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HOW T0O USE THESE NOTES

A Note from Vedanta

These notes are designed for the serious Mains aspirant who already knows that information alone wins no marks
— it is the structuring, the data, and the balanced judgement applied under time pressure that separates a 110
score from a 90. Every chapter therefore moves through the same disciplined rhythm: first the concept stated
plainly, then the data that lends it authority, then the policy debate that lets you argue both sides, and finally the
exam application that tells you how an examiner expects to see it deployed.

| The four layers in every chapter

= Concept first. A definition you can reproduce verbatim, plus the intuition behind it. You cannot critique what you
cannot define,

» Data as evidence. Indicative magnitudes — shares of GDP, growth rates, ratios. Treat figures as orders of magnitude
that signal awareness, and always verify the |atest numbers from the current Economic Survey and Budget before the
exam,

» Policy & debate. Most Mains questions are evaluative ("Critically examine...”, "Discuss the trade-offs..."). We give you
both sides so you can take a reasoned stand.

* Exam lens. Boxes marked Examlens  and  Answer writing  convert understanding into marks.

ANSWER-WRITING CREED

» Define = Body = Way forward. A clean skeleton beats a brilliant but shapeless answer.
» One diagram or flow per long answer. Visuals signal clarity and save words.
« Quote a committee, a scheme, or a number in every answer to show grounding.

e Balance, then verdict. Examiners reward a candidate who weighs evidence before concluding.

A WORD ON DATA

Economic numbers move every year. Where this companion cites a share of GDP, a growth rate or a fiscal ratio, read
it as a teaching figure that captures the structure of the economy. Confirm exact current values from the latest
Economic Survey, Union Budget, RB| bulletins and official releases close to your attempt.
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CHAPTER 1 » FOUNDATIONS

Growth, Development & Their Measurement

Economics begins with a deceptively simple question: is a nation becoming better off? Two answers compete,
Economic growth asks whether the economy produces more — a quantitative expansion of output. Economic
development asks whether the lives of people are improving — a qualitative widening of opportunity, health,
education and dignity. A country can grow without developing, and the central project of Indian economic policy

has been to ensure that the two move together.

| 11 Growth versus Development

DEFINITIONS TO REPRODUCE
Economic growth is the sustained increase in the real value of goods and services produced by an economy over

time, conventionally measured by the rate of change of real GDP.

Economic development is a broader, multi-dimensional process that includes growth but adds structural change,

rising living standards, reduced poverty and inequality, and the expansion of human freedoms and capabilities.

Dimension Economic Growth Economic Development

Mature Quantitative; 'more of the same’ Qualitative and structural: 'better and broader’

Scope Marrow — output and income Wide — output plus health, education, equity, freedom
Measure Real GDP / per-capita income HDI, MPI, Gll and compaosite well-being indices
Distribution Indifferent to who gains Centrally concerned with who gains

Example A mining boom raising GDP Universal schooling raising lifetime earnings

The distinction matters because policy that targets only headline growth can leave the median citizen untouched. A surge
driven by a narrow extractive sector may raise GDP while employment, nutrition and schooling stagnate — the
phenomenon economists call jobless growth. India’s own debate over whether its services-led expansion has generated
enough quality employment is a direct descendant of this concept.

EXAM LENS

Questions such as "Economic growth is necessary but not sufficient for development. Discuss."” reward a candidate
who (a) defines both terms cleanly. (b) gives the GDP-up-but-welfare-flat example, and (c) closes with the idea that
development internalises distribution and capability, not just output.
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| 1.2 What Determines Growth?

At its simplest, output grows when an economy commands more factors of production and uses them more
productively. Economists group the drivers as follows.

1.2.1 Capital accumulation

Physical capital — machines, roads, ports, power grids — raises the output each worker can produce. The savings rate
determines how much an economy can invest without borrowing abroad: a higher rate of gross capital formation,
sustained over decades, is the single most reliable companion of rapid catch-up growth seen across East Asia.

1.2.2 Human capital

Education, skills and health convert raw labour into productive labour. The demographic dividend — a young, working-
age-heavy population — only pays out if that population is healthy and employable. Otherwise a dividend becomes a
liability.

1.2.3 Technology and total factor productivity

The residual growth not explained by simply adding more capital and labour is attributed to Total Factor Productivity
(TFP) — better technology, organisation and allocation. In the long run, TFP is what allows living standards to keep rising
once the easy gains from accumulation are exhausted.

1.2.4 Institutions

Secure property rights, enforceable contracts, the rule of law and low corruption form the invisible scaffolding without
which capital and talent neither accumulate nor flow to their best use. Modern development economics treats
institutional quality as a deep determinant of why some nations sustain growth and others stall,

More & better Healthier, Rising Sound Sustained
Capital — skilled — Productivity —_ Institutions — Growth
Labour (TFP)

KEY IDEA — CONVERGENCE

The catch-up or convergence hypothesis holds that poorer economies, starting with little capital, can grow faster
than rich ones by importing proven technology and raising investment. Convergence is conditional: it materialises
only where institutions, human capital and macro-stability permit. India’s task is to make its convergence
unconditional in practice.

| 1.3 Measuring Output: GDP and Its Limits

Gross Domestic Product (GDP) is the market value of all final goods and services produced within a country's borders in a
given period. It is the workhorse statistic of macroeconomics — but a workhorse with well-known blind spots, which
Mains questions love to probe.
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GODP — THE HEADLINE MEASURE

GDP can be computed three equivalent ways: the production (value-added) method, the income method (wages +
rent + interest + profit), and the expenditure method (C + | + G + net exports), In principle all three yield the same

total.

1.3.1 What GDP misses

* Non-market activity. Unpaid household and care work — overwhelmingly performed by women — is invisible to GDP,
understating both output and the gendered division of labour.

» Distribution. GDP can rise even as inequality widens; the average says nothing about the median.

» Environmental cost. Pollution and resource depletion are not netted out: cutting a forest adds to GDP twice (once
felling, once cleaning up) while the natural capital lost goes unrecorded.

¢ The informal economy. A large unorganised sector is captured only through estimation, making the figure sensitive to
methodology.

e Quality and well-being. Leisure, longevity and social trust — central to a good life — lie outside the boundary.

EXAM LENS — THE GDP CRITIQUE

For "GDP is an inadequate measure of national well-being. Critically analyse.", structure as: (1) why GDP endures —
comparable, frequent, internationally standardised: (2) the five blind spots above; (3) the alternatives — HDI, MPI,
Green GDP, the OECD Better Life Index, Bhutan's Gross National Happiness: (4) verdict — complement, do not
discard.

| 1.4 Beyond GDP: Measuring Human Development

1.4.1 The Human Development Index (HDI)

Pioneered in the UNDP's Human Development Report and intellectually rooted in Amartya Sen's capability approach, the
HDI rejects the idea that income alone measures progress. It combines three dimensions into a single index between 0
and 1.

Dimension Indicator Captures

A long, healthy life Life expectancy at birth Health and survival
Knowledge Mean & expected years of schooling Education and literacy
A decent standard of living Gross National Income per capita (PPP) Command over resources

1.4.2 The capability approach

Sen reframed development as the expansion of substantive freedoms — the real opportunities people have to live lives
they value. Income is merely a means; the ends are functionings (being nourished, educated, healthy, able to participate)
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and the capability to achieve them. A famine, Sen showed, can occur amid adequate food supply when people lack the
entitlement to obtain it — a decisive argument that poverty is about access and freedom, not merely averages.

MULTIDIMENSIONAL POVERTY INDEX (MPI)

The global MPI, developed by OPHI and the UNDP, measures poverty as simultaneous deprivation across health,
education and standard of living (ten weighted indicators such as nutrition. child mortality, schooling, cooking fuel,
sanitation, water, electricity, housing and assets). India also publishes a National MPI through NITI Aayog, adapted to
national priorities. A household is "multidimensionally poor" when its weighted deprivations cross a cut-off.

1.4.3 Other lenses

» Gender Inequality Index (Gll) — reproductive health, empowerment and labour-market participation.

» Inequality-adjusted HDI (IHDI) — discounts the HDI for how unequally health, education and income are spread.
» Green GDP — attempts to deduct environmental degradation and resource depletion from output.

« Gross National Happiness — Bhutan's holistic frame spanning psychological well-being, culture and ecology.

ANSWER WRITING — COMPOSITE INDICES

When asked to evaluate any composite index, deploy a reusable template: (i) what it measures and why it was
created: (ii) its components; (iii) strengths — multidimensional, comparable, policy-salient; (iv) criticisms — arbitrary
weights, data lags, masking of within-country variation; (v) a balanced verdicl. This template works for HDI, MPI, GlI,
EoDB and every index the examiner can invent.

| 1.5 The Policy Debate: Growth-first or Redistribution-first?

India’s development economics has long hosted a productive argument. One camp argues that rapid growth is the most
powerful anti-poverty instrument, expanding the fiscal base that funds health and education, The other warns that
without deliberate investment in human capital and social protection, growth's gains concentrate, capabilities stagnate,
and the dividend is squandered. The mature position — and the one examiners reward — treats the two as
complements: growth finances capability-building, and capability-building sustains growth,

Development is freedom: the removal of the unfreedoms that leave people with little choice and
little opportunity to exercise reasoned agency.




APTER 1 IN OME SCREEMN

HDI = health + education + income; Sen's capability

Growth = more output; De

lives approach
Drivers: capital, human capital, TFP, institutions MPl = multidimensional deprivation; India has a National
Conditional convergence catch-up needs MPI
institutions Gll. IHDI, Green GDP, GNH widen the lens
GDP: 3 methods (production, income, expenditure) Verdict: complement GDP, don't discard it

Growth and redistribution are complements, not rivals

distribution

GDP blind spots: non-market

environment, infol !|I.:-1|Ir_';.-'
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CHAPTER 2 » FOUNDATIONS

National Income Accounting

If GDP is the economy's pulse, national income accounting is the discipline of taking that pulse correctly. It is a
system of definitions — GDP, GNP, NNP, national income at market prices and at factor cost — that lets us compare
years, sectors and nations on a common footing. Aspirants lose easy marks here not because the ideas are hard but

because the distinctions are precise. This chapter fixes them once and for all.

| 2.1 The Family of Aggregates

BUILD IT UP STEP BY STEP

Start with GDP (output produced within the territory). Add net factor income from abroad to reach GNP {output
produced by residents). Subtract depreciation to move from Gross to Net. Adjust between market prices and factor

cost using net indirect taxes (indirect taxes minus subsidies).

Aggregate Definition Relationship

GDP Value added produced within domestic territory Base measure

GNP GDP + Net Factor Income from Abroad (NFIA) Residents’ output

MNP GNP - Depreciation Met of capital consumed
MNP at factor cost MNP at market price = Net Indirect Taxes = National Income
Per-capita income National income + population Average prosperity

The single most-tested relationship is between market price and factor cost. Market price is what the buyer pays; factor
cost is what the producers (the factors of production) actually receive. The wedge between them is net indirect taxes —
the indirect taxes the government collects, less the subsidies it pays back.

GDP + MFIA = GNP & - Depreciation = NNP ) - Met Indirect Tax =
' National Income

NFIA — THE INDIA-SPECIFIC NUANCE

Net Factor Income from Abroad = income Indian residents earn abroad - income foreigners earn in India. For a
country with a large diaspora and heavy remittances but also substantial foreign investment repatriating profits, NFIA
is typically negative-to-small, so India's GNP and GDP stay close. Knowing the direction of NFIA signals real

understanding.

11
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| 2.2 Nominal versus Real, and the Deflator

Nominal GDP values output at current prices: real GDP values it at the prices of a fixed base year, stripping out inflation.
Only real GDP tells us whether the economy actually produced more. The ratio between them — the GDP deflator — is

itself a broad measure of inflation covering every good and service in the economy, unlike the basket-based CPI or WPI.

GDF DEFLATOR

GDP deflator = (Nominal GDP = Real GDP) x 100, Because it covers the entire economy rather than a fixed consumer

or wholesale basket, it is the most comprehensive price index — but it is available less frequently and with a lag.

2.2.1 Base-year revisions

Periodically the statistical system updates the base year to reflect the changing structure of the economy — new
industries, new consumption patterns. India shifted its national accounts base and methodology in the mid-2010s, moving
towards gross value added at basic prices and wider use of corporate databases. Such revisions improve accuracy but
complicate comparison across the break, a recurring theme in debates about data reliability.

| 2.3 GVA: The Production-side View

GROSS VALUE ADDED (GVA)

GVA measures output from the producers' side: the value of output minus the value of intermediate inputs, summed
across sectors. The bridge is: GDP at market prices = GVA at basic prices + product taxes - product subsidies. GVA is
preferred for analysing sectoral performance because it is closer to what producers actually earn,

Reading GVA by sector reveals the structure of an economy. The classic development pattern is a shift of output and
employment from agriculture (primary) to industry (secondary) and then to services (tertiary). India is distinctive for
having leapt towards a services-heavy structure relatively early in its income trajectory — a pattern with both advantages

(high-value exports) and risks (insufficient mass manufacturing employment).

Services

the largest share of India's GVA

Agriculture Structural gap

) small output share but a large employment share wutput has shifted faster t
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EXAM LENS — STRUCTURAL TRANSFORMATION

A favourite theme: “India’s structural transformation is incomplete.” The argument: output moved from farm to
services, but a disproportionate share of the workforce remains in low-productivity agriculture and informal services,

bypassing the labour-absorbing manufacturing stage that lifted East Asia. The policy implication is the case for a
manufacturing push and formal job creation.

2.4 Estimation Challenges in a Developing Economy

* The informal sector. A large share of activity is unregistered, so output must be estimated from surveys and proxies,

introducing revision and uncertainty.
» Self-consumption. Farm produce consumed by the grower never reaches a market price and must be imputed.

» Data lags and revisions. Advance estimates are released before full data arrive, so figures are routinely revised — a
fact that fuels public debate over reliability.

» Methodological breaks. Base-year and method changes complicate long-run comparison.

ANSWER WRITING — USING NATIONAL-INCOME DATA

When a question hands you a growth figure, do three things examiners notice: (1) specify whether it is real or
nominal; (2) distinguish GDP from GVA if the question concerns sectors; (3) add a caveat on data limitations rather

than treating any single estimate as gospel. This analytical maturity is itself a markable skill.

CHAPTER 2 IN OMNE SCREEN

e GDP = +NFIA = GNP = =Depreciabor > GVA = output - intermediate inputs (producer view)

» Market price = Net Indirect Tax = Factor cost GDP@MP = GVA + product taxes = product subsidies
» National Income = NNP at factor cost Structure: primary = secondary = tertiar

» Three methods: production, income, expenditure India: services-led, iIncomplete transformation

» Mominal vs Real: GDP deflator = broadest price index Estimation hurdles: informality, imputation, revisions
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CHAPTER 3 » FOUNDATIONS

Economic Planning & NITI Aayog

For its first six decades independent India organised its development ambitions around the Five-Year Plan — a
centralised, target-driven exercise inspired by the conviction that a poor, capital-scarce economy could not afford
to leave industrialisation to the market alone. The journey from that command-planning instinct to today's
facilitative, federal and outcome-oriented approach is one of the richest stories in Indian economic history, and a

reliable source of Mains questions.

| 3.1 Why Plan at All?

Planning rests on the premise of market failure in a developing setting: missing capital markets, externalities in
infrastructure and education, coordination problems in heavy industry, and the need to mobilise scarce savings towards
nationally strategic ends. The State, in this view, must set priorities, direct investment and build the productive base the
private sector cannot yet supply.

Type of planning Indian relevance

Imperative {[command) State directs all production: little private Soviet model; never India's full approach
choice

Indicative State sets targets & incentives; market India's actual hybrid, esp. post-1991
allocates

Centralised Decisions at the apex Early Plan era

Decentralised / Local bodies plan from below Post-73rd/74th Amendments; current

participatory emphasis

| 3.2 The Five-Year Plan Era and Its Logic

The early Plans prioritised the creation of a domestic capital-goods base — the famous emphasis on heavy industry
reflected the belief that an economy which could build its own machines would eventually be able to build everything
else. This import-substituting industrialisation raised a domestic industrial base behind protective tariffs, but over time it
also bred inefficiency, shortages and a sprawling licensing system that throttled competition.

THE MIXED ECONOMY

India chose neither pure capitalism nor pure socialism but 2 mixed economy: the State occupied the "commanding
heights" (heavy industry, infrastructure, finance) while private enterprise operated in consumer goods and
agriculture, all coordinated by the Plan. The model delivered a foundation of industry and institutions but, by the late
1980s, growth and external balances had become unsustainable,

14
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3.2.1 Achievements and shortfalls

e Achievements: a diversified industrial base, scientific and technical institutions, irrigation and power capacity, and the
Green Revolution's foundations.,

» Shortfalls: low average growth (the so-called "Hindu rate of growth"), persistent poverty, a stifling licence-permit
regime, chronic shortages and a balance-of-payments crisis that finally forced reform in 1991.

| 3.31991: From Controls to Markets

Confronted with a severe balance-of-payments crisis, India undertook landmark reforms whose logic is captured in three
words: Liberalisation, Privatisation, Globalisation (LPG).

Liberalisation Privatisation Globalisation
dismantle licensing. — shrink the State's — open to trade,
free industry commercial role investment & flows

Industrial licensing was largely abolished, tariffs were cut, the rupee was made convertible on the current account, and
foreign investment was welcomed in stages. The reforms unlocked the higher growth trajectory of the following decades
— though debates continue over whether they did enough for employment, agriculture and the informal sector.

EXAM LENS — EVALUATING 1991

For "The 1991 reforms were a turning point but left an unfinished agenda. Examine.", balance the gains (growth
acceleration, a competitive private sector, export dynamism, consumer choice, foreign-exchange comfort) against the
unfinished items (factor-market reform in land and labour, agricultural reform, job-rich manufacturing, and the rural-
urban and regional divides),

| 3.4 From the Planning Commission to NITI Aayog

In 2015 the Planning Commission — the institutional engine of the Plan era — was replaced by the NITI Aayog (Mational
Institution for Transforming India). The change was not cosmetic; it reflected a philosophical shift away from centralised
resource allocation towards a facilitative think-tank built on cooperative and competitive federalism.

Planning Commission NITI Aayog

Core role Allocated Plan funds to States Palicy think-tank; no fund allocation
Approach Top-down, centralised Bottom-up, cooperative federalism
Relationship to States Directed Partners; Team India’

Instruments Five-Year Plans Strategy documents, indices, advice

Federal stance One-size-fits-all State-specific, competitive federalism
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WHAT NITI AAYOG ACTUALLY DOES

It frames long-term strategy and vision documents, fosters competitive federalism through ranking indices (on
health, education, water, innovation, export preparedness and sustainable development goals), acts as the
government’s premier think-tank, monitors flagship programmes, and serves as a platform for Centre-State dialogue
through its Governing Council.

