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- Proportion

O Ratio is a comparison of two o If two ratios are equal they are O Itisapower game.. al=1d
similar attributes in same units. said to be in proportion. O Properties : |og\j‘:- b
I 4=
[_7 : ‘ R?tio :7] o Each pair of ratio should have 1. % =av o Always assume base to be 10.
| 1 b .c®_ . bio
L\® S R ] same units. 2% a'g~a o Loga+logb=log axb
Multiplier | asa bridging | Comparison & - P Fis T a _g*
l | element (_ - Pronrt‘on 3 % ies O loga-logb= Iogg
ey e b B OSIBENL T ) i e T DR : 4, (axb)r’ =a‘xb° o logl=0
: Mean Third Fourth (a+b) =a“+b° 9
o Types of ratios:(a: b) Proportion Proportion Proportion (a-b)y #a°-b° © mlogn = logn”
. Zis e =) e 1
1. Duplicate a“:b’ 8 3 (?J =€u O logt = Tggs
: = et S e 2 1 -

2. Sub dupl. Ja: b b= Ja? b 6. a®=c-—+a=¢ O laiasX
3. Triplicate a°:b® O Product of means= Prod of extremes ;

] . 5[ B O Properties of Proportion {a:b} 7. a”=a"then Base same o Phe
4.Sub Tripl. Ya:b P P ; e power equate Type no.
5. Compound (a:b,c:d)-»axc:bxd 1. Invertendo E - —;— | 8. P:awerb— same base - equate Type /19 times

: : B a®=c’—a s
6. Continued »a:b:c(a:b,b:c) 2. Alternendo = 3; 2 6 ikt e, Type -1x 227695
= . —==R, AN
7. Inverse -»b:a 57 Compongnip '6; H; a'"0 i
ol a- _C- =
4. Dividendo = = 10 (a) i
a+b c+d

5 Componedo & dividendo 5 = 3
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General Form

I variable ax + b = 0
2 Variables ax + by + ¢ = ¢
3 Variables ax + by + cz +d = 0

To get unique solutions
No. of equations = No. of Variables

a; by <y

(Infinite Solution)

(Unique Solution)

(No Solution)

Quadratic Equations

General Form

o= axithx+c=0

o ifa&pareroots then,
xt—(a+pB)x+af =0

b
Sum of roots (@ + ) = —=

Product of roots (aff) = SI
C

The roots can be found out using,
. —b+Vb?-acq
r=——
] 2a
Nature of Roots depends on D = b2 — 4q¢

(a) D<0 Roots are imaginary

(b) D=0 Real and equal

(c) D=0 and perfect square number real,
distinct (unequal) and Rational
(d) D>0 and NOT a perfect square real

distinct and Irratinal

Y& VIDHYODAY
,—%’)f!f_—‘ VIDHYA KA UDAY

Cubic Equation

General Form
ax3+bx?4+cx+d=0

3 -b
Sum of roots (a + f +y) = =2z

—d
Product of roots (aBy) = 73

Champions aTeT Chart
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Solving the inequation

Use logics
: E Signs of inequality
. 2% <

- Knock out in objective
Graphical Methog***

questions: Algebra
Right values - satisfy S.01 Ignore the sign of inequality ® Divide / Multiply with a negative
= lculat : no. ; change sign of inequality.
Wrong values - not satisfy Put x=0 & calculatey, point (0, y) ' {
Put y = 0 & calculate x, point(x, 0) _ ® Always change both sides
S.02 Plot the points from S.010n the graph, ® Brackets
Draw straight lines.
S.03 If line passes through (0, 0) If it does not pass through (0, 0), —l
() ] e
intin th :
Put any point in the form(x, 0) Put (0, 0) Open Closan e /Y
If satisfy -Shade towards If satisfy -Shade towards ;: ’
If not -Shade against If not - Shade against (2:1’3) [2,3] {2, 3} P
N : S 2v 2v
S.04 Shade the common region ; comrlnon area for all the inequations. 2% 3 3y
Feasible Infeasible
Bounded Unbounded

Champions 9TeiT Chart
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Time Value Of Money

DR BT o e A

A UDAY

© 5. = pxrxt
100
O A= P+Sl.
1 S.Iisnot3awr!
S.l.is always calculated on
principal.

2 Sl is constant for every year.

3 If Q. is g9t assume it to be of S.I.

4 Nature of r, t should be same

5 Time Scale & + P&

!

\\\ Compound Interest/

© Intereston Interest.
© Cl=S.1

- © For the first period

Cl =51
© A=Px(1+i)"
o CL=A-P

O Nature of r & t is always same.
Always focus on factor.

© Higher the compounding higher
the amount.

O Time scale & x &I

© WDV =H.V.x (1 -1i)

© Doubling Period formula
T=0.35+ .5rE

© Tripling Period formula

0 1m.amn
T=0.35+ oo

Build Your Career with Best Built Infrastructure

E.l.={w% g FI factor-1}x100

O Always assume
t=1 year

O Nature of r & t should be same.

Three types of Questions

l ! !
El v Cil o Compare
Cake =2 EL=72

Fy.ie (0201

\ Annuity J

! I A
F.v. P i

& J°
S 4

} I+ factp.;f“%"ﬁ‘ﬁmes GT

© Due : Starting ﬁ‘d‘nﬂoday -

ans. x (1+i-),_,n-_,_ff__,. :

L
b -V 4
' S

B RSN

o Bul[x;amdunt
A

' ‘
TS ST 13T FHA HE TET
P.v. F.v.

© 3 conditions for annuity.

- Fixed Time Interval
- Fixed Instaliments
- Regular Payments

Champions 9TelT Chart
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;i Permutatwn & Combination compauial

Events : P&C n Z,fl
And > x 0'=1 T n, r - positive integers

Or -» + l 1

\ Permutation | ' Combination

[t is all about arrangement, order matters. It is about selection order does not matter

s n = no. of objects £ n! ity 8
n-r! r = objects taken at a time

cl'

(n-r)ixr! r!

! ’ iy ! o

Restriction Always Together Repetition Circular Division Properties Geometry All or None

@l restriction = Always make abox = Ifobjectsare = (n-1)!ways. Total objects! 3 = Diagonals o
A gedt 38 Wl = Count box as one repeated then, group ka! R S j
then focus on element & permutate. [l IX @& = Necklace ' : e, Taking allf or
the rest. Also arrange inside object repeat etc. ¥ 2. PasCal's law ag}_' l\?-_ o
the box. 3a4 factorial & Sgrocs A objecti.e.r
divide &2t 1 same @l : Rertfer 1 S o atatime
=M1t : -
= Never together 5e aa%.l A divide. < collinear points.
= For distn *
_person !

For2® % » For>72
elements: elements:
‘Total - use logic
~ always
. ¥ Jrogether
Or L5
ni=1) (0= 2)leeie anes

Clmmplons qredl Chart



Sequence & Series

" Arithmetic Progression -

0 Itis about adding the constant no. to the first term
& again,

0 Everyno.ls A.M, of its previous & succeading no,

O First Term=a common difference = d
0 Varloty -1 series ; given value of term = 7
Thnua+(n1)d
o Varlety -2 series : given value = given  n=7?
O Variety - 3 series : given sum =7
o 5n -gtur] or guu*(n- r)d)
o Variety -4 series : glven sum = given no,?
O Variety -6  if two non consecutive term are glven;
Tm- Tn
d‘ A
m-n
O Variety - B E lmnrtton of A.M.'s between two no.'s rosulta
inA.P. % W
ge \
=9 Vlrw Sum's machine -qivon Tcrmm?

L " o
: iy ‘EJV

Have you heard About Our Holi Event "RANG De”

}

o Geometric Progression

O Itis about muntplyingmcomnm,
0 Every @?ﬂeﬂ ofmpmdm&
.a__-:_-_.Fi__ m«uommrm-r :

VIDHYOD

VIDHTYA KA U

[
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Relations Function

1

] |

v v

Types Basics

Reflexive “Ew e:‘\ R is not F but every
A={1.2.3} FisaR
={{L1}2.2)(3.3)}

i =R
ES L S s on:’; ered pairs
— Expression — 0
' uld have same first
-‘l

1

¥
|

L A 4
Roaster ot

1
(1"
.

Symmetric

A=§123}

R={(1.2)(2.3)

: 2 -k - 23)3.2)

j i s IS 1 : € to Many a..!kR then b.a«:R
elements in a set nen Aisin

(Listing) Builder

z W
8 -
»

Domain = pre image

?1
1= [ |
|~ —

)

(1]

| -

1]

No. of subsets =27 Egui tSet:n (A) = 5 : , Transitive

Proper subsets =2 ) N\ Lo ‘ A={1.2.3}
. Power Set - Setof all R={{1.2)(2.3)(1.3)}
subsets. ) v & a,be R & b.c= R then,
ac= R

SYRY T
= Equivalence

Many to Many

7

Champions €I Chart




Six Basic Rules of

Differentiation

'l u) el d { § \
(l\'(\ i A ¥l e

| ol

(a™) = a"log.n (constont) 0

ilx oy

" " s l’ ,

.hl' Bkl «hl 0gx3 \

TTE

il
Nt | {elx)) = cl'(x) ¢ belng constant,
s

For Two Functions

M N { { o
()= 1(x) Jv) ( (O] [ (/)] Lo ()]
(Swmn /i erence of function) (il oy iy

o { ol
M) fn) gl rhlr’l('ll ”\ilhf.f.'i\”|.'H\}“,‘|f(-‘)|'

(Mroduct of functions)

&

1
O e (100) 100 i (100

[(x) il
h> 1 i
x' )l () )

gly) 1
(et fent aof fineticon)

hiv)

B Basic Rules of
Integration

\nll

| xMelx g b ¢, 1n o |

| ofx ¢ b eosineef Ty w [ xPdx

o X
[ oy I ¢
1]
x
| logx - ¢
\
ae
| a*da b ¢
lop,.a

Integration By parts
1)

Juvdx » uf vdx = [ |£d\' - [ vdx| dx

.'"‘“(\)'/'(\)ldl a*f(x) ¢

/ i'c(.:)}"‘ logf(x) + ¢

./— VIDHYODAY
/;::. VIDHYA KA UDAY

o

Definite
Integration

b
J f(x)dx = F(b) = F(a)
a
b'ls called the upper limit and 'a'the lower limit of (ntegration.

