex regulatory authority, autonomously 

managing the insurance landscape in India. Its establishment is rooted in the Insurance 

Regulatory and Development Authority Act of 1999, making it a statutory body. The 

headquarters, originally in New Delhi until 2001, is now situated in Hyderabad, 

Telangana. 

Functions of IRDAI: The IRDAI performs several key functions: 

 Safeguarding the rights of policyholders in India. 
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 Granting registration certificates to insurance companies, overseeing renewals, 

modifications, cancellations, and related processes. 

 Formulating regulations designed to protect the interests of policyholders within 

the country. 

IRDAI's Mission: The core mission of IRDAI is: "To safeguard the interests of 

policyholders, regulate, promote, and ensure the systematic growth of the insurance 

industry, and address related matters or incidents." 

In essence, IRDAI stands as a guardian for policyholders, ensuring the orderly 

development of the insurance sector while creating and enforcing regulations that 

prioritize the interests of those it serves. 

3.10 Competition Act, 2002: Nurturing Fair Commercial Practices 

Overview: The Competition Act, 2002, is a pivotal law governing commercial 

competition in India, succeeding the Monopolies and Restrictive Trade Practices Act of 

1969. This article delves into the intricacies of the Competition Act, offering insights 

pertinent to the Civil Services Examination. 

Historical Context: Rooted in the establishment of the Monopolies Inquiry 

Commission in 1964, the subsequent Monopolies and Restrictive Practices Act of 1969 

aimed to curb monopolistic practices. However, its outdated definitions prompted the 

need for a more contemporary legislation. Consequently, the Competition Act was 

introduced in the LokSabha on August 6, 2001. 

Key Definitions: 

1. Acquisition: Direct or indirect agreement to acquire shares, voting rights, or 

control of assets in any enterprise. 

2. Cartel: An association limiting control over goods distribution, sale, or 

promotions through a prearranged agreement. 

3. Dominant Position: A powerful market position enabling an enterprise to 

influence the market freely. 

4. Predatory Pricing: Reducing goods and services prices significantly below 

production costs to eliminate competition. 
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5. Rule of Reason: Interpreting activities based on business justification, impact 

on market competition, and consumer welfare. 

Salient Features: 

1. Anti-Agreements: Prohibits individuals or enterprises from engaging in 

production, supply, or distribution that negatively impacts competition in India, 

deeming such agreements illegal. 

2. Abuse of Dominant Position: Addresses unfair or discriminatory practices by 

enterprises or associated individuals, subjecting them to investigations if found 

in violation. 

3. Combinations: Defines terms leading to acquisitions or mergers, subjecting 

parties to the scrutiny of the Competition Commission of India if they breach 

the Act's limits. 

4. Competition Commission of India: An independent body empowered to enter 

contracts and sue parties for breaches. Comprising a maximum of six members, 

it safeguards consumer interests, advises the Indian Government on economic 

competition, and raises public awareness. 

Main Objectives of the Competition Act 2002: 

1. Prohibition of Anti-competitive Agreements: Prevents activities detrimental 

to competition in India. 

2. Prevention of Abuse of Dominance: Addresses unfair practices by enterprises 

holding a dominant position. 

3. Regulation of Combinations: Governs acquisitions, mergers, and 

amalgamations above specified sizes. 

4. Establishment of Competition Commission of India: Independent body with 

contractual powers and responsibilities to safeguard consumer interests. 

Purpose Behind the Competition Act 2002: A crucial tool to enforce competition 

policy, the Act aims to curb anti-competitive practices by firms and unnecessary 

government interference in the market. It applies to both written and oral agreements 

between enterprises or individuals, ensuring a fair and competitive economic landscape. 
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3.11 Understanding Socio-Cultural Environment: Elements and Influences 

Introduction: The socio-cultural environment encompasses all social aspects directly 

or indirectly impacting business growth and operations. Comprising social institutions, 

class structures, beliefs, values, behavior patterns, customs, and expectations, it forms a 

complex web shaping individual personalities and influencing attitudes, decisions, and 

activities. 

Components of Socio-Cultural Environment: 

1. Attitude: A person's evaluative judgment toward a person, object, idea, or 

activity, shaped by societal influences. Positive attitudes foster teamwork and 

problem-solving, while negative attitudes can breed distrust and hinder 

collaboration. 

2. Belief: Descriptive thoughts based on knowledge, opinions, and education, 

influencing viewpoints on ideas, concepts, and people. Employee beliefs impact 

organizational contributions and perceptions of work-related issues. 

3. Religion: Provides the philosophical foundation for beliefs and values, affecting 

social relationships, lifestyle, and business practices. In diverse countries like 

Nepal, religious harmony coexists, influencing consumption patterns and 

holidays. 

4. Language: An integral part of culture and a communication medium, vital for 

businesses operating internationally. Nepal's linguistic diversity, including 

Nepali, Sherpa, Maithili, Bhojpuri, Tharu, Hindi, Tamang, Magar, Gurung, and 

Newari, poses communication challenges. 

5. Education: The backbone for a country's development, shaping knowledge, 

skills, and decision-making. The education level of the populace influences 

media selection, staffing, organizational structure, and productivity. 

6. Family Structure: A social institution impacting business decisions, with 

decision-making often led by the family head. Changing dynamics, such as a 

shift from joint to nuclear families, influence work patterns and family-owned 

businesses. 

7. Social Organization: Represented by common interest groups and 

communities, exerting significant pressure on businesses. Reference groups, 
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formed around shared characteristics, influence behavior, lifestyles, and buying 

decisions. 

8. Class Structure: Formed by income differences, influencing values, attitudes, 

and buying behavior. In Nepal, classes include the upper class preferring 

premium products, the growing middle class targeted by businesses with a 

hybrid strategy, and the lower class focusing on low-cost, price-sensitive 

products. 

Understanding these socio-cultural components is vital for businesses, as they 

continually interact with society. Managerial functions are intertwined with these 

elements, emphasizing the integral role of people and societal factors in shaping the 

operational landscape. 

3.12: Social Audit 
Definition: A social audit is a formal evaluation of a company's activities, processes, 
and ethical standards related to social responsibility and its impact on society. It 
assesses how effectively a company is attaining its social responsibility goals and 
benchmarks. 
Key Points: 

 Balancing Profitability and Responsibility: Ideally, companies strive to strike 
a balance between profitability and social responsibility. 

 Internal Examination: A social audit internally examines how a business 
influences society, helping companies gauge whether they meet objectives and 
how their actions are perceived. 

 Public Image: In the era of corporate social responsibility, social audits 
contribute to positive public relations, fostering a good company image and 
mitigating negative impacts on earnings. 

Scope of Examination: The social audit encompasses various aspects such as: 
 Environmental Impact: Assessing the impact of operations on the 

environment. 
 Transparency: Reporting issues affecting the public or the environment 

transparently. 
 Financial Transparency: Ensuring openness in accounting and financial 

matters. 
 Community Development: Evaluating contributions to community 

development. 
 Charitable Giving: Examining philanthropic activities. 
 Employee-related Aspects: Reviewing volunteerism, work environment, pay 

and benefits, non-discriminatory practices, and diversity. 
Flexibility in Audits: 
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 No Standardization:There is no fixed standard for the items included in a 
social audit. 

 Voluntary Nature: Social audits are optional, allowing companies to choose 
whether to release results publicly or keep them internal. 

 Adaptability: Flexibility in the scope enables companies to tailor audits based 
on their specific goals. 

Example: Salesforce.com As a Fortune 500 company, Salesforce.com exemplifies 
commitment to social responsibility by striving for 100% global renewable energy use. 
The company shares its findings in an annual Stakeholder Impact Report, demonstrating 
transparency and commitment to sustainable practices. 
Utilizing Audit Findings: 

 Voluntary Disclosure: Since social audits are voluntary, companies can choose 
to release or keep findings internal. 

 Continuous Improvement: Negative results can be used internally to identify 
areas for improvement, guiding initiatives with measurable goals for the next 
audit. 

 Public Perception: Continuous commitment to social responsibility 
benchmarks enhances a company's public perception over time, achieving a 
balance between profits and ethical practices. 

3.13 Corporate Social Responsibility (CSR):  

The conventional belief centered on businesses maximizing profits while staying within 

legal boundaries. However, the contemporary outlook recognizes that corporations hold 

diverse responsibilities beyond profit-making. They owe accountability to shareholders, 

customers, employees, suppliers, the government, and the community. 

Evolution of CSR: 

1. Traditional Emphasis: Initially, corporate responsibility was synonymous with 

philanthropy, emphasizing charity for social, cultural, and religious causes. 

2. Modern Focus: Presently, CSR prioritizes the long-term interests of 

stakeholders and advocates sustainable development. 

CSR Defined: Corporate Social Responsibility (CSR) stems from the notion that 

businesses bear social duties extending beyond profit generation. As corporate citizens, 

they must fulfill economic, legal, ethical, and discretionary responsibilities to all 

stakeholders. 

Key Features of CSR: 

1. Historical Roots: CSR is an age-old concept with evolving perspectives. 

2. Holistic Responsibility: It emphasizes that businesses should contribute 

positively to society, transcending profit motives. 
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3. Societal Impact: Recognizing businesses as integral parts of society, CSR 

advocates actions beyond profit-centric goals. 

4. Beyond Philanthropy: CSR isn't solely about charity; it involves responsible 

business practices. 

5. Mutual Benefit: Over time, social responsibility aligns with profit motives, 

creating a conducive environment for business success. 

6. Personal Obligation: CSR is a duty carried out by individuals managing and 

controlling a business. 

7. Reciprocal Relationship: Just as businesses owe responsibility to society, 

society reciprocates this relationship. 

8. Proportional Responsibility: The social responsibility of a business corresponds 

to its social influence, varying with its size and impact. 

9. Continuous Commitment: CSR is an enduring obligation, persisting throughout 

a business's existence. 

10. Ethical Foundation: Rooted in ethical conduct, CSR involves applying moral 

values in business. 

11. Voluntary Initiatives: CSR goes beyond legal obligations, encompassing 

voluntary efforts for societal well-being. 

In essence, CSR embodies a dynamic and reciprocal commitment, aligning businesses 

with ethical values and fostering sustainable relationships with society. 

3.14 Corporate Governance:  

Definition: Corporate governance is the intricate framework of rules, practices, and 

processes overseeing the direction and control of a company. It revolves around 

harmonizing the interests of diverse stakeholders, including shareholders, executives, 

customers, suppliers, financiers, the government, and the community. 

Comprehensive Management Scope: Corporate governance permeates every facet of 

management, encompassing action plans, internal controls, performance metrics, and 

the disclosure of corporate information. Essentially, it provides the structure for 

achieving a company's objectives. 

Key Aspects of Corporate Governance: 

 Stakeholder Influence: A company's board of directors plays a central role in 

influencing corporate governance, impacting equity valuation. 
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 Relevance of Governance: Investors scrutinize corporate governance for 

insights into a company's direction and ethical business practices, fostering trust 

and financial stability. 

 Communication: Transparent communication of a firm's corporate governance, 

as demonstrated by companies like Apple Inc., contributes to positive 

community and investor relations. 

Corporate Governance and the Board of Directors: 

 Diverse Board Composition: A board of directors should comprise individuals 

with varied skills, industry knowledge, and an external perspective. 

 Balance of Power: Balancing insider and independent directors helps prevent 

concentration of power and aligns shareholder interests. 

Examples of Corporate Governance Impact: 

 Volkswagen AG: Poor corporate governance, as seen in the "Dieselgate" 

scandal, resulted in significant financial repercussions and stock devaluation due 

to a flawed supervisory board structure. 

 Enron and Worldcom: High-profile corporate scandals prompted the 2002 

Sarbanes-Oxley Act, emphasizing stringent recordkeeping and regulations to 

restore public confidence. 

 PepsiCo: Exemplifying good corporate governance, PepsiCo continually 

updates its governance practices, focusing on diverse areas like board 

composition, sustainability, and ethical corporate culture. 

Investor Considerations: 

 Areas of Focus: Investors assessing corporate governance should consider 

disclosure practices, executive compensation structures, risk management, 

conflict resolution policies, board members' profiles, and the company's 

approach to societal and environmental issues. 

 Warning Signs: Indicators of bad governance include insufficient cooperation 

with auditors, flawed executive compensation packages, and poorly structured 

boards hindering shareholder intervention. 
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Climate Change and Business Impact: 

 Disclosure Obligations: The Securities and Exchange Commission (SEC) 

mandates public companies to disclose climate change-related impacts on their 

operations, emphasizing capital expenditures for emission control systems. 

 Cap-and-Trade Policies: Global cap-and-trade programs affect companies, 

with variations in effectiveness and criticism, as observed in California's 

program. 

 Economic Implications: Climate change alters consumer behavior, influencing 

demand for goods and services and imposing costs on businesses through 

changing weather patterns. 

Key Disclosure Areas According to the SEC: 

1. Capital Expenditures for Emission Control Systems: Companies investing in 

emission control systems to comply with regulations. 

2. Cap and Trade Rules: Policies limiting carbon emissions and permitting 

trading of allowances. 

3. Higher Prices for Goods and Services: Impact on costs and prices due to 

energy-related regulations. 

4. Changing Weather Patterns: Anticipated severe weather effects, influencing 

sectors like insurance, shipping, and agriculture. 

5. Changing Demand for Goods: Shifts in consumer preferences and demand 

based on climate-related factors. 

6. Obligations Under Foreign Regulations: Compliance with climate change 

laws globally, impacting multinational corporations. 

7. Changing Public Perceptions: Businesses striving for environmental 

responsibility to enhance reputation and attract environmentally conscious 

consumers. 

Corporate governance is a multifaceted mechanism crucial for ethical business 

practices, stakeholder trust, and long-term financial viability. Understanding its 

principles and implications, along with considering climate change impacts, empowers 

investors and businesses alike. 
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Summary: 

In any society, government and businesses are influential institutions shaping domestic 

and foreign policies. Government regulations significantly impact business systems, 

and political stability fosters business success. The ruling party's ideology, such as 

socialism, influences government control of businesses. Economic policies often reflect 

political considerations. Over time, attitudes change, and now multinational 

corporations are welcomed across various industries in India. Government intervention 

leads to shifts in industrial growth patterns. 

The government plays a crucial role in business by permitting formation, enforcing 

contracts, ensuring consumer protection, employee rights, environmental regulations, 

revenue, taxation, and investor protection. The board of directors is pivotal in corporate 

governance, ensuring alignment with corporate strategy and ethical practices. 

Public Sector Undertakings (PSUs) are integral to India's economy, contributing to 

industrialization, employment, and regional development. However, they face 

challenges like inappropriate decisions and lack of autonomy. Reforms include policies 

like Navratnas and Mini Ratnas. 

Disinvestment policies aim to reduce government shareholding in public sector 

enterprises. The Chandra Shekhar, P V NarasimhaRao, I K Gujral, AtalBihari 

Vajpayee, Manmohan Singh, and NarendraModi governments implemented various 

disinvestment strategies. 

The Foreign Trade Policy (FTP) aims to facilitate imports and boost exports. The 

absence of a new FTP since 2015 is notable. The FTP is crucial for shaping trade, and 

amendments are needed to address MSME crises and infrastructural setbacks. 