3.4.1 Cooperative and competitive federalism

Cooperative federalism casts the Centre and States as partners solving shared problems; competitive federalism uses
transparent rankings to spur States to improve through peer pressure and emulation, Together they replace the directive

logic of the Plan with a logic of persuasion, benchmarking and locally-tailored reform.

ANSWER WRITING THE INSTITUTIONAL SHIFT

A strong answer frames the Planning Commission = NIT| Aayog change as a move from "government as allocator”
to "government as enabler”, mirroring the broader 1991 turn from controls to markets. Acknowledge the critique
too: NITI Aayog lacks financial powers, so its influence rests on the guality of its ideas and the willingness of States to

act on them.

CLHAPTER 4 IN ONE SCREEN

» Planning answers market failure in a poor economy
» [mperative vs indicative: centralised vs decentralised & Liberalisation, Privatisation. Globalisation
s Plan era avy  industry, import substtubon, mixed * Unhnished agenda: land, labour, agriculty

economy » 2015: Planning Commission = NITI A

= Gains: industrial base, instituhions; costs: licence raj, low « Think-tank, not fund allocator

rrevnth - : ;
- el » Cooperative + competitive federalism via indices
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CHAPTER 4 - MONEY & FINANCE

Money, Banking & the RBI

Maoney is one of civilisation's great inventions, yet most of it today is created not by a mint but by a keystroke when

a bank makes a loan. Understanding how money is created, who controls its quantity and price, and how the
central bank's decisions ripple through to the interest you pay on a home loan is the heart of macroeconomic

policy — and a perennial Mains favourite.

| 4.1 The Functions and Forms of Money

WHAT MONEY DOES

Money serves four classic functions: a medium of exchange (it ends the inconvenience of barter), a unit of account
(a common yardstick of value), a store of value (purchasing power carried into the future), and a standard of
deferred payment (the basis of credit).

Economists track money in graduated measures of liquidity. The narrowest, currency with the public plus demand
deposits, is the most spendable; broader measures add time deposits and other less liquid claims. The point to retain is
that the bulk of modern money is bank deposits, not physical cash — which is precisely why banks sit at the centre of

monetary policy.

4.1.1 How banks create money

When a bank grants a loan, it credits the borrower's account with a new deposit. That deposit is new money. Because
banks need hold only a fraction of deposits as reserves, the banking system as a whole can expand deposits to a multiple
of the original reserves — the money multiplier. The central bank's job is to manage this engine so that money grows fast
enough to support output but not so fast as to ignite inflation.

Central bank & Banks lend, - Depasits re-lent b Broad maoney
supplies reserves creating depasits {multiplier) expands

| 4.2 The Reserve Bank of India: Mandate and Tools

The RBI is the monetary authority, the banker to the government and to banks, the manager of foreign exchange reserves,
the regulator and supervisor of much of the financial system, and the issuer of currency. Since the adoption of a formal
flexible inflation-targeting framework, its primary objective has been price stability while keeping in mind the objective of
growth.

18 dian § s - Mains Companio
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FLEXIBLE INFLATION TARGETING

Under an agreement between the government and the RBI, a numerical inflation target (with a tolerance band on
either side) is set for consumer-price inflation over a multi-year horizon. A statutory Monetary Policy Committee
(MPC) — with members from the RBI and the government — sets the policy rate by majority vote to meet that
target. Missing the band for a defined period triggers a formal accountability report.

4.2.1 Quantitative instruments

Instrument What it is Effect when raised

Repo rate Rate at which RBI lends short-term to banks Costlier credit = cools demand
Reverse repo / SDF Rate RBI pays to absorb banks' surplus funds Drains liquidity

Cash Reserve Ratio (CRR) Share of deposits banks park with RBI (no interest) Less money to lend

Statutory Liquidity Ratio (SLR) Share of deposits held in approved securities Less money to lend

Open Market Operations RBI buys/sells government securities Sell = absorb liquidity

MSF Emergency overnight borrowing above repo Sets the celling of the rate corridor

THE LIQUIDITY CORRIDOR

The policy repo rate sits in the middle of a corridor: the MSF rate forms the ceiling (banks can always borrow at it)
and the standing deposit facility forms the floor (banks can always park funds at it). The RBI steers the overnight
market rate within this corridor to align it with the repo rate.

4.2.2 Qualitative instruments

Beyond the quantity of money, the RBI shapes its direction through measures such as margin requirements, priority-
sector lending norms that channel credit to agriculture, small enterprise and weaker sections, and moral suasion. These
selective tools matter in a developing economy where credit allocation has developmental consequences.

| 4.3 The Transmission Mechanism

A rate cut is only useful if it reaches the borrower. Monetary transmission is the chain from the policy rate to banks'
deposit and lending rates to actual spending and investment, In India transmission has historically been sluggish — banks
were slow to pass on cuts — which is why the RBI moved lending rates to external benchmarks so that loan rates move
more promptly with the repo rate.

RBI changes Banks reset Cost of credit Spending & Inflation &
repo rate — deposit — changes — investment — growth adjust
& lending rates respond

19
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EXAM LENS — WEAK TRANSMISSION

Asked why rate cuts fail to revive demand, marshal: high bank NPAs and risk-aversion, the competition from small-
savings rates that keeps deposit rates sticky, the dominance of fixed-rate past loans, and subdued business

confidence. The reform response — external benchmarking of loan rates — is your "way forward".

| 4.4 Banking Structure and Inclusion

India's banking system spans public-sector banks, private banks, foreign banks, regional rural banks, cooperative banks,
small finance banks and payments banks, supported by a deep public digital-payments infrastructure. The reach of
formal finance has widened dramatically through no-frills accounts, mobile and unified payments, and direct benefit

transfers that route subsidies straight into beneficiaries’ accounts.

4 functions

of money: exchange, account, store, deferred payment

FINANCIAL INCLUSION THE JAM TRINITY

The combination of near-universal bank accounts, biometric identity, and mobile connectivity created the rails for
Direct Beneft Transfer: subsidies paid digitally and directly, cutting leakage and ghost beneficiaries. Inclusion now
extends from access (an account) towards usage (credit, insurance, pensions) and quality.

ANSWER WRITING — RBI QUESTIONS

Structure central-bank answers around the objective = instrument = transmission = limitation chain. State price
stability as the goal, name the tool (repo/CRR/OMOQ), trace how it should work, then add why it may not (weak

transmission, fiscal dominance, supply-side inflation). This shows you understand policy as a system, not a list,
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CHAPTER 4 IN OME SCREEMN

» Money: medium, unit, store, deferred payment Liquidity corridor: M5F celling, SDF floor

» Banks create money when they lend; money multiplier » Qualitative: margins, priority-sector lending, moral suasion

= RBl: monetary authority + regulator + FX manager + issuer « Transmission often weak — external benchmarking

¢ Flexible inflabion targeting; MPC sets repo Banking types incl. small finance & payments banks

o Quanhtative: repo, reverse repo/5DF, CRR. S5LR, OMO, MSF Inclusion via JAM & Direct Benefit Transfer
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CHAPTER 5 - MONEY & FINANCE

Inflation & Price Stability

Inflation is the rate at which the general price level rises and, with it, the purchasing power of money falls, A little is
the lubricant of a growing economy; too much corrodes savings, distorts decisions and falls hardest on the poor,
who hold little that is inflation-protected. Mastering the types, causes, measures and cures of inflation lets you

answer almost any price-stability question with confidence,

| 5.1Types of Inflation

By cause / form Meaning Typical trigger

Cemand-pull Too much money chasing too few goods Fiscal/monetary expansion, booming demand
Cost-push Rising input costs pushed into prices Fuel, wages, supply shocks

Built-in (wage-price) Wages and prices chase each other Indexation, expectations

Headline All items including food and fuel Volatile, what households feel

Core Excludes volatile food and fuel Underlying, persistent trend

Imported Higher prices of imports / weaker currency Global commaodity or exchange-rate shocks

SOME SPECIAL TERMS

Disinflation = a fall in the rate of inflation (prices still rising, more slowly). Deflation = an actual fall in the price level
(negative inflation) — dangerous because it can depress demand. Stagflation = the unhappy combination of stagnant
growth with high inflation, which defies the textbook trade-off. Skewflation = a sharp price rise in a few items (often
food) while the broad price level is stable.

| 5.2 Measuring Inflation

India watches several price indices, each constructed for a different purpose. The Consumer Price Index (CPI) — the
anchor of inflation targeting — tracks the retail prices households pay: the Wholesale Price Index (WPI) tracks prices at
the wholesale stage; and the GDP deflator covers the entire economy.

ol
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Feature CPl WPI

Stage of trade Retail (consumer) Wholesale (bulk)

Services covered? Yes No (goods only)

Food weight High Lower

Policy use Anchor for inflation targeting Input-cost & producer trends
What it reflects Cost of living Cost of production inputs

WHY CPl AND WPI CAN DIVERGE

Because CPI is retail and services-inclusive while WPI is wholesale and goods-only, the two can move in opposite
directions — for instance when global commaodity prices crash (pulling WPl down) even as services and food keep CPI
elevated. An aspirant who can explain a CPI-WPI divergence signals genuine command of the topic.

| 5.3 Causes in the Indian Context

» Food prices. With food carrying a heavy weight in the CPI basket, monsoon failures, supply bottlenecks and storage
gaps translate quickly into headline inflation.

» Fuel and imported inflation. As a large energy importer, India is exposed to global crude prices and to a depreciating
rupee that raises the local cost of imports.

e Demand pressures. Excess fiscal or monetary stimulus can push demand beyond the economy's capacity to supply.
 Supply-side bottlenecks. Inadequate logistics, intermediation layers and hoarding amplify price spikes,

» Expectations. If people expect high inflation, they demand higher wages and set higher prices, making inflation self-
fulfilling — which is why anchoring expectations is central to policy.

| 5.4 Effects: Who Wins, Who Loses

Inflation is a silent redistributor. It erodes the real value of savings and fixed incomes, hurting pensioners and wage-
earners whose pay lags prices. It benefits borrowers at the expense of lenders, since debts are repaid in cheaper money,
It is regressive: the poor spend a larger share of income on food and have fewer inflation-protected assets, so they bear a
disproportionate burden. And by making the future uncertain, high and volatile inflation discourages long-term
investment.

EXAM LENS — INFLATION AND THE POOR

For "Inflation is the cruellest tax on the poor. Examine.": explain the regressive incidence (high food share, no hedge),
the erosion of cash wages, and the distress this causes; then balance with the point that moderate inflation can
accompany growth and that the remedy is targeted social protection plus credible monetary policy, not price
controls.
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5.5 Controlling Inflation

Monetary Fiscal Supply-side Expectations
raise repo, drain : rein in deficit, : improve logistics, y credible target,
liquidity (RBI) rationalise duties buffer stocks, imports clear communication

THE POLICY TOOLKIT

Monetary measures tackle demand-pull inflation by tightening money and credit. Fiscal measures reduce excess
demand and can cut duties on essentials. Administrative / supply-side measures — releasing buffer stocks, easing
imports, curbing hoarding, investing in storage and logistics — address cost-push and food inflation that interest rates
alone cannot fix. Anchoring expectations through a credible inflation target ties the whole framework together.

ANSWER WRITING — DIAGNOSE BEFORE YOU PRESCRIBE

The mark-winning move on any inflation question is to first diagnose the type (demand-pull vs cost-push vs food/
imported) and then match the right cure. Prescribing rate hikes for a monscon-driven food spike, or buffer-stock
releases for excess-demand inflation, shows a candidate who has not understood the mechanism. Diagnosis first,

prescription second.

CHAPTER 5 IN ONE SCREEN

= [nflation = rising general price level; money loses = WP| = wholesale, goods-only: can diverge from CP|

» Demand-pull vs cost-push vs built-in e Indian causes: food Fuel demand, bottlenecks,

» Headline vs core; imported inflation expectations

e Disinflation # deflation; stagflation; skewflation = Effects: erodes savings, regressive, helps borrowers

» CP| = retail, services, food-heavy — targeting anchor » Cures: monetary + fiscal + supply-side + expectations

s Diagnose the type. then match the cure
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CHAPTER & - MONEY &« FINANCE

Financial Markets & Institutions

A modern economy runs on the efficient channelling of savings to investment. That is the work of the financial
system — banks, markets, regulators and instruments — which converts a household's idle deposit into a firm's
new factory. When this plumbing works, capital flows to its most productive use; when it clogs, growth stalls. This

chapter maps the system and the debates that surround it.

| 6.1 Money Market versus Capital Market

Feature Money Market Capital Market

Maturity Short-term (up to one year) Medium- and long-term
Purpose Liquidity & working capital Long-term investment
Instruments Treasury bills, commercial paper, certificates of deposit, call money Shares, bonds, debentures
Main regulator Largely RBI Largely SEBI

Risk & return Low risk, low return Higher risk, higher return

PRIMARY V5 SECONDARY MARKET

In the primary market, securities are issued for the first time — a company raising fresh capital through a public
offer. In the secondary market (the stock exchange), existing securities change hands between investors: no new
capital reaches the issuer, but the liquidity and price discovery it provides are what make the primary market

possible.

| 6.2 The Banking Sector's Health: NPAs

A bank's loan is its asset. When a borrower stops servicing it, the loan becomes a Non-Performing Asset (NPA) — income
the bank cannot recognise and capital it may have to write off. A pile-up of NPAs erodes bank capital, makes banks risk-
averse, and chokes fresh lending, transmitting financial stress into the real economy.

THE TWIN-BALANCE-SHEET PROBLEM

India's mid-decade stress had two mirror-image sides: over-leveraged corporates unable to repay, and banks
burdened with the resulting bad loans. Because stressed firms cannot invest and stressed banks cannot lend, the two
balance sheets dragged each other down — the "twin balance sheet” challenge.
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6.2.1 The resolution architecture

» Insolvency and Bankruptcy Code (IBC). A time-bound process to resolve or liquidate defaulting firms, shifting power
towards creditors and instilling credit discipline — "the fear of losing the company” replacing the old culture of

unaccountable default.

» Asset Reconstruction Companies. Specialised entities that buy bad loans from banks, letting banks clean their books
and focus on lending.

« Recapitalisation. Injecting fresh capital into public-sector banks so they meet prudential norms and resume lending.

» Prompt Corrective Action. A supervisory framework that restrains weak banks until they heal.

EXAM LENS — NPAS

On NPA questions, separate causes {over-optimistic lending in a boom, external shocks, wilful default, weak appraisal
and governance) from consegquences (capital erosion, credit crunch, fiscal cost of recapitalisation) from cures (IBC,

ARCs, recap, governance reform). A three-part structure here almost guarantees coverage.

| 6.3 Regulators and Investors

The financial system is overseen by specialised regulators: the RBI for banking and the money market, SEBI for securities
markets, IRDAI for insurance, and PFRDA for pensions. Their shared mandate is to protect investors, ensure fair and

transparent markets, and contain systemic risk.

Investar type Who they are Why they matter

Retail investors Individual households Deepening, democratising markets
Domestic institutions Mutual funds, insurers, pension funds Stabilising, long-horizon capital
Foreign Portfolio Investors Overseas funds in stocks/bonds Liquidity but volatile 'hot money’
Foreign Direct Investors Long-term operating stakes Stable, technology-bearing capital

FDI V5 FPI ADISTINCTION EXAMINERS LOVE

FDI is a lasting interest in an enterprise — building a factory, taking a controlling stake — bringing technology and
management and tending to stay. FPI is investment in financial assets for returns, highly liguid and quick to exit,
prized for the liquidity it adds but feared for the volatility it can import. Sound policy courts FDI and manages FPI.

| 6.4 Deepening and Risks

Deeper financial markets lower the cost of capital, widen access for smaller firms, and offer households better ways to
save. But depth brings risk: speculative bubbles, contagion across interconnected institutions, and the threat that lightly-
regulated entities pose to stability. The regulator’s perennial task is to balance innovation and inclusion against stability
and protection.
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ANSWER WRITING — FINANCIAL REFORM

Frame financial-sector answers around the trade-off between efficiency/inclusion and stability. Reforms that deepen
markets and widen credit also concentrate risk; the examiner rewards a candidate who recognises that good

regulation is the art of capturing the gains while containing the systemic tail-risks.

CHAPTER 6 IN ONE SCREEN

= Financial system channels savings =* investmeni Twin balance sheet: stressed firms + stressed bank:
s Money market = short-term (RBl): capital market = Resolution: IBC, ARCs, recapltalisation, PCA

term (SEBI) Regulators: RBI. SEBI. IRDAI PFRDA

* Primary new issues; secondary trading existing FDI = stable. long-term: FPI = liquid, volatile

securities . . . oy - e
: ' Depth lowers cost of capatal but raises systemic risk

hat stops performing: erodes bank capital . : i :
3 = ' ! s Regulation balances inclusion against stability
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CHAPTER 7 «- PUBLIC FINANCE

The Budget, Deficits & Fiscal Policy

The Union Budget is the most consequential economic document of the year: a statement of how the State will
raise resources and where it will spend them. Behind its dense tables lies a simple architecture — receipts and
expenditure, split into revenue and capital accounts — and a set of deficit concepts that, once understood, unlock

the entire fiscal debate.

| 7.1 Anatomy of the Budget

THE ANNUAL FINANCIAL STATEMENT

The Budget is, constitutionally, the Annual Financial Statement of the government's estimated receipts and
expenditure for a financial year. It is divided into the Revenue Account (recurring items that do not create assets or
liabilities) and the Capital Account (items that do — borrowing, lending, asset creation).

Revenue Account Capital Account

Receipts Taxes, interest, dividends, fees Borrowings, recovery of loans, disinvestment
Expenditure Salaries, subsidies, interest payments Roads, infrastructure, loans to States, assets
Mature Recurring; no asset created Creates/extinguishes assets or liabilities
Desirable mix Keep revenue spending lean Maximise productive capital spending

The quality of a budget lies not only in its size but in its composition. Capital expenditure that builds roads, power and
ports raises the economy's future productive capacity and tends to have a high multiplier — each rupee spent generates
more than a rupee of activity. Revenue expenditure on interest and salaries, while necessary, does not build assets. A
recurring policy aim is to shift the spending mix towards capital outlay.

29



VEDANTA COACHING ACADEMY & LIBRARY The Budget. Deficits & Fiscal Policy

| 7.2 The Deficit Family

THREE DEFICITS TO MEMORISE

Fiscal deficit = total expenditure - total receipts excluding borrowings. It is the amount the government must borrow,
and the headline measure of fiscal health.