Important Properties of Definite Intergal

1] il

J f(x)dx I FGx)dx

i jl

b ¢ b

Il(\)rl\ I f(x)dx - I f(Ddx,a<c<b
i 1] y

i

n
Jl(r}rl\ ] fla = x)dx

na o

whenf(x) [ (a -+ x) I [ (x)dx n I"(\)I!\

a i

l!(\)n’\ ;!I;(\)n'\ {f f(=x)m= f(x)

(1} [t}

I.f(\)u'\ O tf f(=x) [(x)




.dirllg-'ecoding '

Learn by Heart

Squares

12 = 1,22 = 4,32 = 9.____upto 25%> = 625

Cubes
13 = 1,23 =8,3% = 27 upto 15> = 3375

Alphabet Position Chart

ey e L B

Colp - Eff Faf G| H o 1l 0 | K Uy M
T T e e e e SN EEaay .
X | W viul T s | R mOY P O N
IR SRS S S NN AE—————— S 4y
26t 23] 22| 21 (20| 19 | 8§ 17| 18| B

N

VIDHYODAY

VIDHYA KA UDAY

- What is "Method of Difference"?
Questions: 2, 5,12, 27, 54, 97,7 b

Mod—2_5_12_27_54_97[160]
3 7 .15 2743163
4 8 12 16 20

Lo S l
 Ans. - 160 i

Thumb Rule of Position

Alphabet Forward Position +
Alphabet Backward Position = 27

Example: Position of "I"
Forward Position = 9.
Backward Position = 27 -9 =(18)

What is N Backward Position?
27-14=

Champions d@Tell Chart
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gles & How to Calculate Distance?
N
NW

N
NE
45°
NE 90°
E E
W <

Direction ‘lest

Basic 8 Directions

Sw SE

2R,

AB=./(5+2)2+ (3 + 4)2

Anti Clockwise Clockwise B =49 + 49 = 72

Shadows base questions

1
|}
Morning E Evening
N ; N
o ' w E r s t : T‘
l
i
& > <+ - Shadow <« —P Sun | Sun < —» Shadow
:
]
1
l : !
S : S
:
1
b ;

Champions 9T Chart
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<
3

i |
e s ;
b . In Linear Arrangement | Circular Arrangement

a5 People Sit Facing North |
;;_'; 3 | 4 People 5 People 6 People
‘- T race |

(AT Fe o] LY |

\L Back ‘

& A E & & @

In the above arrangement Note : Spacing between any two person should be same.
» B & A are to the left of C.
A

< D & B are to the right of C.
» B is immediate left of C,
» There are two persons between A & D,

» D is third to the vight of A, A is Diametrically opposite to E, H to D ..... and so on

G is second to left of E.

G is third to right of B.

Champions ey Chaet
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Blood Relations

ot Gender Representation , Different Relationship Levels | a Sample Family Tree

£ e s (a) Mother (b)Sister = Brothor ‘ ' | A resmomssmsere (] |

32 ' [ ] —»  Male l | TR

g 3 o e |

¢ : Daughter i T

Lo d p % [ I C Ny )] P I

g ‘ ( W —_— Female

{ ¢) Grand Mother (dIaUnt ——————
Als a Grand Father of F F

|
& — Spouse | l N;lm ‘ B is a Mother of C 8 D
‘ C): | Cis a Sister-in-Law of E
F is a Nephew of C
L RS Siblings l ] ' A is a Father-in-Law of E 5
’ Grand Daughter - ‘ 7 C & D are siblings -

D & E are Spouse

Champions gT&T Chart
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Moanln?
Limit

Maaning

Singular
(Data Sclence)

* History
I Franch
2. Itallan
d. Garman
4, Latin

Statistigue
Statlsta
Statlstie

Status

«Limitations
I, Aggragation

2. Cortaln assumptions

4. Random sampling
4, Quantitative Data

History's
ations

Primary

v Flrat time

v Acournle
Plural v Tallor made

(Collection v Raliable

of data) l

et DTGRP VIOW

! ! !

Direct Telophone  Indirect
(oneto (surveys) (mccidents)
one)

et Maril Questionnaire

(Speak Asia)

—p Enumerators
=T

. Observation

bt

Secondary

v Sucond time

v | eus ncourate
v Not customlsad
rallable

l

= International
Reports
(WHO)

v LoBs

e GOvernment
Reports
(NSO)

Quasi-
Government
(NCERT)

——

/@5 VIDHYODAY

,‘:hg = VIDHYA KA UDAY

Representation
of Data

/

Analysis of

Data

!

Textual

v Unpopular

v Difflcult to
Intarpret

v Time
consuming

!

Tabular
v Proferrad Mathod
v Raprasented in
table format
v Parts of tablo:
* Tnblo no,
* Stub
* Hending
* Sub-heading
* Caption
* Body of the table
* Footnota

{

Graphical
s |Line chart
v 2-0
v Discreta
variable
* Bar chart
v 2D
Continous
varinble
* Pla chart
v 1-D
v Angla
Amount of
sagmeant

Total amount

Misc. terms &
Formulae /

No. of class Intervals
v No. of class Intarvals
Maz. - Min.
Class Length
v Y of relative frequency
Class frequency
Total fraquency
v Frequency Density
Class fraquency
b B

« A6

Champlons STET Chart




Central ‘Iendency

&

Quantitative
Average

e —

- AM 26M2HM ~ Relationship :
- Mode:3md-2x
o-X = 3(ma-X)

«GM = JAMX HM

sum
Average formula= ——

no
Sx K Tim
n ' ST A

Properties

A.M. is the most popular
measure of CT.

. Sum of deviations from A.M.
is always 0.

> X-X=0

.Combined A.M. can be
calculated.

X, 11, +X:n:
n: +nN:

. Mean can be calculated using
assumed mean formula

R:A+Zd

n

. A.M. can not be
represented graphically.

> (X-X)' =minimum

« GMis best measure of CT
for ratios & percentages.

« Formula Individual
1
(axbac );
Discrete
(e, A )\ 1
(X—XX'Q' .X7) %

Continuos
(M, M, T2 HEF

Positional
Average

arfed Property
A of origin ¥
A of scale v
Aof sign v

= Used for variables having
reciprocal relationship

Formula
Individual

HMm o= (e
Tl 1

Xl X2 & xn
Discrete
M= 2R
M 1 5 2 fn
AL
HM= e 2 8
f1 P f2 fn
ml m2 m,

araH sirea= () is imp

HM is the reciprocal of AM

Combined HM
nl+n2
Eonilee Sn?
HM1 HM2

Individual
9L ¥ HIel, 39T H wrel, s H S aen

4t median

Discrete

Sy
S.0l—=
2

S.UIL; #t Locate =it in C.F.

$.03 3w aren is median

Continuos
S.01 follow discrete

N e
S.02 M=14 {,,27, ,];.,,

Md is not affected by extremities
of the observations

Sum of absolute deviation
from median is minimum.

Z|‘\‘— amd | = minimum
Calculated through Ogive.

Partition Values

Value = {ol‘derxl' e }E]u. term

14/10/100

CheeE PR

Quartiles Deciles Percentiles

Best for open’ end classification

Individual
Most repeated no.

Discrete
No. with highest frequency

Continuos

Find out model class & use.
Formula :
MO =1 +[’ ol ]~h

=8 e ol P Pl

It is not uniquely defined.
Calculated using Histogram.
Mode
Uninzlodel Bim(;del Muitimlodel

Champions 91eT Chart
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Measures of Dispersion

aarfed Property
A of origin

A ofscale ¢
A ol sign  *

[Measures of Dispersion] “Second order of averages”

Absolute MOD

Relationship Between MD, QD & S.D.
4 S.D.=5MD = 6QD {4,5,6 wees wageae @ wal) I

Relative MOD

= If frequencies of
all observations
are same, count
them only once,

= M.D. from
Median is
minimuim,

{

Range

Max Value - Min
Value = Range

¥ easiest &
quickest
to calculate
dispersion,

l

Q:-Q,

Q.D. =
, 2

* It is best suited
for open end
classification
as itis based
on middle 50%
values

* Also called as
semi inter
quartile range.

l [ T

Standard

Devlation

-

ZT)F)“EF Coeff. Of M.D. Coeff of Range Coeff of Q.D. Coeff of variation
S.D. = |40 00 _
' ax - Mi SIS
L . 0100 - Max-Min _ 0, = Q- 00 =222 %100
xlxuullxlun Max +Min Q| +Q| X

SD.= _Z__X; _(2)4

! Coeff of 0.D. *Itis used to

S.D.= (s
: (slgma) b measure
S._I.)' -:fﬂnnce - 9__ x 100 consistency
\/v.'u'i;mcu =8.D. d
= For first n natural
no.'s I l

b
S.D. = \/l‘..'_l :
12 5

[ Decision rule : Lower the better.

If frequencies of all
observations are same,
count them once only.

S.D. between 2 no.'s

fa-
tein

» Combined S.D.

. [miai+d)+ndaiedi)
n:+ns

d, irz -f,

= fuid Champions @TeT Chart




Probability

\"“r

Y@% VIDHYODAY

;==\\ﬂ/¢:r~.. VIDHYA KA UDAY
‘-—h‘f'—'—

Fav.

P{A)
Total

Currently, Students from 29 States are studying at Vidhyoday

Qdds in favour =m : n

Odds in against =n :m

PlA)e-" PlA) =
m+=n m+n
[ I i
ICoins 2Dice Cards
ey sl 3
HHH| ((1.1).... 52
HHT | (1,6) e |
HTH B'T“dz_;’,‘
RA L1 | Peken
| o 2
1:r (28) | y13131313
1_ H : club spades
THT | (6.1).... N |
HTT (6 G)] }{ DCS
Hearts
Diamonds

b

Terminology

Exp, = a@ aswen
Random Exp =
outcome is not know
Exhaustive
Union =1

= W g\

Equally likely = s
auay P(A)=P(B)
Mutually Exclusive
o =0
P(ANB)=0

Sure event

P(A)=1

Impossible Event
P(A)=0

Dependent = formula
P(ANB) = P(A) x P(B/A)
Independent

audl =P (A)xP(B)

<

N

Mostly combination
(balls, cards,
committee, geometry
figures etc.)

Fav.
Total

Fav = with

restrictions

Total = w/o restriction

* Nothing but weighted
avq.

* E(x)=3 px

* Sum of probability = 1
2p=l

* Ay bracket {1 X # s
expression ® o
change x.

» Properties:
E(x+y)=E(x) E(y)
E(Kx) = KE (x)

E(x+y) = E(x)/ E(y)
E(xxy) = E(x) x E(y)

+ Variance

E|X-e(X)]*

NN

Venn
Diagram
1) AUB=A+B-ANB
2) ; ANG e =8
v v
Dependent Independent
AxB
3)0nly A
A-ANB
4)0Only B
B-ANB
5) AnB
=AUB=1-AUB
AUB = 1 — P(AUB)
B) AuB
AnB=1—-=P(AUR)
7) A"
1- A
8) B*

1-B

Probability of A when B
has already occurred
P(A/B)
P(ANR)
P

For e.g.