The Foreign Exchange Management Act (FEMA) of 1999 empowers the government to 

regulate international payments. It categorizes authorized persons, including authorized 

dealers and full-fledged money changers. FEMA permits various financial transactions 

involving foreign securities and exchange. 

The Balance of Trade (BOT) represents the difference between a country's exports and 

imports. It is a key component of the balance of payments, reflecting economic 

strength. Trade deficit occurs when imports exceed exports; surplus is the opposite. In 

2019, Germany, Japan, and China had surpluses, while the US had a deficit. The BOT 

formula is total exports minus imports. Persistent deficits or surpluses may impact 
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economic health, influenced by the business cycle. The BOT also reflects political and 

economic stability. 

The Reserve Bank of India (RBI) is India's central bank, operating independently. It 

issues currency, formulates monetary policy, regulates foreign exchange, supervises 

financial systems, and supports national objectives. It plays a crucial role in economic 

stability and growth. 

SEBI regulates India's securities market, ensuring investor protection, market 

development, and fair practices. Its powers include quasi-judicial, quasi-executive, and 

quasi-legislative functions. SEBI regulates mutual funds and contributes to market 

integrity. 

The Consumer Protection Act, 2019, replaces the 1986 Act, safeguarding consumer 

rights in India. It covers online transactions, addresses unfair practices, and promotes 

consumer education. Consumers have fundamental rights, and the Act introduces 

changes like e-filing, mediation, and product liability regulations. 

Insurance Regulatory and Development Authority of India (IRDAI): The IRDAI, 

established by the Insurance Regulatory and Development Authority Act of 1999, acts 

as the regulatory authority for the Indian insurance sector. Headquartered in Hyderabad, 

it safeguards policyholders' rights, regulates insurance companies, and formulates 

policies to ensure the systematic growth of the insurance industry in India. 

Competition Act, 2002: Enacted to regulate commercial competition in India, the 

Competition Act, 2002, replaces the outdated Monopolies and Restrictive Trade 

Practices Act of 1969. It defines key terms, prohibits anti-competitive agreements, 

addresses abuse of dominant positions, and regulates combinations. The Competition 

Commission of India oversees its implementation, ensuring fair business practices. 

Socio-Cultural Environment: The socio-cultural environment encompasses elements 

like attitudes, beliefs, religion, language, education, family structure, social 

organization, and class structure, influencing business operations. Recognizing these 

components is crucial for businesses to navigate and succeed in diverse societal 

contexts. 

Social Audit: A social audit is a formal evaluation of a company's social responsibility 

and its impact on society. It involves internal examination, gauging public image, and 

assessing various aspects like environmental impact, transparency, community 
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development, and charitable giving. The findings can be used for continuous 

improvement and public perception. 

Corporate Social Responsibility (CSR): CSR involves businesses fulfilling economic, 

legal, ethical, and discretionary responsibilities to stakeholders. It has evolved from 

traditional philanthropy to a modern focus on long-term stakeholder interests, 

emphasizing mutual benefit, ethical foundations, and continuous commitment to 

societal well-being. 

Corporate Governance: Corporate governance is a framework governing a company's 

direction and control. It includes stakeholder influence, transparent communication, and 

a diverse board of directors. Effective governance enhances investor trust, while poor 

governance can lead to financial repercussions and stock devaluation. 

 

Check Your Progress 

MCQs: 

1. What does corporate governance involve?  

a. Environmental policies b. Balancing stakeholder interests c. Political stability 

d. Foreign trade regulations 

 Key: b 

2. What is the primary role of the board of directors in corporate governance?  

a. Environmental protection b. Setting government policies c. Ensuring financial 

profitability d. Influencing foreign trade policies 

 Key: c 

3. What are the key objectives of Public Sector Undertakings (PSUs)?  

a. Maximizing profits b. Generating high-quality employment c. Promoting 

inequality d. Encouraging overstaffing 

 Key: b 

4. What does disinvestment involve?  

a. Increasing government shareholding b. Decreasing government shareholding 

c. Establishing PSUs d. Promoting industrialization 

 Key: b 

5. What is the purpose of the Foreign Trade Policy (FTP)?  
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a. Encouraging MSME crises b. Restricting international trade c. Facilitating 

imports and boosting exports d. Ignoring infrastructural setbacks 

 Key: c 

6.  What does the Balance of Trade (BOT) signify?  

a. The difference between savings and investments b. The difference between 

exports and imports c.The difference between government revenue and 

expenditure d. The difference between GDP and GNP Key: b 

7. Which country faced the largest trade deficit in 2019?  

a. China b. Germany c. United States d. Japan Key: c 

8. What is one of the roles of the Reserve Bank of India (RBI)? a. Managing the 

stock market b. Issuing currency c. Conducting foreign policy d. Regulating 

educational institutions Key: b 

9. What is SEBI's main function?  

a. Issuing currency b. Regulating the securities market c. Managing foreign 

exchange d. Formulating monetary policy Key: b 

10. What does the Consumer Protection Act, 2019, primarily aim to do?  

a. Regulate the stock market b. Safeguard consumer rights c. Manage foreign 

exchange d. Formulate monetary policy Key: b 

11. What is the primary role of IRDAI? 

a) Regulating the stock market 

b) Overseeing the insurance sector 

c) Promoting agricultural development 

d) Regulating foreign exchange markets 

Key: b 

12. Which act replaced the Monopolies and Restrictive Trade Practices Act of 1969 

in India? 

a) Consumer Protection Act, 2019 

b) Competition Act, 2002 

c) Securities and Exchange Board of India Act, 1992 

d) Reserve Bank of India Act, 1934 

Key: b 

13. What does a social audit primarily assess? 
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a) Financial performance 

b) Environmental impact 

c) Employee satisfaction 

d) Marketing strategies 

Key: b 

14. What is the main objective of Corporate Social Responsibility (CSR)? 

a) Maximizing profits 

b) Fostering long-term stakeholder interests 

c) Minimizing taxes 

d) Enhancing competition 

Key: b 

15. Why is a diverse board of directors important for corporate governance? 

a) It ensures lower executive compensation 

b) It prevents insider trading 

c) It aligns shareholder interests and prevents concentration of power 

d) It increases corporate taxes 

Key: c 

Short Answer Questions: 

1. Explain the role of the board of directors in corporate governance. 

2. Outline the challenges faced by Public Sector Undertakings (PSUs). 

3. Discuss the key objectives of disinvestment policies. 

4. Describe the significance of a new Foreign Trade Policy (FTP). 

5. What are the categories of authorized persons under the Foreign Exchange 

Management Act (FEMA)? 

6. Explain the main components of the Balance of Trade (BOT) formula. 

7. What role does the Reserve Bank of India (RBI) play in India's economy? 

Provide at least three key functions. 

8. Describe the functions of SEBI and its powers. 

9. Highlight the key objectives of the Consumer Protection Act, 2019. 

10. How does the Consumer Protection Act, 2019, address unfair trade practices? 

11. Explain the key functions of IRDAI. 

12. What are the salient features of the Competition Act, 2002? 
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13. Briefly discuss the components of the socio-cultural environment affecting 

business. 

14. Describe the scope of a social audit and its flexibility. 

15. Outline the evolution of Corporate Social Responsibility (CSR) and its key 

features. 

Long Answer Questions: 

1. Explore the evolution of corporate governance and its impact on business 

operations. 

2. Assess the role of Public Sector Undertakings (PSUs) in the economic 

development of India. 

3. Analyze the historical context and objectives of disinvestment policies in India. 

4. Examine the challenges faced by MSMEs and propose solutions under the 

Foreign Trade Policy (FTP). 

5. Discuss the key features and categories of authorized persons under the Foreign 

Exchange Management Act (FEMA). 

6. Discuss the significance of the Balance of Trade (BOT) in assessing a country's 

economic strength. Include examples of countries with trade surpluses and 

deficits. 

7. Explore the multifaceted functions and responsibilities of the Reserve Bank of 

India (RBI) in shaping and sustaining India's economic stability and growth. 

8. Provide an in-depth analysis of SEBI's structure, functions, and its role in 

ensuring the integrity of India's securities market. 

9. Evaluate the key provisions and changes introduced by the Consumer Protection 

Act, 2019, and discuss its impact on consumer rights in the digital age. 

10. Elaborate on the powers of SEBI, including its quasi-judicial, quasi-executive, 

and quasi-legislative functions. Discuss how these powers contribute to the 

regulation and development of the securities market in India. 

11. Elaborate on the role and mission of IRDAI in regulating the insurance sector in 

India. 

12. Discuss the historical context and key definitions of the Competition Act, 2002. 

How does it impact business practices? 
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13. Analyze the components of the socio-cultural environment, emphasizing their 

influence on business operations. 

14. Evaluate the significance of social audits for businesses, considering their scope, 

flexibility, and potential impact on public relations. 

15. Examine the evolution, key features, and objectives of Corporate Social 

Responsibility (CSR) in the contemporary business landscape. 
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Unit-IV: Technological and International Business Environment 

Technological environment in India- Technology transfer, policy of R&D, indicators of 

technological progress; Globalisation of Indian business with international business: 

MNCs- Role of MNCs in India, regulation of MNCs, foreign collaboration; Global 

Business Strategy- M&A, transfer pricing, Base Erosion and Profit Sharing (BEPS); 

International economic institutions- WTO, World Bank, IMF and their role specifically 

in India;  Exchange rate- meaning, factors influencing exchange rate, determination of 

exchange rate; 

Intellectual Property Rights- different property rights, law relating to trade marks, 

patents, copyrights, procedure for registration of patents and trade marks 

4.1 Technological Environment of Business: Enhancing Success through 

Innovation 

Technology stands as a critical determinant of a firm's success, wielding substantial 

influence over the business landscape. G.K. Galbraith defines technology as the 

"systematic application of scientific or organized knowledge to practical tasks." The 

technological environment encompasses factors like innovations, government policies, 

technological orientations, research and development, technology import and 

absorption, and technological obsolescence. 

Key Features of Technological Environment: 

1. Rapid Technological Changes: Technology evolves swiftly, imposing change 

on individuals, prepared or not. 

2. Reduced Time Gap: The time from idea to implementation is rapidly 

shrinking, with shorter periods between introduction and peak production. 

3. Constant Vigilance Required: Business leaders must continuously monitor and 

adapt to changes; failure to adopt new ideas can lead to obsolescence. 

4. Wide-reaching Impact: Technology permeates society extensively, creating a 

reinforcing cycle that makes further technological advancements possible. 
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5. Complexity of Technological Environment: It comprises a complex set of 

knowledge, ideas, and methods resulting from various internal and external 

activities. 

6. Dynamic Nature: Businesses must embrace the latest technology for survival 

and a competitive edge. 

Components of Technological Environment: 

1. Innovation: A crucial factor providing a competitive advantage, including the 

introduction of new products, production methods, market openings, and 

exploring new raw material sources. 

2. Government Technology Policy: Government policies toward foreign 

technology significantly impact the technological environment, with shifts 

observed, for example, in India post the liberalization of policies in 1991. 

3. Technological Orientation: Technology is pervasive across work 

environments, reducing labor, improving quality, enhancing customer service, 

and transforming business operations. 

4. Technology Import and Absorption: Successful growth often results from 

acquiring updated technologies from abroad, with disparities in technology 

adoption and absorption across countries. 

5. Technological Obsolescence: Continuous efforts to modernize businesses lead 

to planned obsolescence, with older technologies being phased out when new 

ones emerge. 

Impact of Technology Discussed Under Three Heads: 

1. Social Implications / Technology and Society: 

 Technology reaches people through business, driving economic growth. 

 High consumer expectations for new, high-quality, environmentally friendly 

products. 

 Increased complexity in living due to technology. 

 Technology ironing out social differences while creating new status differences. 

 Creation of new social systems and knowledge societies. 

2. Technology and Economy / Economic Implications: 

 Increased productivity in quantity and quality. 

 Significant spending on research and development. 
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 Jobs becoming more intellectual, requiring educated and competent workers. 

 Challenges in motivating individuals with traditional incentives. 

 The need for bio-professional and multi-professional managers. 

 Increased regulation, opposition, and insatiable demand for capital. 

 Rise and decline of products and organizations due to technological changes. 

 Redefinition of business boundaries as companies find themselves in different 

industries. 

3. Social Implications / Technology and Society: 

 Technology demands significant capital investment for innovation, education, 

training, and maintenance. 

 The life cycle of products and organizations, from introduction to abandonment. 

 Redefinition of business boundaries due to technological changes, leading to 

product substitution and differentiation. 

 Technology and its Impact on Business Operations: 

 A. Technology and Organizational Structure: 

 Companies employing fast-changing technology often adopt matrix structures. 

 Small-batch technology is utilized by organizations producing unique, limited 

quantities of products. 

 Mass production technology, seen in industries like cars and soft drinks, focuses 

on high-volume output. 

 Continuous process technology involves consistent, large-scale production, 

maintaining a low production cost. 

 B. Fear of Risk: 

 Technology is inherently accompanied by a fear of risk, illustrated by Du Pont's 

investment in corfam, an intended leather substitute, later abandoned due to 

quality and cost issues. 

 C. Resistance to Change: 

 Embracing new technology is costly and risky, exemplified by Bajaj Auto Ltd.'s 

struggle to develop a self-starting scooter over two decades. 

 D. Total Quality Management (TQM): 
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 TQM is widely implemented across organizations, encouraging managers to 

seek improved policies and activities while motivating employees to explore 

innovative approaches. 

 E. E-commerce and E-business: 

 Technology enables e-commerce through the internet, while e-business 

emphasizes system integration, operating through the internet. 

 F. Flexible Manufacturing System: 

 The integration of computer-aided design, engineering, and manufacturing 

requires increased training and higher skills among workers. 

 Technological Environment and its Significance in Businesses: 

 Technology serves as an invisible yet crucial input in business operations, 

significantly impacting economic and social aspects. 

 Both industrial and agrarian development in the contemporary era are 

technology-driven, affecting various sectors and regions. 

 All sectors, including small and large industries, agriculture, secondary 

industries, services, and infrastructure, depend on technology. 

 The availability, development, absorption, and upgrading of technology play 

pivotal roles in influencing businesses. 

 The import of technology and the development of indigenous technology are 

essential for overall industrial and business progress. 

 Businesses should manage technology rather than be dictated by it, emphasizing 

its use for both human and business development. 

 Modernizing businesses through planned obsolescence is a facet of technology 

management, underlining the importance of the technological environment. 

 Technology forecasting becomes crucial for businesses to plan for the future, 

ensuring competitiveness on a global scale. 

 In countries where technology is not given due importance, businesses may 

struggle to thrive in the competitive world. 

4.2 Role of Multinational Corporations (MNCs) in India: 

 Governments, burdened with responsibilities like poverty alleviation and 

economic development, often face financial constraints. MNCs play a crucial 
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role by bringing in foreign investment, aiding the economic growth of 

developing countries. 

 India grapples with unemployment, and MNCs contribute by creating job 

opportunities. The wages earned are subsequently spent on goods and services, 

positively impacting the Indian economy. 

 MNCs contribute to government revenue through taxes, further supporting 

public initiatives and services. 

 Knowledge transfer is facilitated as MNCs, operating in multiple countries, 

implement and refine effective strategies, benefiting the host countries. 

 Intense competition from MNCs compels domestic companies to enhance 

product quality, offering consumers better products at lower prices. 