Revenue deficit = revenue expenditure - revenue receipts. It signals that the government is borrowing to meet
consumption, not investment — generally undesirable.

Primary deficit = fiscal deficit - interest payments, It strips out the legacy burden of past borrowing to reveal the
current year's fiscal stance.

Total spending - - interest = Revenue spend -
non-debt receipts — Primary Deficit — revenue receipts
= Fiscal Deficit = Revenue Deficit

WHY THE FISCAL DEFICIT MATTERS

A larger fiscal deficit means more government borrowing, which can crowd out private investment by pushing up
interest rates, add to the public-debt burden through future interest, and — if financed loosely — stoke inflation. But
a deficit incurred to fund productive capital spending in a downturn can be growth-enhancing. The quality of the

deficit matters as much as its size.

EXAM LENS — IS A DEFICIT ALWAYS BAD?

A nuanced answer rejects the lay assumption that deficits are inherently bad. Distinguish a revenue deficit
(borrowing to consume — waorrying) from a deficit driven by capital spending (borrowing to invest — potentially
virtuous), and invoke the counter-cyclical case for deficits in a slump. Then add the caveat about debt sustainability.

| 7.3 Fiscal Policy as a Stabiliser

Fiscal policy is the use of government spending and taxation to influence the economy. In a downturn, expansionary fiscal
policy — more spending or lower taxes — supports demand and employment. In a boom, contractionary policy cools an
overheating economy. The fiscal multiplier determines how much output responds to a given change in spending; capital
expenditure typically carries a higher multiplier than revenue expenditure.

7.3.1 Automatic stabilisers

Some fiscal responses happen without fresh decisions: in a slowdown, tax collections fall and welfare spending rises
automatically, cushioning the fall in demand. These automatic stabilisers are a quiet but powerful feature of a well-
designed fiscal system.
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7.4 Fiscal Discipline

Unchecked deficits accumulate into public debt, whose interest payments then pre-empt an ever-larger slice of revenue,
leaving less for development — a debt trap. To guard against this, India adopted statutory fiscal responsibility legislation

that sets targets for the fiscal deficit and debt, with provisions to deviate during genuine shocks.

FISCAL RESPONSIBILITY FRAMEWORK

The fiscal-responsibility approach commits the government to a glide path of deficit and debt reduction, improving
credibility and lowering borrowing costs. A built-in escape clause permits temporary deviation during severe shocks
— recognising that rigid rules can be harmful in a crisis. The tension between rules (credibility) and discretion
(flexibility) is the enduring debate of fiscal policy.

Fiscal deficit

borrowing requirement of the government

Capex

high-multiplier, asset-creating spending

FRBM

:';|i||.|' patn + escape Cla

Revenue deficit

horrowing to fund consumption

ANSWER WRITING — FISCAL QUESTIONS

Anchor fiscal answers in the quality, not just guantity of public finances: composition of spending (capex vs
revenue), composition of the deficit, debt sustainability, and the counter-cyclical role. Mentioning the rules-versus-

discretion tension and the multiplier elevates an ordinary answer into an analytical one.

CHAPTER 7 IN ONE SCREEN

s Budgel Annual Financial Statement: receipts + Primary dencit = hscal dehcit = interest

expenditure Deficits can crowd out, add debt, stoke inflation

» Revenue account (recurring) vs capital account (assets) But productive/counter-cyclical deficits help

» Capex has higher multiplier; favour it Automatic stabilisers cushion shocks

» Fiscal deficit = spending - non-debt receipts = borrowing FREM: glide path + escape clause; rules vs discretion

e -

¢ Revenue dencit = barrowing to consume (bad
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CHAPTER 8 - PUBLIC FINANCE

Taxation & the GST

Taxation is how a state turns private income into public capacity — for defence, justice, roads, schools and

transfers. A good tax system raises adequate revenue while being equitable, efficient, simple and certain. India's
tax story is dominated by one transformative reform: the Goods and Services Tax, which stitched a fragmented

national market into one.

| 8.1 Direct versus Indirect Taxes

Feature Direct Tax Indirect Tax

Levied on Income and wealth Goods and services / consumption
Who bears it The taxpayer (cannot be shifted) Ultimately the consumer (shifted)
Examples Personal income tax, corporate tax GST, customs duty

Equity Progressive — more from the better-off Regressive unless designed carefully
Buoyancy Rises with incomes Rises with consumption

PROGRESSIVE, REGRESSIVE, PROPORTIONAL

A progressive tax takes a higher rate from higher incomes (income tax with slabs). A regressive tax takes a higher
share from the poor (a flat consumption tax, since the poor consume most of their income). A proportional tax keeps
the rate constant. Equity argues for relying more on direct taxes; the structure of indirect taxes can be made less

regressive by taxing essentials lightly and luxuries heavily.

TAX-TO-GDP RATIO

The tax-to-GDP ratio measures how much of national income the State mobilises as tax. India's ratio has historically
been modest, constraining public spending on health, education and infrastructure. Widening the tax base (more
compliers), curbing evasion, and formalising the economy are the routes to raising it without simply raising rates.

| 8.2 The Goods and Services Tax

Before GST, India's indirect taxes were a thicket of central and state levies — excise, service tax, value-added tax, entry
taxes and more — that cascaded (tax upon tax) and fragmented the country into separate tax territories. GST replaced
most of these with a single, destination-based, value-added tax on the supply of goods and services.
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GS5T IN ONE PARAGRAPH

G5T is a comprehensive, multi-stage, destination-based tax levied on value addition at each stage of the supply
chain, with input tax credit ensuring that tax is paid only on the value added and not on tax already paid. Because
the credit chain removes cascading, the effective burden falls and a genuinely common national market emerges.

8.2.1 How the credit chain kills cascading

Manufacturer pays Whaolesaler claims Retailer claims i Only final consumer
tax on output credit for tax paid credit again bears the tax

8.2.2 The dual structure and the Council

India runs a dual GST: the Centre and States each levy their component on intra-state supplies, while an integrated levy
applies to inter-state supplies and is apportioned to the destination state. The rate structure and rules are decided by the
GST Council — a constitutional body of the Union and State finance ministers — making it a landmark experiment in
cooperative fiscal federalism, where the Centre and States pool sovereignty over a major tax.

EXAM LENS — EVALUATING GST

Balance the gains (end of cascading, a unified market, easier inter-state trade, formalisation, a digital compliance
trail, buoyant collections at maturity) against the teething pains (multiple rate slabs complicating the "one nation
one tax" ideal, compliance burden on small firms, initial revenue uncertainty for States, and the federal-finance
tension over compensation). Conclude that GST is a structural reform whose dividends rise as the system simplifies
and stabilises.

| 8.3 Principles of a Good Tax System

Adam Smith's canons still frame the debate: equity (according to ability to pay), certainty (no arbitrariness), convenience
(easy to pay) and economy (cheap to collect). Modern public finance adds efficiency (minimal distortion of choices) and
buoyancy (revenue that grows with the economy). Tension is unavoidable: the most equitable tax is not always the most
efficient, and simplification can clash with fine-grained fairness.

ANSWER WRITING — TAX REFORM

For tax-reform questions, evaluate any proposal against the canons: does it improve equity, efficiency, simplicity and
buoyancy, and at what cost to the others? Pair this with the goals of widening the base and formalising the
economy. This gives you a principled yardstick rather than mere description.
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SCAOINE

* Direct = income/wealth, progressive, unshiftable e Input tax credit remov

s |[ndirect = consumption, shiftable, can be regressive » Dual GST: Centre + State; integrated on inter-state

» Progressive vs regressive vs proportional « 51 Councill = cooperative hscal federalism

e Tax-to=-GDP modest = widen base. formalise. curb ey e Good tax: equity, certainty, convenience, economy,

» G5T replaced a cascading thicket of levies efficiency, buoyancy

s Multi-stage, destination-based. value-added tax
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CHAPTER 9 + EXTERNAL SECTOR

Balance of Payments, Trade & the Rupee

No economy is an island. The external sector records a nation's economic dealings with the rest of the world —
what it sells and buys, the capital that flows in and out, and the value of its currency. For an importer of energy and
capital like India, the external accounts are both a source of strength (exports, remittances, investment) and of

vulnerability {oil shocks, volatile capital, currency pressure),

| 9.1 The Balance of Payments

BALANCE OF PAYMENTS (BOP)

The BoP is a systematic record of all economic transactions between residents of a country and the rest of the world
over a period. It has two principal accounts: the current account (trade in goods and services, income and transfers)
and the capital & financial account (cross-border investment and borrowing). In principle the overall BoP always

balances; an imbalance in one account is offset by the other and by changes in reserves.

Account What it records Key items

Current account Real flows: goods, services, income, transfers Trade balance, services exports, remittances
Capital & financial Financial flows: investment and borrowing FDI, FP1, external loans, banking capital
Reserve movement The balancing change in RBI's forex reserves Accumulation or drawdown

9.1.1 The current account in the Indian case

India typically runs a merchandise trade deficit (it imports more goods — notably crude oil and electronics — than it
exports), partly offset by a surplus in services (software and business services) and large remittances from its diaspora.
The net is usually a moderate current-account deficit (CAD), whose size is watched closely as a gauge of external
sustainability.

WHEN IS A CAD DANGEROUS?

A current-account deficit is not inherently bad — it can reflect an economy importing capital goods to invest and
grow. It becomes worrying when it is large, persistent and financed by volatile short-term capital rather than stable
FDI. The quality of financing matters as much as the deficit's size.
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| 9.2 Exchange-Rate Regimes

Regime Mechanism Trade-off

Fixed Currency pegged to another / to gold Stability, but needs reserves & loses autonomy
Floating Market determines the rate Autonomy & auto-adjustment, but volatility
Managed float Market-led, with central-bank intervention India’s approach — flexibility plus stability

India follows a managed float: the rupee's value is broadly market-determined, but the RBI intervenes — buying or selling
dollars from its reserves — to smooth excessive volatility rather than to defend a particular level. Depreciation (a weaker
rupee) makes exports cheaper and imports dearer; appreciation does the reverse. For an oil importer, sharp depreciation
feeds imported inflation, linking the external sector directly to domestic prices.

Rupee : Imports (oil) Imported RBI may sell
depreciates cost more inflation rises dollars to steady

| 9.3 Foreign-Exchange Reserves

Forex reserves — foreign-currency assets, gold and reserve positions held by the RBI — are the economy's external shock-
absorber. They let the country pay for imports, service external debt, intervene to steady the currency, and reassure
investors. A common adequacy yardstick is the number of months of imports the reserves can cover,

CAD

watched as the external-balance gauge

370 X

current + capital & financial account

Reserves

external cushion

Managed float

SImool |'|il'|:!

market |

EXAM LENS — EXTERNAL VULNERABILITY

For questions on rupee weakness or external risk, build the chain: cause (oil-price spike, capital outflow, global
tightening) = symptom (widening CAD, falling rupee, reserve drawdown) = response (RBI intervention, attracting
stable FDI, export competitiveness, energy diversification). Stress that the durable fix is structural — export capacity

and reduced import dependence — not mere intervention.
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9.4 Trade Policy and Global Integration

Trade policy spans the choice between free trade (efficiency through specialisation and comparative advantage) and
protection (tariffs and barriers to shelter infant or strategic industries). The modern toolkit includes tariffs, free-trade
agreements, export-promotion and production-linked incentives, and participation in global value chains, where products
are made across several countries. India's strategic challenge is to integrate deeply enough to gain markets and
technology while building resilience against over-dependence on any single source.

COMPARATIVE ADVANTAGE

David Ricardo's enduring insight: even if one country is better at producing everything, both countries gain by each
specialising in what it produces relatively most efficiently and trading. It is the intellectual case for trade — though

real-world policy must also weigh distribution, strategic autonomy and adjustment costs.

ANSWER WRITING — TRADE QUESTIONS

Resist a one-sided answer. Present the efficiency case for openness and the legitimate grounds for calibrated
protection (infant industry, strategic sectors, employment, resilience), then argue for a pragmatic middle path:
openness paired with competitiveness-building at home, Examiners reward the balanced, evidence-weighing stance.

CHAPTER 9 IN ONE SCREEN

& HoP = current account + capital & financial accoun « India = managed float: RBI smooths volatility
s Current: goods, services, income, transfers s Depreciation: exports cheaper, imports (oil] dearer .
imported inflation
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o CAD risky if large, persistent, hot-money hinanced e Trade: free trade vs protection; comparative advantage

» Regimes: fixed / floating / managed float » Strategy: integrate for markets/tech + build resilience
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CHAPTER I *E A & E C

Agrlculture & Food Security

Agriculture is the paradox at the heart of the Indian economy: it contributes a modest and shrinking share of

output, yet supports the livelihoods of nearly half the workforce. This gap — many people producing relatively little

value — is the single most important fact about the sector, and the root of both its distress and its policy
importance.
B

' 10.1 The Structural Position

Small output share Large workforce

of GDP, and falling over time

share

el b — —
still depends or it

Low pmductwlty High vulnerability

1 3 . v . = e 1 F ] iy P Y L
output per worker far below other sector 1N0SC0ON, prices, I ragmencaticn

Because so many depend on so little, raising agricultural productivity and moving surplus labour inte higher-value work
are twin imperatives. Small and fragmented holdings, dependence on the monsoon, gaps in irrigation and storage, and

thin market access keep incomes low and volatile,

THE GREEN REVOLUTION AND ITS5 LEGACY

The Green Revolution — high-yielding seed varieties, assured irrigation, fertiliser and price support — transformed
India from food-deficit to self-sufficient in cereals. But its gains concentrated regionally and in a few crops, and over
time brought ecological costs: depleted water tables, soil degradation, and a cereal-heavy cropping pattern

misaligned with nutrition and sustainability. The next revolution must be greener and more diversified.

Ea

' 10.2 Prices, Procurement and Subsidies

The State intervenes heavily in farm markets to stabilise incomes and ensure food availability.
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MSP, PROCUREMENT AND THE PDS

Minimum Support Price (M5P) is the floor price at which government agencies stand ready to buy certain crops,
insuring farmers against price collapse. Procurement builds public buffer stocks that stabilise supply and feed the
Public Distribution System (PDS), through which subsidised foodgrain reaches ration-card holders. Together they
form a price-support-cum-food-security chain,

Farmer sells at - Agency procures, Buffer feeds b Subsidised grain to
MSP builds buffer PDS beneficiaries

10.2.1 The subsidy debate

Input subsidies (fertiliser, power, water) and price support raise farm incomes and food security but carry costs: they
strain the budget, distort cropping towards subsidised, water-intensive crops, and can encourage over-use of inputs that
harms soil and aquifers. The reform conversation centres on making support more targeted, less distorting and more
sustainable — for instance shifting from product subsidies towards direct income support and investment in irrigation,

storage and research.

EXAM LENS — MSP AND SUBSIDIES

For "Critically examine India’s farm-support architecture.", weigh benefits {income insurance, food security, self-
sufficiency) against costs (fiscal burden, crop and regional skew, ecological strain, exclusion of non-procured crops
and tenants). Conclude with reforms: diversify procurement, invest in post-harvest infrastructure, and reorient
subsidies towards sustainability and direct income transfer,

| 10.3 Food Security

Food security has four dimensions — availability (enough food), access (means to obtain it), utilisation (nutrition, safe
water, health) and stability (consistent over time). India's achievement of grain self-sufficiency solved availability; the
frontier challenges are now access and utilisation — ensuring the poor can obtain food and convert it into nutrition. This
is why the policy conversation has shifted from calories towards nutrition security, including protein and micronutrients.

Dimension Meaning Indian challenge

Availability Sufficient food supply Largely achieved for cereals

Access Economic & physical reach Income poverty, PDS targeting
Utilisation Conversion into nutrition Malnutrition, sanitation, diet diversity
Stability Reliable over time Monsoan, price shocks, storage
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Aericulture & Food Security

10.4 The Way Forward

A modern agricultural strategy points towards diversihcation (beyond cereals to horticulture, dairy, fisheries),
productivity (irrigation, research, mechanisation suited to small farms), market reform (better price discovery, reduced
intermediation, electronic markets), value addition (food processing and cold chains), and sustainability (water-efficient
crops, soil health, climate resilience). The unifying aim is to raise and stabilise farmer incomes while making the sector
ecologically durable.

ANSWER WRITING AGRICULTURE

The strongest agriculture answers connect three levels: the structural fact (too many people, too little value), the
policy instruments (MSP, PDS, subsidies, credit, insurance), and the way forward (diversification, productivity,

markets, sustainability, income focus). Always end on farmer incomes and ecological durability.

CHAPTER 10 IN ONE SCREEN

» Small output share but huge employment share availability, access, utilisation, stability

» Core problem: low productivity, surplus labour Shift from calaries to nutribon security

= Green Revolution: self-sufficiency + ecological costs Way forward: diversify, productivity, markets, value-add

e MSP = price floor; procurement — buffer — PD5 Sustainability: water, soil, cimate resilience

» Subsidies: support incomes but distort & strain budgel Unifying goal: raise & stabilise farmer incomes




VEDANTA COACHING ACADEMY &« LIBRARY Industry, Manufacturing & MSMEs

CHAPTER 11 - REAL SECTORS

Industry, Manufacturing & MSMEs

Manufacturing is the missing middle of India's growth story. The sectors that industrialised before it — from Britain
to East Asia — used mass manufacturing to absorb workers leaving the farm into steadily more productive jobs.
India leapt towards services without fully travelling that road, leaving a structural gap in quality employment that

industrial policy now seeks to close,

| 111 Why Manufacturing Matters

e Employment. Manufacturing can absorb large numbers of moderately-skilled workers leaving agriculture, the classic
engine of structural transformation.

» Productivity and linkages. It has strong forward and backward linkages, spreading demand and technology across the
economy.

» Exports. Manufactured exports diversify the export basket and earn foreign exchange.

» Innovation. Industry is a major site of technological learning and capability-building.

THE LABOUR-ABSORPTION GAP

India's growth has leaned on capital- and skill-intensive services and capital-heavy manufacturing, which create fewer
jobs per unit of output than the labour-intensive manufacturing that powered East Asia. Closing this gap — growing

sectors that employ many moderately-skilled workers — is the central employment challenge.

| 11.2 The Policy Push

Industrial policy has shifted from protection and licensing towards competitiveness and scale. The contemporary
approach combines a better business environment, infrastructure, and targeted incentives to make India a manufacturing
and export base.