P(A/R)
PANE)

P(B)

1 — P(ANRB)
L — P()

e

Champions aT&T Chart




oretical Ditribut ion

!

ginomial

Given by James Bournouli
(Discrete Distribution)

i CYTCELYISAE : Future | PM wtn
Finite Independent
Trials Events

Probability
Mutually
Exclusive Events
Properties = fer

Mean = np
. Variance = npq
. Mean = Variance
. Biparametric B(n, P)
. n
. Max. Variance = +-
. Mode =(n+1)xp
|

o gl

“

Decimal Integer
Ignore Decimal; Bimodal:
Unimodal Case Ans, Ans-1

7. Combined binomial Distribution
P(x+y=r )="""ZC,)'CP')(Om'w‘r

V]dhyodayi.hq_

: Ty, AT
Y@% VIDHYODAY
- ‘(ﬁ::; VIDHYA KA UDAY

-

Gin?" by Simon Poission
(Discrete Distribution)

Plx=r) € "X m

g Applicability g
' P—o0

np—infinite
{Flight Example}

Properties : Six - Sense

1. mean = np
2. variance = mean
3. Uniparametric
(only m is parameter)
4. mode = nxp
|

Decimal Integer
Ignore Decimal; Bimodal:
Unimodal Case Ans, Ans-1

5. B.D. can be approximated with P.D.

6. Combined Poission Distribution
P(x+y=r)’:e-{mlomzl ;m1+m2r
r!

}

Given by Carl Gauss (Continuous Distribution)
Also called Gaussion distribution

RGeS
=76

1. It is bi-parametric X-N (p,07)
2. It is bell shaped curve.

3. It is symmetrical around mean.
4. Standard Results:

H+0=68.30%, M+20=95.50%, H+30=97.70%
Fix Rate free, Shine Life Life, Shine Shine Raven
5. Points of inflexion
pto
-0
6. 4,5, 6 =@ agm &’ ‘g2,
4.5.D.=5 M.D. =6 Q.D.
7. Standard Normal Variate
p=0 o=1
. Quartiles
Q,=p-0.6750
Q.=p
Q,=p+0.6750

0o

Normal Curve

Champions ATl Chart
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Scatter
t Diagram

of correlation & not
degree of correlation

= Five Diagrams

1; r=+ve
e
\ r =-ve
i r=+1
\ =l
@ r=0
i’ = Correlation of Straight

line is always +1 or -1.
F It depends upon the

= Equation of a Straight
Lineisax+by=c

= Proportion --> decides
1 or not
direction --> decides +
or -

Online Classes Separately from Our studios.

= It only tell us the nature

direction between x & y.

|

Rank
Correlation

n= no. of observations.
d = difference of ranks

= Sum of difference of
ranks is always 0.

= [f ranks are exactly
opposite thenr =-1.

= Even if ranks are
reversed, it remains
same.

= If there is negative
no inside the root,
ris going to be
negative.

m = no. of observations
compared =n - 1.

¢ = no. of concurrent
deviation (+'s)

i3 Cov(x,y)
0,0,

nIxy - LxEy

Jm‘:x “(Ex)* JnZy? -(ZyY

Cov(x.y)

_IX-0-)

n

Cov (X.Y) desides the nature
of correlation -

-l<r<+1
n is a pure no. (unit free).

Coefficient of determination =
1- r? (Unexplained variance)

0.675V1-r*
n

PE=

Product Moment
correlation (nick name) ;
Useful for variables having Champions
only linear relationship. dTAT Chart




@a1fed Property
A of origin
A ofscale v
A ofsign v

Regression
Equations

Properties

1) Regression lines intersect each other at (X -Y)i.e.
i mean. (K.0.)

2) Correlation coefficients is GM of regression coefficient.

« Unliker, it tells us the exact increase in price of y if x
is increased or vice versa.

= There are two equations : R
r=./b, xb_
1. Y on x —to calculate y.

2. X ony — to calculate x. A
Y 3) The product of regression coefficients should be = 1.

b, xb, <1

. Ynnx-—>Y—‘7=hyx[X-X]
X-X

X on y— X-X=bxy(Y-Y)

4) If one coefficients is greater than unity the other should
be less than unity.
5) byx, bxy & r are all of same sign.
Bl a g oX 6) Reg_re_ssion lines are made using least squares
oy deviation method.

7) Wmaf¥d| Property : A of origin x A of scale v A of sign v

. byx:t‘g_%{i (= e v e &)

Popular Questions : 8) r=0regression lines are perpendicular, if r + 1, lines

1 Lines=given slope=7? will coincide.

2 Lines=given r=7? 9) wguE BH ?

3 Slopes=given r=? S.01 Calculate Py &b, =1

4 Lines=given mean=7? By assuming one line as
5 qEEE EE ? Y on x & anotheras xon y.

S.02 CheckifVb, xb_<1

S.03 Yes — assumption is true.
No — opposite is true.

Champions 9Tell Chart
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CY value, when B.Y value is assumed to be 100. E.qg.

Sensex (1978-78) IndeXx no. is a pure no.

v
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INDIAN CONTRACT
ACT, 1872

| .

OFFER" "~ & P

|'\ 2

« signify willingness « when assen
proposal

I
i
[ r signified on
|
* to obtain assent ‘
1

|
' \
| |
! to another |
| = to do / abstain J
‘ |
| |

ROMISE ' i _AGREEMENT'. | CONTRACT 'f

| !

» Agreement

t + Promise / set of
enforceable by law

promise
« forming consideration « creates legal
+ may not create legal obligation
obligation
SR . J

| * To Public at Large

= [Carlil v. carbolic
smokeball co.]

:
!
l J

« To specified
person

» [Boulton v.
Jones]

» Exchange of - Conditional - Continuing /
identical offer Acceptance open offer
= No Binding - Offer accepted + Open for
Contract subject to Acceptance
modification over period of time
D i

ESSENTIAL OF VALID OFFER

——o Legal Relation
Legal relation must be created

| Certain, Definite, Not Vague
No contractual relationship if
indefinite / vague

|« Communicated to offeree
Must be communicated_
[Lalman Shukla v. Gauri Dutt]

——e Assent
must be obtained

.. Conditional
Can be subject to T&C

—* Not contain term non-compliance of
which would amount to acceptance

—= Specific / General
made to public at large / specified person

—e Exfpress / Implied
offer can be in words or by conduct

L, Invitation to offer

Terms proposed for negotiation
+ Act precedent to offer

« Can be converted into offer

—= Given bytperson to whom offer is made
General offer : Accepted by anyone
Special offer : Accepted by specific person

e Absolute & unqualified
[Neale vs Merret]

.« Must be communicated
Conditional acceptance # Acceptance.
[Brogden v. Metropolitan Railway Co ]

—* Prescribed Mode
If mode prescribed Acceptance in that mode

Communication of offer
[Sec 4]

%

Complete

When comes to knowledge of offeree

—— Time
If mentioned : within specified time
If not : within reasonable time

—* Mere Silence Not Acceptance
[Felthouse v.Bindley] E

By Conduct / Implied Acceptance
——=o - Modes other than verbal / written

Communication of Accepteance
[Sec 4]

%

Complete

When comes to knowledge

When put in course of
of the offeror

transmission by the offeree

Anytime before it is accepted by offeree

Legal »mar #

“Revoked anytime before communication of
Acceptance is complete as against the offeror"

Anytime before it comes in knowledge of the offeror

\%

Legal wma #

“Revoked anytime before communication of
Acceptance is complete as against the offeree”

Simply Best Commerce Institute in Central Indiz
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ON THE BASIS OF VALIDITY
® s

€ - N T e JHC—TD

« Good in substance

Subsequent
« Law forbids

Non fulfilment = Colinfer
« Enforceable at

Notice of L
Revocation 0;::}1?;?: Death / Illegality g D - SN
Insanity R s by law the option of to be made « Unen forc‘ea ble due
essential aggrieved party to technical defects
* When consent —

ESSENTIALS OF VALID CONTRACT £ emens Not Free

< Other than Section 10 ] ( Section 10 ] » ON THE BASIS OF FORMATION

Two Parties Agreement
* Offeror & Offeree + Promise or set of promises forming consideration
= Natural / legal person

+ [ State of Gujrat v. Ramanlal S Co. ]

Free Consent
= "Consensus ad idem” — " some thing in same sense”
= Electronic means

Legal Obligation - Consent _pree ()
* Social / Domestic Agreement — Not enforceable L2 >
+ [ Balfour v. Balfour] Coercion, Fraud, Mistake Undue Influence, + Terms expressed « Came into existence by = Not actual contract
Misrepresentation in writing / words = Action « Resembles a contract - Also known as cyber
ther Earmalities in certain cases Capacity of Parties = Conduct * Nointention of parties contract, mouse click
= Major, Sound mind, Not disqualified by law => Course of Dealing + Imposed by Law contract etc.
» Tacit Contracts (Silent)

+ Contract—Written / Verbal

» Ex: Insurance —written contract
Consideration

* "Quid Pro Quo"— “Something in Return®
» Right / interest/ Benefit OR Loss/Responsibility suffered

Certainity of Meaning
* Must be certain
= Not to be indefinite / vague

Lawful consideration & object

B - Notlawfulif Immoral, Prohibited by law,
Fraudulent, defeat provision of Law, opposed
to Public Policy.
Executory

Possibility of Performance

*Terms —capable of performing

*Agreement to do impossible act —+not enforceable L Not expressly declared void
* Not Illegal / Void + Consideration in form of act or forbearance + Consideration in form of Reciprocal Promise
* No obligation pending on part of parties (mutual promise to do / not to do)

— * Tobe performed in future ——

) TYPES OF CONTRACTS
fe \ On thelﬁasis of 3 ! i
iy FORMATION PERFORMANCE - Ry

* Valid Express
* Executed
: :::abl « Implied ey * one party performed duty * abligation pending on part
G 9 * Quasi * other party’s obligation of both the parties
e * E-Contract outstanding

* Unenforceable

Study from National Level Faculty at \ndhyadéy
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SUIT BY THIRD PARTY TO CONTRACT

INDIAN CONTRACT
ACT, 1872 |

Contracting Parties
1u Party ZM party

Type of Contract

—Trust Settler Trustee

3rd party

Beneficiary

Family member not
included in Contract

—Family Settlement Family member Family member

* When at the desire of Promisor « Promisee or any other person

] Family member
* Has done or abstained (Past), does or abstain (Present), Promises to do or abstain (Future)

~—Marriage Contract Family member Femnale member

—Assignment First party Assignor Assignee
Such act / abstinence / Promise — Consideration
—+Est?pp-oel by Acknoyladgemens Giver Receiver Beneficiary
of Liability T
: : —Covenant Running with Land Seller Buyer Successor of seller

Legal Rules — Consideration ; _ B Wl

~Agent First party Agent Principal

M M‘— - 3 3 F

.« Bad Bargain

'« Something in return need not be
Need . equal to something given
|-=te not be - If consent free — cannot be void, ,

— - At the desire. = If at desire of 3rd party —

' of Promisor Not a consideration
+ [Durga Prasad v. Baldeo]

Validity of Agreement without Consideration

T | Adequate just because consideration is e
\ inadequate General Rule : Agreement without consideration — Void But — certain exceptions
H + Stranger t ideration v’ ¥
o gl Prortr::seg Stran:e: t: zz::!ra::a"mn : ; :
or any other / * : .
person » [Chinnaiya v. Ramaiyya] Must not be « Example : Paying ¥ 10,000 to Natural Love & Affection Sec 25 (1)

performance of ; -
| | whatoneis | policeofficerto ,

M._

. . i i « Sec 185: No consideration necessa
. legally bound investigate crime — Nota Near relationship Yy
=iExecuted = consistsin ' to perform valid consideration * In writing LI e RNy,
— : can performance [ AR e L .
Consideration Executory — consists T Registeredundertaw Completed Gift Sec 25 (1)
in promise 2 ‘

V\‘ + Real (Something, to which law
.\ Consideration / Fitaches ylyf)
R ©  * Not lllusory (not physically /

| legally impossible) * Services rendered voluntarily for Promisor

L ' Consideration - Past/Present/ Future
\

Compensation for past

voluntary services Sec25(2)

+ “No Consideration - No Contract”
Do not Apply

LG el = R

* Promisor intended to compensate Bailment

opposed to Public policy

Doctrine of Privity of Contract

* Private relation exists between the parties.
« “Stranger to contract cannot sue”

* Only party to contract can sue.