 MNCs often reinvest profits in host countries, bolstering their economies. 

 With superior access to foreign markets, some Indian MNCs boost overall 

exports, helping reduce trade deficits. 

 MNCs play a role in fostering international relations, not only with their home 

countries but also with nations involved in trade relationships. 

 Indian MNCs contribute to elevating India's status in the global community. 

Understanding Mergers and Acquisitions (M&A): 

Definition: Mergers and acquisitions (M&A) encompass various financial transactions, 

including mergers, acquisitions, consolidations, tender offers, asset purchases, and 

management acquisitions. 

Key Points: 

 "Mergers" and "acquisitions" are often used interchangeably but differ in 

meaning. 

 In an acquisition, one company outright purchases another. 

 A merger involves two firms of similar size combining to form a new legal 

entity under a single corporate name. 

Types of M&A Transactions: 

1. Mergers: Boards of directors of two companies approve the combination, 

seeking shareholder approval. 

2. Acquisitions: The acquiring company obtains a majority stake in the acquired 

firm, maintaining the acquired firm's name and structure. 
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3. Consolidations: Core businesses merge to create a new company, abandoning 

old corporate structures. 

4. Tender Offers: A company offers to purchase outstanding stock directly from 

shareholders, bypassing management. 

5. Acquisition of Assets: One company directly acquires the assets of another, 

common in bankruptcy proceedings. 

6. Management Acquisitions: Executives purchase a controlling stake, taking the 

company private. 

Structures of Mergers: 

 Horizontal Merger: Two companies in direct competition, sharing the same 

product lines and markets. 

 Vertical Merger: A customer/supplier and company merger, like an ice cream 

maker merging with a cone supplier. 

 Congeneric Mergers: Two businesses serving the same consumer base 

differently. 

 Market-Extension Merger: Two companies selling the same products in 

different markets. 

 Product-Extension Merger: Companies selling different but related products 

in the same market. 

 Conglomeration: Two companies with no common business areas. 

Financing M&A: 

 Purchase Mergers: One company purchases another with cash or debt, 

enjoying tax benefits. 

 Consolidation Mergers: A new company is formed, and both companies are 

bought and combined under the new entity. 

Valuation Methods: 

 Price-to-Earnings Ratio (P/E Ratio): Offers are made based on a multiple of 

the target company's earnings. 

 Enterprise-Value-to-Sales Ratio (EV/Sales): Offers are made as a multiple of 

revenues, considering industry ratios. 

 Discounted Cash Flow (DCF): A complex yet powerful analysis based on a 

company's future cash flows. 
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 Replacement Cost: Acquisition based on the cost of replacing the target 

company's assets. 

Shareholder Impact: 

 Shareholders may experience a temporary drop or rise in share value leading up 

to and after an M&A. 

 Dilution of voting power can occur due to increased shares, impacting 

shareholders of both companies. 

Difference Between Horizontal and Vertical Mergers: 

 Horizontal Integration: Acquiring a related business operating at the same 

value chain level. 

 Vertical Integration: Acquiring operations within the same production or 

distribution vertical. 

In essence, MNCs and M&A play pivotal roles in shaping economies and business 

landscapes globally. 

 

4.3 OECD's BEPS Initiative: 

The Organization for Economic Cooperation and Development (OECD) initiated the 

Base Erosion and Profit Shifting (BEPS) to address international tax gaps, targeting 

companies accused of evading or reducing taxes through practices like tax inversions or 

shifting intangibles to low-tax jurisdictions. The initiative includes 15 Action Items, 

with Action Item 13 focusing on transforming transfer pricing documentation. It 

compels multinational corporations to reconsider reporting transfer pricing details to 

local tax authorities and globally through country-by-country reporting. 

4.4 World Trade Organization (WTO): 

The World Trade Organization (WTO) is an intergovernmental organization regulating 

and facilitating international trade. Commencing operations in 1995, it replaced the 

General Agreement on Tariffs and Trade (GATT). With 164 member states 

representing over 98% of global trade and GDP, the WTO aims to reduce or eliminate 

tariffs, quotas, and trade restrictions. It facilitates trade negotiations, administers dispute 

resolution, prohibits discrimination, and emphasizes consensus decision-making. 

Headquartered in Geneva, Switzerland, the WTO's budget, approximately $220 million 

USD, is contributed by members based on their share of international trade. 
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4.5 World Bank: 

The World Bank, an international financial institution, provides loans and grants to low- 

and middle-income countries for capital projects. Comprising the International Bank for 

Reconstruction and Development (IBRD), International Finance Corporation, and 

International Development Association, the World Bank was established in 1944. 

Governed by a president, executive directors, and vice presidents, it aims to reduce 

poverty, adheres to Millennium Development Goals, and incorporates NGOs and 

environmental groups in its loan portfolio. Criticized for promoting inflation and 

governance issues, the World Bank addresses climate change and engages in global 

partnerships. 

4.6 International Monetary Fund (IMF): 

The International Monetary Fund (IMF) is an international financial institution with 190 

member countries, fostering global monetary cooperation and financial stability. 

Established in 1944, it plays a central role in managing balance of payments difficulties 

and financial crises. Countries contribute funds through a quota system, allowing 

nations in need to borrow money. The IMF works to improve member countries' 

economies through activities like gathering statistics, economic analysis, and policy 

recommendations. Funds come from quotas and loans, with quotas reflecting a 

member's economic importance. The current Managing Director is KristalinaGeorgieva, 

with objectives including promoting international cooperation, trade, employment, 

exchange-rate stability, sustainable growth, and providing resources to financially 

distressed member countries. 

4.7 Intellectual Property Rights (IPR):  

Intellectual Property Rights (IPR) refer to the rights granted to individuals over the 

products of their creative minds. These rights provide creators with exclusive control 

over the use of their creations for a specific duration. 

The world of intellectual property encompasses both tangible and intangible assets, 

including utility designs, work processes, artistic creations, logo designs, geographical 

indications, and other innovative works that enable individuals or businesses to derive 

financial benefits. 

For creators, protecting their inventions and ensuring no one else exploits them for 

financial gain is paramount. This is where IPR plays a crucial role. To safeguard their 
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creations, inventors must register patents, copyrights, trademarks, and/or industrial 

designs. Below is a step-by-step guide on how IPRs are registered in India. 

Registering Intellectual Property Rights in India:  

1. Fill out the Application Form 

 Prepare a triplicate application with both the applicant's and agent's signatures. 

 Include a statement of the case explaining the uniqueness of the invention. 

2. Preliminary Analysis and Examination 

 An examiner evaluates the application for any deficiencies. 

 Deficiencies must be rectified within a month of filing. 

 Experts assess the statement to verify accuracy and validity. 

 An examination report is issued by the analyst. 

3. Objections and Show-Cause Notice 

 Applicants are informed if the registrar identifies issues with the application. 

 Objections must be addressed within two months. 

 Some applicants may request a hearing within a month. 

4. Publication in the IPR Journal 

 The application is published in the IPR Journal within three months of 

acceptance. 

5. Opposition of Registration 

 Another inventor with a similar product may file a notice of opposition. 

 Opposition must be submitted within three months. 

 The applicant receives a copy of the opposition notice and has two months to 

provide a counterstatement. 

 Failure to submit a counter-statement may result in forfeiture of the application. 

 Both parties present evidence through supporting documents and affidavits, 

potentially involving a formal hearing with the registrar. 

6. IPR Registration 

 Once the IPR application is accepted, the applicant receives a seal confirming 

their rightful ownership. 

While the process may seem time-consuming, the effort invested in IPR registration is 

undoubtedly worthwhile. Before initiating the registration, it is crucial to conduct 

thorough research to ensure that no other party has created a similar product or design. 
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This diligence can expedite the registration process, allowing the applicant to secure 

sole credit for their inventions. 

The intellectual property landscape in India encompasses four major areas: patents, 

trademarks, copyrights, and industrial designs. Each area has its own set of laws and 

regulations, administered by relevant government bodies. Let's delve into a 

comprehensive summary of the key aspects of each intellectual property domain: 

Trademark Protection in India:  

Introduction 

The Trademark Act of 1999 empowers the police to make arrests in cases of trademark 

infringement, offering a robust legal framework to safeguard intellectual property 

rights. This act meticulously defines infringement, stipulates penalties, and extends 

registration duration, including provisions for non-traditional trademarks. 

Types of Trademarks 

1. Service Mark: 

 Represents symbols, names, or signs distinguishing services. 

 Applies to various services like sponsorship, hotel services, and 

entertainment services. 

 Plays a crucial role in promoting and selling services. 

2. Collective Mark: 

 Used by groups or associations to identify the source of goods or 

services. 

 Differentiates goods or services within a specific group. 

 Examples include the collective trademark "CA" used by the Institute of 

Chartered Accountants. 

3. Certification Mark: 

 Confirms compliance with certain standards. 

 Certifies qualities like source, manufacturing mode, or service 

performance. 

 Registration is subject to the goods' ability to meet certification 

requirements. 

4. Trade Dress: 

 Protects the visual appearance of a product or packaging. 
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 Encompasses elements such as size, color, design, and more. 

 Guards against imitation in the market. 

Designation of Trademarks 

Trademarks can be designated using symbols: 

 ™ for unregistered trademarks promoting or branding goods. 

 ℠ for unregistered service marks promoting or branding services. 

 ® for registered trademarks. 

Uses of Trademarks 

Trademarks identify product owners and are integral to branding. Unauthorized use, 

known as trademark piracy, can lead to legal action. A registered trademark holder 

enjoys stronger legal protection. 

Owner of the Trademark 

Trademark registration provides exclusive rights to use and defend the mark. The owner 

can prevent unauthorized use and seek legal remedies for infringement. 

Legal Framework 

1. Legislation: 

 The Trade Marks Act of 1999 and Trade Marks Rules of 2017 govern 

trademark registration. 

 India complies with international agreements like TRIPS, Paris 

Convention, and Madrid Protocol. 

2. Authorities: 

 The Registrar of Trade Marks handles trademark registration. 

 Intellectual Property Appellate Board (IPAB) hears appeals. 

 GI Registry manages geographical indications. 

3. Substantive Law: 

 Civil suits protect registered trademarks, GIs, and well-known 

trademarks. 

 Criminal liabilities exist for trademark violations. 

 Company names can be enforced through civil suits or ROC 

mechanisms. 
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Well-Known Trademarks 

India recognizes well-known trademarks based on factors like public recognition, 

duration of use, and successful enforcement. Trademarks need not be used or registered 

to be declared well-known. 

Trademark Protection in the Digital Space 

Recent cases highlight challenges in protecting trademarks online. Online marketplaces, 

domain names, and issues like the use of trademarks as keywords pose unique 

challenges. 

Conclusion 

India's legal framework for trademark protection aligns with international standards. 

The robust system covers various types of trademarks, ensuring owners can safeguard 

their intellectual property in the ever-evolving digital landscape. Continuous judicial 

interpretation and proactive legal measures contribute to an effective and dynamic 

trademark protection environment. 

Patents: 

Legal Framework: 

 Acts: Patents Act, 1970; Patents (Amendment) Act, 2005 

 Rules: Patents Rules, 2003; Patent (Amendment) Rules, 2020 

 Ministry: Office of the Controller General of Patents, Designs and Trade Marks 

(Indian Patent Office), Department for Promotion of Industry and Internal Trade 

(DPIIT), Ministry of Commerce and Industry 

Overview: 

 A patent grants a legal right, providing a monopoly to the inventor for their 

invention. 

 An 'invention' must be new, offer technical improvement, and be useful, 

according to the Patents Act, 1970. 

 India follows a first-to-apply system for patent rights. 

Patent Registration Procedure: 

1. Patentability Search: Evaluate uniqueness, ingenuity, industrial applicability. 

2. Drafting Patent Application: Detail the invention. 

3. Filing Patent Application: Can include provisional and full applications. 

4. Publication of Application: After 18 months, available in the public domain. 
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5. Examination of Application: Not automatic; objections may be raised. 

6. Grant of Patent Registration: Issued after addressing objections. 

Documents Required for Patent Registration: 

 Application forms (Form 1, Form 2, Form 3, Form 5, Form 18, Form 19, Form 

26, Form 9) 

 Identity and address proof 

 Information on prior patent applications 

 Declaration as to inventorship 

 Technical information about the invention 

Trademarks: 

Legal Framework: 

 Acts: Trademark Act, 1999; The Trade Marks (Amendment) Act, 2010 

 Rules: Trade Marks Rules, 2003; Trade Marks Rules, 2017 

 Ministry: DPIIT, Ministry of Commerce and Industry 

Overview: 

 Trademarks protect distinctive signs or indicators representing brand value. 

 India follows a federal registration system with regional offices in Ahmedabad, 

Chennai, Delhi, Kolkata, and Mumbai. 

 Trademark registration is valid for 10 years, renewable. 

Trademark Registration Procedure: 

1. Trademark Search: Ensure uniqueness. 

2. Filing Trademark Application: Manual or online; acknowledgment receipt 

generated. 

3. Verification of Application and Documents: Scrutiny process takes 12-18 

months. 

4. Publication of Trademark: Enables objections; if none, the trademark is 

published in the journal. 

5. Grant of Trademark Registration: Certificate issued by the registrar. 

Documents Required for Trademark Registration: 

 Applicant's identity proof 

 PAN, Aadhar card, passport 

 Certificate of Incorporation (for companies) 
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 Logo (if applicable) 

 Address proof 

Copyrights: 

Legal Framework: 

 Acts: Copyrights Act 1957; The Copyright (Amendment) Act, 2012 

 Rules: Copyright (Amendment) Rules, 2021 

 Ministry: Copyright Office, Ministry of Human Resource Development 

Overview: 

 Copyright protects the unique expression of ideas. 

 Copyright registration cannot be obtained for titles, names, short phrases, etc. 

 Types of eligible works include literary, musical, artistic, cinematograph films, 

etc. 

Copyright Registration Procedure: 

1. Create User ID and Password: At copyright.gov.in. 

2. File Application Form: Online or manual. 

3. Examination of Application: Minimum waiting period of 30 days; 

examination by Examiner of Copyrights. 

4. Issuance of Registration Certificate: After resolution of objections. 

Documents Required for Copyright Registration: 

 Particulars of the applicant 

 Author's details 

 Copies of the original work 

 Certificate of incorporation (for business purposes) 

 Specific documents for different types of works (artistic work, cinematograph 

film, music, software) 

Industrial Designs: 

Legal Framework: 

 Acts: Designs Act, 2000; Designs Rules, 2001; The Designs (Amendment), 

Rules, 2021 

 Ministry: DPIIT, Ministry of Commerce and Industry 

Overview: 

 Industrial design protects the visual characteristics of an article. 
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 Covers shape, figure, blueprints, decorations, or arrangement of lines and colors. 

 Registration aims to protect unique or innovative designs. 

Industrial Design Registration Procedure: 

1. Examination: Controller of Designs checks formal requirements and 

registrability. 

2. Formality Check: Ensures the application meets prescribed criteria. 

3. Substantive Examination: Checks for novelty, originality, and adherence to 

public order. 

4. Consideration of Examiner's Report: If eligible, design is registered; if 

objections arise, applicant must comply or apply for a hearing. 

5. Design Registration and Publication: Registered designs are published in the 

Patent Office. 