Thrust Logic Aim

Ease of doing business Cut compliance and approval friction Lower the cost of operating
Production-linked incentives Reward firms for incremental output/exports Build scale in key sectors
Infrastructure & logistics Cheaper movement of goods Reduce the logistics cost penalty
Skilling Match workforce to industry needs Raise employability

Self-reliance with openness Domestic capability + global integration Resilient value chains
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SELF-RELIANCE, RIGHTLY UNDERSTOOD

The goal of self-reliance is best read not as autarky or import-substitution behind high walls — the discredited model
of the licence era — but as building domestic capability and scale that can compete globally, integrating into world
value chains from a position of strength. Openness and self-reliance are complements when self-reliance means
competitiveness, not closure.

| 11.3 The MSME Sector

Micro, Small and Medium Enterprises (MSMEs) are the backbone of employment and the seedbed of entrepreneurship,
accounting for a vast share of jobs and a significant share of output and exports. Yet they face chronic constraints.

WHAT HOLDS M5MES BACK

» Credit. Difficulty accessing affordable formal finance; reliance on costly informal lending.

« Delayed payments. Working capital locked in receivables from larger buyers,

» Technology & skills. Limited access to modern technology and managerial capacity,
 Formalisation. Many remain informal, missing the benefits and protections of registration.

» Market access. Difficulty reaching larger and export markets.

Policy responses include collateral-free credit guarantees, easier registration, public procurement set-asides, technology-
upgrade support, and platforms to address delayed payments. The wider aim is to help small firms formalise and grow
rather than stay small to avoid regulation — the "dwarfism" that holds back productivity.

EXAM LENS — MANUFACTURING & MSMES

Tie manufacturing questions back to jobs: India needs not just growth but employment-rich growth, and labour-
intensive manufacturing plus thriving MSMEs are the route. For MSMEs, structure around constraints =
interventions — the formalise-and-grow goal.

| 114 The Informal Economy

A defining feature of Indian industry is the dominance of the informal/unorganised sector — enterprises and workers
outside the net of regulation, social security and formal finance. Informality means lower productivity, no social
protection, limited access to credit, and weaker bargaining power for workers. Formalisation — through digital payments,
simplified registration, GST, and portable social security — is therefore both an economic and a social-justice goal.

ANSWER WRITING — INDUSTRY

A high-scoring industry answer links the structural diagnosis (premature services shift, weak job-creating
manufacturing, large informality) to policy {competitiveness, incentives, MSME support, formalisation) and to the
overarching aim of productive, formal employment. Avoid listing schemes without this analytical spine,
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Manufacturing = the "'missing middle’ for jobs reneurship

Matters for employment, linkages, exports, innovation i delayed payments, tech, formalisation

absorption gap vs | a ow (avoid ‘dwarhism’
Policy: ease of business, incentives, logistics, skilling Large Informal sector = low productivity, no protection

-reliance = competibiveness, not closure Formalisation: digital, registrabon, G5T, social security
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CHAPTER 12 - REAL SECTORS

Services, Infrastructure & Energy

Services are India's growth engine, infrastructure is its enabler, and energy is its lifeblood, Together they determine
how efficiently the economy can produce and how sustainably it can grow. This chapter examines the services-led
model, the infrastructure deficit and how it is being financed, and the energy transition that will shape the coming

decades.

| 12.1 The Services-Led Economy

The services sector — software and IT-enabled services, finance, trade, transport, telecom, tourism and professional
services — is the largest contributor to India's output and a star performer in exports, particularly software and business
services. Its strengths are high value-added, strong export earnings and a skilled-talent base.

THE PROMISE AND THE LIMIT OF SERVICES

Services have given India a high-value, globally competitive growth driver. But the most dynamic segments are skill-
intensive and employ relatively few of the moderately-skilled workers leaving agriculture. So while services drive
output, they cannot alone solve the mass-employment challenge — which is precisely why manufacturing matters
alongside them.

| 12.2 Infrastructure

Infrastructure — roads, railways, ports, airports, power, water, digital networks — is the platform on which all other
activity rests. Adequate infrastructure lowers the cost of doing business, integrates markets, and raises productivity: its
absence is a tax on growth. India's infrastructure deficit has long been a binding constraint, and bridging it requires
enormous, sustained investment.

12.2.1 Financing the gap

How it works Strength / risk

Public investment Government funds assets directly Reliable, but limited by fiscal space

Public-Private Partnership Private capital & efficiency, shared risk Leverages funds; risk-sharing must be fair

(PPP)

Infrastructure financing Long-tenure debt, bonds, dedicated Matches long asset life; needs deep
institutions markets

Asset monetisation Lease existing public assets to fund new ones Recycles capital; needs strong contracts
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WHY PPPS NEED CAREFUL DESIGN

PPPs can mobilise private capital and efficiency, but they fail when risks are misallocated — when the private partner
bears risks it cannot control, or the public side underwrites losses while gains are private. Sound PPPs assign each risk
to the party best able to manage it, with transparent contracts and credible dispute resolution.

| 12.3 Energy and the Transition

Energy security — reliable, affordable, sustainable energy — underpins growth. India is a large energy importer, which
exposes it to global price shocks and weighs on the external account. The strategic response combines diversifying
sources, improving efficiency, and accelerating the shift to renewables,

Secure Affordable Sustainable
reliable supply, —3 reasonable cost —> renewables,
cut import risk to users lower emissions

THE ENERGY TRILEMMA

Energy policy must balance three goals that often pull against one another: security (reliability and independence),
affordability (cost to households and industry), and sustainability (environmental impact). The just transition idea
adds that the move to clean energy must protect the livelihoods of workers and regions dependent on fossil fuels.

EXAM LENS — INFRASTRUCTURE & ENERGY

For infrastructure, marshal the deficit = constraint on growth = financing options (public, PPP, monetisation) =
design caveats chain. For energy, anchor answers in the trilemma and the just transition, balancing climate goals
against the developmental need for affordable, reliable power.

| 12.4 The Digital Layer

A distinctive feature of India's recent growth is its digital public infrastructure: foundational identity, real-time payments
and data-sharing rails that lower the cost of transacting, widen financial inclusion, and enable new services and
businesses to scale rapidly. Treated as a public good, this digital layer multiplies the returns to every other sector — from
finance to commerce to governance.

ANSWER WRITING — SERVICES & INFRASTRUCTURE

For services, acknowledge the growth contribution and the employment limitation. For infrastructure and energy,
never describe without analysing the financing and trade-offs; examiners reward candidates who treat these as
systems with constraints, not lists of projects.
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® Services = largest output share; strong exports U 1/1Te5) « Energy security: reliable, affordable, sustainable

» But skill-intensive = limited mass employment e India = large energy importer = external exposure

» [nfrastructure = platform for all activity; dehcit = growth tax * Energy trilemma + just transition

¢ Financing: public, PPP. infra finance, asset monetisation e Shift to renewables + efhiciency + diversificatior

o PPPs work only with fair risk allocation « Digital public infrastructure multiplies returns
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CLHAPTER 13 - DEVELOPMENT

Poverty, Unemployment & Inclusive Growth

Growth is a means; the end is a life of dignity and opportunity for every citizen. Poverty, unemployment and
inequality are the gaps between that end and present reality. Inclusive growth — growth whose benefits reach the
many, not the few — is therefore the organising aspiration of Indian economic policy, and a theme that runs

through almost every Mains question.

| 13.1 Measuring Poverty

Poverty can be defined absolutely (inability to afford a minimum basket of necessities, captured by a poverty line) or
relatively (falling far below the prevailing standard of one's society). Modern thinking, following the capability approach,
treats poverty as multidimensional — not just low income but deprivation in health, education and living standards
simultaneously.

FROM INCOME POVERTY TO MULTIDIMENSIONAL POVERTY

A poverty line sets the minimum consumption needed to escape poverty; counting those below it gives the
headcount ratio. The Multidimensional Poverty Index goes further, identifying people simultaneously deprived
across health, education and standard of living. The shift reflects a richer understanding: a household may cross an

income line yet remain deprived of sanitation, schooling or nutrition.

| 13.2 Understanding Unemployment

Meaning Indian relevance

Open unemployment Willing & able to work, no work Urban, educated youth
Disguised unemployment More workers than needed; zero marginal product Classic in agriculture
Seasonal unemployment Work only in certain seasons Farm labour off-season
Structural unemployment Skills mismatch with available jobs Education-employability gap
Frictional unemployment Temporary, between jobs Job search transitions
Underemployment Working below capacity/qualihcation Widespread in informal work

INDIA'S DISTINCTIVE LABOUR CHALLENGE

India's issue is less about open unemployment than about the quality of work: vast underemployment and
informality, low female labour-force participation, a skills mismatch, and the need to create enough productive,
formal jobs for a young and growing workforce. The demographic dividend turns on solving this.
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13.2.1 Jobless growth

When output rises without commensurate job creation — because growth is concentrated in capital- and skill-intensive
sectors — the economy experiences jobless growth. The remedy lies in expanding labour-intensive manufacturing and
services, skilling the workforce, and removing barriers to formal hiring.

| 13.3 Inclusive Growth

INCLUSIVE GROWTH

Inclusive growth is growth that is broad-based across sectors, creates productive employment, and reaches
disadvantaged groups — ensuring that the poor, women, rural populations and marginalised communities share in
rising prosperity. It marries the pace of growth with the pattern of growth.

Inclusive growth rests on several pillars: productive employment, human capital (health and education that raise
capabilities), social protection (a safety net against shocks), financial inclusion (access to savings, credit and insurance),
and infrastructure and access that connect the excluded to opportunity.

Productive > Hurman Social Financial Access &

jobs capital 8 protection =2 inclusion P infrastructure

| 13.4 Social Protection and Human Capital

A modern welfare architecture combines guaranteed work (rural employment guarantees that act as both a safety net
and an automatic stabiliser), food security, direct benefit transfers that route support efficiently and with less leakage,
and social insurance for health, pensions and accident cover. Investing in health and education is not charity but the
highest-return investment a developing economy can make, because it raises the productivity and capabilities of its

people.

EXAM LENS — WELFARE V5 GROWTH

Reject the false binary that welfare spending is the enemy of growth. Argue that well-designed social protection and
human-capital investment enable growth by building capabilities, smoothing shocks and sustaining demand — while
acknowledging the need for fiscal prudence and targeting so that support reaches the genuinely needy efficiently.

| 13.5 Inequality

Some inequality is an inevitable feature of a market economy and can reward effort and innovation. But high and rising
inequality can entrench disadvantage across generations, weaken social cohesion, and even slow growth by limiting the
human-capital development of the poor. The debate is over how much inequality is acceptable and which instruments —
progressive taxation, quality public services, employment, asset access — best widen opportunity without dulling
incentives.
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ANSWER WRITING — INCLUSION

Inclusive-growth answers should connect the diagnosis (poverty, underemployment, inequality, exclusion) to the
pillars (jobs, human capital, social protection, inclusion, access) and to the balanced verdict that growth and equity

are complements when policy is well-designed and well-targeted. This framing fits a huge range of questions.

CHAPTER 13 IN ONE SCREEN

o Poverty: absolute vs relative: now multidimensional Inclusive growth = pace + pattern of growth

» Paverty line & headcount; MPl adds health/education, Pillars: jobs, human capital, protection, inclusion, access

living Welfare enables growth (capabilities + stabilisers)
» Unemployment Lypes: disguised. seasonal, Need prudence + targeting

structural, frictional R
I ' Inequality: some inevitable; high levels harm growth
e India’s issue: underemp agyment, inforn ality, low female ohesion

LFPR

® Jobless growt » need labour-intensive jobs + skilling
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CHAPTER 14 - DEVELOPMENT

Sustainability & the Global Economy

The final lens is the widest: how a nation grows without exhausting the planet, and how it engages a world
economy of institutions, rules and shared challenges. Sustainable development asks us to weigh the future as well
as the present: global economic engagement asks us to balance the gains of integration against the demands of

strategic autonomy. Both are now central to Mains.

| 14.1 Sustainable Development

SUSTAIMNABLE DEVELOPMENT

The classic definition: development that meets the needs of the present without compromising the ability of future
generations to meet their own needs. It integrates three pillars — economic, social and environmental — insisting
that prosperity, equity and ecology be pursued together rather than traded off.

14.1.1 The Sustainable Development Goals

The global Sustainable Development Goals (SDGs) set a shared agenda spanning poverty, hunger, health, education,
gender, water, energy, work, industry, inequality, cities, consumption, climate, oceans, land, peace and partnerships. They
provide a commeon language and measurable targets, and India tracks progress through its own SDG index that ranks
States and fosters competitive federalism on development outcomes,

THE GROWTH-ENVIRONMENT TENSION — AND ITS RESCLUTION

Developing economies face a real tension: the energy and resources growth demands can damage the environment,
yet poverty itself is a profound source of environmental stress. The resolution is not to halt development but to
decouple growth from degradation — through clean energy, efficiency, the circular economy and green technology
— 5o that rising prosperity and a healthy environment advance together.

| 14.2 Climate Change and Economic Policy

Climate change is now an economic issue of the first order: it threatens agriculture, water, coastlines and health, and
demands costly adaptation and mitigation. Developing countries argue for climate justice — the principle of common but
differentiated responsibilities, under which those who contributed most to historical emissions and have the greatest
capacity should bear a larger share of the burden, while developing nations receive finance and technology to grow
cleanly.
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KEY CLIMATE-ECONOMY IDEAS

Mitigation reduces emissions; adaptation builds resilience to unavoidable change. Carbon pricing makes polluters
pay for emissions. The just transition protects workers and regions dependent on carbon-intensive industry. Green
finance channels capital towards sustainable projects. A circular economy designs out waste by reusing and recycling
resources.

| 14.3 The Global Economic Architecture

India’s external engagement runs through a web of multilateral institutions, each with a distinct mandate.

Institution Core mandate Relevance

International Monetary Fund Macroeconomic & balance-of-payments stability Crisis lending, surveillance

World Bank Long-term development finance Project & programme loans, knowledge
World Trade Organization Rules of international trade Dispute settlement, market access
G20 Coordination among major economies India's growing voice in global governance

A recurring developing-country critique is that global governance under-represents emerging economies relative to their
weight, fuelling demands for reform of voice and quotas. India's strategy combines active participation, advocacy for
reform and South-South cooperation, and a search for strategic autonomy — engaging deeply with the world economy
while preserving room for independent policy.

EXAM LENS — GLOBALISATION

On globalisation, present both faces: the gains (markets, capital, technology, efficiency, poverty reduction) and the
risks (volatility, inequality, loss of policy space, external shocks, over-dependence in critical supply chains). Conclude
with India's balanced posture: integration with resilience and strategic autonomy.

| 14.4 Bringing It Together

The threads of this companion converge on a single proposition: India’s task is to achieve growth that is rapid (to lift
incomes), inclusive (to reach all citizens), and sustainable (to honour future generations and the planet), within a stable
macroeconomy and a confident global engagement. Every policy question — on money, fiscal balance, trade, agriculture,
industry or welfare — is ultimately a question about how to advance these goals together rather than at one another's

expense.



Rapid, inclusive and sustainable growth, within a stable macroeconomy and a confident

engagement with the world — this is the whole of economic policy in a single line.

ANSWER WRITING — THE S5YNTHESIS

The very best Mains answers, whatever the specific topic, quietly locate it within this larger frame: is the policy
making growth faster, more inclusive, more sustainable, more stable, or our global engagement wiser? Anchoring a
specific answer in this synthesis signals a candidate who understands the economy as a whole, not as disconnected

topics.

CHAPTER 14 IN ONE SCREEN

» Sustainable development = present needs without harming Common but differentiated responsibilibes; climate justice

the tuture

o [hree pillars: economic, social, environmental

SDGs shared, measurable global agenda; India's

inclex
» Decouple growth from environmental degradation

s Climate mitigation vs adaptation; carbon pricing

Just transition, green inance, circular economy

IMF {stability), World Bank (development), WTO (trade),
SDG G20

Reform demands: voice for emerging economies

Goal: rapid + inclusive + sustainable + stable + globally

confident




How India's Economy
Came to Be — and
How It Connects

[ he I!i;'-'n-r'--_f-i arc to 1991

Liberalisation, privatisation, globalisation
Human development & the social sector
Insurance, pensions & long-term capital
Investment, FDI & financing infrastructure
India in the global economic order

dies. welfare & the DBT revolution
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CHAPTER FIFTEEN - THE HISTORICAL ARC

From Colonial Drain to a Mixed Economy

No policy choice in the Indian economy is fully legible without the history that produced it. The instincts of the
planning era, the suspicion of foreign capital, the reverence for self-reliance and the eventual turn to the market in
19921 are all answers to questions the past first posed. This chapter traces that arc — from a colonial economy
organised for extraction, through the confident decades of state-led planning, to the structural stresses that made
reform unavoidable.

| 15.1 The economy the British left behind

At independence in 1947 India inherited an economy shaped to serve an imperial purpose rather than a national one. Per-
capita income had stagnated for decades, life expectancy was low, literacy was a minority condition, and the industrial
base was thin and concentrated. Agriculture, on which the overwhelming majority depended, was hostage to the
monsoon and locked into low productivity by fragmented holdings and exploitative tenancy. The famous critique of the
colonial economy held that it functioned as a drain: raw materials flowed out cheaply and finished goods returned dear,
while the surplus that might have financed Indian development was siphoned away.

THE "DRAIN" THESIS, IN BRIEF

The argument that colonial trade and administration transferred a persistent economic surplus out of India —
through unrequited exports, administrative costs and remitted profits — leaving too little at home to invest in
capacity. Whatever the precise magnitude, the structural point endures: the economy was organised for extraction,
not for broad-based domestic growth.

WHY THE INHERITANCE MATTERED

Three features of 1947 set the agenda for decades: an agrarian economy of low productivity, a narrow and
dependent industrial base, and acute human deprivation. Each pointed the new state toward the same conclusion —
that development could not be left to a market that barely existed, and that the state would have to lead.

| 15.2 The choice of a mixed economy

India did not choose between capitalism and socialism so much as attempt to braid them. The private sector would
remain, owning much of agriculture, trade and consumer industry; but the state would occupy the "commanding heights"
— heavy industry, infrastructure, banking and the strategic sectors deemed too important to leave to private incentive.
This mixed economy was both an ideoclogical compromise and a practical judgement that only the state could mobilise
capital at the scale early industrialisation demanded.

Pl
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Intended custodian Reasoning of the time

Heavy industry, steel, capital goods The state Large lumpy investment beyond private capacity
Infrastructure, power, railways The state Public goods with economy-wide returns
Banking & long-term finance Increasingly the state To direct credit toward priority sectors
Agriculture, consumer goods, trade The private sector Dispersed activity suited to private incentive

| 15.3 The planning era and its instruments

From 1951 a sequence of Five-Year Plans set the rhythm of policy. The early plans leaned on a model that prized heavy
industry as the engine that would, in time, pull the rest of the economy forward. The instruments were characteristic of
the age: public-sector enterprises in core industries, an elaborate system of industrial licensing, controls on imports and
foreign exchange, and the progressive extension of the state into banking and insurance.