+ EXCEPTIONS—Suit by third party to contract

Time Barred Debt Sec 25 (3)

* Promise in writing
« Signed by person or his agent to
pay time Barred Debt

* No consideration required to
effect contract of “Gratuitous
Bailment” (Free #)

Charity

* Promisee takes Liability
« On promise of person to contribute to Charity
+ [Kadarnath v. Gorie Mohammad]

Did You Know that Faculty at Vidhyoday produced Three Times All India Rank 1in CS.



INDIAN CONTRACT
ACT, 1872

NOT DISQUALIFIED BY LAW

Persons disqualified

THER ESSENTIAL ELEMENTS OF CONTRACT

g . 2 T B e A t ..,:‘.A
EE‘Qreign Sovereign < *_A_llen Enemy;= @ _Comncts £ {_ Insolven
Major
Sound Mind
\ ' Consent is Free, when not caused by l
Not disqualified by Law L 1 | .
; g Coercion Undue Influence Fraud Misrepresentation Mistake
 (Mohari Bibi v. Dharr ' (Sec 15) (Sec 16) (Sec 17) (Sec 18) (Sec 20, 21, 22)
~ (Mohari Bibi v. Dharmo Das Ghose) \—/
No Ratification after attaining majority \ ' VOIDABLE VOoID

+ Void agreement can never be ratified

Beneficiary
* Minor—not competent to contract
—Can take benefit out of contract

COERCION

Partnership Sec 30 Ll
* Cannot be partner — can belnt s
admitted to benefits =~

Can always plead minority LY Agent
* Rule of Estoppel cannot be applied RELATING « But not liable to principal for his acts
* Even when falsely represented majorty TO MINOR'S

Liability for Necessaries Sec 68 Cannot bind Parent / Guardian
- No Pe,syonal liability, only his AGREEMENT + Parents liability —when child act as
property liable an agent for them

+ 2 conditions -
« Goods reasonably necessa Joint Contract
i : Y » Minor + Adult —Adult Liable

= Not have sufficient supply + [Sain Das v. Ram Chand]

Committing / threatening to commit any Act Near Relation between 2 parties

(Forbidden by IPC)

Unlawful detaining / threatening to detaln any

property

Intention : to cause person to make agreement
" Effect:1 Contract voidable

Effect : 2 Benefit received to be restored

Proceed from party to contract }Not

» One of them is position to dominate

+ Person Deemed to be in position to dominate:-
1. Real & Apparent Authority (Father - Son)

2. Fiduciary Relationship (Trust) (Husband - Wife)
3. Mental Distress (Doctor Patient)

4. Unconscionable Bargain (Unreasonable)

+ Effect: 1 Contract voidable

Subject must be other Effect: 2 May be set aside by court

contracting party

Contract by Guardian
= *Within competence
*On minor's behalf —for benefit of minor

Surety
« Contract of Guarantee

Debtor.is minor
E surety (Adult) is liable
to third party
Torte Commission of Following act:- %
« Civil wrong (ex: Defamation etc) » Liable 1. Factsuggested— knows, not true %

Shareholder

*» Only in case of —Transfer / Transmission, minor can

* be shareholder + -of fully paid up shares
E- through lawful Guardian

- ém&aﬂ, with his connivance
f party to contract

for torts + Not liable for breach of contract 2

. Active concealment of fact

3. Promise made without intention of
performing

4. Other act filled to deceive
PERSON OF SOUND MIND  SEC 12 5. Any act declared by Law — as Fraud
. ‘ Effect:-
usually unsound mind occassionally sound mind usually sound mind occassionally unsound mind

V 1. Contract voidable

2. Sue for dama
» Make contract, when of sound mind 5

+ Not make contract, when of unsound mind

Build Your Career with Best Built Infrastructure



INDIAN CONTRACT |

ACT, 1872

& VIDHYODAY

=R7— VIDHYA KA UDAY

(Caveat Emptor : Let the
buyer beware)

i b

|| Mere silence
i astoFacts —Not Fra

ud.

P

Fiduciary relationship, Insurance Contracts,
Marriage contracts, Family Settlement, Share Allotment

MISRPRESENTATION

- Representation of fact which is not true but
_beleives to be true
ade without intention to deceive
using other person to make mistake of
ibject matter
' :1 Repudiate Contract

2 Sue for Restitution

3 Cannot Claim Damages

CONTRACT NO DABLE

Contract not voidable if party had means of
discovering Truth.

( MISTAKE

ling abf t different subject matter

reign Law : Excusable
wn Law : Not excusable

Silence amounting to Fraud Fraud / Misrepresentation Enters into contract in ignorance of Fraud

» Had means to discover truth
» Did not cause consent of party

LEGALITY OF OBJECT & CONSIDERATION

Sec 23 : Consideration is said to be unlawful

Forbidden by Law
= Act punishable under any statute or prohibited

Defeat provisions of Law
« Intention of Parties — to defeat provision —
Court will not enforce it

Fraudulent
« As per section 17

Consideration defeats any Rule for the
time being in force in India

Consideration involves injury
* Harm to person or property of another

Consideration Immoral

Consideration opposed to Public Policy

|
1

Trading with enemy

Traffic relating to public offices

+ Agreement with person from country,

» Interferes appointment of best qualified
at war with India — VOID

person — VOID

Stifling Prosecution

I
l

Agreement to create monopolies

- Agreement to drop proceeding in consideration
of amount — VOID

+ Abuse of Justice

- Exception :- Consideration for compoundable
offence

Marriage Brokerage Agreement

* Void
+ Marriage Bureau — only provides information,

Maintenance & Champerty Thus, not covered under this

l

1 Unreasonable Bl
2 Motive : Malicious

» AgrgémentiValid except : Interference with course of Justice

+ Agreement with Judicial officer to act
partially / corruptly — VOID

Interest against obligation

« Do something against his duty

Consideration Unlawful in part

|

* 1or more objects— Part of single consideration
» Single object— Part of several consideration
\_‘_-_-—.__.__._/

VOID AGREEMENTS s
By Incompetent q 5 Consideration / eement In restraint of marriage
Parties Bilateral Mistake object unlawful without consideration (except Minor)
In restraint of Trade Restraint of Legal "
Meaning Agreement Wagering Todo
(except Sale of proceedin
Goodwill & Partnership)  (except Arbitragtion) uncertain D ehevicn Apspnant Impassihle Ats

WAGERING AGREEMENT

+ Promise to pay money / money's worth
* Nointerest in event

Transaction similar to wager

+ Conditional on uncertain event + Win or lose

. & —————

Lottery

* Game of chance

Crossword Puzzle & competitions
Speculative Transaction

+ Settlement of difference between Contract price
& market price

Horse Race Transaction

Chit Fund Share

Market Transaction

+ Delivery of goods / shares — Not wager
Game of Skills / Athletic Competition
Contract of Insurance

+ Type of Contingent Contract — Valid

Faculty Teaching at Vidhyoday produced Three Times All India Rank 1in CA




¥

Contracts ends LE boumndto

v

No

DErTOTnEnRcE

per '—"— 2]

ASSIGNMENT

— Not responsible for non performance
™ Doesn't loose his rights

<>

Unconditional, at proper time & place,
Reasonable opportunity for inspection

of party to perform
@ — Terminate contract
=

If continue, indicate by
words/conduct

T RS ST e, R

VIDHYODAY

VIDHYA KA UDAY

Liability of Joint Promisor

Death of all
the }9&:1‘..

Represantative of Deceasad Represantative of Deceased's

Survivors can claim Pérfc’.'*na. nce can Jointly claim performance

TIME & PLACE FOR PERFORMANCE

. ° L]
© MNofime ' Time specified g | Promiseeistc | performance after
st y. ¥ g v mn“ & T o o i X
. specified ;  [Certain Day] l sy ""d_ ""l 5 S 'h&ml mﬂeml
°
<2 s ; Promisor apply Duty of promisee S -
within During usual < S Valid if Promisee
Reasonable Time Business Hours foc a‘ﬁp;l:;nwt mast::::l:'zrace accepts

Performance of Reciprocal Promise (mutual Promise to do / not to do)

* Promisor .
need not Promisor
perform unless Order of who has to
Performance

Promisee perform 1st

—Fails

- If ﬁxﬁe: e‘;n that order -+ Party prevented\ » Cannot claim performance
* Not : As per nature make contract claim compensation - Liable to pay compensation
of transaction voidable for loss o ¥

Have you heard About Our Holi Event "RANG De"



INDIAN CONTRACT
ACT, 1872

When When » Not voidable ;
Time is Time is not + Promisee can claim
essential essential compensation for loss

y INITIAL
/" IMPOSSIBILITY

/-/- Impossibility existing at time of
4 contract
. Fact of Impossibility
% 1. If known to parties— Void Agreement
% 2. If unknown to parties—Contract Void
\\3. Known to Promisor only—Promisee
%, can claim compensation

h
\\

SUBSEQUENT
IMPOSSIBILITY

« Becomes impossible after entering
into contract

. Also known as supervening impossibility
or Doctrine of Frustration

« Parties discharge from further
performance

« Contract it becomes void.