Documents Required for Industrial Design Registration: 

 Particulars of the applicant 

 Representation sheet 

 Power of authority 

 Specific documents based on design type (artistic work, cinematograph film, 

music, software) 

This comprehensive summary outlines the key processes, requirements, and legal 

frameworks for patents, trademarks, copyrights, and industrial designs in India. 

Summary: 

The technological environment significantly impacts the success of businesses, 

encompassing rapid changes, reduced time gaps, constant vigilance, wide-reaching 

impacts, complexity, and a dynamic nature. Innovations, government policies, 

technological orientations, research, development, import, and absorption influence this 

environment. The social and economic implications of technology are profound, 

affecting economic growth, consumer expectations, job structures, and business 

boundaries. Managing technological change becomes essential for businesses, 

necessitating tools like total quality management, e-commerce, and flexible 

manufacturing systems. 

The role of multinational corporations (MNCs) in India is vital for economic growth, 

job creation, revenue generation, knowledge transfer, and international relations. 
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Mergers and acquisitions (M&A) involve various transactions with distinct structures 

and financing methods. MNCs and M&A play crucial roles in shaping global 

economies and business landscapes. 

The OECD's BEPS initiative addresses international tax gaps, particularly focusing on 

transfer pricing documentation through 15 Action Items. The World Trade Organization 

(WTO), established in 1995, regulates international trade, emphasizing consensus 

decision-making. The World Bank provides loans for capital projects in low- and 

middle-income countries, aiming to reduce poverty and address global challenges. The 

International Monetary Fund (IMF) fosters global monetary cooperation and financial 

stability. 

Intellectual Property Rights (IPR) encompass exclusive rights over creative products, 

involving patents, trademarks, copyrights, and industrial designs. In India, the 

registration processes for each IPR category involve detailed steps, examinations, and 

compliance with legal frameworks. Trademark protection in India, for instance, 

involves a robust legal framework, types of trademarks, their uses, ownership, and the 

legal procedures for registration. 

Check Your Progress: 

MCQs with Keys: 

1. What is the key factor providing a competitive advantage in the technological 

environment?  

a. Government policies b. Research and development c. Innovation d. 

Technology import 

Key: c 

2. What type of merger involves two companies in direct competition, sharing the 

same product lines and markets?  

a. Vertical merger b. Conglomerate merger c. Horizontal merger d. Market-

extension merger 

Key: c 

3. Which international organization aims to reduce or eliminate tariffs, quotas, and 

trade restrictions?  

a. International Monetary Fund (IMF) b. World Trade Organization (WTO)  
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c. Organization for Economic Cooperation and Development (OECD) d. World 

Bank 

Key: b 

4. What does the OECD's BEPS initiative primarily target?  

a. Climate change b. International tax gaps c. Global monetary cooperation d. 

Poverty reduction 

Key: b 

5. What type of intellectual property protects the visual appearance of a product or 

packaging?  

a. Patent b. Trademark c. Copyright d. Industrial design 

Key: d 

6. What is a primary focus of the technological environment in business?  

a. Political changes b. Technological obsolescence c. Cultural influences d. 

Economic stability 

Key: b 

7. Which organization specifically addresses international tax gaps through the 

Base Erosion and Profit Shifting (BEPS) initiative?  

a. World Trade Organization (WTO) b. International Monetary Fund (IMF) c. 

Organization for Economic Cooperation and Development (OECD) d. World 

Bank 

Key: c 

8. What is the primary function of the World Bank?  

a. Regulating international trade b. Fostering global monetary cooperation c. 

Providing loans and grants for capital projects in low- and middle-income 

countries d. Addressing international tax gaps 

Key: c 

9. Which intellectual property right protects the visual characteristics of an article? 

a. Patent b. Trademark c. Copyright d. Industrial design 

Key: d 

10. What does the acronym "M&A" stand for in the business context?  

a. Marketing and Advertising b. Merger and Acquisition c. Management and 

Administration d. Manufacturing and Automation 
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Key: b 

 

Short Answer Questions: 

1. Explain the impact of rapid technological changes on businesses and the 

importance of constant vigilance. 

2. Discuss the different types of M&A transactions and their respective structures. 

3. Outline the key objectives and functions of the World Trade Organization 

(WTO). 

4. Describe the steps involved in registering a trademark in India. 

5. Briefly explain the significance of intellectual property rights (IPR) in protecting 

creative products. 

6. Explain the concept of technological obsolescence and its impact on businesses. 

7. Describe the role of the World Trade Organization (WTO) in facilitating 

international trade. 

8. Briefly outline the steps involved in the registration of a patent in India. 

9. Discuss the significance of intellectual property rights (IPR) in protecting 

creative works. 

10. Explain the difference between a merger and an acquisition in the context of 

business transactions. 

Long Answer Questions: 

1. Explore the social and economic implications of technology, considering its 

impact on society and the economy. 

2. Analyze the role of multinational corporations (MNCs) in India, highlighting 

their contributions to economic development. 

3. Evaluate the key features and components of the technological environment in 

businesses, emphasizing the need for adaptability. 

4. Discuss the OECD's BEPS initiative and its impact on multinational 

corporations and global taxation. 

5. Compare and contrast the functions and objectives of the World Bank and the 

International Monetary Fund (IMF) in addressing global economic challenges. 
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CHAPTER: V: EMERGING TRENDS AND CONTEMPORARY ISSUES IN 

BUSINESS 

 Emerging trends in Indian business environment 

 Impact of Covid-19 on Indian Economy 

 Creativity and innovation in entrepreneurship 

 Sustainable development  

 Contemporary challenges in Indian business environment 

 Demonetisation and digital India 

 Digital payment system 

 Potential Industries in North East India 

 SEZs in North East 

 Role of Govt in environment protection 

 Role of NEC, DoNER, &NEDFi 

5.1 Introduction 

The current decade is marked by fierce competition in the business realm, with global 

companies navigating the evolving business landscape, particularly in emerging 

economies of third-world countries. Amidst the intense global competition, India stands 

out as a nation successfully resisting and countering the competitive pressures from 

large corporations. India holds a significant share in markets spanning consumer 

durables, cosmetics, and healthcare products. 

Recently, the world recognized the potential of this third-world country, prompting 

corporations worldwide to explore opportunities in this sub-Asian continent. 

Simultaneously, major corporations acknowledge the looming threats of intellectual 

property challenges originating from India. With the BJP government securing a 

decisive majority, India's economic landscape is undergoing substantial policy changes 

in economic and financial sectors. The global economy is experiencing challenges, with 

mounting pressure.  

In the rapidly evolving global economy, industries are encountering unprecedented 

demands. Customers now seek products tailored to their individual preferences and 

needs. Factors like globalization, technological advancements, innovation pace, 

communication system evolution, and information flow have significantly altered the 

concept of competitiveness worldwide. Adapting to these changes is crucial for 
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organizations to remain competitive amidst increasing competition and avoid potential 

challenges. 

Organizations continually navigate various elements, including socio-cultural, political, 

economic, and international forces. Shifts in production and consumption patterns 

present ongoing opportunities for business growth. India, effectively adapting to global 

economic dynamics, has experienced substantial impacts from technological 

advancements and global factors over the last decade. This chapter explores India's 

competitiveness in the global economy, external influences on its business environment, 

competitive trends, and business opportunities in the rural sector. 

5.2 India’s Competitiveness in the Global Economy 

Competitiveness for an economy refers to its ability to provide products and services 

more effectively and efficiently than competitors. Achieving and maintaining a share of 

global trade without protection or subsidies signifies high competitiveness. The 

competitiveness of a country relies on the competitiveness of its domestic 

organizations. The Global Competitiveness Report, published by the World Economic 

Forum (WEF), is an internationally accepted measure. India, positioned 58th, leads 

among South Asian economies due to its market size and innovation. To improve its 

ranking, India should focus on health, skills, and education sectors. Rapid expansion in 

the service industry and globalization has propelled India to be the fastest-growing 

economy globally. 

5.3 External Influences on India’s Business Environment 

The business environment faces influences from various factors, both internal and 

external. Barry M. Richman and Melvyn Copen define environmental factors as largely 

external and beyond the control of individual enterprises. Business environments can be 

categorized into micro and macro environments, with each factor directly or indirectly 

impacting operations. Scanning the environment helps organizations identify threats 

and opportunities, aiding informed decision-making. 

External factors include economic, technological, demographic, global, and legal 

elements. Economic factors encompass aspects like income distribution, inflation rates, 

and government budgets. Technology, a crucial factor, alters communication systems 

and creates new business opportunities. Demographic factors, such as age and income, 
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impact purchasing power. Understanding global environments and legal obligations is 

essential for organizations. 

5.4 Emerging Trends in Business Environment 

Current competitive trends in the business environment are multifaceted and 

interdependent. Workforces are diverse, competition is intense, and technology has 

accelerated various tasks. Organizations, irrespective of size, must effectively operate 

amid these dynamic challenges. Major competitive trends include globalization, where 

businesses extend beyond national boundaries to explore opportunities globally. This 

trend, coupled with the shift from manufacturing to a service-oriented economy, poses 

challenges in skill requirements and job performance improvement. 

Business Process Outsourcing (BPO): A Noteworthy Business Trend 

A prominent trend in contemporary business involves acquiring goods or services from 

external manufacturers or service providers. Organizations have embraced a novel 

strategy of outsourcing, leading to a significant reshaping of the supply chain. 

Outsourcing entails the delegation of non-core tasks or business processes from internal 

production to an external party. Businesses typically adopt outsourcing to concentrate 

on core competencies, enhance efficiency, and achieve cost-effectiveness. 

Information Technology Revolution: Transforming the Business Landscape 

Information Technology (IT) has triggered a transformative shift in the business realm, 

fostering competition and providing easy access to information from various sources. 

With the digitization of information and continuous technological innovations, 

enterprises are increasingly leveraging digital tools to enhance their future business 

prospects. Organizations need to regularly update their technologies to ensure sustained 

business development and secure a competitive position in the market. 

Elimination of Trade and Tariff Barriers: Facilitating Global Exchange 

Trade liberalization has facilitated the smooth removal of barriers or restrictions on the 

exchange of goods and services between nations. These tariff barriers, including duties, 

surcharges, licensing regulations, and quotas, have diminished with reduced 

regulations. This reduction in costs benefits countries engaged in trade by lowering fees 

on imports and fostering increased competition, ultimately promoting free trade and 

reducing consumer costs. 
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Evolution in Customer Needs and Habits: A Challenge for Businesses 

Customers, being the focal point of all businesses, significantly impact profits and sales 

through their satisfaction. However, the rapidly changing needs and habits of customers 

pose challenges for organizations. Determining which products can meet the evolving 

demands of customers has become a complex task. Businesses grapple with the diverse 

tastes and varied requirements of customers, making the identification of customer 

demands and finding ways to fulfill their specifications a challenging endeavor. 

5.5 Challenges of Doing Business in India: 

While India presents unprecedented economic opportunities, navigating its complex 

corporate landscape poses challenges. The country, though fast-growing, demands a 

nuanced approach. The vast consumer base and economic potential are attractive, yet 

the intricate business environment requires local expertise for success. India's political 

stability, consensus on reforms, robust banking system, and mature financial markets 

contribute to its appeal. However, challenges such as bureaucratic hurdles and diverse 

cultural nuances necessitate local support for businesses aiming to unlock India's 

economic potential. In essence, having local assistance is pivotal for ventures seeking 

success in the diverse and dynamic Indian business environment. 

Starting a Business in India: Commencing a business venture in India comes with 

considerable financial implications, and the intricate procedures involved may seem 

overwhelming without local insights. The initial setup involves 12 procedures, 

consuming 49.8% of the per capita income. On average, it takes nearly a month (27 

days) to complete these tasks, significantly surpassing the OECD average of 12 days. 

Dealing with Construction Permits: A Lengthy Process 

Securing construction permits is also a complex endeavor, encompassing 34 procedures 

and lasting 196 days. Tasks include obtaining Intimation of Disapproval from the 

Building Proposal Office, fee payments, and seeking NOCs from various departments 

such as the Tree Authority, Storm Water and Drain Department, Sewerage Department, 

Electric Department, Environmental Department, Traffic & Coordination Department, 

and the CFO. 

Getting Electricity: Affordable yet Time-Consuming 

While the cost of obtaining electricity is relatively economical in comparison to South 

Asian counterparts, the numerous involved procedures can be time-consuming. Each 
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step, including external site inspection and connection, along with meter installation, 

takes approximately eight days and three weeks, respectively. 

Registering Property: A Legwork-Intensive Process 

Registering property demands substantial legwork and can accrue significant charges. 

Stamp duty (5% of the property) and a 1% charge on the property's market value at the 

Sub-Registrar of Assurances are notable fees. Additional costs may include lawyer 

charges and fees at the Land & Survey Office. 

Getting Credit: India's Strong Performance 

India excels among South Asian economies in credit accessibility, ranking 23rd 

globally. The establishment of a centralized collateral registry in 2013 enhanced credit 

access and secured transactions. 

Investor Protection and Contract Enforcement: Room for Improvement 

Investor protection, overseen by bodies like the Securities and Exchange Board of India 

(SEBI), has gained attention. However, contract enforcement remains a challenge, with 

India ranking poorly, taking an average of 1,420 days. 

Paying Taxes: A Time-Consuming Affair 

Businesses in India face the obligation of 33 tax payments annually, requiring 243 

hours. While the headline corporation tax rate is 30%, additional charges such as central 

sales tax, dividend tax, property tax, fuel tax, vehicle tax, GST, and excise duty can 

apply. 

Trading Across Borders: Bureaucratic Hurdles Persist 

Despite India opening its borders to international trade, importing and exporting goods 

remains challenging due to bureaucratic layers. Companies must navigate through a 

lengthy list of document filings before efficiently moving goods across borders. 

Resolving Insolvency: Prolonged Process 

Resolving insolvency in India takes 4.3 years, considerably longer than the South Asian 

and OECD averages. The intricate court system often contributes to delayed business 

resolutions. 

Cultural Nuances: Building Relations is Key 

India's rich cultural tapestry influences business dynamics, placing a premium on 

relationship-building over mere presentation of figures. Adapting to the 



111 
 

polychronicculture may pose challenges for outsiders, emphasizing the importance of 

thorough destination-specific due diligence before embarking on business ventures. 

5.6 Emerging Trends: 

In the backdrop of intense global competition, particularly in emerging economies like 

India, corporations are strategically positioning themselves to capitalize on 

opportunities and navigate challenges. The recent trends in India's business 

environment, especially under the new Modi Government and amidst changing global 

dynamics, merit exploration. 

Business Trends Exploration: 

Every industry undergoes continual changes, and the business sector is no exception. 

These changes, termed business trends, revolutionize the way businesses operate. 

Neglecting these emerging trends can have detrimental effects. Staying abreast of these 

trends is crucial due to the rapid evolution of the business landscape. This article aims 

to shed light on various business trends, including network marketing, franchising, e-

commerce, business process outsourcing, and knowledge process outsourcing. 

E-Commerce Trends: 

E-commerce has emerged as a pivotal avenue for businesses to extend their reach 

globally, facilitating online buying and selling. Notable platforms such as Amazon and 

eBay exemplify this trend. Businesses must be attuned to the latest e-commerce trends 

to optimize their online presence and enhance sales. 