Set plan targets = License private Reserve core - Control trade & - Direct credit
capacity for the state forex

THE LICENCE-PERMIT REGIME

The framework under which a private firm needed government permission to start, expand, diversify or import.
Intended to align private investment with plan priorities, it hardened over time into a thicket of approvals that
slowed enterprise, bred rent-seeking and dulled the spur of competition.

There were real achievements: an industrial and scientific base was built where little had existed, an institutional
architecture for finance and planning took shape, and the Green Revolution later transformed food security. But the
model also accumulated costs — a sheltered industry with weak incentives to improve, a public sector that often
absorbed more capital than it returned, and an export performance that lagged the dynamism of East Asia,

| 15.4 Strains that built toward reform

By the 1980s the limits of the inward-looking model were increasingly visible. Growth, though respectable, trailed the
transformation under way across East and Southeast Asia. The 1980s saw a tentative, debt-financed loosening — some
easing of controls and a more accommodating stance toward business — but it was funded partly by external borrowing,
which left the economy exposed. When global oil prices spiked and external conditions turned, that exposure became a

Crisis.



From Colonkal Dratn to a Mixed Ecanomy

THE HISTORICAL ARGUMENT IN AN ANSWER

When a question asks why 1991 happened, resist the temptation to begin in 1991. The crisis was the trigger; the

cause was structural — an accumulation of controls, sheltered inefficiency and external fragility built over decades. A

strong answer shows the reform as the resolution of a long-running tension, not a sudden conversion.

HISTORICAL ARC IN ONE SCREEN

olonial economy o ganised for extracton, not growth s Real gains in capacity; real costs in efficiency

= 1980s loosening, external borrowing, rising fragility

» 1947 inheritance; agrarian, deprived, thin industry

o Mixed economy — state on the commanding heights s The stage set for the reckoning of 1991
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CHAPTER SIXTEEN - THE TURNING POINT

1991 and After: Liberalisation, Privatisation,
Globalisation

The reforms that began in 1921 are the hinge on which the modern Indian economy turns. They did not abolish the
state's role so much as redefine it — from the producer and licensor of the planning era toward the regulator and
enabler of a market economy. Understanding the crisis that forced the change, the content of the reforms, and the

long argument over their results is indispensable for almost any Mains economy question.

| 16.1 The crisis of 1991

The proximate trigger was a balance-of-payments crisis. Foreign-exchange reserves dwindled to the point where they
could cover only a few weeks of imports; external confidence evaporated; and the country faced the real prospect of
defaulting on its external obligations. The immediate response — emergency external support and the pledging of gold
reserves — bought time. The lasting response was structural reform.

Trigger

1 Ddlance .'I'--||"-'lI MENLs Crsis

Response

stabilise. then reform

| 16.2 The three strands: L, P and G

The reform programme is usefully read as three intertwined strands. Liberalisation dismantled the internal controls that
throttled enterprise. Privatisation reconsidered the boundary of the state, opening space for private capital and beginning
a long, halting retreat from public ownership. Globalisation reconnected India to world trade and capital after decades of
relative insulation.

Strand What it changed The underlying idea

Liberalisation Scrapped most industrial licensing; eased controls on Let competition, not permits, allocate capital
producthion and investment

Privatisation Began disinvestment; opened reserved sectors to private Use private capital and discipline where the
entry state need not lead

Globalisation Cut tariffs, eased import controls, welcomed foreign Integration as a spur to efficiency and a source
investment of capital
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DISINVESTMENT VS PRIVATISATION

Disinvestment is the sale of a part of the government's stake in a public enterprise, often while it retains control.
Privatisation is the transfer of management control to private hands. The distinction matters in an answer: most of

India's effort has been disinvestment; outright privatisation has been rarer and more contested.

| 16.3 Stabilisation and structural reform

Economists distinguish two faces of the 1991 programme. Stabilisation addressed the immediate fire — restoring
external balance and reining in the fiscal and monetary excess that had fed the crisis. Structural reform addressed the
deeper architecture — the trade regime, industrial policy, the financial sector and the tax system — so that the economy
could grow faster without repeatedly courting crisis.

Crisis Stabilise the macro- Reform the structure Faster, less crisis-prone
) — —
economy growth

| 16.4 First- and second-generation reforms

The early reforms were, in a sense, the easy ones: removing controls that the centre could simply revoke. The second
generation proved harder, because it reached into areas where the centre shares power with the states, or where reform
touches entrenched interests — land, labour, agricultural markets, the privatisation of large public enterprises, the health
of the public banks and the quality of public administration.

First-generation (broadly) Second-generation (broadly)

De-licensing of industry Land and labour-market reform
Tariff reduction Agricultural-market reform
Opening to foreign investment Privatisation of large enterprises
Initial financial-sector reform Public-bank and governance reform

WHY THE SECOND GENERATION IS5 HARDER

First-generation reform was largely a matter of the centre withdrawing a control. Second-generation reform requires
building institutions, persuading states, and confronting groups that benehit from the status quo. This is why progress
has been uneven and why these themes recur in examinations year after year.

| 16.5 The long argument over results

Three decades on, the debate is genuinely two-sided, and a strong answer holds both halves. On one side: growth
accelerated, a large middle class emerged, world-class firms in services and elsewhere were born, consumer choice
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widened, and absolute poverty fell substantially. On the other: the gains were unevenly shared across regions and groups,
employment did not grow as fast as output, agriculture and the informal economy lagged, and questions of inequality and

the adequacy of the social safety net sharpened.

TAKING A BALANCED STAND ON THE REFORMS

The examiner is not looking for cheerleading or for reflexive critique. The mature answer concedes the genuine
achievements — faster growth, a stronger private sector, falling poverty — and then asks the harder question:
growth for whom, and at what cost to equity and employment? Conclude that the reforms were necessary and

largely successful in their own terms, while the unfinished agenda is to make growth broader and more job-rich.

’1 AND AFTER IN ONE SCRE

gEEr: a balance-of-payments crisis Irst=gener second-generabion hard and shared

e Liberalise - Privatise - Globalise With states

= Stabilisation tackled the fhre; structural reform the » Faster growth and falling poverty but uneven and
architecture jobless-leaning

» The state shifts from producer to regulator and enabler
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CHAPTER SEVEMTEEN - PEQPLE AS THE END

Human Development & the Social Sector

Qutput is a means; human flourishing is the end. A maturing view of development holds that the true test of an
economy is not the size of its product but the lives that product enables — whether people are healthy, educated,
secure and able to choose the lives they have reason to value. This chapter sets out the human-development lens,

the social sectors that build it, and the case that investing in people is also the surest route to growth.

| 171 From income to capability

The capability approach reframes development as the expansion of what people are actually able to do and to be, Income
matters, but only as a means to ends such as health, knowledge and participation. A society can be rich in output yet poor
in the things that make a life go well; conversely, modest incomes wisely deployed on health and education can yield
outsized gains in human terms.

THE CAPABILITY APPROACH

A way of judging development by the real freedoms people enjoy — their "capabilities” to achieve valued states such
as being healthy, educated and able to take part in the life of the community — rather than by income alone. It shifts
the guestion from "how much is produced?" to "what lives does production make possible?”

THE HUMAN DEVELOPMENT INDEX

A composite that combines three dimensions — a long and healthy life, knowledge, and a decent standard of living
— into a single figure between zero and one. Its value is not the precise rank it yields but the way it forces income,
health and education into the same frame.

| 17.2 Health: the foundation of capability

Health is both an end in itself and an input to every other capability: the sick child cannot learn, the unwell worker cannot
produce. India‘s health challenge is a double burden — the unfinished agenda of communicable disease, maternal and
child health, and nutrition, alongside the rising tide of non-communicable disease that accompanies longer lives and
changing diets. Public health spending has historically been low as a share of output, and out-of-pocket expenditure
pushes families into poverty.



VEDAMNTA COACHING ACADEMY &« LIBRARY Human Development & the Social Sector

Health challenge Why it matters for development

Maternal & child health Shapes the next generation's capability from the start
Mutrition & stunting Early deprivation has lifelong cognitive and economic costs
Non-communicable disease A rising burden as the population ages and urbanises
Out-of-pocket spending Health shocks are a major route into poverty

Public-health capacity Determines resilience to epidemics and routine care alike

THE ECONOMIC CASE FOR HEALTH

A healthier population is a more productive one, Investment in primary health and nutrition is not a drain on growth

but an input to it — one of the highest-return investments a developing economy can make.

| 17.3 Education and the skills it must yield

Education converts a young population into a productive one — but only if schooling translates into actual learning and
learning into employable skill, India's achievement in widening access to schooling has been real; the persistent concern is
the gap between enrolment and outcomes, and between credentials and the skills the labour market rewards. The
frontier is quality, foundational literacy and numeracy, vocational skilling, and the bridge from classroom to workplace,

Access to school — Actual learning — Employable skill - Productive work

ACCESS IS NOT ATTAINMENT

Getting children into schoaol is necessary but not sufficient. The harder task is ensuring they learn — that
foundational literacy and numeracy are secured early, without which later schooling builds on sand. An answer that
conflates enrolment with education misses the central modern debate.,

| 17.4 The social sector and its financing

“Social-sector spending” gathers public expenditure on health, education, nutriion, water, sanitation and social
protection. The recurring policy questions are how much to spend, how to spend it well, and how to divide responsibility
between the centre and the states — for these are largely subjects on which states lead. The efficiency of the spending
often matters as much as its level: a rupee well targeted and well delivered does more than two rupees lost to leakage.
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FRAMING A HUMAN-DEVELOPMENT ANSWER

Open by separating growth from development — the means from the end. Use the HDI dimensions as a ready
structure (health, education, standard of living). Argue that social-sector investment is not charity competing with

growth but an input to it, then close on the twin tests of adequacy of spending and quality of delivery.

HUMAN DEVELOPMENT IN ONE 5CR

s [ncome is a means; capability is the end Access to school must become actual learning and skill

» HDI = a long lite + knowledge + a decent living » Social-sector spending: how much, how well, by whom

o Health is foundational and high-return s Investing in people is investing
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CHAPTER EIGHTEEN «- LONG-TERM CAPITAL

Insurance, Pensions & the Patient Money of
an Economy

An economy needs not only credit but patient capital — long-dated savings that can be channelled into
infrastructure and productive investment. Insurance and pensions are the great pools of such long-term money,
and the institutions that mobilise them are a quiet but decisive part of the financial system. They also perform a

social function: pooling risk and securing income against the hazards of iliness, accident, old age and death.

| 18.1 Why insurance matters to an economy

Insurance does two things at once. Socially, it pools risk — the many who do not suffer a loss compensate the few who
do, so that a single misfortune does not ruin a household. Economically, the premiums collected today against claims that
fall due over many years create a large pool of long-term savings that can be invested in the bonds and projects that
finance an economy’s growth.

What it covers Its economic rale

Life insurance Income protection and long-term saving A major source of patient, long-dated capital

General insurance Property, health, motor, liability Risk-pooling that enables enterprise and trade

Health insurance Medical costs Cushions the household against the poverty trap of illness
Reinsurance Insurers’ own cover against large losses Spreads catastrophic risk across the system

INSURANCE PENETRATION AND DENSITY

Two standard gauges of how far insurance has spread. Penetration measures premiums as a share of national
output; density measures premiums per person. Both are modest in India relative to advanced economies, which is
read as both a vulnerability — many households remain unprotected — and an opportunity for growth.

| 18.2 The pension problem

A pension system answers a simple question with hard mechanics: how does an economy provide income to those who
no longer work? The classic distinchion is between a defined-benefit promise, where the payout is fixed in advance and
the risk sits with the provider, and a defined-contribution scheme, where contributions are fixed and the eventual

pension depends on how the invested savings perform. Much pension reform has been a shift from the former toward
the latter, to make the long-run cost sustainable.
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Feature Defined benefit Defined contribution

What is fixed The pension paid out The contribution paid in
Who bears investment risk The provider The individual saver

Fiscal predictability Lower — costs can balloon Higher — costs are bounded
Individual certainty Higher Lower — depends on returns

THE INFORMAL-SECTOR GAP

Formal pensions reach those in formal employment — a minority of India's workforce. The central challenge is
extending old-age security to the vast informal and self-employed population, who have no employer to contribute

on their behalf. Voluntary, co-contributory schemes attempt to bridge this, with mixed take-up.

18.3 Regulation and the long view

Because insurers and pension funds hold the public's long-term savings, they are tightly regulated for solvency and
prudence: the promise to pay a claim decades hence must be credible. Dedicated regulators oversee the insurance and
pension sectors, setting capital requirements and investment rules. The policy tension is familiar — between the
prudence that protects savers and the flexibility that would let these pools finance more of the economy’s long-term
needs.

Premiums & Pooled long-term Invested in bonds & : Finance for growth
contributions : funds projects

LINKING FINANCE TO DEVELOPMENT

In an answer on infrastructure financing or inancial deepening, reach for insurance and pension funds as the natural
source of long-dated capital — the money whose horizon matches a thirty-year asset, Note the twin gains: wider risk

protection for households and a deeper pool of patient finance for the economy.

NSIONS IN ONE SCREEN

s Risk-pooling protects the housenold fram ruin # Denned-benent vs dehned-contribution shifts the risk

» Premiums & contributions create patient long-term capital he hard frontier; security for the informal workforce

» Penpetration and density gauge how far cover has spreac ight regulation guards a promise
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CHAPTER MINETEEN BUILDING THE FUTURE

Investment, Foreign Capital & Financing
Infrastructure

Growth is, at bottom, the accumulation of productive capacity — and capacity must be financed. This chapter
examines where investment comes from, the distinct character of foreign capital, and the models a cash-
constrained state uses to build the roads, ports, power and digital networks on which every other sector depends.
The recurring theme is the search for capital that is both abundant and patient enough for assets that pay back

over decades.

| 19.1 Saving, investment and the gap

An economy's investment is financed first by its own savings — of households, firms and the government. Where
domestic saving falls short of desired investment, the gap is met by foreign capital. A high and rising investment rate,
efficiently deployed, is the closest thing growth economics has to a reliable engine; the quality of that investment — how

much output each unit of capital yields — matters as much as its quantity.

Saving Investment

the domestic funding base capacity for tomorrow

The ga Efficienc

filled by foreign capital putput per unit of capital

| 19.2 The two faces of foreign capital

Foreign capital arrives in two very different forms, and conflating them is a common and costly error. Foreign direct
investment is a lasting stake in a business — building a factory, acquiring a controlling interest — that brings not just
money but technology, management and access to markets, and that cannot flee overnight. Foreign portfolio investment
is the purchase of financial assets such as shares and bonds: it is welcome for the liquidity it brings but can reverse in days
when sentiment turns, transmitting global shocks into the domestic economy.
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Dimension Foreign direct investment Foreign portfolio investment

MNature A durable stake in real business A tradable financial holding
Horizon Long-term Often short-term and mobile
Brings besides money Technology, management, markets Mainly liquidity

Behaviour in a shock Sticky Can exit rapidly — "hot money’
Policy preference Generally courted Welcomed but watched

WHY THE DISTINCTION EARNS MARKS

A balance-of-payments or growth answer that treats "foreign investment™ as one thing misses the central insight: FDI
builds durable capacity and is resilient in a crisis, while FPI is footloose and a channel for contagion. The policy aim is
to attract more of the patient kind and to buffer the economy against sudden reversals of the rest.

| 19.3 The infrastructure financing puzzle

Infrastructure has awkward economics for a private investor: enormous up-front cost, long gestation before any revenue,
and returns spread thinly over decades. Yet it yields large benefits to the whole economy — lower logistics costs, wider
markets, higher productivity — many of which the builder cannot capture. This gap between social and private return is
why infrastructure is rarely financed by the market alone, and why the state is always involved.

THE PUBLIC-PRIVATE PARTNERSHIP (PPP)

An arrangement in which the public and private sectors share the building and running of an asset — and, crucially,
the risks. The public side typically contributes land, clearances and sometimes capital or a revenue guarantee; the
private side brings finance, construction and operational efficiency. The art lies in allocating each risk to the party

best able to manage it.

Best borne by

Construction & cost overrun The private operator It controls execution

Land & clearances The public authority Only the state can assemble these
Demand / traffic Shared or carefully assigned MNeither side fully controls it

Policy & regulatory change The public authority It is the source of the risk
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19.4 New channels: pipelines, monetisation and pooled funds

Because the state cannot finance every asset from the budget, a family of mechanisms has grown up to crowd in private
and institutional capital. A project pipeline assembles a long, visible list of bankable projects to give investors confidence.
Asset monetisation leases the future revenue of an existing public asset to a private operator in exchange for capital up
front, which the state recycles into new construction — without selling the asset itself. Pooled vehicles channel the
patient money of pension and insurance funds into long-dated infrastructure debt,

Build a project Monetise mature Recycle the capital Crowd in patient funds

pipeline assets

THE INFRASTRUCTURE-FINANCING ANSWER

Anchor it in the social-versus-private-return gap: infrastructure benefits everyone but rewards the builder slowly, so
pure market finance under-provides it. Then lay out the toolkit — budgetary capital, PPPs with sensible risk-sharing,
asset monetisation, and the channelling of long-term institutional savings. Close on the discipline that makes it work:
an asset must be used to pay for itself.

FINANCING THE FUTURE IN ONE SCREEN

s [nvestment = saving + the foreign-capital gap = PPP works by assigning each risk to who manages it best

¢ FDI 15 pabent and brings more than money: FPI 15 foo tloose ' 'r_'i;'.|.5=i|r|a-"-'._ monebsation and pooled funds crowed incapital

o [nfrastructure’s social return exceeds its private return s Quantity of investment matters; so does its efficiency
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CHAPTER TWENTY - THE WIDER FIELD

India in the Global Economic Order

No economy of India's size develops in isolation. Trade rules written in Geneva, capital that moves across borders
at the speed of sentiment, and the institutions that govern money, development finance and commerce all shape
the room for domestic policy. This chapter maps the architecture of the global economy, the debate over

globalisation, and the stance a large developing economy takes within it,

| 20.1 The post-war institutions

Three pillars of global economic governance emerged from the mid-twentieth century. One institution was built to
safeguard monetary stability and stand ready to support economies in balance-of-payments distress. A second was built
to channel long-term development finance toward poorer countries, A third, evolving from a trade agreement into a full
organisation, was built to set and enforce the rules of international trade. Together they form the scaffolding within which
national economies interact.