4

= e e E———————————

ALTERNATIVE
PROMISE

RECIPROCAL
PROMISE

Certain things

T

v ¥
Legal lllegal One branch Legal One branch Illegal
V:li d Vt d Can beenforced  Void Agreement

@l e IS Deror - I rerorriates |

+ Adjust as per express « Creditor applies at his discretion « Applied in order of time

intimation + To any lawful debt actually due

Or
implied circumstances

Even time barred debt can be adjusted

s VIDHYODAY

=R/ VIDHYA KA UDAY

® L

| Rescission | Remission <

 Novation &
Acceptance of lesser
fulfilment of terms

» Substitution of New Substitute New Contract + Cancellation of Contract
Contract for old for old « No new Contract

- Old Contract discharged Terms can be altered not
contracting parties

VOID AGREEMENT
CONTRACT
BECOMES VOID

VOIDABLE
CONTRACT

v

Person rescinding contract

Person who received
advantage

v

Restore or Compensate
forit

Restore ber&ﬁt Received

_‘

G

=

% 3 A ESu oy '
¥ ’Effg_ct of NEgIECt:‘ - Promisee — Not provided reasonable facilities for performance
\ of Promisee =~ - Promisor — excused by such neglect / refusal

el TR

DISCHARGE OF CONTRACT

v

By Impossibility By Lapse

By By Mutual
of Performance of Time

Performance Agreement

Promisee may Neglect of Promisee
waive or Merger of to afford promisor

Remit performance Rights

By O?eration By Breach
of Law of Contract

Reasonable facilities

Did You Know, Vidhyoday has Record of CITY RANK 1in XIl Boards for 4 Continuous Years
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/ - -
RECISSION Bl SUIT FOR SPECIFIC SUIT FOR
OF CONTRACT : PERFORMANCE INJUNCTION
Contract broken ! = Damages are not
Other party may adequate remedy i
-~ rescind contract = Court may direct to '
ANTICIPATORY 1 Can daim carry out promise as .
] per terms of Contract
¥ i
L&
Breach ocruring before time fixed for E .
performance has arrived ¥
Express / implied breach Breach occurs — o
+ Effect — 1. when performance due =
1L Rescdnd & Sae for Damages 2. during the performance vi;
immediately. Other party obtains Right of Action E;? e
2. Mot rescind & wait for performance against defaulting party. | 4 As rsach as ikparty has deserved
Promisor may get benefit of supervening Impossibility | o * Recompensate for value of work done, where no remuneration fixed

2 Condition for application of Doctrine

: l

- L L]

Suit for
Damages Beccission Performance

Original
contract
discharged

Claim of Quantum Meruit in following cases —

[ | | 1 1

Something I Void Agreement ' One party "Contract Contract

done with No Contract refuses to Divisible Indrvisable

I gratuitously | l I

B

;ﬂ_‘fml « Deduction for
bad work

Participate in our Annual Sport Tournament “CHAK De”™
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B INDIAN CONTRACT
ACT 1872

QUASIC RACTS

| TINGENT & QUASIC | | q ! l

CONTINGENT CONTRACTS . ' Not an actual [ Resembles a ] Also known l Law imposes . Based on
- S eT—— " Contract Contract as Constructive obligations Principle of
// o — ~ Contracts ) on parties Equity, Justice
: i r SEC 31 Contract to do or not to do something, if some even, l J ‘ i & good
j | collateral to contract does or does not happen H conscience
= \ Example Contract of Insurance, Indemnity & Guarantee e ‘;
o h
FEATURES

O =
* Collateral Event (Pollock & Mulla) W‘J
Even in which E Neither performance promised /4 ‘ Right
Nor consideration for a promise Y ¥ Always a N v available
‘ : ot arise b -
—/ ~ . rightto Agreemeng against  § | |
. money particular § |
ESSENTIALS OF CONTINGENT CONTRACT e /
CASES DEEMED AS QUASI CONTRACTS
&
. i +E t certai :
: * Depends on « Neither performance Fortingent avens ik ,f g ¢ i
% Happenig & promised anl{st :x'snt[ § Non contingent H
1 Non-Happening . i * Not just will o 2 : -
et Non consideration e e tract
— i i i @ Obligation of person enjoying Non
RULES RELATING TO ENFORCEMENT [Sec 32 - 36] Claim for Necessaries Supplied g P joying G
+ Necessaries supplied to Incompetent person Gratuitous Act £
Contract dependent on * Right to reimbursed from their property + Lawfully does something :
« Nointention to act gratuitously
2 —® | Payment by Interested Person + Person enjoying benefit — Bound to pay
g + Interested person pays money
* Which another is bound to pay —® Responsibility of finder of goods
« Entitled to be reimbursed « Take care of property
« Noright to appropriate goods -
—®| Money paid by Mistake / Coercion + Restore goods if owner found K
o + Money paid / goods delivered by mistake, + Responsibility same as Bailee
coercion, oppression or extortion. i
&5 » Must Repay / Return




CONTRACT OF INDEMNITY
l

'Indemnify’ Meaning:

To Make Good The Loss Incurred By Another
Person.

Sec. 124 Covers The Losses Caused:

1) By The Conduct Of Promisor Himself or
1) By The Conduct Of Any Other Person.
But As Per Declsion Taken In Case of
Gajanan Moreshwar V/s Moreshwar Madan
(1942), Losses By Conduct Of Promisee, or
Accident, or Act of God.

Partles To Contract of Indemnlty
Indemnifier' Who Promises To
Compensate For The Loss,
‘iIndemnity Holder' Or The

‘indemnified' Whose Loss Is To Be
Made Good

Rights of Indemnity
Holder

Right To Recover
— All Damages,
— Costs of Sult,
— Other Sums.

MODES OF CONTRACT OF INDEMNITY

|
T e Wi I T AN SN
EXPRESSED IMPLIED
Expressly Promises To Inferred from the Conduct of
Compensate The Loss Parties/ Circumstances of Cave.

Liability of an Indemnifier Commences when liability of Indemnity holder becomes absolute and Certain.

CONTRACT OF GUARANTEE

Partles To Contract of Guarantee
Surety: Who Gives The Guarantee,
Principal Debtor: In Respect of
Whose Default The Guarantee is
Given,

Creditor: To Whom The Guarantee Is

‘Guarantee’ Meaning:
Contract To Perform
The Promise; Discharge
The Liability, of A
Person Third In Case Of
His Default.

Essential Features

. Purpose: To Secure The Payment of
A Debt.

. Conslideration: Must Be There, May Be
Direct or Indirect.

. Existence Of Liability: Liability Must Be

Given Legally Enforceable, Not Time Barred.

. No Misrepresentation Or Concealment
. May Be Oral Or Written.

. Joining Of Co-sureties Must Be If Provided
_In Contract.

CONTRACT OF GUARANTEE

(Tripartite Agreement)

Implied
Principal Secondary
Contract Contract Contract
4 s RS R
[ | [ | [ |
cir y ! X S ! Prlnclbal
P::;:::I. .| Creditor | Creditor Surety Surety Debtor

1

2.

Co-extensive
With That Of

Principal

TYPES OF GUARANTEE

|

. Guarantee which Extends

to asingle Debt\ specific
Transaction

Surety's liability Comes to
an end When guaranteed
Debt is duly Discharged.

Secondary
Nature

1. Guarantee which Extends
1o a series of Transaction,
2. Surety's liability Continues

until the Revocation of the
Guarantee

If Ceases When Subject To Agreement
Liability Of Debtor Creditor May Proceed
Ceases. Against Sunety First.

Simply Best Commerce Institute in Central India
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ACT. 1872

MODES OF DISCHARGE OF SURETY

BY
Bx CONDUCT OF
CREDITORS

REVOCATION

1. By Notice, 1. By variancein terms. 1. Guarantee obtained by

2. By Surety's Death. 2. By release or discharge of pd. Misrepresentation,

3. By Novation, 3. Composition with PD 2. Guarantee obtained by Concealment,
Cases when surety notdischarged 3. Guarantee on contract that Creditor

: shall not act on it Until co-surety joins
1. Agr. Made with 3rd party to give §lNOL aGt OIIILAR rety join
time to PD.

2. Creditors for bearance to
Sue doesn't discharged surety

4. Impairing surety's remedy,

RIGHTS OF SURETY

) |

é i {

Against Principal Against Creditor Against Co-surities
Debtor 1. Right To Security 1. RightTo Claim
1. Right of 2. RightTo Set Off Contribution

Subornation, 5 Equally,

: 3. RightTo Share ; ;

2. Right of Reduction 2. RightToClaim

Indemnity, Contribution

Only Agreed Sum
J J 5
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BAILMENT (SECTION 148 - 171)

1

Meaning: Delivery of goods, by one person to another, for some purpose, upon a contract, that they shall,

when the purpose Is accomplished, be returned or otherwise disposed, according to the directions of the

[

person delivering them. A
¥ l
1 | Kinds of Bailment -

/ D e,

Y
( On the basis of
] consideration

j 1. Gratuitous - no

' Consideration |
|

{

Non-gratuitous - J

[ Essentlals

’ 1. Agreement

(2 Dellvery of goods.
J a. Actual Delivery

| Parties
| Bailor: Who Delivers;
| Ballee: Who Receives;

{ On the basis of benefit
. For the benefit of bailor

' 2. For the benefit of bailee
|
i 3. Forthe benefit of both

(Physically handover)

b. Constructive Dellvery
(Dellvery through slgn
or symbol)

3. Forsome purpose.
4, Return to goods

)

For consideration

|
|
{

Gratultous Ballment: Without Consideration, Bailor Is Liable For Known Faults Only. All Expenses Born By Bailor.
Non-gratultous Ballment: With Consideration, Bailor Is Liable For All Faults, Extra Ordinary Expenses Born By Bailor

DUTIES & RIGHTS

Rights of Bailor

_Dﬁtlés'o'f_aatlfc;r 3 Rights of Bailee

Duties of pawnor
18
2. Indemnify Pawnee, |
3.
4

S OF BAILOR AND BAILEE AGAINST

IGHT
8 ANY WRONDOER

Apportionment of Compensation
obtained by such suits

Suit Against Wrondoer

“Finder of
Lost Goods

Duties: same as of
bailee,

Rights: lien, sue for
reward, sale of goods,
No right to sue for
compensation for

| trouble expense
incurred voluntarily |

I

l | Meaning: To retain the goods belonging to ‘
another until his claim is satisfied or some |

debt due to him is repaid,

General lien: Right to retain any goods in

respect of any debt.

Particular lien: Right to retain any goodsin |

respect of concerned debt only. ;

. Accomplishment of Specified
purpose,

. Doing anything inconsistent
with conditions,

. Gratuitous Bailment (Any time),

. By Death,
Destruction ofsub;ect-marter,

PLEDGE (SECTION 171-181) :
1 -

Meaning: Bailment of goods as security for payment ofa debt or performance of a promise
¢

%

!