The e-commerce sector in India is experiencing remarkable growth, positioning itself as 

the fastest-growing market globally. In the fiscal year 2022-23, the Government e-

marketplace (GeM) achieved its highest-ever Gross Merchandise Value (GMV) of 

$2011 billion. GeM has amassed a cumulative GMV exceeding 4.5 lakh crores as of 

July 23, 2023, since its inception. The reported savings indicate that GeM has facilitated 

over INR 40,000 crores in savings since its establishment. According to the Indian 

Telecom Services Performance Indicators by TRAI for January-March 2023, India's 

internet penetration has surpassed 880 million, with over 1172 million telecom 

subscribers as of March 2023. 

The growth of the Indian e-commerce industry can be attributed to factors such as 

increased smartphone penetration, rising affluence, and affordable data prices, driving 

the expansion of e-retail. With a user base exceeding 800 million, India ranks as the 
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world's second-largest internet market, witnessing 125.94 lakh crores in UPI 

transactions in 2022. 

E-commerce adoption has permeated nearly 100% of pin codes across India, with more 

than 60% of transactions originating from tier two cities and smaller towns. Tier-2 and 

tier-3 cities are becoming significant players in the e-commerce landscape, constituting 

almost half of all shoppers and contributing three out of every five orders for leading e-

retail platforms. The average selling price (ASP) in these smaller towns is only slightly 

lower than in tier-1/metro cities. Electronics and apparel dominate nearly 70% of the e-

commerce market in terms of transaction value. Emerging categories in e-commerce 

include ed-tech, hyperlocal services, and food-tech. 

The Government of India's initiative, the Open Network for Digital Commerce 

(ONDC), launched in 2022, aims to provide equal opportunities for MSMEs to thrive in 

digital commerce and democratize the e-commerce space. In 2022, Indian e-commerce 

and consumer internet companies secured $15.4 billion in PE/VC funding, marking a 

twofold increase from the $8.2 billion raised in 2020. 

Indian Digital Marketing Industry: 

Digital marketing involves advertising through digital displays such as mobile phones, 

television, and Internet-based advertising displays. The primary activities encompassed 

in digital marketing include content marketing, search engine optimization (SEO), 

search engine marketing (SEM), content management, social media marketing, display 

advertising, data-driven marketing, and e-commerce marketing. Digital marketing 

methods have also expanded to offline platforms like mobile phones, utilizing SMS or 

caller tunes. 

Network marketing is a transformative trend in the business environment, offering a 

medium for manufacturers to boost sales through an efficient distribution network. This 

approach leverages distributors and sub-distributors to create a widespread chain, 

enabling businesses to reach a broader customer base and elevate product sales. The 

cost-effectiveness of network marketing compared to traditional methods adds to its 

appeal for businesses seeking rapid expansion. 

The recent report from Expert Market Research, titled 'Indian Digital Marketing Market 

Size, Share, Price, Trends, Growth, Report and Forecast 2023-2028,' provides a 

comprehensive analysis of the Indian digital marketing market, evaluating it based on 
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segments such as end-user industries and digital channels. The report examines the 

industry's latest trends and their impact on the overall market, evaluating market 

dynamics by considering key demand and price indicators. Additionally, the analysis 

incorporates a study using SWOT and Porter's Five Forces models. 

Key highlights from the report include: 

Market Overview (2018-2028) 

 Historical Market Size (2022): USD 4.5 billion (Global Digital Marketing 

Market) 

 Forecast CAGR (2023-2028): 32.1% (Global Digital Marketing Market) 

 Forecast Market Size (2028): USD 24.1 billion (Global Digital Marketing 

Market) 

During the historical period of 2016-2020, the digital marketing market experienced 

significant growth due to a surge in demand for smart devices, particularly 

smartphones. The presence of a sizable young population has further driven the 

adoption of new technologies. With India and China emerging as prominent economic 

centers, there has been a general increase in economic prosperity, leading to an elevated 

reliance on the Internet. Consequently, the demand for digital marketing has 

substantially risen, prompting companies to employ various means for digital 

marketing. The report anticipates a rapid increase in both the market value and growth 

rate in the future. 

Franchising: 

According to the International Franchise Association (IFA), franchising is defined as an 

agreement or license between two legally independent parties which gives: 

 A person or group of people (the franchisee) the right to market a product or 

service using the trademark or trade name of another business (the franchisor). 

 The franchisee the right to market a product or service using the operating 

methods of the franchisor. 

 The franchisee the obligation to pay the franchisor fees for these rights. 

 The franchisor the obligation to provide rights and support to franchisees. 

 

Enter the world of franchising, a cutting-edge business strategy poised to catapult 

businesses to new heights. In this innovative approach, the franchisor grants business 
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rights or licenses to a third party, known as the franchisee. Essentially, the franchisor 

allows another party to operate the business on their behalf and reap profits. Franchising 

is a partnership where the franchisor bestows authority upon the franchisee to sell 

products or services, complete with brand names and trademarks. A franchisee can be 

likened to a trusted dealer. In return, franchisees compensate the franchisor with 

commissions or one-time fees.Iconic examples like McDonald's, H&M, and Domino's 

showcase the success of this model. 

According to the 'FranCast Whitepaper on Franchise Forecast 2023-24' released by the 

Economic Times on July 15, 2023, the franchise business in India is projected to surge 

to USD 140-150 billion in the next five years. This growth is expected to be fueled by 

an expanding array of franchise opportunities and an increase in consumer spending. 

The current valuation of the Indian franchise industry is estimated to be around Rs 800 

billion, with a robust growth rate forecasted at 30 to 35 percent per annum in the years 

to come. 

The report emphasizes India's current standing as the second-largest franchise market 

globally. Looking forward, the franchise industry is anticipated to experience 

significant growth, reaching the USD 140-150 billion mark within the next five years. 

Presently, there are 4,600 active franchisors spanning diverse sectors, collectively 

managing close to 2 lakh outlets across the country. 

 

Digital Economy: 

Embrace the era of the digital economy, a realm where all economic transactions 

seamlessly transition to the online sphere. Also known as the internet or web economy, 

this trend aligns with the relentless expansion of technology. It encompasses businesses 

conducted through digital technologies or the internet, including e-business and e-

commerce. Stay vigilant about the latest trends in commerce as traditional and digital 

economies merge. 

According to the Reserve Bank of India (RBI), the portion of India's fundamental 

digital economy grew from 5.4% of Gross Value Added (GVA) in 2014 to 8.5% in 

2019. In terms of US dollars, India's digital economy demonstrated a growth rate of 

15.6% from 2014 to 2019, which was 2.4 times the growth rate of the overall Indian 
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economy. Additionally, the digitally dependent economy, encompassing digitally 

enabled sectors, was estimated to constitute 22.4% in 2019. 

RBI has further analyzed the overall output multiplier, separating it into digital and non-

digital output multipliers. The output multiplier gauges the direct and indirect impact of 

a unit change in final demand across digital and non-digital sectors on the total output 

of the economy. The analysis revealed that while the non-digital output multiplier 

decreased from 1.68 to 1.57 during this period, the digital multiplier increased from 

1.34 to 1.50. 

A recent study by the Ministry of Electronics and Information Technology (MeiTY) in 

2019 estimated the scale of India's digital economy at $200 billion in 2019, with 

projections indicating a rise to $500 billion by 2025 under their 'business as usual' 

scenario. However, the study suggests that with strategic policy initiatives addressing 

30 digital themes under nine national goals, the potential exists to elevate the size of 

India's digital economy to $1 trillion. These goals include 21st-century IT 

infrastructure, e-governance, universal healthcare and education, energy accessibility, 

advanced financial services, agricultural income growth, digital manufacturing for India 

and the world, and future-oriented jobs and skills.The government has set a goal of 

reaching $1 trillion digital economy in the next few years. It currently doesn't have 

exact data on the size of India’s digital economy. 

Business Process Outsourcing (BPO): 

Evolution and Impact of Business Process Outsourcing (BPO) in India 

Introduction: Business Process Outsourcing (BPO) stands as a cornerstone in 

propelling the growth of the Indian economy. This industry involves the delegation of 

various business processes, such as customer support, finance, accounting, and human 

resources, to companies situated in India. BPO has transformed India into a hub for 

outsourcing services, fostering job opportunities and driving economic expansion. 

Witness the meteoric rise of Business Process Outsourcing (BPO) as a pivotal trend in 

the business sector. A colossal industry with a profound impact on the global economy, 

BPO involves large businesses outsourcing their tasks to third parties in different 

countries. This strategic move slashes costs, enhancing profit margins. By outsourcing 

specific tasks to external companies at a lower cost, businesses focus on core activities, 
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fostering flexibility and heightened productivity. BPO is a cost-effective and 

transformative approach to ensure a company's unwavering focus on its primary goals. 

Contributions to Economic Growth: BPO has played a pivotal role in India's 

economic ascent by significantly contributing to its GDP, creating jobs, and attracting 

foreign exchange. The sector's impact is evident in its provision of access to highly 

skilled professionals, generating employment opportunities, and attracting foreign direct 

investment (FDI). Additionally, BPO has played a crucial role in enhancing the 

country's infrastructure, further propelling economic development. 

Associated Risks: While BPO has fueled economic growth, it comes with inherent 

risks. Data security is a prominent concern, as companies entrust sensitive information 

to service providers, necessitating robust measures to thwart cyber threats. Quality 

assurance in service provision is another crucial aspect, ensuring that cost savings 

through outsourcing do not compromise the quality of services. Moreover, the industry 

is vulnerable to geopolitical events, such as political instability, regulatory changes, and 

economic downturns, which can impact its stability and growth. 

Role in Economic Statistics: The impact of BPO on India's GDP has witnessed a 

remarkable surge, rising from 1.2% to 5.4% in the last decade. BPOs contribute 

significantly to earning and international fund creation, focusing on both domestic and 

offshore segments. The growth of the IT-BPO sector over the years reflects the 

industry's resilience and its role in generating employment. 

Positive Effects on Indian Economy: Several positive effects stem from the BPO 

industry's leadership in the market, including improved functions such as training 

professionals in foreign languages and increasing the number of skilled workers. The 

sector is expected to generate export revenues of approximately USD 30 billion by 

2020, providing job opportunities for the Indian youth and contributing to economic 

balance. 

Driving Forces in Growth: Driving forces that attract foreign investments to India 

through BPOs include an emphasis on quality services, a skilled workforce, cost-

effectiveness, the delivery of quality products, and an English-speaking manpower 

pool. These factors make the Indian BPO industry appealing for long-term contracts, 

resulting in substantial contributions to economic growth. 
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Challenges and Solutions: Issues such as political environment fluctuations, rising 

customer expectations, and budgetary constraints pose challenges to the BPO industry. 

Political stability in India currently favors BPO operations, while addressing customer 

expectations and managing budgetary constraints remain ongoing challenges that 

require strategic solutions. 

Future Shifts and Expanding Reach: The COVID-19 pandemic has prompted a 

paradigm shift in the BPO sector, with a move towards setting up operations in Tier II 

and Tier III cities across India. This transition aims to tap into talent pools in smaller 

towns, offering opportunities for remote work and reducing operational costs. 

Companies like Aegis BPO and Genpact are leading this shift, which is expected to 

benefit both the BPO sector and the socioeconomic conditions of smaller towns. 

The BPO industry's journey in India reflects a dynamic force shaping the nation's 

economic landscape. While challenges exist, strategic measures addressing data 

security, service quality, and geopolitical risks are crucial for sustaining the industry's 

success. The ongoing expansion into smaller towns signifies the sector's adaptability 

and potential for further growth, with positive implications for both businesses and 

local communities. 

M-Commerce: 

Embark on the journey into the future of commerce with M-Commerce, also known as 

mobile commerce—a dynamic extension of traditional e-commerce. This evolving 

trend specifically targets mobile phone users, providing them unparalleled access to 

your business at their fingertips. M-Commerce goes beyond the confines of desktops, 

allowing consumers to seamlessly make online purchases using their smartphones or 

tablets. This innovative approach not only caters to the modern preference for mobile-

based shopping experiences but also enhances convenience, significantly amplifying 

sales and boosting profit margins for businesses. 

In the context of India, the ascent of mCommerce has been notable, especially with the 

advent of Digital India and the widespread availability of internet services. The surge in 

mobile internet users, coupled with the prevalence of mobile wallets, has created a 

consumer market where mobile devices play a pivotal role in day-to-day transactions. 

Recent data indicates a substantial increase in the use of retail apps, particularly during 

festive and holiday seasons. The convenience of effortlessly scrolling through products 
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and making purchases on the go has empowered consumers to save time while still 

accomplishing quality online shopping during peak seasons. 

Key players in the online retail sector, such as Flipkart and Amazon, have been quick to 

embrace and leverage the potential of mobile commerce. By doing so, they aim to 

simplify the shopping experience for their target audience, staying ahead of the curve in 

adapting to the evolving landscape of consumer preferences. Business owners should 

take note of this transformative trend as it aligns with the contemporary inclination 

towards mobile-based shopping. 

Do you want to start mCommerce? If yes, you may follow the following steps:  

 Understand who your target audience is. 

 Equip yourself with the right platform. 

 Create a mobile-responsive experience 

 Explore Progressive Web Apps (PWAs) 

 Build an app (or not?) 

 Monitor, analyse and optimize  

Aggregator and Marketplace Business Model: 

AggregatorBusiness Model: 

Explore the novel concept of aggregators, a unique trend revolutionizing the business 

landscape. Amid the vast sea of information on the internet, an aggregator consolidates 

data on a specific topic, offering a one-stop solution. This innovation simplifies the 

search process for individuals seeking information on a particular subject, providing 

unparalleled convenience. 

The aggregator business model is basically a network model which organizes the 

related unorganized service providers in one huge platform under one brand name. This 

platform also connects service providers with their customers but under one brand. The 

example includes cab aggregators and bus aggregators like Uber, Ola, redBus, etc. 

Marketplace Business Model 

The marketplace business model is basically a website or mobile application which 

contains different products from multiple vendors and allow sellers to promote their 

business in one vast platform. The marketplace model acts as a bridge by connecting 

sellers and buyers in one platform and does not own any products of their own. E.g.: 

Amazon, Flipkart, eBay, etc. 
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Although these two platforms share many common aspects, they have some differences 

as well based on the way how they serve customers. Let’s discuss the variations of the 

aggregator business model and marketplace business model.  

1. Brand Name:  

 The marketplace model has a brand but in that multiple vendors sell their 

products under their own brand names.    

 For instance, Amazon is a brand of marketplace model but in that, the multiple 

sellers sell their products with their own name.   

 But in Aggregator model, all services are provided under one common brand 

name.   

 As an example, Uber is a brand of the aggregator model. In Uber, multiple 

service providers (car taxi) are agreed to provide services under the brand name, 

Uber. 

2. Partnership Model:  

 The admin in marketplace model does not own anything and earns income by 

providing the platform to different sellers. They earn commissions by getting 

buyers to a commonplace (website).  

 The multiple vendors in the marketplace business should be responsible for all 

product details, shipping process, etc.  

 In the aggregator business model, service providers are not employees of the 

business and they have full freedom to reject or accept the order 

for service. Swiggy is one such example that connects restaurants with 

the aggregator model.   

 Since the aggregator platform organizes the related unorganized services in one 

common place, they earn profit by attracting more customers to use their 

platform to avail those services. 