Pillar Core mandate Why it matters to India

Monetary-stability Surveillance and crisis support for balance-of- A backstop and a source of policy

institution payments distress assessment

Development-finance Long-term lending for development Project and policy finance for infrastructure

institution and reform

Trade-rules organisation Negotiating and enforcing trade rules Sets the terms on tariffs, subsidies and
disputes

MULTILATERALISM

The conduct of international economic relations through shared rules and institutions in which many states
participate, rather than through bilateral deals or unilateral action. Its promise is predictability and a voice for smaller

players; its strain, in recent years, is the drift toward regional blocs and unilateral measures.

| 20.2 Trade: the gains and the frictions

The economic case for trade is the oldest in the discipline: countries specialise where they are relatively most efficient and
exchange the surplus, so that the total available to all expands. The frictions are equally real — trade redistributes as it
grows the pie, exposing some industries and workers to competition they may not survive, and raising hard questions
about adjustment, fairness and strategic dependence.
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COMPARATIVE ADVANTAGE

The principle that a country gains from trade by specialising in what it produces at the lowest relative cost — even if
another country is more efficient at everything — and trading for the rest. It is the engine of the case for openness,

and the reason autarky is almost always costly.

Trade toal What it does The trade-off

Tariff Taxes imports to protect domestic Shields industry but raises costs and invites retaliabon
producers

Quota Caps the quantity imported Protects more bluntly than price; breeds rent-seeking

Subsidy / incentive Lowers domestic producers' costs Can build capacity or simply entrench inefficiency

Free-trade Lowers barriers with chosen partners Expands markets but can divert trade and expose

agreement sectors

| 20.3 The globalisation debate

Globalisation — the deepening integration of economies through trade, capital, technology and people — is neither the
unalloyed good its champions once claimed nor the villain its critics allege. It has lifted hundreds of millions from poverty
and given developing economies access to capital, technology and markets. It has also transmitted shocks across borders,
sharpened inequality within countries, and exposed the vulnerability of long, thin supply chains. The mature position is
conditional: openness is powerful, but it must be paired with the domestic institutions that help workers and firms adjust.

HOLDING BOTH HALVES

Globalisation grew the global pie and pulied millions out of poverty; it also redistributed pain unevenly and made
economies more exposed to one another's troubles, An answer that only celebrates or only condemns it has missed
the point. The interesting question is how to capture the gains while cushioning the losers and managing the risks.

| 20.4 India's stance: open, but on its own terms

A large developing economy approaches the global order with a characteristic posture: it seeks the gains of integration —
markets, capital, technology — while guarding policy space for development and demanding a fairer say in the rules. In
multilateral forums it tends to speak for the developing world on questions of development finance, climate equity and
the asymmetries of the trade rules, while pursuing resilience through diversitied partnerships and a measured opening to
capital flows.

Seek the gains of ) Guard policy space Press tor fairer rules - Build resilience
ntegration



India in the Global Econamic Crder

THE GLOBAL-ECONOMY ANSWER

Frame India as an economy that is open and strategic — courting trade, capital and technology while protecting
room to develop and pressing for equity in the rules. Use comparative advantage for the case for openness, name

the trade tools and their trade-offs, and close on the conditional verdict: integration pays, but only when paired with

the institutions that manage its costs.

INDIA & THE WORLD IN ONE SCREEN
monetary stability, development finance, ¢ Globalisation grew the pie but spread pain unevenly

e India: open but strategic, a voice for the developing world

» Comparative advantage Is the case for openness s Resilience through diversification and measured capital

= Tariffs, quotas, subsidies, FTAs — each with a trade-off
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CHAPTER TWENTY-ONE - THE WELFARE ARCHITECTURE

Subsidies, Welfare & the Direct-Benefit
Revolution

Every state redistributes — the questions are how much, to whom, and through what machinery. India's welfare
architecture has long relied on subsidies that lower the price of essentials, and is now being rebuilt around direct
transfers of cash and benefits to identified individuals. This shift, enabled by a digital identity and a banked

population, is among the most consequential changes in how the modern Indian state reaches its citizens.

| 21.1 The economics of a subsidy

A subsidy lowers the price a consumer pays or raises the price a producer receives, with the state making up the
difference. Its purpose is usually protective — to keep food, fuel, fertiliser or credit affordable for those who could not
otherwise manage. But every subsidy carries costs: a fiscal cost to the exchequer, a distortion of the price signal that

guides efficient use, and — where it is poorly targeted — a leakage that sends benefit to those who do not need it.

Subsidy type Intended purpose Characteristic problem

Food Affordable nutrition for the poor Leakage, diversion and storage losses

Fertiliser Cheaper inputs for the farmer Distorted use and a heavy fiscal bill

Fuel Affordable energy Untargeted benefit to the better-off; price distortion
Credit / interest Cheaper borrowing for priority sectors Misdirection and weakened repayment discipline

MERIT V5 NON-MERIT SUBSIDIES

A useful distinction in any subsidy answer. A merit subsidy supports something with wider social benefit — basic
health, primary education, nutrition — where the case for public support is strong. A non-merit subsidy lowers the
price of a private good that mainly benefits the recipient, where the case is weaker and the distortion harder to
justify.

| 21.2 The targeting problem

The central difficulty of any welfare system is reaching the intended beneficiary and no one else. Two errors pull in
opposite directions. An exclusion error leaves out someone who should be covered — a real failure of protection. An
inclusion error covers someone who should not be — a waste of scarce resources. Tightening eligibility to cut inclusion

errors tends to raise exclusion errors, and vice versa; designing around this trade-off is the heart of welfare policy.
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What happens The cost
Exclusion A deserving person is left out A failure of the system’s core purpose
Inclusion An undeserving person is covered Waste of limited public resources

THE TRADE-OFF 15 UNAVOIDABLE

There is no targeting method free of both errors. Stricter tests reduce waste but risk shutting out the genuinely
needy, who often have the least documentation. A humane system errs, at the margin, toward inclusion of the

vulnerable — and pairs every eligibility rule with an accessible route to appeal a wrongful exclusion,

| 21.3 The shift to direct benefit transfer

Direct Benefit Transfer (DBT) rethinks delivery from the ground up. Instead of subsidising a commodity and hoping the
benefit reaches the poor, the state transfers money — or a precisely defined benefit — straight into the verified account
of the identified beneficiary. The leakage that plagued commodity subsidies, where benefit evaporated between the
warehouse and the household, is sharply reduced when the payment lands directly in an account that only the
beneficiary controls.

THE JAM TRINITY

The three layers that make direct transfer possible at scale: a bank account for every household, a unique digital
identity to authenticate the beneficiary, and maobile connectivity to bind the two together. Account, identity and
phone form the plumbing through which benefit now flows directly to the citizen.

Identify the Verify the identity - Transfer to the - Benefit reaches the
beneficiary account : citizen

WHAT DBT CHANGES AND WHAT IT DOES NOT

DBT attacks leakage in delivery with great effect, and it confers dignity by removing layers of intermediaries. It does
not, by itself, solve the prior question of who should be covered — the targeting problem remains — nor does it
reach those still outside the banking and identity net. Technology improves the pipe; it does not decide what should
flow through it.

| 21.4 Toward a coherent welfare state

The direction of travel is from a patchwork of price subsidies toward a more coherent system of direct support, in which
the state secures a floor of food, health, income and old-age security while letting prices do their work of guiding efficient
use. The unresolved debates are large and genuinely contested: how generous the floor should be, how it is financed,
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whether a broad income guarantee is wiser than a thicket of schemes, and how to extend security to the informal

majority who have no employer behind them.

THE SUBSIDY-AND-WELFARE ANSWER

Begin with the economics: a subsidy protects but distorts and leaks. Lay out the targeting trade-off between
exclusion and inclusion errors. Present DET and the JAM trinity as a decisive advance in delivery that nonetheless
leaves the question of coverage open. Close on the larger design choice — a coherent, dignified floor of security

versus a fragmented system of price supports — and take a reasoned stand.

WELFARE & SUEBSIDIES IN OME SCREEMN

e A subsidy protects but distorts, costs and leaks + Technalogy hixes the pipe, not the question of who to cover

e Merit subsidies are easier to justify than non-merit * The frontier; a coherent floor of security for all, including

» Targeting trades exclusion errors against inclusion errors the informal

« DBT + JAM slash delivery leakage and conter dignity
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READY RECKONER - APPENDIX A

Flagship Schemes at a Glance

An examiner rewards the answer that anchors an argument in a named intervention. The schemes below are
grouped by the economic problem they address, so that you can summon the right example the moment a
question turns to credit, food, jobs, formalisation or infrastructure. Treat outlays and coverage as indicative;

confirm the latest figures from the current Budget and the administering ministry before the exam.

| Financial inclusion & social security

scheme Core idea Why it matters for an answer

Jan Dhan (PMIDY) Zero-balance bank accounts for the The rail on which Direct Benefit Transfer runs; cite for
unbanked the JAM trinity

lan Suraksha (PMIBY / Low-premium life and accident cover Shows insurance-led security at the bottom of the

PMSBY) pyramid

Atal Pension Yojana Guaranteed pension for the informal Old-age security where no employer pension exists
worker

Mudra (PMMY) Collateral-free micro-credit in three The standard example for funding the unfunded
tranches micro-enterprise

Stand-Up India Bank loans for SC/ST and women Inclusion plus enterprise in one example
entrepreneurs
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| Food, farm & rural welfare

Scheme

Flagship SChemes at a Glance

Core idea Answer hook

PM-KISAN

PM Fasal Bima

e-MNAM

MGMNREGA

PM Garib Kalyan Anna

Yojana

PM-Kisan Maandhan

Income support to landholding farmers Direct income transfer as a substitute for price
distortion

Subsidised crop insurance Risk-pooling against a volatile monsoon

A unified national farm market online Market reform that attacks fragmentation and the
middleman

Guaranteed wage employment in rural The demand-side safety net and rural-demand

areas stabiliser

Free / subsidised foodgrain at scale Food security and the welfare-state argument

Pension for small and marginal farmers Old-age cover for the farm worker

DEPLOYING A SCHEME IN AN ANSWER

Never merely name a scheme. Use the formula scheme = mechanism ~—» outcome —» gap: "PM-KISAN transfers

income directly (mechanism), bypassing the leakage of price subsidies (outcome), though it excludes the tenant and

the landless (gap)." That single sentence shows knowledge and judgement.

| Industry, skills & formalisation

Answer hook

Make in India

PL! {Production-Linked

Incentive)

Skill India / PMKVY

Start-up India

GeM (Govt e-Marketplace)

ONDC

Raise manufacturing's share of GDP

Reward incremental output in priority
sectors

Short-cycle vocational skilling

Tax and compliance easing for new firms

Transparent public procurement online

An open network for digital commerce
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The headline frame for the industrial-policy
debate

Modern, outcome-linked industrial policy

Bridges the gap between literacy and

employability

Innovation and the formal-job engine

Formalisation and MSME market access

Democratising e-commerce away from walled

gardens
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Infrastructure, energy & the green transition

Scheme Core idea Answer hook

Gati Shakt A digital master-plan to coordinate Cuts the logistics cost that erodes
infrastructure compebtiveness

National Infrastructure A long pipeline of bankable projects Frames the investment-led growth argument

Pipeline

PM Surya Ghar Rooftop solar for households Decentralised renewable energy and the

subsidy debate

MNational Green Hydrogen Build a hydrogen economy The decarbonisation-of-hard-to-abate-sectors

Mission example

PM Gati & Bharatmala / Road and port corridors Connectivity as a multiplier on trade

Sagarmala

SCHEMES IN ONE SCREEN

® Group schemes by not By ministry e Outcome-linked design (PLI) is the modern template

» Pair every scheme with one e A named scheme + a number = an examiner’s tick

» JAM trinity links inclusion = delivery = su

a0
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READY RECRONER - APPENDIX B

Committees & Landmark Reports

Citing the committee that shaped a reform signals that you understand a policy as the product of deliberation

rather than decree. Use these as the institutional memory behind your arguments.

Committee / report Domain The idea to remember

Urjit Patel Committee Monetary policy Recommended the shift to flexible inflation targeting

Bimal Jalan Committee Central bank Framework for the RBI's economic capital and surplus transfer
FREM Review (N. K. Singh) Fiscal policy Debt as the primary anchor; a fiscal council; an escape clause
Vijay Kelkar (FRBM, G5T) Public finance Roadmap for fiscal consolidation and a clean GST

Rangarajan Committee Poverty Revised the poverty line upward after Tendulkar

Tendulkar Committee Poverty Defined the consumption-based poverty line widely cited
Machiket Mor Committee Financial inclusion Proposed differentiated banks — payments & small-finance

P. J. Nayak Committee Bank governance Reform of board governance in public-sector banks

Aghion / Expert groups Industrial policy Compelition and the cost of protection

U, K. Sinha Committee MSMEs Easing credit and the definition of an MSME

HOW TO USE A COMMITTEE

A committee name is a shortcut to credibility. "As the FREM Review Committee argued, debt — not the annual
deficit — is the truer anchor of fiscal health” is worth more than a paragraph of unsourced opinion.

ACCURACY OVER NAME-DROPPING

Only cite a committee whose central recommendation you can state in one clean line. A wrong attribution costs more
credibility than the citation earns. When unsure, describe the idea without the name.

)
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READY RECKONER APPENDIX

Indices, Reports & Where India Sits

Global indices are the currency of the evaluative answer: they let you benchmark India against itself over time and

against its peers. Know what each index measures and who publishes it; always verify the current rank near your

attempt.
Index / report Published by What it captures
Human Development Index UMNDP Health, education and income in one composite
Global Hunger Index Concern / Welthungerhilfe Undernourishment, child wasting and stunting, mortality
Global Innovation Index WIPO Innovation inputs and outputs across economies
Ease of Doing Business (legacy) World Bank Regulatory friction faced by a firm — now discontinued
Logistics Performance Index Warld Bank Efficiency of trade logistics and customs
World Happiness Report SDSH Self-reported wellbeing and its correlates
Global Gender Gap WEF Gaps in economic, political, health and education outcomes
Multidimensional Poverty Index UNDP / OPHI Overlapping deprivations beyond income
Inclusive Development Index WEF Growth that is broad-based and sustainable

THE INDEX SENTENCE

Use an index to open or close a development answer: "India’s movement on the Global Innovation Index signals a
deepening knowledge base, yet its Hunger Index standing warns that growth has not fully reached the plate." Two

indices, one balanced judgement.
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READY RECKONER - APPENDIX D

Bodies that Run the Economy

Mains answers gain authority when you place a function with the right institution. Distinguish constitutional bodies
(created by the Constitution), statutory bodies (created by an Act) and executive bodies (created by government

resolution),

| Constitutional

Body Role
Finance Commission Recommends the vertical and horizontal sharing of taxes
Comptroller & Auditor General Audits public expenditure; the guardian of the public purse
GST Council The federal forum that sets GST rates and rules
| Statutory
Body Role
Reserve Bank of India Monetary policy, the currency, banking regulation
SEBI Regulates securities markets and protects the investor
IRDAI Regulates insurance
PFRDA Regulates pensions
Competition Commission Polices anti-competitive conduct and mergers
IBBI Administers the insolvency and bankruptcy framework

| Executive / advisory

Body Role
NITI Aayog The government's policy think-tank; cooperative federalism
Financial Stability & Development Council Coordinates across financial regulators



= Conshitutional > Statutory > Executive In permanence = Place the function with the correct insttution precision

» RBI, SEBI, IRDAI, PFRDA = the four financial regulators earns marks

» GST Council = the model of pooled hiscal sovereignty
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ANSWER BANK - APPENDIX E

A Bank of Model Answers

Below are skeletons, not scripts. Each shows how to convert a demanding prompt into a structured, balanced

answer with a defensible verdict. Flesh each point with the data and schemes from the relevant chapter, and adapt

the structure to the exact command word in the question.

“Jobless growth is the central paradox of the Indian economy.” Critically examine. (15 marks)

SUGGESTED STRUCTURE

Introduction. Define jobless growth — output rising without a proportionate rise in employment — and flag the
structural transition underway.

Body. Argue across the dimensions below.

Way forward / verdict. Conclude that the paradox is real but not destiny: a manufacturing-and-services mix that
prizes labour absorption can reconcile growth with jobs.

» The paradox stated: high GDP growth alongside a falling or stagnant employment elasticity.
» Why it happens: premature shift to capital-intensive services; weak manufacturing absorption; automation.

» The counter-view: measurement gaps in informal work; quality versus quantity of jobs: the rise of self-employment
and gig work.

» Policy levers: labour-intensive manufacturing (PLI in select sectors), MSME credit, skilling, and formalisation.

Discuss how the JAM trinity has reshaped welfare delivery in India. (15 marks)

SUGGESTED STRUCTURE

Introduction. Identify JAM — Jan Dhan accounts, Aadhaar identity and Mobile connectivity — as the plumbing of
modern welfare,

Body. Argue across the dimensions below.

Way forward / verdict. Argue that JAM is necessary but not sufficient — technology must be paired with grievance
redress so that efficiency never becomes exclusion.

e The mechanism: a verified identity plus a bank account enables Direct Benefit Transfer.
» The gains: reduced leakage, the elimination of ghost beneficiaries, and faster, dignified delivery.
» The frictions: exclusion errors, connectivity gaps, and authentication failures at the last mile.

» The frontier: from cash transfer to a digital public-infrastructure stack spanning credit and commerce.
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“A fiscal deficit is not inherently bad; its quality is what matters.” Comment. (10 marks)

SUGGESTED STRUCTURE

Introduction. Distinguish the deficit's size from its composition — what the borrowing pays for.

Body. Argue across the dimensions below.

Way forward / verdict. Conclude that prudent deficits financing productive capital are a tool of growth; the danger
lies in persistent revenue deficits and a rising interest burden.

» The case for spending: borrowing to build capital assets raises future capacity and can be self-financing.
» The case for caution: borrowing to fund revenue expenditure mortgages the future for present consumption.

e The metric: watch the revenue deficit and the quality of expenditure, not only the headline number.

Examine the trade-offs India faces between growth and environmental sustainability. (15 marks)

SUGGESTED STRUCTURE

Introduction. Frame the tension between the right to develop and the duty to decarbonise, invoking common-but-
differentiated responsibility.

Body. Argue across the dimensions below.

Way forward / verdict. Argue that growth and sustainability are complements over the long run if India leapfrogs to
clean technology while demanding equitable global support.

» The growth imperative: energy access, industrialisation and the lifting of millions from poverty.
» The sustainability imperative: climate vulnerability, air quality, and the cost of inaction.
» Reconciling routes: renewable energy at scale, green hydrogen, energy efficiency, and a just transition for workers.