1. Onexpiry of stipulated period, ]I
|

J

/

Parties: Bailor - pawnor; bailee - pawnee

ESSENTIALS

1= | | 1
[ Bailment for ] Subject matter [ L
security against is good Existing Goods Deliver of Goods
payment
DUTIES & RIGHTS
Rights of pawnor Duties of pawnee Rights of pawnee

Retain the Pledged
goods,

Retention for
Subsequent Debts,

Take care of the goods bailed, 8
No unauthorized use of Goods, |
Not mix goods with own Goods, j ¥
Return the goods, |

Same as that of
bailor along with

| right of redemption
| (torecover back the

Pay debt,

Disclose all the Faults,

LI

. Pay extra ordinary
Expenses, . goods by making o, ‘ |
- se§ i “ the g Return accretions to the Goods, | 3. Recover Extraordinary
Pay deficit if Pawnee payment of N Y
debt) - ot to set up adverse title Expenses,
sells Goods due to 7
4. Right on Default
by Pawnor

Default by pawnor




INDIAN CONTRACT

ACT

Meaning - relation between an agent & his principal created by
An express/ implied argument authorising an agent by his
principal to Create contractual melation with 3" parties

PARTIES TO CONTRACT

For Whom Such Act is

A) Agent B) Principal Done/Represented

MODES OF CREATION OF AGENCY
By
Ratification

By Express By Implied Agreement By O?faration
Agreement A. Agency By Estoppel Or Holding Out, B. By Necessity OfLaw

Essentials For
Valid Ratification

A. May Be Express Or Implied;

B. Full Knowledge Of Facts;

C. Whole Transaction Must Be Ratified;

D. Ratification Not Put A Third Party To Damages;

E. Within Reasonable Time;
F. Communication; G. Act To Be Ratified Must Be Valid

I NS

SOOI e |

Jo¢ VIDHYODAY

= R el
% = VIDHYA KA UDAY

Extent of Agent's Authority

| - : !

i Every Lawful Thing Which Is Necessary For | To Do All Acts For Protecting The Principal
[ Conducting Such Act And Business | From Loss
L ‘

Sub-Agents
-
Delegates at work Further delegates

Appointment of sub agent is not lawful based
on maxim delegates non potest delegates

Rules of Sub-Agent

1. Work under control and directions of agent.

2. Agent delegates a part of his own duties to Sub Agent.

3. No privity of contract between principal and sub-agent.

4. Sub-agent is responsible to the agent only.

5. Agent is responsible to the principal for the acts of the sub- agent.

6. Sub-agent has no right of action against the principal for
remuneration due to him.

. Exceptlon

« Terms of appointment provider for
o Customs of Trade
. Unroreseen Emergency

Sub Agent Properly

Appointed

I
{ | Principal is liable - _ Agent Responsibleto
ot a" 'Party . E[‘!mdpto for SA's Act

SA Appointed without Authority

Responsibility
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A person sppoinied by agent to act for principal
with knoviedge and consent of principal,

. Works under the instructions of the principa),
. Agent does not delegate any part of his task 1o 3 substituted gent.

. Privity of contract exists between 3 principal and s substituted agent.

Responsible to the principal,

v, Agent is not responsible Lo the principal for the acts of the
substituted agent,

, Substitisted agent can sue the principal for remuneration
due to him.

Duties of Agent Rights of Agent Personal Liability of Agent
{1, Toact sccording 0 Pringipy, 1. Rightof Retainer, 1. Foreign principal,

2. Reasonabie care, 2. Toreceive agreed remuneration, 2. Undiscdlosed principal,

3. Present proper accounts, 2. Rightoflien, 3. Principal incompetent,

4, Communicate with principal, 4. Rignhtofindemnification, 4. Pretended Agent

5. Mottodeal on his omn account, ) For Lawful Acts 5. Acts beyond his authority

6. Motto make secret profit, b) Acts Done In Good Faith

7. Notto delegate authority, ¢) For Injury Caused By Principal’s

Neglect.

™

Pay sums received,

Right of compensation for
injuries.

Termination of Agency '\ Principalliability to third party

; 1. Liable for acts of agent within his scope
1. By Revocation 2. Not bound when agent exceeded his au
2. By Renunciation by agent (if separable then liable for act v
‘ : 3. consequences of nofice given to agent
3. On completion of business. 4 Agent’sfraud Misrepresentation =
4. On death or insanity of Principal or Agent Within authority Olﬂs'dewl!

(4]

Mot to Mis-use information

O

5. Principal's insolvency Liable A S

6. On expiry of time
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THE SALE OF

GOODS ACT, 1930

‘w « Delivery or Payment or both shall be postponed

Scope of the act —= Buyer & Seller Goods
+  Only movable Property «  All movable property other than money & actionable claim
* General provision of Contract Act —= Delivery

also applicable

f *  Voluntary transfer of Possession from one person to anothe,
* Expression of Indian Contract Act

+  Custom & Usage | Document of title

«  Proof of the possession or control of GoodsOR

«  Is for authorising or purporting to authorise either by
endorsement or delivery

—= Document showing title

«  Share certificate Is document showing title

— Property (Special vs General)

«  Ownership or General property

|« Insolvent—ceases to pay his debts in ordinary course

——e Price —Money Consideration for Sale of Goods

L Quality — state or Condition

CONTRACT OF SALE HOW MADE (Section 5)
Section 5(1)

« Offer to buy or sale Goods at Price
+
Acceptance of offer
= Immediate delivery of Goods
Or
Immediate Payment
Or
Both
« Delivery or Payment or both in Installment

\ ...!_ GOODS W 4

Future Contingent
Goods to be manufacture | acquisition depends
produced Or acquired after | | upon contingency
Contract of Sale ‘

iz,.-.. i o S B

Specific = Identified and agreed upon at the time of Contract of Sale.

Ascertained - Identified after Contract of Sale.
Unascertained = Not specifically identified or agreed upon at the time of Contract of Sale.

Existing
Goods are in existence at
the time of Contract of Sale

e N

vor VIDHYODAY

ARG VDY A KA UDAY

Goods are physically Effected without change Delivery of things in token
delivered to buyer in custody or physical of transfer of something
possession

Sale vs Agreement

Token Agreement
to Sale

to sale become sale

Contract of Sale

Agreement

1. Transfer of property When time elapses

to sale

2. Nature of contract or
Contrack 3. Remedies for breach Condition is fulfilled
of <ale 4. Liabilities of parties

5. Burden of risk

6. Nature of right

7. Right of resale

8. In case of insolvency of seller
9. In case of ir'}solvency of buyer

Sale VS Bailment

1. Transfer of property
2. Return of Goods
3. Consideration

Sale VS Hire Purchase

1. Time of passing of property
2. Position of party

3. Termination of contract

4. Burden of risk of insolvency of buyer
5. Transfer of title

Sales and contract for
Work and Labour

6. Resale
®

% ==

Existing Or Future Goods Goods Perishing before sale but

after agreement to sale

Section9& 10

Agreement to sale at

Ascertainment of Price

Valuation by Third Party

by Contract OR Fixed in a manner agreed 1. Third Party does not OR cannot make such valuation.

OR By the course of dealing between Contract will be avoided
Parties 2.Third Party is prevented by buyer OR seller.
Party In fault will file suit.
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THE SALE OF
GOODS ACT, 1930

CONDITIONS AND WARRANTIES
CONDITIONS WARRANTIES
Essential to main Pt:,m of Contract Collateral to main Purpose of Contract

¥

claim for damaged

Express Terms

Condition
Expressly
ovid
Section 13 Section 14 rr . :
When condition 17Express & mplied

is to be treated Implied
as warranties %3” rtion & Implied
arranties \ ot Expressly
provided

Meaning 1. Waive Performance of IMPLIED CONDITION
Right in case Contract 1. Conditior as to title
of Ereach 2. Elect to Treat Condition as 2. Sale by sarnple
«  Corversion of Warranty Compulsory 2. Condition as to quality or fitness
Stigutation 1. Mon severability of Contract 4. Condition as to whole sorne noss
2. Fulfillenert of Condition 5. Condition as to Deseription
eracisad by law Stigulation 6. Sale by Sarmple 25 well as descrigtion
7. Comdition as to rmerchantability

IMPLIED WARRAMNTY
(1) Warranty as to undisturbed possession
(Z) Warranty as o non existance of encumbrances
(2) Disclonure of dargerous naturs of goods
(4) Warrarty as to quality OF fiiness by usage of trads

Exceptions S. Sale by sarnphs

1. Fitress a5 to quality OF use 6. Conrds by sarmghe a5 well a5 description
7. Gty Wiarchrasmd urder patert of brand rnarnme 7. Trade ussys

§ Comts wAd by Asscsgpion %, Sellers sctively cancels the defects

A Lt off roves e inoosa cpsnlit y

TRANSFER OF OWNERSHIP AND DELIVERY OF GOODS
TRANSFER OF PROPERTY

‘
[ |

ificati S intention of Parties
Identification of goods “'“—l

l Specific and l Unascertained Codds seet Reﬁ:rt:ft;a:) M,dl
ascertained Coods (sec. 23) on approval l o D

Coods

Risk prima facie passes with ownership

unless otherwise zgree risk
Prirna facie passes with cwnership

e

delivery delayed dus
to fault of buyer

DP!J sery delayed
e to fault of seller

D'ﬂj of Seller as 2 bailee J

Prosvgion of
/’" RS ruec . (SEC-33-41) RULES RECARDING DE RY OF COOD S R
! 1 ;“” 4';""'"-"/'I"f"-'34‘] Erpls 6. Dslivery of wrong quantity [Sec 37} 10. Detarioration duving transit [Sec-40] )
< ;I" -"":V// "[4’ ":""II{'J"‘ < 7. Expernes of 4-1.-1&1/":" 26 (5] 1. Buryer right 1o exarmine the guods [Sec-41 1
| 3. Placs of delivery [Sec-26 (7] 8. Coodsin possession of this 1 Sec-] 2 5l
: gl 5. Coods in of third part 12 Imstallenent delivery [Sec- 38 i
4. Tine of delivery [Sec-36 (2Z]] [sec-35 l;’-’, i 13. Dol -:A:;.: o ;."-l;;:f‘/ 5 !
5 lnstallment deli : 3 RS g, sy |
5 raet delisery 9. Delivary to carrier [Sec-39 (1)] 14, Delivery [$ec-33] /

DELIVERY

Actual delivery Syrnibedic delisary Constructive delivery

Build Your Career with Best Built Infrastructure
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GOODS ACT, 1930

(section6s) B
Auction Sale ; &

Rights of Unpaid Seller

1. When whole of the Price has not been Paid l 1
2. When B/E has been received and

(Mode of selling Property by inviting
bids publicly and
Property is sold to higher bidder)

R R S S s 25
1. Effect of taxes will be added in Price and reduction in taxes
will be deducted from price

Condition is not fulfilled Against the goods l g 2. Effect of Provision will be excluded if there is contract to contrary
RS T il 7 [ : | 1 I I ! 1 |
Suit IfOI' Price | Suit for damage | Repudiation of | Suit for When property in goods When property in Goods Where Goods Completion Right to bid may | Where Saleis | Reserve Price Pretended
Section 55 for non { Contractbefore | Interest has passed to buyer has not passed to buyer are sold in Lots | of the Contract be reserved not notified by v bidding
acceptance due date Section 61 l l Separate of Sale Seller can the seller Minimum ¥
! Section 60 o | (N 1 Lot Separate on fall of also bid Not lawful for | Starting Price | Contract will
Contract hammer ller to bid be voidabl
where buyer wrongfully Lien Stoppage | Resale Lien Stoppage | Resale s Ao sf::l_r:se‘" e voidable
neglect OR refuses to Sec. 47 in Transit Sec. 54 Sec.47 | Sec.50 Sec. 54
accept the goods seller Sec. 50 / _ REPUDIATED BY EITHER PARTY
\ | - . <
+  Retain the Possession Other Party Treat the Contract as Other Party may rescind
Right is available even if he is in Possession Subsisting and wait till the date of delivery the Contract and Claim damages
of goods as bailee or agent of buyer
Termination of Lienr ; Sy i~
STOPPAGE IN TRANSIT
Right of Stoppage in Transit Duration of How When does Difference between Effects of sub sale
» Buyer becomes insolvent Transit Stoppage in Transit Right of Lien and OR
» Seller parted with Possession Transit is comes to Right of Stoppage in Pledge by buyer
Damage fornon  Suit for Specific ” ach Suit for Suit for < selleccan RGNS ECA St affacted enEIn T l :
delivery Section 57  Performance s : angcslpat_ory 60 Interest [ | 3
i ) reach Section =
Section 58 SRR T : Right of lien & Right of lien & :
j stoppage will be stoppage will 3
Seller wrongfully 1. Contract for sale of buyer can not reject recover Gpapffegcted o g:agfected 5
refuses to deliver the specific/ ascertained | the goods due to interest when o
oods Goods Breach of Warranty Interest is ¥4
g i, el Sammmml  RIGHT OF RESALE BY SELLER ) -
Relief act per sy LN No Need to inform buyer when (& Need to inform buyer other goods—j %
3. Damage is not goods are of Perishable nature -
adequate remedy (if notice is not given to buyer) (if notice Is given to buyer) ’:é
4. If goods are of ‘ Resale Price > Contract Price Resale Price > Contract Price
special nature difference cannot be retained difference will be retained
OR unique Resale Price < Contract Price Resale Price < Contract Price
difference cannot be Recovered difference will be Recovered *