3. High Quality:  

 In the marketplace model, multiple vendors are selling different products to 

different buyers. Therefore, there will be a change in quality. Because similar 

products are provided by different vendors which may have different qualities in 

products.  
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 In the aggregator business model, the brand name is the identity and the 

aggregator believes in producing standard quality. Hence, the service providers 

should provide quality service to the customers and the providers would satisfy 

the terms and conditions as promised and signed during the contract.  

4. Standard Price:  

 As already stated, the marketplace has multiple vendors selling different 

products, the price of the same product will vary from vendor to vendor. The 

customer can compare products from different sellers and can purchase the 

necessary things.  

 But in the aggregator model, since all services provided under a common name, 

the price is standardized. The providers who are near to customers can take the 

order. All service providers are agreed to this term when signing the agreement.  

Knowledge Process Outsourcing (KPO): 

Explore the domain of Knowledge Process Outsourcing (KPO), a strategic maneuver 

for businesses looking to outsource knowledge-centric tasks such as analysis, 

consultancy, and research. KPO companies come into play when businesses lack in-

house expertise for these sophisticated tasks, offering dedicated workforce solutions. 

Noteworthy entities like TCS, Wipro, and WNS Global exemplify the capabilities of 

KPO, delivering cost-effective services, access to top talents, and optimal resource 

utilization. Knowledge Process Outsourcing involves outsourcing knowledge-intensive 

activities, which are data-driven and encompass the entire process of gathering, 

managing, analyzing, and delivering objective insights for businesses. 

KPO services are broadly categorized into four types: 

1. Data Analytics and Insights:Tackling business challenges across industries 

and domains to empower organizations with actionable insights through 

advanced data analytics. 

2. Market Research/Business Research:Providing research services and strategy 

consulting to furnish accurate and concise answers to critical business questions. 

3. Global Reporting and Performance Management:Furnishing efficient 

reporting and performance measurement solutions across industries to achieve 

operational excellence and heightened productivity. 
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4. Data Management:Offering streamlined solutions for data integration, storage, 

retrieval, and sharing, ensuring robust business reporting and analytics as 

required by various stakeholders. 

5.7 Exploring Business Opportunities in Rural Areas 

The rural sector plays a pivotal role in India's economic development, considering that 

approximately 70 percent of the population identifies rural India as its home. With the 

potential for a thriving entrepreneurial atmosphere in rural areas through adequate 

funding and support, there are business opportunities across various sectors. Despite 

economic challenges, youthfulness, geographical isolation, cultural traditions, and 

economic inflexibility, the rural sector offers avenues for growth. 

Rural areas present a favorable environment for commencing businesses due to lower 

initial capital requirements and comparatively reduced overhead expenses. 

Additionally, the close-knit nature of rural communities facilitates easier organization. 

The government is also contributing through funding and schemes to bolster business 

opportunities in these regions. Several noteworthy business opportunities in rural areas 

include: 

1. Fertilization and Seed Store: Establishing a store for fertilizers and seeds can 

cater to the extensive use of fertilizers to enhance crop production in rural 

farming. 

2. Organic Farming: A local farming business adopting organic methods can 

thrive, capitalizing on the rising demand for organic products and attracting 

customers from diverse areas. 

3. Tea Gardening: Cultivating tea shrubs in small spaces, such as balconies, can 

be a fulfilling venture for those passionate about tea, with minimal land 

requirements. 

4. Dairy Enterprises: Setting up dairy farming businesses in rural areas, 

characterized by traditional methods, proves suitable, requiring minimal skilled 

labor and allowing small-scale operations with family involvement. 

5. Fresh Egg Sales: Initiating a poultry business for egg production requires 

minimal land, making it a feasible venture. Adherence to state laws is essential. 
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6. Jute Bags Making: This eco-friendly business involves producing jute bags 

using raw jute sourced from local farmers, providing economic benefits to both 

parties. 

7. Solar Project Development: Implementing solar projects in rural areas can lead 

to positive social and economic gains, harnessing solar energy as an alternative 

power source. 

8. Waste Management: Transforming waste into usable products addresses the 

challenge of waste disposal, presenting an environmentally conscious and viable 

business opportunity. 

9. Beekeeping: An underexplored yet beneficial business opportunity, beekeeping 

requires minimal time and money, offering high returns with minimal 

infrastructure investments. 

10. Fish Farming: In response to increasing demand, fish farming emerges as a 

profitable venture in rural areas, leveraging the rising prices of fish. 

5.8 Impact of COVID-19 on the Indian Economy: 

The COVID-19 pandemic has unleashed widespread disruption on India, affecting both 

economic activities and human lives. Virtually every sector faced adverse consequences 

as domestic demand and exports experienced sharp declines, with some exceptions 

showing notable growth. The aftermath calls for a comprehensive analysis of the impact 

and potential solutions for key sectors. 

Food & Agriculture: Given that agriculture is the backbone of the country and falls 

under the government's essential category, the impact is expected to be relatively low 

on primary agricultural production and the use of agro-inputs. State governments have 

permitted free movement of essential items like fruits and vegetables, though online 

food grocery platforms grapple with unclear restrictions. Measures announced by the 

RBI and Finance Minister will provide short-term relief. Shielding rural food 

production areas in the upcoming weeks will be pivotal in addressing the macro impact 

of COVID-19 on the Indian food sector and the broader economy. 

Aviation & Tourism: The Aviation Sector and Tourism contribute 2.4% and 9.2%, 

respectively, to India's GDP. These sectors, serving approximately 43 million people in 

FY 18-19, were among the first hit hard by the pandemic. The consensus suggests that 

COVID-19 will impact these industries more severely than events like 9/11 and the 
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2008 Financial Crisis. With severe cash flow issues and a potential 38 million layoffs 

(70% of the workforce), both white and blue-collar jobs are at risk. Innovative 

solutions, such as contactless boarding and travel technologies, have emerged in 

response to the challenges posed by the pandemic. 

Telecom: The telecom sector in India has undergone significant changes even before 

COVID-19, primarily due to price wars among service providers. Essential services 

continued to function during the pandemic, thanks to the widespread adoption of 'work 

from home.' With over 1 billion connections contributing 6.5% to GDP and employing 

nearly 4 million people, the sector experienced increased broadband usage, putting 

pressure on networks. While demand rose by approximately 10%, telecom companies 

anticipate a sharp decline in new subscribers. Policy recommendations include relaxing 

regulatory compliances and providing a moratorium for spectrum dues to support 

network expansions. 

Pharmaceuticals: India, the largest producer of generic drugs globally, has seen a surge 

in its pharmaceutical industry since the onset of COVID-19. Valued at $55 billion in 

early 2020, the industry has been exporting critical medications worldwide. Challenges 

include rising raw material prices due to disruptions in the supply chain, labor shortages 

caused by social distancing, and government-imposed bans on the export of essential 

drugs. Easing financial stress, tax relaxations, and addressing labor shortages are crucial 

considerations for supporting the pharmaceutical sector during these challenging times. 

Oil and Gas: The Indian Oil & Gas industry, a significant global player, faces 

challenges due to the country's complete lockdown. The demand for transport fuels 

plummeted as manufacturing declined, impacting both auto and industrial sectors. 

While crude prices dropped, the government increased excise and special excise duty to 

compensate for revenue loss. Policy recommendations involve passing on benefits from 

decreased crude prices to end consumers to stimulate demand. 

Beyond COVID: The New Normal Given the scale of disruption, the ongoing downturn 

is fundamentally different from recessions. Businesses must embrace new principles 

such as a shift towards localization, cash conservation, supply chain resilience, and 

innovation to navigate this uncertain environment marked by decreased demand and 

increased unemployment. 



124 
 

Becoming a successful entrepreneur requires offering something uniquely valuable to 

the market and addressing a niche gap. Achieving this demands creativity and 

innovation, traits exemplified by iconic entrepreneurs like Richard Branson and Elon 

Musk. 

5.9 Creativity, Innovation and Entrepreneurship  

Entrepreneurs actively embrace creativity and innovation as vital tools for business 

growth in today's dynamic landscape. Success hinges on constant innovation, involving 

the generation of fresh solutions and the invention of new products or services. This 

intellectual capital not only sets a company apart but also provides a competitive edge. 

Creativity forms the foundation for innovation—a skill that can be nurtured and 

managed throughout an organization. 

Distinguishing Creativity and Innovation: Creativity involves developing original 

concepts with aesthetic flair, while innovation is about building on existing ideas. 

Creative concepts are new and inspired by various sources, while innovative concepts 

modify or extend pre-existing ideas, often resulting in groundbreaking inventions. 

Role of Creativity for Entrepreneurs: Creativity is crucial for entrepreneurs, aiding in 

the creation of unique business ideas that fill market gaps. Drawing inspiration from 

diverse sources, brainstorming, and mind mapping facilitate the ideation process. 

Beyond ideation, creativity contributes to branding, marketing, problem-solving, social 

media strategies, and maintaining a balance between linear and lateral thinking. 

Creativity and Innovation in Entrepreneurial Success: While not mandatory, high 

levels of creativity benefit entrepreneurs. Creativity is ubiquitous, found in fine art, 

nature, advertisements, and more. However, it must be effectively harnessed and 

implemented to be valuable. 

Understanding Innovation: Innovation adds value to existing ideas, products, or 

concepts, often responding to market changes. Entrepreneurs should focus on enhancing 

value through innovation, not merely making incremental changes. An innovative 

mindset helps adapt to a rapidly changing society, fostering success in the ever-

evolving business landscape. 

Disruptive Innovation: Disruptive innovation transforms markets by making products 

more accessible and affordable. Examples include services like Uber, reshaping entire 

industries. 
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Cultivating Creativity and Innovation: Contrary to the belief that creativity is innate, 

dormant creativity exists within everyone and can be awakened through activities like 

drawing, creative writing, reading fiction, and using creativity-enhancing apps. 

Aspiring entrepreneurs, whether naturally creative or not, can benefit from cultivating 

creativity. 

Beyond Creativity and Innovation: Entrepreneurs need diverse skills, including 

organization, analytical thinking, attention to detail, and practical execution capabilities. 

Balancing creativity with essential skills, gaining economic knowledge, understanding 

competition, and being aware of regulations contribute to entrepreneurial success. 

Successful entrepreneurs need not only dream but also possess the practical skills to 

turn ideas into reality. 

In summary, entrepreneurship, fueled by creativity and innovation, is a dynamic process 

that propels individuals to capitalize on opportunities, create value, and contribute to 

economic growth. 

5.10 Sustainable Development: 

Sustainable development stands as the overarching paradigm of the United Nations, 

embodying a vision articulated by the 1987 Brundtland Commission Report. Described 

as "development that meets the needs of the present without compromising the ability 

of future generations to meet their own needs," it encapsulates four interconnected 

dimensions: society, environment, culture, and economy. Sustainability, a paradigm for 

envisioning the future, balances environmental, societal, and economic considerations 

in the pursuit of an enhanced quality of life. For instance, a prosperous society relies on 

a healthy environment for essentials like food, safe drinking water, and clean air. 

Sustainable Development Goals: 

The Sustainable Development Goals (SDGs) represent a set of seventeen pivotal targets 

unanimously adopted by United Nations member countries to work towards a better 

future. Arising from the Rio+20 conference, the documentary "Future We Want" 

initiated discussions about a post-2015 development agenda, leading to the formulation 

of SDGs. Comprising 17 goals, 169 targets, and 304 indicators, these objectives aim to 

be achieved by 2030. Covering areas such as poverty eradication, education, gender 

equality, and climate action, the SDGs constitute a non-binding document, emerging as 

a result of the Rio+20 conference in 2012. 
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Sustainable Development Goals in India: 

India, in its pursuit of the SDGs, has implemented various initiatives. The Mahatma 

Gandhi National Rural Employment Guarantee Act (MNREGA) provides jobs to 

unskilled laborers, ensuring an improvement in living standards. The National Food 

Security Act offers subsidized food grains, while the Swachh Bharat Abhiyan strives 

for open defecation-free status. India also focuses on renewable energy, with a target of 

175 GW by 2022, reducing dependence on fossil fuels. Programs like Atal Mission for 

Rejuvenation and Urban Transformation (AMRUT) and Heritage City Development 

and Augmentation Yojana (HRIDAY) address infrastructure improvements, and the 

country has ratified the Paris Agreement to combat climate change. 

Demonetization: An Overview 

According to Investopedia (2017), demonetization is the process of withdrawing the 

current forms of money from circulation, often to be replaced with new notes or coins. 

On November 8, 2016, the Prime Minister of India announced a significant 

demonetization move by declaring that INR 500 and INR 1,000 notes would cease to be 

legal tender from midnight. The Reserve Bank of India (RBI) subsequently introduced 

new notes of INR 500 and INR 1,000 after a one-day bank holiday. The replacement of 

old notes with new ones began on November 10, 2016, with the process subject to tax 

limits. This decision caused a cash crunch, leading to widespread panic in the economy. 

Both individuals with legitimate earnings and those involved in illicit financial 

activities were taken aback, prompting a surge in the use of electronic modes of 

transactions by people who were previously aware but inactive users. 

To alleviate the situation, the government initiated the DigiDhanAbhiyan outreach 

campaign, encouraging rural citizens to adopt digital payment methods. The RBI and 

banks played a crucial role in handling the situation patiently, ensuring a smooth 

transition. A press release by the RBI on November 12, 2016, reported approximately 

10 crore exchange transactions on November 10, 2016. Banks and the RBI remained 

open on weekends to meet urgent public needs. Currency chests at over 4,000 locations 

across the country were stocked with other denomination notes that remained legal 

tender. Printing presses operated at full capacity to meet the demand for new currency 

notes. 
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In 2017, Agnihotri reported in the Business Standard that by mid-January 2017, the 

central bank had infused new currency notes worth around Rs 9.2 lakh crore into the 

system, aiming to replace the estimated Rs 15.4 lakh crore withdrawn during 

demonetization. This move targeted counterfeit notes, black money, corruption 

reduction, and the promotion of digital transactions. 

Demonetization in 2016 was not India's first; historical instances occurred in January 

1946 and 1978. The recent demonetization aimed for long-term positive outcomes such 

as eliminating corruption and black money. However, the immediate consequences 

resulted in a cash crunch affecting various segments of the economy, including farmers, 

rural populations, vendors, service providers, and regional banks. 

5.11 Digitalization: An Overview 

Digitalization involves the use of binary digits, converting physical data into digital 

format. According to the IGI dictionary (2017), it signifies the integration of digital 

technologies into everyday life through the digitization of various aspects. While not a 

new concept, it has gained prominence with technological advancements. Globally, 

financial institutions, including banks, are striving to keep pace with technology by 

upgrading their systems. New entrants are diversifying financial services, with 

digitalization significantly impacting the banking sector. Challenges such as 

blockchain-based systems, cloud computing, and cybersecurity threats have emerged, 

but these also present opportunities for efficiency and service innovation. 

The proliferation of smartphones and tablets globally has contributed to the growth of 

digitalization. The demonetization in India further accelerated electronic payments, 

with diverse groups, including vegetable vendors, dabbawalas, and taxi drivers, 

embracing digital wallets like Paytm, Oxigen, and Mobiwik. The Indian banking sector 

has played a crucial role in advancing digitalization, enhancing digital banking facilities 

for customer utilization. 