» Finance & equity: the role of climate finance, technology transfer and a fair global carbon budget.

“The GST is a good idea imperfectly executed.” Critically evaluate. (15 marks)
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SUGGESTED STRUCTURE

Introduction. Define GST as a destination-based value-added tax that subsumed a thicket of indirect levies, and state
the promise of 'one nation, one tax".

Body. Argue across the dimensions below.

Way forward / verdict. Conclude that GST is a structural advance whose promise is real but unfinished — execution,
not concept, is the work that remains.

» The gains: a unified market, reduced cascading, a digital trail that widens the base, and easier inter-state trade.

» The frictions: multiple slabs dilute simplicity; compliance burdens fall hard on small firms; revenue uncertainty strains
States.

« The federal dimension: the GST Council as a model of pooled sovereignty, yet a test of trust on compensation.

» The reform path: fewer slabs, smoother refunds, and the inclusion of remaining excluded itemns over time.

Examine the role of MSMEs in employment and the constraints they face. (15 marks)

SUGGESTED STRUCTURE

Introduction. Position MSMEs as the largest source of non-farm employment and a backbone of the informal
economy.

Body. Argue across the dimensions below.

Way forward / verdict. Argue that easing credit and compliance, while rewarding growth rather than smallness, can
turn the sector into a true engine of formal jobs.

 The contribution: output, exports and, above all, jobs at low capital cost.,
» The constraints: the credit gap, delayed payments, technology lag and the cost of formalisation.
» The policy response: collateral-free credit, a transparent procurement market, and a graduated path to formal status,

» The 'missing middle": firms that stay small to dodge regulation never reap scale economies.

Discuss the proposition that India's growth has been services-led and the implications for jobs.
(10 marks)
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SUGGESTED STRUCTURE

Introduction. Note the unusual leap from agriculture toward services without a large manufacturing phase.

Body. Argue across the dimensions below.

Way forward / verdict. Conclude that a services lead is an asset, but jobs require a deliberate widening into labour-
absorbing activity.

 The strength: high-value services and exports that punch above their weight.
» The weakness: high-end services absorb relatively few of the workers leaving the farm.

» The bridge: labour-intensive manufacturing and mass services to absorb the workforce.

“Monetary policy alone cannot tame India's inflation.” Comment. (10 marks)

SUGGESTED STRUCTURE

Introduction. Distinguish demand-driven inflation, which monetary policy can address, from supply shocks, which it
cannot,

Body. Argue across the dimensions below.

Way forward / verdict. Argue that price stability is a shared project — the central bank manages demand while the
government must mend supply.

» What rates can do: anchor expectations and cool demand-pull pressures.
» What rates cannot do: conjure onions, tame a monsoon failure, or build a supply chain.

» The complement: buffer stocks, trade policy and investment in supply alongside the policy rate.

READING THE COMMAND WORD

Match your verb to theirs. Critically examine wants evidence on both sides plus a verdict; Discuss wants a rounded
exploration; Comment wants a crisp, reasoned opinion; Examine wants you to probe assumptions. The structure
flexes to the command word.

Assess the contribution of the demographic dividend to India's growth prospects. (15 marks)
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SUGGESTED STRUCTURE

Introduction. Define the demographic dividend as the growth potential from a rising share of working-age
population.

Body. Argue across the dimensions below.

Way forward / verdict. Conclude that the dividend is a possibility, not a promise — it must be earned through
investment in people and the creation of work.

» The opportunity: a larger workforce, a higher savings rate and a widening market.

» The condition: the dividend is realised only with jobs, skills, health and education.

» The risk: without absorption, a young workforce becomes a source of strain, not strength.
e The clock: the window is finite and closes as the population ages.

“Financial inclusion is the foundation of inclusive growth.” Discuss. (10 marks)

SUGGESTED STRUCTURE

Introduction. Link access to formal finance with the capacity of the poor to save, borrow and insure.

Body. Argue across the dimensions below.

Way forward / verdict. Argue that inclusion is necessary groundwork, but it must mature from access into active,
productive use of finance.

» The channel: an account enables direct benefit transfer, savings and credit,
» The evidence: the JAM trinity has widened access dramatically.

» The caveat: access is not the same as usage; dormant accounts and last-mile gaps remain.

Examine the case for and against high import tariffs to protect domestic industry. (15 marks)

SUGGESTED STRUCTURE

Introduction. Frame the perennial tension between protecting infant industry and the cost of shielding inefficiency.
Body. Argue across the dimensions below.

Way forward / verdict. Conclude that selective, temporary protection can be defensible, but open competitiveness is
the surer long-run route to a strong industry.

» The case for: space for nascent industry, strategic autonomy and a check on dumping.
« The case against: costlier inputs, retaliation, and the loss of global-value-chain integration.
» The evidence: protection that never sunsets tends to breed permanent dependence.

» The calibrated path: time-bound, conditional support tied to competitiveness milestones,
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How can fiscal and monetary policy work together to stabilise the economy? (10 marks)

SUGGESTED STRUCTURE

Intreduction. Distinguish the two arms — the government's budget and the central bank's rate — and the case for
coordination.

Body. Argue across the dimensions below.

Way forward / verdict. Argue that stability is best served when the two arms are coordinated but institutionally
independent, each respecting the other's domain,

» Complementarity: fiscal support can revive demand while monetary policy anchors prices.
» Tension: loose fiscal and tight monetary stances can pull in opposite directions.
» The discipline: credible fiscal rules let the central bank focus on inflation.

“Infrastructure investment is the most reliable engine of Indian growth.” Critically examine.
(15 marks)

SUGGESTED STRUCTURE

Introduction. Define infrastructure broadly — transport, energy, digital and logistics — and state jts role as a
multiplier on every other sector,

Body. Argue across the dimensions below.

Way forward / verdict. Conclude that infrastructure is a powerful but not automatic engine — its returns depend on
coordination, usage and disciplined financing.

« The case for: a high fiscal multiplier, lower logistics costs, and crowding-in of private investment,
» The cautions: long gestation, financing strain, land and clearance delays, and the risk of under-used assets.
» Quality matters: coordinated planning beats scattered projects; an asset must be used to pay for itself.

« The financing question: blending public capital, asset monetisation and private participation.
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ANSWER CRAFT - APPENDIX F

The Diagram & Structure Toolkit

Marks are won in the architecture of an answer as much as its content. This toolkit gives you reusable openings,

closings and visuals so that under time pressure you build, never freeze.

| Four ways to open

Opening When to use Example move

Define-and-frame Conceptual questions State the term precisely, then the tension the question hides
Data hook Sectoral / quantitative Lead with a magnitude that frames the scale of the issue
Committee / report Policy questions Anchor in the body that recommended the reform

Paradox / quote Evaluative prompts Open on the contradiction the answer will resolve

| Three ways to close

Closing Effect

Way forward Signals solution-orientation; ideal for policy answers
Balanced verdict Shows judgement after weighing both sides
Vision / SDG link Elevates a local issue to a development goal

| Avisual for every theme

INFLATION — THE SPIRAL

Use a simple flow to show a wage-price spiral and the transmission of monetary policy:

Demand T —3 Prices T — Wages T — Costs T —3 Prices T again

FISCAL POLICY — THE MULTIPLIER

Show how a rupee of capital spending ripples through the economy:

41



Govt capex Incomes rise Spending rises Output rises

EXTERMAL SECTOR THE BALANCE

Sketch the balance of payments as two accounts that must net out:

Current account : + Capital account = Owverall balance

ANSWER CRAFT IN ONE SCREEN

» Skeleton first, prose second — always s Uncerline key terms to

=

Tax base

widens

— Heserves move

guide the examiner's eye

agram or flow per long answer « Budget your time by the marks, not by interest

» Open with a hook, close with a verdict
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REVISION - APPENDIX G

Rapid-Fire Revision One-Liners

The night-before sweep. Each line is a compressed concept — read them as triggers that unpack into a paragraph
in the exam hall. They are grouped by theme for quick recall.

| Growth & measurement

» 1. GDP measures output; GNI adds net income from abroad.

» 2, Real GDP strips out inflation; nominal does not.

e 3. Growth is quantitative; development is qualitative and distributional.
» 4, The GDP deflator is the broadest measure of economy-wide prices.

e 5. Potential output is the economy's non-inflationary speed limit,

» 6. Demographic dividend is a window, not a guarantee.

e 7. Structural transformation = labour moving farm — factory — office.
» 8. Human capital compounds; physical capital depreciates.

| Money, banking & prices

e 9, The RBI targets flexible inflation, with a band around a central point,
 10. Repo is the rate at which the RBI lends to banks.

» 11. CRR is held with the RBI; SLR is held in approved securities.

» 12, Open-market operations manage system liquidity.

» 13. Cost-push inflation comes from supply; demand-pull from demand.
» 14. Core inflation excludes volatile food and fuel.

 15. An NPA is a loan where income has stopped flowing.

e 16, Base effect can flatter or worsen a headline inflation print.

| Public finance

e 17. Fiscal deficit = total spending minus non-borrowed receipts.

» 18. Revenue deficit funds consumption; capital spending builds assets.

e 19, Primary dehcit removes interest from the fiscal dehcit.

e 20. Direct taxes are progressive; indirect taxes can be regressive.

e 21, G5T is a destination-based, value-added consumption tax.

e 22, The Finance Commission divides the tax pie between Centre and States.
» 23. Crowding out is when public borrowing squeezes private credit.

» 24, Tax buoyancy links revenue growth to income growth.

| External sector

e 25, The current account tracks goods, services and transfers.

93 dian Ecanomy - Mains Companiot



VEDAMTA COACHING ACADEMY & LIBRARY Rapid-Fire Revision One-Liners

e 26. The capital account tracks flows of assets and investment.

» 27, FDI is durable; FPI is footloose "hot money',

» 28. A depreciating rupee aids exporters and hurts importers.

« 29. Forex reserves are the buffer against external shocks.

» 30. A trade deficit is not a verdict; it depends on what is imported.
» 31. Twin deficits link the fiscal and current-account gaps.

e 32. Real effective exchange rate adjusts for inflation and trade weights.

| Institutions & reform

¢ 33. The Finance Commission is constitutional; NITI Aayog is executive.

« 34. SEBI guards the investor; the RBI guards the rupee.

# 35. The G5T Council shows sovereignty can be pooled, not lost,

e 3. The CAG is the guardian of the public purse.

» 37. An escape clause lets fiscal rules bend without breaking.

» 3B. Differentiated banks widen access — payments and small-finance banks.
 39. Insolvency reform turned 'exit’ into a credible, time-bound process.

» 40. Competition policy polices conduct, not merely size.

| Trade, growth & the future

» 41, Tariffs raise price; quotas cap quantity.

e 42, Global value chains reward those who plug in, not those who wall off.
» 43, Logistics cost is a hidden tax on competitiveness.

e 44, A just transition protects the worker, not only the climate,

» 45, Green hydrogen targets the hard-to-abate corners of industry.

e 44, Digital public infrastructure is a rail others can build upon.

» 47, Formalisation widens the tax base and extends worker security.

e 48. The demographic window closes; the time to use it is now.

USE THE ONE-LINER AS A SEED

In the hall, a one-liner is a seed: state it, then grow it with a cause, an example and a consequence. "FDI is durable,
FPl is footloose"” becomes a full paragraph on capital-flow volatility and policy response.
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REFEREMNCE - APPENDIX H

A Working Glossary

Define before you debate. These are working definitions in plain language — reproduce the gist, not the wording,
and always pair a definition with an example in your answer.
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Term Working definition

Appreciation A rise in a currency’s value against another.

Balance of Payments The full record of a country's transactions with the world.

Base effect The distortion in a growth figure caused by an unusual prior-year value.
Capital account The part of the BoP recording asset and investment flows.
Crowding out When government borrowing reduces credit available to private firms.
Current account The part of the BoP recording goods, services and transfers,
Deflation A sustained fall in the general price level.

Demographic dividend The growth potential from a large working-age population.
Disinflation A slowing in the rate of inflation, not a fall in prices.

Fiscal dehcit The gap between total spending and non-borrowed receipts.
Fiscal consolidation The deliberate narrowing of the fiscal deficit over time.

Inflation targeting A regime in which the central bank aims at a stated inflation rate.
Liquidity The ease with which an asset converts to cash without loss,
Monetary transmission How a policy-rate change passes through to lending rates.
MNon-performing asset A loan on which repayment has ceased for a defined period.
Open-market operations Central-bank buying or selling of securities to manage liquidity.
Primary deficit The fiscal deficit excluding interest payments.

Progressive tax A tax that takes a larger share from higher incomes.

Quantitative easing Large-scale asset purchase to ease conditions at the lower bound,
Repo rate The rate at which the central bank lends to commercial banks.
Revenue deficil The shortfall on the revenue account, financing consumption.
Seigniorage The profit a government makes from issuing currency.

Structural reform A change to the rules and institutions of the economy.

Twin deficits The coexistence of fiscal and current-account deficits.

96



VEDANTA COACHING ACADEMY &« LIBRARY A Working Glossary

Term Working definition

Value-added tax A tax levied on the value added at each stage of production.
Automatic stabiliser A hscal feature that cushions the cycle without new action.
Capital adequacy The buffer of capital a bank holds against its risks.
Counter-cyclical policy Policy that leans against the prevailing economic cycle.

Cess A tax earmarked for a specific purpose, levied on a base tax.
Disguised unemployment Where more workers are engaged than the task requires,
Elasticity The responsiveness of one variable to a change in another.
Externality A cost or benefit falling on a third party outside a transaction.
Forex reserves Foreign-currency assets a central bank holds as a buffer.

Gig work Short-term, task-based employment outside a standing contract.
Inclusive growth Growth whose gains reach across income groups and regions.
Money supply The total stock of money circulating in an economy.

Monsoon dependence The economy's sensitivity to the timing and spread of rain.
Public good A good that is non-rival and non-excludable in consumption.
Stagflation The coincidence of stagnant growth and high inflation.

Subsidy A government payment that lowers a price below its market level.
Tax buoyancy How responsively tax revenue grows with national income.
Terms of trade The ratio of export prices to import prices.

DEFINITIONS MOVE WITH THE REGIME

Some definitions depend on the prevailing policy regime — the inflation band, the FREM targets, an MSME
threshold. State the concept robustly, and verify any regime-specific figure against the latest official source.
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Chapter Revision Cards

One card per chapter — the irreducible core you should be able to reproduce from memory. Cover the page, recall
each row, then check. These are scaffolds; pour in current data before the exam.

B Growth & Development

MUST DEFINE Growth (quantity) vs development {quality & distribution)
DATA TO QUOTE Trend GDP growth; per-capita income; HDI components
THE DEBATE Is GDP a sufficient measure of progress?

NAME-DROP Demographic-dividend window

- National Income

MUST DEFINE GDP, GNI, NNP at market price and factor cost
DATA TO QUOTE Sectoral shares of GVA; growth by sector
THE DEBATE Are informal incomes adequately captured?

NAME-DROP Base-year revisions

MUST DEFINE From command planning to a cooperative think-tank
DATA TO QUOTE Plan vs market allocation of capital
THE DEBATE Has planning given way to outcomes and competition?

NAME-DROP NITI Aayog, cooperative federalism

- Money & Banking

MUST DEFINE Repo, CRR, SLR, OMO, the monetary base
DATA TO QUOTE Policy rate; credit growth; NPA ratio
THE DEBATE Has monetary transmission been complete?

NAME-DROP Flexible inflation targeting

| BB Planning & NITI
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BB nflation

MUST DEFINE Demand-pull vs cost-push; core vs headline
DATA TO QUOTE CPIl vs WPI; the target band

THE DEBATE Growth-versus-price-stability trade-off

NAME-DROP Monetary Policy Committee

_ Financial Markets

MUST DEFINE Primary vs secondary; debt vs equity
DATA TO QUOTE Market capitalisation; bank-versus-market financing
THE DEBATE Are markets deep enough to fund growth?

NAME-DROP SEBI, corporate-bond deepening

MUST DEFINE Fiscal, revenue and primary deficits

DATA TO QUOTE Deficit-to-GDP; capital-expenditure share
THE DEBATE Does the dehicit's quality outweigh its size?

MNAME-DROP FRBM, fiscal council

_ Taxation & GST

MUST DEFINE Direct vs indirect: destination-based VAT

DATA TO QUOTE Tax-to~GDP; direct-indirect mix

THE DEBATE Is the tax base broad and progressive enough?

NAME-DROP GST Council

- External Sector

MUST DEFINE Current vs capital account; FDI vs FPI
DATA TO QUOTE CAD-to-GDP; reserves; REER

THE DEBATE Is the rupee's level helping or hurting?

NAME-DROP Twin-deficit caution

| BB Budget & Deficits
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B Acriculture

MUST DEFINE
DATA TO QUOTE
THE DEBATE

NAME-DROP

MSP, procurement, market reform
Share of jobs vs share of output
Income support vs price support
PM-KISAN, e-NAM

Bl ndustry & MSME

MUST DEFINE
DATA TO QUOTE
THE DEBATE

MNAME-DROP

Manufacturing's share; the missing middle
Manufacturing share of GDP; MSME employment
Protection vs competition in industrial policy
Make in India, PLI

_ Services & Infra

MUST DEFINE
DATA TO QUOTE

THE DEBATE

NAME-DROP

Services-led growth; the logistics drag
Services share of GVA and exports
Can services be a mass job creator?