Faculty Teaching at Vidhyoday produced Three Times All India Rank ﬂnCIf 3




e G DIARHON D  WITH REGARD TO EXTENT OF BUSI
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I——/‘ VARIOUS KINDS OF PARTNERSHIP —————-l

Partnership =» Relation between Partners

Firm =» Partners who have entered into Partnership are collectively called Firm
Firm Name =» Name under which their business is carried on

General Partnership Particular Partnership

partnership for

Partnership at Will

Fixed Period

Camed ke Contract for duration Partnership constituted » Particular adventure or

4 Not fixed period agreed upon & ; b ith respect to business undertaking
Any of them acting for all ::.-f,::,‘:;i;:n as to determination of | of partnership % Gene:;! o axtends :
« Firm and minor » Must be the result incdludes Trade » Sharing of profit = Each partner is principal as s Partir_ulal: o
cannot be Partner of an agrsement occupation and is essential well agent Partner is for fixed term Continued or undertaking 5
* Limit 50 = Maybeomlor Profession motive » Sharingofloss = He can bind other Partner after Expiry of term ‘
written {acquisition of Cain) is not essential by his act (agent)

Can be dissolved any time by giving
| notice in Writing

May be express « He is bound by the acts of

or implied other partner (Prinicipal) - .,:
TEST OF PARTNERSHIP A document in writing containing various terms and conditions as to the ¥
relationship of Partner to each other is called Partnership deed.
Agresmant Sharing of Profit , Mutual Agency
Raizton of Parmership Sharing of Profit is Prima ! .Em.':;ﬂ?"wa?mq's !
arses from comtract not facee evidence not condlusive = d, RS- 5
S — evigence [ PR ot g SPECIFIC POINTS GENERAL POINTS
| —— e i 5 Prinopal 2 well 25 2pent 5
Ran S Admission & retirement of Partner + Name of Partners & Firm 1
TYPE OF PARTNERS = Settlement of Afc on Dissolution < P!"ace of ?"..‘SL'T?S‘_ & Date |
: Explusion of Partners = Nature of Business & Duration P
: | - Capital ,
{ ] ] = 10D, 10C & interest on Loan
’ ] P = ¥ S o « Salary & Commission 8
AT OoF Sleaping Partner or [ Nominal Partner | Partnerin Profit l . PS Rj 5
i 228 ! ! ﬂ
f Ostansible Dormant Partner {1 Only | )
i Panar e Lends nis nams I 3
Wino = Paroner by agresmet | | Without beving anyreal | | - Entivied to Share Proft |
- H [ |
Wit pecoTe Fame 5 ] . $
m agresmeT™ WITED CIDES TOT acTively @i RS R | | = Mot Eable for losses |
£ sa— v The conduz of P p—— : | |« Lisbie 1o third parry for |
Wi actwely DismEs: = o ?’:’:'-._‘”E =T m Al aczs of profit onby ;
NI condiuct of b= i . )
Tomoue O usmess = Liabie o Third TaTy il ! | | ‘ ,:
9, W /J | / » Legal status * Transfer of Shares || - Definition | |» tode of creation 3
= - hgency * Manzzement . relavi i | |+ Death of memis ‘
moomImE FarImeT— agmites wity The comsers of AL Pammess not ebie for acs dome defore samimsion + Distribution fep ] geasags i B i anag e g |
& B 1 g - ' - Regotration | » ntrestin ! - {1l 1
Jurmpnmg Farner— - wie saves the Fom - Lanis for A0 acs <l 2aple notics i given of prof - Winding up 1 ;,gmy | |- Memhority tobind | | 1
‘ | i1
Egimer Dy holding oan only — Pemer &y estmppe - Extent of R 00) of o e Ia— 1 4
iaoilmy 5 e— 5 . | |* Calling for accounts | |
v ‘ | « Duration of | on Clanses {1
Viner ¢ Tespr =l Lroovamzy = e TeprEseTer te = @b e - Property Zratencs | |* Coverning Law :
Tt hermel p=rmrs s nmoEr i Parer 2 P = Punors Cepacey
mzfrm m 2 frew ; * Contentey |1 ‘
] e of orasenipe
4 B L Trier ® ¢ LS #
: = CEEEI

=

P llﬂfuﬂnw .th?fmm‘h”l e i




THE INDIAN ZRE= VIDHYA KA UDAY
PARTNERSHIP ACT, 19

LIABILITY TO THIRD PARTY
|
| 1

] Liability of a Liability of the firm r:.“ns:'ﬁ;'yo;fﬂrm h:y
Conduct of Mutual rights B f‘:,r acts “’“’",E':t' act of s
of business & liability af the firm a Partner il -
Section 25 Section 26

Section 9 caused due to Fraud rights and duties S * No right of remuneration

Sl oftartmarty | tness it to Shane gt RIGHT OF A TRANSFREE OF A PARTNERS INTEREST(Section 29)
| contract * Right to be conducted GNterestonCopital
between the » Right of access of books | | « Interest on Advance ./-\.
Partners * Right of legal heir/ * Right to be Indemnified

4 VIDHYODAY |
|
i

Section 11 representative/ duty » Right to Indemnified the firm During Continuance
== L O authorised agent. of Partnership On dissolution of firm / retirement of
L TEE LY TEhaRany RTINSy transferring partner is entitled.
: Transferee is not entitled Transferee is entitled Receive share of Asset of firm {
r—‘ PARTNERSHIP PROPERTY 1. Interfere the conduct of business to receive Share of Profit & : I
K 2. Require an Account only (cannot challenge Accounts from date of dissolution

3. Inspect books of firm the Account)

Property of Firm Application of Property of Firm Section 15

D 5o O 2 A e MINOR ADMITTED TO THE BENEFIT OF PARTNERSHIP  (Section 30)

Partner
Personal Profit earned by Partner Section 16
Rights and Duties of Partner after change in Constitution of Firm
Section 17

|
: :

* All Properties right & Interest

acquired by Firm
* Goodwill

before attaining
majority

after attaining
majority

Section 14

Note : Property of firm is different .

from Property of Partner After change in After expiry Where additional when he elects to elects not to
Constitution of of term undertakings are become Partner become Partner
firm carried out

RELATION OF PARTNER TO THIRD PARTY LEGAL CONSEQUENCES OF PARTNER COMING IN & GOING OUT

I I I I ! Introduction of A Partner Retirement of A Partner | Expu\sibn of APartner  Insolvency of A Partner

Partner to be agent  Implied authority of Extension and Partners authority is Mode of doing act Section 31 Section 32 Section 33 Section 34
‘ of firm Partner as agent of restriction of Partners an emergency to bind firm
i Section 18 firm implied authority Section 21 Section 22 RIGHTS OF OUTGOING PARTNERS
,! Section 19 Section 20 | ________ |
j o " ,’/’ Tocarryon = ‘\\ ’/—To share subseque;l“\\
,‘ Effect of Admission by a Partn Effect of Notice to an active Partner comgetlrfg bu;éness profit in certain cases
: Section 23 2 Section 24 2 ‘ ection Section 37

An admission or representation made by'PartmE : Notice to Partner operates as a notice to firm
concerning the affairs of the firm is evidence against Exception — fraud on the firm by
the firm if made in ordinary course of business OR with the consent of Partner

REVOCATION OF CONTINUING GUARANTEE BY CHANGE IN CONSTITUTION OF FIRM
Section 38

Participate in our Annual Sport Tournament "
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IE INDIAN

RTNERSHIP ACT, 1932

~ DISSOLUTIONOFFIRM
l l

By Order of Court
(Sectlon 44)

Without the Court Order
(Section 40 to 43)

Ol : U Registration Late Registration on
_ Registration of Firm _ ' 8 ' Payment of Penalty gy :
Section58 Section 59 M8 Section 59A-1 &
. 1. Mutual Agreement (Section 40)
+ Statement in prescribed form and Registrar shall Late Registration 2. Compulsory Dissolution (Section 41)
accompanied by prescribed fees stating record the entry of on Payment of : x ;
’ 3 g | . On happening of certain
certain details. the stat-ernent in Penalty ZE E§ N otice (Section 42)
« Statement shall be signed by All the Register | 4. By Notice
partners or by their agent specifically { - (Partnership at Will) (Section 43)
authorised in this behalf also same should :
e . :
= Certain words expression or implying the | V
sanction
OR

approval or patronage Govt. are, not allowed.

{ RIGHT AND LIABILITIES OF PARTNERS AFTER DISSOLUTION
=) =) w

CONSEQUENCE OF NON-REGISTRATION Rl : - 5
3 Liabilities for Acts Right of Partner to Continuing authority Mode of settlement Payment of firm
of Partner done have business of Partner for the of Partnership debt and of
after dissolution wound up purpose of Account separate debts
Disabilities winding up
) S 4 i

CONSEQUENCE OF NON-REGISTRATION
(Section 69)

Wending up Order of Court Final Closure of books

Proud Vidhyoday Student Lichi Sharma Scored 99% in CBSE Board Exams




THE COMPANIES

ACT, 2013

CLASSES OF COMPANIES
On the basis of Liability

THE COMPANIES ACT, 2013

Sec(20) : Company Incorporated under this act or under any previous company law.