Journey from Demonetization to Digitalization 

Demonetization in India, particularly in 2016, set the stage for a move towards a 

cashless economy, aiming to eradicate black money. Despite facing criticism and 

appreciation, the government paved the way for cashless payments. Digital payment 

giants such as Paytm, Mobivik, and OLA Money reported a substantial increase in 

business. Cryptocurrencies like Bitcoin also experienced a positive upswing. The 
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adoption of digital wallets and mobile payment services became widespread, making 

companies like Paytm and Mobiwik major beneficiaries of demonetization. 

The Indian government launched the Digital India campaign, emphasizing electronic 

service delivery, online infrastructure, and connectivity to promote digital 

empowerment. Going digital is expected to bring numerous benefits to the economy, 

including innovative changes, reduced maintenance costs, financial transparency, 

accountability, increased savings, and improvements in various financial markets. 

The shift to digital payments is considered safer than physical cash, promoting financial 

inclusion and reducing government money leakage. Empowering individuals with 

technical knowledge is crucial for paving the way toward a cashless economy. 

Roadblocks in Digitalization 

In a country like India, where a significant population lacks bank accounts and internet 

access, the path to digitalization faces substantial challenges. Roadblocks include high 

illiteracy rates, slow internet connectivity, unbanked areas, underdeveloped tax systems, 

and resistance to technological adoption. Cybersecurity concerns, such as hacking, data 

security, and privacy issues, pose significant challenges, requiring robust laws and acts 

to address them. The perception that the internet is not entirely safe for financial 

transactions further hinders large-scale digital adoption. Additionally, low penetration 

of PCs and limited access to the internet are crucial obstacles in the adoption of internet 

banking and other e-delivery banking channels. 

To overcome these challenges, there is a need for a new monetary system, an expanded 

banking system, uninterrupted power supply, and increased awareness. The transition 

from cash to a cashless economy requires significant transformations throughout the 

administration. The disruption caused by demonetization has had a substantial impact 

on various sectors, necessitating careful consideration of vulnerable sections of society. 

Strategy to Promote Digitalization 

To promote digitalization, several strategies can be employed: 

1. Customer Education: 

 Conduct presentations, workshops, and campaigns to educate people on digital 

payment systems. 

 Provide training programs by banks and the government to enable users to 

understand and utilize various modes of electronic payment. 
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2. Monetary Benefits: 

 Remove fees on e-payments to encourage cashless transactions. 

 Introduce incentives such as cash-back offers on digital transactions to attract 

more users. 

3. Use of Mother Tongue: 

 Offer alternate delivery services in local languages to enhance rural adoption. 

 Use mother-tongue-friendly modes to make digital information more accessible. 

4. Cybersecurity Backed by Cyber Laws and Acts: 

 Educate both employees and customers on security features through mass 

media. 

 Implement strict cybersecurity laws to address security concerns associated with 

increased digitalization. 

Benefits of Digital Payments: Digital payments bring several benefits: 

 Ease and convenience, reducing dependency on cash. 

 Economic progress through increased online transactions and business. 

 Safety and efficient tracking, minimizing the risk associated with handling 

physical cash. 

 Cost savings, as demonstrated by examples such as the potential savings by the 

Government of Peru. 

 Transparency and security, enhancing traceability and reducing corruption and 

theft. 

In summary, promoting digitalization requires addressing roadblocks, educating 

customers, offering monetary benefits, using local languages, and implementing robust 

cybersecurity measures. The benefits of digital payments extend to convenience, 

economic progress, safety, cost savings, transparency, and security. 

5.11 NEFT (National Electronic Fund Transfer): An Overview 

NEFT, or National Electronic Fund Transfer, has become an integral part of our daily 

banking activities since the advent of online banking. Facilitating easy money transfers 

between banks across India, NEFT is a centralized nationwide payment system owned 

and controlled by the Reserve Bank of India (RBI). Unlike the traditional hassles of 

waiting in long lines and filling up forms, NEFT allows users to transfer funds 

conveniently without physical visits to the bank. 
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When initiating an NEFT transaction, it's crucial to consider the following points: 

 NEFT transactions are allowed on weekdays from 9.00 am to 7.00 pm and on 

Saturdays from 9.00 am to 1.00 pm. 

 While there is no transaction limit, there is a per-transaction limit of Rs. 50,000. 

The NEFT process enables individuals to transfer funds from one bank account to 

another without the need for physical presence. Both the sender and recipient branches 

must be NEFT-enabled, and the RBI provides a list of such branches on its website. 

Additionally, NEFT supports cross-border fund transfers from India to Nepal under the 

Indo-Nepal Remittance Facility Scheme. 

Steps to Transfer Money Through NEFT: 

To initiate an NEFT transfer, follow these steps: 

1. Sign in to your online banking account using your user ID and password. 

2. Navigate to the NEFT Fund Transfer page. 

3. Enter recipient details, including name, bank account number, and IFSC code. 

4. Initiate the NEFT transfer, specifying the amount to be transferred, and click the 

send button. 

Advantages of NEFT: 

NEFT offers several advantages: 

 No physical presence is required for transactions. 

 Transactions can be executed without visiting a bank, as long as the individual 

has a valid bank account. 

 NEFT is efficient and straightforward, taking less than a minute to complete. 

 Successful transaction confirmations can be easily received through email 

notifications and text messages. 

Difference Between NEFT and RTGS: 

While NEFT operates in batches during specific hours, RTGS (Real-Time Gross 

Settlement) is a real-time money transfer process. In RTGS, each transaction is 

performed individually, with payments being final and non-withdrawable. The primary 

distinction lies in the real-time nature of RTGS compared to the batch-wise processing 

of NEFT. 

RTGS (Real Time Gross Settlement): An Overview 
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RTGS, or Real Time Gross Settlement, is a real-time money transfer process operated 

by the Reserve Bank of India (RBI). Unlike NEFT, RTGS transactions are performed 

individually, ensuring immediate and final settlement. The transfer of funds occurs 

within 30 minutes between two accounts. To initiate an RTGS transfer, details such as 

the amount, recipient and payer names, recipient and payer bank names, recipient 

bank's IFSC code, and recipient bank account number are required. 

Advantages of RTGS: 

RTGS offers several advantages: 

 The RTGS system is maintained by the Reserve Bank of India, ensuring secure 

and safe fund transfers. 

 Transactions are conducted in real-time, minimizing any lag. 

 RTGS operates without geographical boundaries. 

 Fund transfers are convenient and can be performed from home or office. 

RTGS Timing and Limit: 

 RTGS transactions are available from Monday to Saturday (excluding the 2nd 

and 4th Saturdays) between 8.00 am to 4.30 pm. 

 The minimum limit for RTGS transactions is 2 lakhs, with no upper ceiling 

limit. 

Payment Apps and e-Wallets: 

The landscape of payment methods has evolved, and mobile wallets and payment apps 

have gained prominence. Operating under financial regulations, these services facilitate 

transactions using mobile devices, rendering traditional payment methods outdated. 

Notable examples include Paytm, Amazon Pay, Freecharge, Airtel Money, JIO Money, 

Google Pay, MobiKwik, PhonePe, Ola Money, and Yono SBI. Mobile payments are 

becoming widely accepted globally, particularly in developing countries, as a means to 

extend financial services to the underbanked or unbanked population. 

In conclusion, NEFT and RTGS are prominent electronic fund transfer methods in 

India, each with its own set of advantages. Additionally, the rise of payment apps and e-

wallets signifies a shift towards more convenient and efficient modes of financial 

transactions. 

5.12 North East India: Emerging as an Industrial Powerhouse 
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The North East Region (NER) of India is gaining significant attention as a potential 

industrial hub with compelling factors that can revolutionize the manufacturing sector. 

The economic importance of the North East states, including Assam, Arunachal 

Pradesh, Manipur, Sikkim, Meghalaya, Nagaland, Mizoram, and Tripura, stems from 

strategic geographical positioning and the presence of crucial catalysts in the input 

market. 

The strategic location of the NER, acting as a bridge to South-East Asian markets, is a 

key factor in its economic significance. Additionally, the region boasts potent input 

market catalysts, such as diverse social capital, cultural richness, energy supply hubs, 

inexpensive skilled labor, and natural resources like minerals and forests. 

Over the past two decades, the NER has witnessed a commendable annual growth rate 

exceeding 8 per cent, indicating its alignment with the overall economic boom in the 

country. The Central Government, in collaboration with state governments, has been 

actively promoting the establishment of industries in the NER, fostering an inclusive 

industrial ecosystem. This initiative includes priority development of infrastructure 

facilities like roads, logistics, power, water supply, land, and cross-border connectivity 

to facilitate industrial growth. 

Factors Favoring NER's Industrial Growth: 

1. Minimum Wages: NER addresses the challenge of high labor costs, offering 

competitive wages ranging from Rs. 5,280 for unskilled workers in Nagaland to 

Rs. 13,800 for skilled workers in Mizoram. 

2. Electricity Rates: The NER provides industrial electricity at some of the lowest 

rates in India, with Meghalaya offering rates as low as Rs. 4.50 per unit, 

surpassing other states. 

3. Skill Development Initiatives: The Skill India programs, particularly under 

PradhanMantriKaushalVikasYojana (PMKVY), have made significant strides in 

the NER. These initiatives aim to enhance employability and certify skills for 

traditional arts, handicrafts, and other sectors. 

4. Domestic and International Trade Ties: The NER's proximity to countries 

like Bangladesh, Bhutan, China, Myanmar, and Nepal positions it for 

international trade opportunities. The Act East Policy encourages part 

manufacturing for export to neighboring countries lacking specific expertise. 
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5. Transportation Connectivity: Improved air, rail, road, and waterway 

connectivity has transformed interstate and intercountry transportation, 

contributing to the region's accessibility. 

6. Investment Subsidies: The North East Industrial Development Scheme 

(NEIDS) provides incentives, including capital investment incentives, interest 

incentives, and subsidies for transportation costs. 

7. Logistics Parks: The concept of logistics parks is gaining traction in the NER, 

with initiatives by the Asian Development Bank and plans to invite Indian and 

global logistics operators for specialized logistics centers. 

With these factors aligning favorably, the NER is poised to emerge as a prospective 

industrial hub, witnessing the growth of value chains, strengthened infrastructure, and 

maturation of its industrial base. The region's commitment to inclusive development 

and proactive government initiatives positions it as an attractive destination for 

businesses and industries. 

5.13 Special Economic Zone (SEZ) in India: A Paradigm Shift in Economic Policy 

India, pioneering the Export Processing Zone (EPZ) model in Asia with the 

establishment of Kandla EPZ in 1965, recognized its efficacy in fostering exports. To 

address challenges arising from bureaucratic controls, lack of world-class infrastructure, 

and an unpredictable fiscal regime, the Special Economic Zones (SEZs) Policy was 

introduced in April 2000. Aimed at attracting significant foreign investments, this 

policy sought to position SEZs as catalysts for economic growth, underpinned by 

superior infrastructure and an appealing fiscal package at both central and state levels, 

coupled with minimal regulations. 

Operational from November 1, 2000, to February 9, 2006, under the Foreign Trade 

Policy, SEZs leveraged fiscal incentives through relevant statutes. To instill investor 

confidence and ensure a stable policy environment, a comprehensive SEZ Bill was 

drafted after extensive consultations with stakeholders. The Special Economic Zones 

Act, 2005, received parliamentary approval in May 2005 and presidential assent on 

June 23, 2005. The accompanying SEZ Rules, extensively discussed and open to public 

suggestions, came into effect on February 10, 2006. The SEZ Act aimed at simplifying 

procedures, offering single-window clearance for matters related to both central and 

state governments. 
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The primary objectives of the SEZ Act include: 

1. Generation of additional economic activity 

2. Promotion of exports of goods and services 

3. Promotion of investment from domestic and foreign sources 

4. Creation of employment opportunities 

5. Development of infrastructure facilities 

Anticipating a surge in foreign and domestic investment, infrastructure development, 

and employment opportunities, the SEZ Act envisioned a significant role for state 

governments in export promotion and related infrastructure. A 19-member inter-

ministerial SEZ Board of Approval (BoA) was established to provide a single-window 

approval mechanism. SEZ applications, endorsed by respective state governments/UT 

administrations, are periodically reviewed by the BoA, ensuring decisions are made 

through consensus. 

Key provisions of the SEZ Rules include: 

1. Simplified procedures for SEZ development, operation, and maintenance 

2. Single-window clearance for SEZ establishment and unit setup 

3. Streamlined compliance procedures with an emphasis on self-certification 

Approval Mechanism and Administrative Setup of SEZs: 

 The developer submits a proposal to the concerned state government, which 

must forward it with recommendations to the Board of Approval within 45 days. 

 The Board of Approval, constituted by the Central Government under the SEZ 

Act, makes decisions by consensus, whether the proposal is submitted by the 

state government or directly by the applicant. 

5.14 Government's Role in Environmental Protection:  

The government stands as the ultimate authority in addressing environmental issues, 

wielding control over various aspects such as thermal power plants, dam construction, 

roads, railways, and industrial activities. To ensure proper environmental management, 

the government employs checks and controls through various mechanisms. 

1. Direct Regulation: Direct regulation involves setting legal limits for pollution, often 

enforced through government agencies like the Environmental Protection Agency 

(EPA) in the United States. Established in 1970, the EPA focuses on regulating 

practices with adverse effects on the environment and human health. It crafts and 
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enforces regulations, conducts research, and implements changes under existing 

environmental laws. The EPA's initiatives, such as the ENERGY STAR program, have 

contributed significantly to reducing energy consumption and greenhouse gas 

emissions. 

2. Effluent Fees: Effluent fees provide an alternative approach, requiring polluters to 

pay a unit price to the government for discharging waste. This approach aims to align 

the marginal private cost of pollution with the true marginal social cost. Effluent fees 

offer an advantage over direct regulation by encouraging firms to find cost-effective 

ways to reduce pollution. The uniform fee for all polluters minimizes the total cost of 

achieving pollution reduction, ensuring economic efficiency. 

3. Transferable Emission Permits: Governments address the trade-off between 

certainty and efficiency by issuing transferable emission permits. These permits grant 

holders the right to generate a specific amount of pollution, with the total number of 

permits limited to keep pollution below a targeted level. By allowing buying and selling 

of permits, firms with high marginal control costs can purchase permits to increase 

emissions, while those with low costs can sell permits, aligning the marginal cost of 

pollution control across all firms and minimizing the overall cost of maintaining 

emissions at a specific level. 

In navigating environmental protection, governments employ a combination of these 

strategies to strike a balance between regulatory certainty and economic efficiency, 

ensuring a comprehensive and effective approach to managing environmental 

challenges. 

5.15 Mandate and Operations of the North Eastern Council (NEC) 

The North Eastern Council (NEC) operates as a statutory organization, established 

under the North Eastern Council Act of 1971, later amended in 2002. While not a 

constitutional body, the NEC holds significance as a Regional Planning Body for the 

North Eastern Region (NER), evolving from its initial role as an Advisory Body. 

The composition of the Council includes Governors and Chief Ministers of constituent 

States, along with three members nominated by the President. In its role as a Regional 

Planning Body, the NEC is tasked with formulating regional plans for the NER. Priority 

is given to schemes and projects benefiting multiple States, with special considerations 

for Sikkim. 