Gati Shakh

_ Poverty & Jobs

MUST DEFINE
DATA TO QUOTE
THE DEBATE

NAME-DROP

MUST DEFIMNE
DATA TO QUOTE
THE DEBATE

MNAME-DROP

Multidimensional poverty; inclusive growth
Poverty ratio; labour-force participation
Jobless-growth paradox

MGNREGA, MPI

B Sustainability

Just transition; common-but-differentiated responsibility
Emissions intensity; renewable share
Growth versus decarbonisation

Green Hydrogen Mission
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Distinctions Worth Two Marks

Prelims rewards precision and Mains rewards the candidate who never conflates two near-neighbours. Master

these pairs and you will never lose easy marks to a careless slip.
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The pair

Distinctions Warth Two bMarks

The one line that separates them

GDP vs GNI

Nominal GDP vs Real GDP

Growth vs Development

Fiscal deficit vs Revenue deficit

Fiscal deficit vs Primary deficit

Direct tax vs Indirect tax

Progressive vs Regressive tax

CPl vs WPI

Core vs Headline inflation

Inflation vs Disinflation

Disinflation vs Deflation

Repo vs Reverse repo

CRR vs S5LR

Bank rate vs Repo rate

FDI vs FPI

Current account vs Capital account

Appreciation vs Depreciation

Devaluation vs Depreciation

Trade deficit vs Current-account deficit

Revenue receipt vs Capital receipt

Plan vs Non-plan (legacy)

Subsidy vs Transfer

Money market vs Capital market

Primary market vs Secondary market
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Adds net factor income from abroad

Real strips out price changes

Development adds welfare and distribution

Revenue deficit funds consumption only

Primary removes interest payments

Direct cannot be shifted: indirect can

Progressive rises with income

CPl is retail; WPI is wholesale

Core excludes food and fuel

Disinflation is a slower rise, not a fall

Deflation is an actual fall in prices

Reverse repo absorbs liquidity

SLR is held in approved securities

Bank rate has no repurchase agreement

FDI is durable: FPI is footloose

Capital account records asset flows

Depreciation lowers the currency's value

Devaluation is a deliberate policy act

CAD also counts services and transfers

Capital receipts create liability or reduce assets

A now-retired expenditure classification

A transfer need not distort a price

Capital market is for long-term funds

Secondary trades existing securities
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The pair

Distinctions Warth Two bMarks

The one line that separates them

Share vs Debenture

NPA vs Stressed asset

Recession vs Depression

Microeconomics vs Macroeconomics

Demand-pull vs Cost-push

Recession vs Slowdown

MSP vs Procurement price

Open economy vs Closed economy

Hard currency vs Soft currency

Balance of trade vs Balance of payments

Tax avoidance vs Tax evasion

Ad valorem vs Specific tax

Capital expenditure vs Revenue expenditure

Gross vs Net {of depreciation)

Liquidity vs Solvency

Inflation vs Stagflation

FDI greentield vs FDI brownfield

Tariff vs Quota

Devaluation vs Revaluation

Public good vs Merit good

Recession vs Technical recession

GVA vs GDP

Wholesale vs Retail inflation

Currency in circulation vs Money supply
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A debenture is debt, not ownership

Stressed is a broader category

Depression is deeper and longer

Macro studies the aggregate economy

Cost-push originates on the supply side

A slowdown is positive but slower growth

Procurement makes the M5SP operative

An open economy trades with the world

Hard currency is widely accepted and stable

BoP is the full external account

Evasion is illegal; avoidance is lawful

Specific tax is a fixed sum per unit

Capex builds or acquires assets

Met subtracts capital consumed

Solvency is about net worth, not cash timing

Stagflation pairs inflabion with stagnation

Brownfield acquires an existing asset

A guota caps quantity, not price

Revaluation raises a fixed currency's value

A public good is non-rival and non-excludable

Two successive quarters of contraction

GDP adds net taxes on products to GVA

They can diverge sharply by basket

Money supply is a far broader aggregate
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The pair The one line that separates them

Bond price vs Yield Yield moves inversely to price

Fiscal policy vs Monetary policy Monetary policy is the central bank's domain
Repo vs MSF MSF is a penal, last-resort lending window

Cess vs Surcharge A surcharge is a tax on a tax, not earmarked
Excise vs Customs duty Customs applies to cross-border trade

Subsidy vs Cash transfer A transfer need not distort relative prices
Recession vs Recovery Recovery is the upturn after the trough

Stock market vs Bond market The bond market prices and trades debt
Inflation vs Reflation Reflation is deliberate stimulus after a slump
Tax base vs Tax rate Buoyancy can rise by widening the base alone
Capital account convertibility vs Current account convertibility India allows the latter fully, the former partially
Greenfield FDI vs Portfolio inflow Greenfield builds new capacity on the ground
Disinvestment vs Privatisation Privatisation transfers management control
Cyclical deficit vs Structural deficit The structural part persists across the cycle
Nominal anchor vs Real variable An anchor pins expectations, not real outcomes
Absolute poverty vs Relative poverty Relative poverty is measured against the median
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How Examiners Frame the Economy

Questions repeat in theme even when they change in wording. Recognise the underlying template and you can

pre-build a structure. Below are the recurring frames and how to attack each.

The recurring frame What it really tests Your attack
"Growth vs equity” Whether yvou can hold a trade-off in Show the tension, then a both-and policy path
balance
"Reform X: assess” Knowledge plus judgement on a named Intent — design — outcome — gap
reform
“Is India ready for ¥?" Structural readiness of the economy Strengths, gaps, and a calibrated verdict
"Role of institution 2" Institutional literacy Mandate, tools, achievements, limits
"lobless / inclusive Distribution beneath the headline number Define, evidence both sides, propose levers
growth”
"Federal-finance Centre-State fiscal relations Finance Commission, GST Council, autonomy vs
friction” uniformity
"Global shock & India” External linkages and resilience Channels of transmission, then the buffers

PRE-BUILD YOUR SKELETOMNS

For each frame above, draft a reusable skeleton in advance — an opening line, three body axes and a verdict style. In
the hall you then fit the question to a skeleton rather than inventing structure from zero.

THE UNIVERSAL EVALUATIVE STRUCTURE

Context (why it matters now) — Thesis (your stand in one line) = Evidence both ways (data, schemes, committees)
—+ Synthesis (a calibrated verdict and a way forward). This single spine carries the majority of Mains economy

guestions.

STRATEGY IN ONE SCREEN

&5 repeat; pre-buiid keletons for each nstitutions, schemes and data are yvour evidence

y vour verb to the command word » Fit the questhion to a structure, never freeze

1 ¥ v iy Tal |
svants balance petore verdict
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A Data Pack of Ratios Worth Quoting

An answer gains authority from the right kind of number — a ratio that frames structure rather than a figure that
dates instantly. Memorise what each ratio means and why it matters; fill the current value from the latest
Economic Survey, Budget and RBI releases before your attempt.

What it signals Why it earns a mark

Tax-to-GDP The reach of the fiscal state Frames the capacity-to-spend debate
Fiscal-deficit-to-GDP The borrowing stance The anchor of any fiscal-policy answer
Debt-to-GDP The stock of past borrowing The truer measure of fiscal sustainability
Current-account-to-GDP External balance Signals reliance on foreign capital

Investment-rate (GFCF/GDP) The economy's capacity-building Links today's capex to tomorrow's growth

Savings rate The domestic funding base Determines how much investment is self-financed
Credit-to-GDP Financial deepening Shows how well finance reaches the real economy
Manufacturing share of GVA Industrial structure Central to the jobs-and-Make-in-India debate
Agriculture: jobs vs output share Structural imbalance Captures disguised unemployment on the farm
Labour-force participation Who is actually in the workforce Reframes the unemployment headline
Incremental capital-output ratio Efficiency of investment Lower is better — more output per unit of capital
Forex-reserves (import cover) The external buffer Months of imports the reserves can fund

QUOTE THE RATIO, NOT A STALE LEVEL

Prefer "the investment rate must climb several points to sustain high growth" over a precise figure you may
misremember. A correctly framed ratio shows understanding; a wrong number undermines it.
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Economy Themes for the Essay

Economy Themes for the Essay

The best economy preparation pays a second dividend in the Essay and in interview. Each theme below pairs a one-

line thesis with three axes you can develop into paragraphs, balancing evidence with humane judgement.

THEME 1 — GROWTH MUST BE FELT AT THE BOTTOM TO BE WORTH THE NAME

e Aggregate growth versus lived improvement
» Distribution, mobility and dignity
» Schemes as the bridge from data to plate

THEME 2 — TECHNOLOGY IS A LEVELLER ONLY IF ACCESS IS UNIVERSAL

» Digital public infrastructure as opportunity
» The divide of connectivity and skill

* Inclusion as the condition for the dividend

THEME 3 — A NATION'S WEALTH 15 ULTIMATELY ITS PEOPLE

» Human capital over physical capital
» Health and education as investment

 The demographic window and its close

THEME 4 — PRUDENCE AND COMPASSICON ARE NOT OPPOSITES IN A BUDGET

» The quality of a deficit, not only its size
» Capital spending as future welfare
= Targeting that protects the vulnerable

THEME 5 — SUSTAINABILITY IS THE TRUEST FORM OF SELF-INTEREST

« The cost of inaction exceeds the cost of action

o A just transition for the worker
s Equity in the global carbon budget
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THEME 6 — MARKETS NEED RULES TO SERVE THE MANY

« Competition versus concentration
e Regulation as enabler, not obstacle

e Trust as economic infrastructure

THEME 7 — FEDERALISM IS THE ARCHITECTURE OF INDIAN DEVELOPMENT

» Cooperative versus competitive federalism
» Pooled sovereignty in the G5T Council
» Fiscal autonomy and national purpose

THEME B8 — RESILIENCE IS BUILT BEFORE THE STORM, NOT DURING IT

» Reserves, buffers and fiscal space
« Diversified trade and supply chains
» Institutions that hold under stress

THEME 9 — WORK CONFERS DIGNITY, NOT MERELY INCOME

¢ The jobless-growth paradox

» Quality versus quantity of employment
» From welfare to enablement

THEME 10 — THE INFORMAL 15 NOT THE INVISIBLE

» Where most Indians actually work
e Formalisation with a human face

e Security without crushing the small
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Reading the Survey & the Budget

Two documents anchor the year's economy preparation: the Economic Survey, which diagnoses, and the Union
Budget, which prescribes. Read them as an examiner-ready set of arguments and numbers, not as a wall of figures.

| The Economic Survey — what to extract

Look for Why it matters

The chosen theme Signals the government's framing of the year's economic story
Sectoral diagnoses Ready-made structure for sector questions

Policy Ideas floated Often previews the direction of reform

Charts and ratios The legitimate numbers to quote in answers

| The Union Budget — what to extract

Look for Why it matters

The fiscal-deficit path The headline stance of fiscal policy
Capital-expenditure thrust Signals growth-versus-consolidation priorities
Major scheme allocations Evidence of where intent meets money

Tax changes Direction of the direct-indirect mix

TURN A DOCUMENT INTO ANSWERS

For every chapter in this companion, lift one current number and one current policy move from the latest Survey
and Budget. That single habit converts static notes into a live, exam-ready answer bank.

A NOTE ON FRESHMNESS

This companion teaches the structure of the economy — concepts, debates and craft that change slowly. The Survey
and Budget supply the current flesh. Read them together; the skeleton here, the year's data there.
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Sector Snapshots

A one-screen profile of each major sector — its structural fact, its central tension and its policy frontier, Use a
snapshot to open any sector answer with confidence.

AGRICULTURE

STRUCTURAL FACT  Employs a far larger share of workers than its share of output, a sign of disguised unemployment.
CENTRAL TENSION  Assured prices and food security versus market efficiency and farmer income.

POLICY FRONTIER From price support toward income support, market reform and value chains.

MANUFACTURING

STRUCTURAL FACT  |ts share of output has long plateaued below ambition, the heart of the jobs debate.
CENTRAL TENSION  Protection and scale versus competition and efficiency.
POLICY FRONTIER  Qutcome-linked incentives, logistics reform and integration into global value chains.

CENTRAL TENSION  High-value services versus broad-based job creation.

POLICY FRONTIER  Widening from elite services to labour-absorbing, digitally enabled services,

BANKING & FINANCE

STRUCTURAL FACT  The transmission belt between savings and investment, periodically strained by bad loans.
CENTRAL TENSION  Credit growth versus prudence and asset quality.

POLICY FRONTIER  Cleaner balance sheets, deeper bond markets and disciplined governance.

EXTERNAL SECTOR

STRUCTURAL FACT  An economy increasingly woven into world trade and capital flows.
CENTRAL TENSION  Openness and competitiveness versus resilience to global shocks.

SERVICES
STRUCTURAL FACT  The growth engine and the export star, yet a narrower creator of mass employment.
| POLICY FRONTIER  Export diversification, stable capital flows and an adequate reserve buffer,
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ENERGY & INFRASTRUCTURE

STRUCTURAL FACT  The platform on which every other sector's productivity rests.
CENTRAL TENSION  Growth and access versus the imperative to decarbonise.

POLICY FRONTIER  Renewables at scale, green hydrogen and a coordinated infrastructure push.
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Mini-Cases for Application

Concepts harden into skill only when applied. Each prompt below is a compact application task: read the situation,
then state the concept it tests and the line of argument you would take. Use them as flash-drills in the final weeks.
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The situation

MIni-Cases for Application

Concept tested & the line to take

1. A government borrows heavily to build
highways and parts.

2. Onion prices spike after unseasonal rain.

3. Foreign portfolio investors exit suddenly

during a global scare.

4, A small firm refuses to grow to avoid
regulatory thresholds.

5. Inflation is high while growth is weak.

6. A state complains its tax autonomy has

shrunk post-reform.

7. Rural wages stagnate despite strong GDP
growth.

8. A bank's bad-loan ratio climbs sharply.

9. The rupee weakens against the dollar.

10. A welfare payment fails to reach a genuine

beneficiary.

11. A scheme transfers cash directly rather

than subsidising a price.

12. Manufacturing investment clusters where
logistics are cheapest,

13. A central bank raises rates to anchor

expectations.

14. Two states compete to attract the same
factory.

15. A young population enters the workforce
faster than jobs appear.

16. A firm pollutes a river while producing
cheaply.

Quality of the deficit — Capital spending can be self-financing through
future growth and a wider tax base.

Cost-push / supply shock — Monetary policy is near-powerless; buffer stocks
and trade policy are the right tools.

Hot-money volatility — Reserves and a flexible exchange rate cushion the
shock: FDI is the durable alternative.

The "'missing middle' — Graduated compliance and growth-linked incentives

can unlock scale economies.

Stagflation — The classic policy dilemma: supply-side repair matters more
than demand management,

Fiscal federalism — Pooled sovereignty in the G5T Council trades autonomy
for a unified market.

Jobless / uneven growth — Growth has not been labour-absorbing;
demand-side nets and skilling are levers.

Asset quality / NPAs — Resolution frameworks, recapitalisation and
governance reform are the response.

Exchange-rate effects — Exporters gain, importers and external borrowers
lose; the net effect depends on structure.

Exclusion error — Technology must be paired with grievance redress so
efficiency never excludes,

DBT versus price subsidy — Direct transfers cut leakage and distortion but

require identification and accounts.

Competitiveness — Logistics cost as a share of GDP is a decisive drag or
advantage.

Monetary transmission — Effective only if banks pass the change through to
lending rates.

Competitive federalism — Can spur reform, but risks a race to the bottom on
incentives.

Demeographic dividend at risk — A window that becomes a burden without
job creation and skilling.

Negative externality — The social cost exceeds the private cost; regulation
or pricing corrects it.
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The situation

b ni=-Cases for Application

Concept tested & the line to take

17. Savings are high but private investment is

sluggish.

18. A country runs both a fiscal and a current-
account deficit.

19. A new tax simplifies many levies into one.

20. A region shifts from coal jobs to solar

installation.

21. A bumper harvest sends crop prices

crashing for farmers.

22. A government widens the tax net by
digitising transactions,

23. Capital flees to safety during a global
interest-rate rise.

24, A scheme reaches the landed farmer but
not the tenant.

25. A city's growth is throttled by congested,
costly logistics.

DRILL. THEN BUILD

Animal spirits / crowding — Confidence, demand and the cost of capital

must align to revive investment.

Twin deficits — The two gaps can reinforce each other and pressure the
currency.

Value-added taxation — Reduces cascading and unifies the market, but slab

design shapes fairness.

Just transition — Decarbonisation must protect the worker, not only the
climate.,

Price volatility / inelastic demand — Procurement, storage and value

addition cushion the income shock.

Formalisation — A digital trail widens the base and improves buoyancy over
time.

Capital-flow reversal — Adequate reserves and credible policy limit the
contagion.

Exclusion / targeting — Design must recognise tenancy and the landless to
be truly inclusive.

Infrastructure as a multiplier — Coordinated infrastructure lowers costs and
unlocks productivity.

Run these as timed drills: ten seconds to name the concept, thirty to sketch the argument. Speed of recognition

under pressure is exactly what the exam hall rewards.
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The Exam-Day Protocol

Knowledge is now in place; the final marks turn on execution, This protocol is the routine to run before, during and

after the economy paper so that nothing is lost to nerves or mismanaged time.

| The week before

CONSOLIDATE, DO NOT CRAM

» Sweep the revision cards and one-liners daily; they are your recall triggers.
e Lift the latest one number and one policy per chapter from the current Survey and Budget.
¢ Rehearse the universal evaluative structure until it is reflex.

» Write at least one full timed answer a day to keep the hand and the clock in sync.

| In the hall

Read the verb Sketch a 0 with a Argue both Close with a
— — ik — —_ - :
skeleton hoaok Ways verdict

TIME IS THE SCARCE RESOURCE

Budget minutes by the marks, not by your interest in the question. A complete answer of moderate depth beats a
brilliant half-answer that ran out of time. Leave a line of space to add a point if time allows.

THE MARKS-MAXIMISING HABITS

» Underline key terms so the examiner sees your structure at a glance.
» One diagram or flow per long answer — it signals clarity and saves words.
* Name one scheme, one committee or one ratio in every answer.

» Always reach a reasoned verdict; fence-sitting rarely scores.
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After each answer

MOVE ON CLEANLY

Do not relitigate a finished answer in your head; it taxes the answers still to come. Trust the structure, turn the page,

and give the next question the same disciplined treatment.

THE PROTOCOL IN OME SCREEMN

» Consolidate in the final week: never cram » Budget time by the marks

» Read the command word before anything else « Verdict, diagram, and a named example in every answel

» Skeleton hirst, prose second ¢ Finish, then move on without looking back
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Twelve Maxims for the Economy Answer

Distil everything in this companion into twelve working principles. Read them on the morning of the paper; let

them set the temper of every answer you write.

MAXIM 1

Define before you debate — you cannot critique what you cannot state.

MAXIM 2

Structure beats brilliance; a clean skeleton always scores.

MAXIM 3

Balance first, verdict second — weigh, then judge.

MAXIM 5

Name a scheme, a committee or a ratio in every answer.

MAXIM &

Quote the ratio, never risk the stale absolute number.

MAXIM 7

Match your structure to the command word, not your mood.

MAXIM B

Place each function with its correct institution.

MAXIM 4
One diagram or flow per long answer earns its space.
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MAXIM 9

Pair every strength with its honest limitation.

MAXIM 10

Budget your minutes by the marks on offer.

MAXIM 12

MAXIM 11
Finish each answer; a complete moderate answer beats a brilliant fragment.
| Conclude with conviction — fence-sitting rarely scores.
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Vedanta Coaching Academy &
Library

You now hold a complete arc — concept, data, debate and exam craft — across fourteen
chapters and a full reference toolkit. Knowledge is the foundation;
is what converts it into marks. Revise the one-liners often, rehearse

the model structures until they are reflex, and walk into the hall to build, never to freeze.

Write with clarity. Argue with balance. Conclude with conviction.