136 
 

To fulfill its mandate, the NEC has executed various projects across sectors, 

contributing to infrastructure development, power generation, airport enhancements, 

and livelihood programs. The Council's achievements include the construction of 

10,500 kilometers of roads, the establishment of 695 MW of power plants, and 

improvements in airport infrastructure. 

Funding allocations to the NEC have been consistently provided since the 4th Five Year 

Plan (1973-74). Over the years, the NEC has received substantial allocations, reflecting 

the commitment to regional development. Recent allocations, covering the period from 

2017-18 to 2019-20, include Rs. 4,500.00 crore, with specific funds allocated for the 

North Eastern Road Sector Development Scheme (NERSDS). 

The NEC prioritizes sectors such as Bamboo, Piggery, Regional Tourism, Higher 

Education, Tertiary Healthcare, Special Intervention in backward areas, Livelihood 

projects, Science & Technology Interventions, Survey & Investigation, and NER 

Promotion. 

Additionally, the Ministry for Development of North Eastern Region (DoNER) serves 

as a vital entity, facilitating coordination between Central Ministries, Departments, and 

State Governments in the economic development of the eight Northeastern States. 

Throughout the year, events and initiatives under the DoNER have aimed at promoting 

sustainable development, addressing water resource management, facilitating business 

opportunities, introducing innovative healthcare services, and supporting cultural and 

information centers. The DoNER continues to play a crucial role in fostering socio-

economic growth in the North Eastern Region. 

5.16 NEDFi - North Eastern Development Finance Corporation Ltd 

The North Eastern Development Finance Corporation Ltd (NEDFi) was established as a 

Public Limited Company under the Companies Act of 1956 on August 9, 1995. It holds 

recognition as a Public Financial Institution under Section 4A of the Companies Act 

and gained registration as a Non-Banking Financial Company (NBFC) with the Reserve 

Bank of India (RBI) in 2002. The corporation's shareholders include prominent entities 

such as IDBI, SBI, LICI, SIDBI, ICICI, IFCI, SUUTI, GIC, and its subsidiaries. 

The governance of NEDFi is overseen by a Board of Directors, composed of 

representatives from shareholder institutions, the Department for Development of North 
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Eastern Region (DoNER), State Governments, and accomplished individuals with 

extensive experience in industry, economics, finance, and management. 

NEDFi plays a crucial role in providing financial support to enterprises of varying 

scales, from micro to large, facilitating the establishment of industrial, infrastructure, 

and agri-allied projects in the North Eastern Region of India. Additionally, the 

corporation engages in microfinance activities through collaboration with Microfinance 

Institutions (MFI) and Non-Governmental Organizations (NGOs). Beyond financial 

assistance, NEDFi extends its services to include consultancy and advisory support for 

state governments, private sectors, and other agencies. The corporation conducts 

specialized studies under its Techno-Economic Development Fund (TEDF) and serves 

as the designated nodal agency for disbursing Government of India incentives to 

industries in North-East India under the North–East Industrial and Investment 

Promotion Policy 2007 (NEIIPP 2007). 

NEDFi is committed to various promotional activities, including mentoring programs, 

initiatives like Water Hyacinth Craft, the NEDFi Convention Center, and the NEDFi 

Pavilion. The corporation obtained ISO 9001:2008 certification in 2001, reflecting its 

commitment to quality. The overarching mission of NEDFi is the economic 

development of the North Eastern Region of India by identifying, financing, and 

nurturing commercially and financially viable projects in the region. 

Mission Statement:NEDFi's mission is to be a dynamic and responsive organization 

catalyzing the economic development of the North Eastern Region of India. This 

involves identifying and financing commercially viable industries, providing valued 

advisory and consultancy services, promoting entrepreneurship through effective 

mentoring, skill development, and capacity building of micro, small, and medium 

enterprises. Additionally, NEDFi aims to generate sustainable livelihoods through 

microfinance and Corporate Social Responsibility (CSR) activities. 

Core Values:NEDFi is guided by core values that include a commitment to customer 

satisfaction through quality, timely, and effective services with fairness in dealings. The 

corporation emphasizes the maximization of stakeholders' value and aims for success 

through teamwork, innovation, integrity, and a people-centric approach. 

Summary: 
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The current decade is marked by intense global competition, especially in emerging 

economies like India. Despite challenges, India remains resilient, holding a significant 

market share in consumer durables, cosmetics, and healthcare. The Modi government's 

policies are shaping economic changes, and India ranks 58th globally in 

competitiveness. The business environment faces influences from various factors, and 

understanding external elements is crucial. India experiences shifts in production and 

consumption patterns, adapting to global economic dynamics and technological 

advancements. 

The e-commerce sector in India is thriving, with GeM achieving a record GMV of 

$2011 billion. The industry is driven by factors like increased smartphone penetration 

and affordable data prices, with tier-2 and tier-3 cities contributing significantly. The 

ONDC initiative aims to democratize e-commerce. 

The digital marketing industry in India is witnessing rapid growth, with a projected 

CAGR of 32.1% by 2028. Network marketing and franchising are transformative 

trends, with the franchise business expected to reach $140-150 billion in the next five 

years. 

BPO has played a pivotal role in India's economic growth, contributing significantly to 

GDP and job creation. It faces challenges like data security and geopolitical risks but is 

expanding into smaller towns. 

Business trends, including e-commerce, network marketing, franchising, digital and 

knowledge process outsourcing, and M-commerce, are explored, emphasizing the need 

for adaptability. COVID-19 has impacted sectors like agriculture, aviation, telecom, 

pharmaceuticals, and oil and gas, with unique challenges and potential solutions. 

The integration of creativity, innovation, and entrepreneurship is pivotal for thriving in 

the dynamic business landscape. Entrepreneurs harness creativity for unique business 

ideas, drawing inspiration from diverse sources, and extending to branding, marketing, 

and problem-solving. Innovation, different from creativity, enhances value through 

modifications to existing ideas, aiding adaptability in a changing society. Sustainable 

development, encapsulated in the UN's Sustainable Development Goals (SDGs), is a 

holistic approach balancing societal, environmental, cultural, and economic dimensions. 

India, committed to the SDGs, implements initiatives in employment, food security, 

sanitation, renewable energy, and urban development. However, doing business in India 
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poses challenges, requiring local expertise due to bureaucratic hurdles and cultural 

nuances. The detailed process of starting a business in India involves complex 

procedures, and resolving insolvency takes considerable time. Demonetization in 2016, 

a move towards a cashless economy, impacted various sectors, while digitalization, 

accelerated by demonetization, faces challenges in India, necessitating strategies to 

promote it, such as customer education, monetary benefits, the use of local languages, 

and robust cybersecurity measures. 

The National Electronic Fund Transfer (NEFT) and Real-Time Gross Settlement 

(RTGS) are vital components of India's electronic fund transfer mechanisms. NEFT, 

owned by the Reserve Bank of India (RBI), facilitates easy, online money transfers 

between banks with no transaction limit but a per-transaction limit of Rs. 50,000. It 

operates on weekdays and Saturdays during specific hours. In contrast, RTGS allows 

real-time, individual money transfers with no upper limit. Payment apps and e-wallets, 

such as Paytm and Google Pay, represent the evolving landscape of financial 

transactions. 

North East India is emerging as an industrial powerhouse due to factors like strategic 

location, low labor costs, and government initiatives. The North Eastern Council (NEC) 

plays a crucial role in regional planning, executing projects for infrastructure 

development and livelihood programs. Special Economic Zones (SEZs) in India aim to 

boost exports and attract investments by providing favorable fiscal packages. 

The government employs strategies like direct regulation, effluent fees, and transferable 

emission permits to address environmental issues, balancing regulatory certainty and 

economic efficiency. NEDFi, a financial institution, supports economic development in 

North East India by providing financial assistance, consultancy, and advisory services. 

Check Your Progress: 

Multiple-Choice Questions (MCQs) with Keys: 

1. Which business trend involves granting business rights to a third party?  

a. E-commerce b. Franchising c. Network marketing d. M-commerce Key: b 

2. What is the primary impact of COVID-19 on the Indian telecom sector?  

a. Decreased broadband usage b. Increased demand for new subscribers c. 

Challenges in network expansion d. Relaxation of regulatory compliances Key: 

c 
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3. In the oil and gas sector, what measures did the government take to compensate 

for revenue loss?  

a. Decreased excise and special excise duty b. Passed on benefits to end 

consumers c. Increased excise and special excise duty d. Provided financial 

support to oil companies Key: c 

4. What does the "New Normal" for businesses, beyond COVID-19, emphasize?  

a. Increased demand and employment b. Shift towards globalization c. 

Localization, cash conservation, and innovation d. Reduced need for 

adaptability Key: c 

5. What is the role of creativity in entrepreneurship? 

 a. It hinders business growth b. It creates a competitive edge c. It restricts 

innovation d. It eliminates market gaps Key: b 

6. How does innovation differ from creativity?  

a. Creativity enhances existing ideas b. Innovation involves aesthetic flair c. 

Creativity builds on pre-existing ideas d. Innovation generates fresh concepts 

Key: c 

7. What is the projected CAGR of the digital marketing market globally from 2023 

to 2028? a. 20% b. 32.1% c. 15% d. 40% Key: b 

8. What is the primary focus of the ONDC initiative launched in 2022?  

a. Promoting traditional commerce b. Democratizing e-commerce c. Enhancing 

digital marketing d. Supporting network marketing Key: b 

9. In the BPO industry, what is a significant risk associated with outsourcing 

tasks?  

a. Increased productivity b. Data security c. Cost-effectiveness d. Skilled 

workforce  

Key: b 

10. What is the estimated contribution of the BPO industry to India's GDP by 2020?  

a. 1% b. 5.4% c. 10% d. 2.5% Key: b 

11. What is a primary focus of sustainable development?  

a. Economic growth only b. Balance across societal, environmental, cultural, 

and economic dimensions c. Cultural preservation only d. Environmental 

conservation only Key: b 
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12. What is a significant challenge in doing business in India?  

a. Lack of economic potential b. Bureaucratic hurdles c. Simple and 

straightforward business environment d. Minimal cultural nuances Key: b 

13. What was the aim of demonetization in India in 2016?  

a. To encourage cash transactions b. To eradicate digital payments c.To promote 

black money d. To move towards a cashless economy Key: d 

14. What is the per-transaction limit for NEFT in India? 

 A) Rs. 1,00,000 

 B) Rs. 50,000 

 C) Rs. 2,00,000 

 D) No limit 

Key: B 

15. What distinguishes RTGS from NEFT? 

 A) Batch-wise processing 

 B) Real-time transfers 

 C) Limited transaction hours 

 D) Rs. 50,000 limit 

Key: B 

16. Which act governs the operations of Special Economic Zones in India? 

 A) Foreign Trade Policy Act 

 B) SEZ Act, 2005 

 C) North Eastern Council Act 

 D) Companies Act, 1956 

Key: B 

17. What is the primary objective of the North Eastern Council (NEC)? 

 A) Regulatory oversight 

 B) Regional planning 

 C) Fiscal policy formulation 

 D) International trade promotion 

Key: B 

18. Which financial institution supports economic development in North East India 

by providing financial assistance and advisory services? 
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 A) RBI 

 B) SEBI 

 C) NEDFi 

 D) SIDBI 

Key: C 

 

Short Answer Type Questions: 

1. How is India resisting competitive pressures from global corporations? 

2. Explain the concept of franchising and provide examples of successful 

franchises. 

3. What is the role of M-Commerce, and how does it contribute to sales? 

4. Define Knowledge Process Outsourcing (KPO) and mention some companies 

that excel in this sector. 

5. Discuss the impact of COVID-19 on the Indian pharmaceutical industry. 

6. How does creativity contribute to branding in entrepreneurship? 

7. Explain the role of the Sustainable Development Goals (SDGs) in India's 

development initiatives. 

8. What are some challenges of doing business in India, and how can they be 

addressed? 

9. Discuss the impact of demonetization on the adoption of digital payments in 

India. 

10. What are the roadblocks in digitalization in India, and how can they be 

overcome? 

11. Explain the key differences between NEFT and RTGS in terms of operation and 

transaction limits. 

12. Explain the significance of the Global Competitiveness Report and India's 

ranking. 

13. What are the external factors influencing India's business environment, and why 

is scanning the environment important for organizations? 

14. Describe the growth factors and challenges in the Indian e-commerce industry. 

15. Describe the role of the North Eastern Council (NEC) in the economic 

development of North East India. 
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16. Highlight the advantages and disadvantages of Special Economic Zones (SEZs) 

as a policy for economic growth in India. 

17. Discuss the government's strategies, including direct regulation and effluent 

fees, in managing environmental protection. 

18. Explain the mission and core values of the North Eastern Development Finance 

Corporation Ltd (NEDFi) in promoting economic development. 

Long Answer Type Questions: 

1. Analyze the emerging trends in India's business environment, considering the 

influence of the Modi Government and changing global dynamics. 

2. Explore the significance of Business Process Outsourcing (BPO) as a 

transformative trend in the global economy, emphasizing its impact on cost-

effectiveness and productivity. 

3. Evaluate the role of e-commerce in revolutionizing the business sector, focusing 

on its impact on sales and market reach. 

4. Discuss the challenges and potential solutions for the Aviation and Tourism 

sectors in India amid the COVID-19 pandemic, considering factors like layoffs 

and innovative solutions. 

5. Examine the impact of the "New Normal" on businesses, emphasizing the need 

for principles like localization, cash conservation, supply chain resilience, and 

innovation in navigating the current economic environment. 

6. Analyze the interplay of creativity, innovation, and entrepreneurship, 

highlighting their significance for business growth in today's dynamic 

landscape. 

7. Examine the challenges and benefits associated with sustainable development in 

India, considering the implementation of specific initiatives. 

8. Analyze the trends and future prospects of the digital marketing industry in 

India. 

9. Explore the challenges and opportunities in the BPO industry, considering its 

contributions to India's economic growth. 

10. Evaluate the factors contributing to the projected surge in the Indian franchise 

business and its potential implications. 
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11. Provide an in-depth analysis of the initiatives and goals outlined by the Indian 

government to boost the digital economy. 

12. Evaluate the complexities and steps involved in starting a business in India, 

discussing the obstacles faced and potential solutions. 

13. Discuss the objectives and impact of demonetization in India in 2016, 

considering both immediate consequences and long-term outcomes. 

14. Explore the roadblocks hindering digitalization in India and propose a 

comprehensive strategy to promote its widespread adoption, considering 

societal, economic, and technological factors. 

15. Evaluate the impact of NEFT and RTGS on the traditional banking system in 

India, considering their advantages, limitations, and implications for customers. 

16. Analyze the factors contributing to the emergence of North East India as an 

industrial powerhouse, considering geographical positioning, government 

initiatives, and economic indicators. 

17. Examine the challenges and opportunities associated with the establishment and 

functioning of Special Economic Zones (SEZs) in India, discussing their role in 

promoting exports and attracting investments. 

18. Assess the effectiveness of government strategies, such as direct regulation and 

effluent fees, in addressing environmental issues. Consider their impact on 

industries, sustainability, and economic development. 

19. Critically evaluate the role of the North Eastern Development Finance 

Corporation Ltd (NEDFi) in supporting economic development in North East 

India, considering its functions, achievements, and challenges. 
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