E[LnntedbyShars-&’

SRS LR - el S

l 1 APPLICABILITY l w - Liability limited to « Liable to extent of amount - Liability uniimited
e, nominal value of shares held guaranteed in MOA « Contribute in event of winding up

e N » At the time of Liquidation
B
N : Other Company Ody‘foq"
Insurance L\ Banking Electricty under any
4 = = Tl = S - By Notification
Lompanies ompanes Companies - -
B i, e web Specis! Ak of CG ON THE BASIS OF MEMBERS

ONE PERSON COMPANY PRIVATE COMPANY
- Sec 2(68) y

t 1 ] Company which has only one - Share Capital - No Bmit
5, N caseofdeadmofmemberwil | = Restricts by its Articles
Separate Legal m Aniiuil.egal “ become member. 1 Tw:yofmlsm
Entity 'm » Member / Nominee shall be :- 2. Public offer is prohibited
1. Natural Person 3. Max member - 200 (except OPC)
« Company Cah opan « Creatad by Law « Limited by Shares « Created by Law - Official sign of 2. Indian Citizen Present & past employeses
Bank Afc Raise |~ Wound up by Law « Limited by Guarantea Act through ! Company 3. Resident in india (Man 120 excinded from Comnting of 200
toan, Sell, Perchasa < Not affected by Unlimited Company Human Agency * Not Mandatory Days stayed in previous F.Y.) Joant Shareholder to be counted
Property etc Deathyd Insobvency » Cannot be converted into Sec. 8 Co. asone
Asset contriduted of members « Min Member:-2

by SH, s asset of

COM@RNTY. [Mak e
V. Northern Assurance , \ PUBLIC COMPANY
Company Ltd] Sec2(71) \

B° CORPORATE VEIL THEORY LIFTING OF CORPORATE VEIL . Co. which is not 2 private company
« Articles do not have restricting
« Mambers Sheilded from Gability conmectad 2 -« Courts ignore company & concams directly with dauses
Company s Action ' s members + Mambare M T
Company identified separately from s memders . Disresarding corporate antity & paying regard to ! ! ; Mxx No Bmit
Satomon V. Salomon & Ca Led ] w_rxe'i behind the legal facade. / - Swhsidiary of Public Co. — Deamed
N : ey to be Publx Co.

CASES WHERE COMPANY LAW DISREGARD CONCPT OF “SEPERATE LEGAL ENTITY]

ON THE BASIS OF ACCESS TO CAPITAL

« Determine Character of Company ~ —— Formation of Subsidiary to act as agents ;
Daimder Co. Ltd V. Continental Tyre Merchandise Transport Ltd. V. British ..
8 Rubber (o Transport Commission e s
« To Protect Revenue / Tax : 3 TED COMPANY
Dimshaw Manecijee Petit -——ag any formeﬂcfor ssc2(32) £ : PR
Jo. improper Conduct - O & ;
» To Avoid | eeaioj_uf‘at)on Gitfiord Motor Company Ltd. V. Cocmpary w «:“-.asamﬁrﬂm.sma—
Wonomen of Associates \.s.."%.\e" - L 20w recogmisad Stak _1:'1.3'&_‘2 :
-~ B SERI press -~ Co. ot t be comsadered a5

SIS T\ Assocates Rubder Ind. LTS




~ Government
Company

Sec 2 (45)

Company In which not less
then 51% of paid up

Share Capltal held by :-

1. GG

2, $C

3. €G+5G

i ﬁhﬁmnt Company

|+ Company formed for future

project or to hold IPR /
Assot

+ No Significant Accounting
Trans.

.+ Inactive Company -

[ B e —

' 1. Not carrying business

2. Not Significant Accounting Tr.
2. Not field financial statement/
Annual Return a
/

During last 2 F.Y.

SUBSIDIARY COMPANY
» Sec2(87)

+ A company In which Holding Co. :-
1. Controls composition of B.O.D.

OR

2. Controls more than half of total voting Power

on its own or together with its subsidiary

+ Deemed to be Subsidiary Co. : - If control Is of
another Subsidiary Co. of the Holding Co.

OTHER COMPANIES

e Foreign
Company

‘ |
f « Sec2(42) ‘
« Company Incorporated outside |
India l
Mas place of business in India I

« Through itself or agent, physically
or eloctronically.
Conduct business In India

pagese

(| Section 8 Company

i +  To promote Art, Sclence, l

| Commerce, Sports, Religion,

[ Environment etc,

+  Profit utilized for promotion of ’
objects

«  Dividend distribution

| prohibited

’ +  Need not use word ‘Limited’

| or 'Private Limited®

Nidhi
Company

Sec 406 (1)

Company incorporated
to Cultivate habit of
savings amongst its
members

‘[Public Financial Institution

LIC
uTl
IDFC

Notified by CG in
consultation with RBI
Institution notified by

CG in U/S 4A(2) of companies
Act 1956, repealed u/s 465 of
company act 2013.

Such Institution notified by
CG In Consultation with RBI
atleast 51% paid up capital
held by CG/ SG/ CG +5G

Yok VIDHYOU
=2F= yIDHYA KA UDAY
INCORPORATION OF COMPANIES
! 1 ,
[ ; - -
v > Refis:;gon of CIN > of Document
| - y - - . .
« Till Liquidation
SR . 23:);:’::: 2 - At th::eges tered
office

* Moag A0A
*  Declaration of Professional
*  Declaration by Subscriber &

of Incorporation

|dentification
(col) Number by ROC

.

Directors shall:

1. Not convicted of offence

2. Not found guilty of Fraud/
Misfeasance — during last

e 1. Subscribers will bec

3. All documents Correct, 3
Complete & True 2. Company ]
*  Address for correspondence — A
Details of Subscribers & ;
Directors Body Corporate Business
Own Name

ome member of company

I ]
Sue & be Sued Acquire, Hold
in its Own Name & Sell property

PENALTY FOR FALSE DISCLOSURE

Company has been Incorporated
. Promoter / First Directors / Person making Declaration

Company Not been Incorporated
« Liable for Fraud u/s 447

« Person furnishing false information
« Liable for Fraud u/s 447

s TRIBUNAL IF SATISFIED s 271

[ [ I I ]
Pass order for change Member's Liability Removal of Name from Order for Other orders
unlimited Register of Companies winding up

inMOA / AOA

l
EETR

+ Max. amount of capital
authorised in MOA

+ Also known Authorised
or Registered Capital

l CLASSIFICATION OF CAPITAL 1 )
: 2 Subscribed Called-up

jl_-»}n\‘;{a‘ e

- Part of Capital « Total amount
called for paid on shares
payment issued

+ Part of Capital
Subscribed by its
members

+ Part of Nominal
Capital, offered for
subscription

KINDS OF CAPITAL

Preference Share Capital

« Part of Issued Share Capital which carries

preferential right to :-
1. Payment of Dividend 2. Repayment at winding up

Equity Share Capital

Share Capital which is not Preference Share Capital

Did You Know that Faculty at Vidhyoday produced Three Times All India Rank 1in CS.

k.




RN SN AR RN VOO T A O Ly
SRR (AT R WA (NN A N SN d BRvord WY 3 DENAL Gl B

Ny B Npoaouandiens 8 B R T T A WAL LN WA SRR T Bave Andw -“\-';.‘“A of i
WY SRR D T i of meosaandamy UL TRA VIRER & VoD

TR O A B O D

N Poaaed, Reagrapihed. Numberad, Ngeed i preseace of 1wt

b ¥ b . . "
NP TR DN R . OF Cuaniies Ak, N0t

DN RN W NIRRT

bl LR T

R A R B Oy N o Lnd U L v AR N
MR Ringrs D BRI o Lol b SRS Ui Copita] QN ey
Pl LS NETRNAINY . nd SRR  hnaveatol
2R D™ Cuonaniee Rt
R bl PIROCANN N

OIS RN

ARTICLES OF ASSOCIATION ————\

Ruies R Deguid s Tamad T2 SAhege TN 3TN
v of Arocies - N R MR

NN AU N B BL QY By TRt

SR anad T Sy

% Rrnacndioegend, B oage RATTICOND NS i FAS IR

> 2 )
AR e Dirne oF IAcoreQrasion o by Ameedanent (TR Resavein

Acts devond AQA, Ratied by Special
Rrsdiction of Shacehaider

VIDHYODAY

VIDHYA KA UDAY

DOCTRINE OF ULTRA VIRES

vOAQT Qe By g o fepal poweis + ACES witia vires the Dty ~SN Can ratily 1

AT SO0 Daein the pawe of v At wltre vires the Articles » Articles altersd ¢
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Compan
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DOCTRINE OF INDOOR MANAGEMENT
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EXCEPTIONS TO DOCTRINE OF INDOOR MANAGEMENT ¢

b 0 30 something that




VIDHYODAY

VIR e
VIDHYA KA UDAY

CH

Business for
Profit only

Limited
Soparate Artificlal abillt
Legn'i‘l_mlq Legal person Sumnity] Y Agrtltl:!ent

Adminiatration ;: Ministry of Corporate
Affalrs and Regiatrar of Companies (ROC) )

!

Necomt

Sohesdiite

Mutual
Agency

. Bod
: Cmpol-yate
Seal

Perpotual
Succession

Fourth
Schedule

ADVANTAGES OF LLP

Thid
schedule

—

3

Flexible
Capital
Structure

[Nec 8 ] Conversion
Unlixted Public
Lo, P Operates on
ool Flexibility in
Procedural
Requirements

INCORPORATION OF LLP

Registered
Office

Easy to
Dissolve

R xal
LWNAVRIYRWY

Limited
Liabilities
of all Partners

Oha TR v

PR OO L

BODY CORPORATE Sec 2(d)

i

¢

Effect of
Registration

J

Incorporation Registration

Document

* LLP capable of :-
1. Sue & being

For Notices &
Communication

|

LI ATRNY M ;

|

Smamtive Sockt | :
\\‘\\“\:‘ AV Red b % | words LLp « Prescribed form & 14 days

Other Rody Co ate notitied b > 3 girghd 8
T iy Corpavate notitwd by LKL : « Not Ul\dt‘.\‘il.ll\lc_ fees to ROC 1 Reglster A Changes e be S
document intimated to ROC 2. Sell / Purchase
Property

\ Qe Taik .
| Identical, too + Statement by

| Professional & Subscriber 2. Issue Certificate
3. May have

SMALLLLP Sec2(ta) . | nearly resembles
|+ Name Reserved | | « Name & Address of . Certificate is
[ for3Imonths LLP, Designated conclusive evidence common seal
Qontridation Turnover l Partners.
[ « Object & Address of LLPJ ; )

CG = Order for change of Name = to be change within 3 months, If not changed = CG = Allot new name

oy & LR wnden tha A [ ; ithi
¥ »  Must have last « 2 or more Subscribers « ROC within

ey &L F anoaiaate

Limit : not exceeding T 40 lakh
.

IR el eacewndling T IN ladh :
ang
Higher Amt: not exceading ¥ 50 Crove

g AME POg ecwadiing T S e

= Unsound Mind

LY UL PR
« RO Covpoete » Undischarged Insolvent
« Peading Application for insovient

— TN
Sec §: Min. No. of Partner Sec7 : Designated Partner

» Atleast 2 Designated partners
~ Both individuals & Atleast 1 Resident in
India (Stayed 120 Days in previous yr)
* All partners Body Corporate —-Nominee act as D.P.

CATRYST D pa s
P reduced Delow 2. fov maove than
2 mOoaens - the iy partrer Bable personally

2

Meet CA Anubhav Jain Sir at Vidhyoday, The Man behind 5000 CA Till date....




Source of LAW

® Constitution.

®  Statues or Laws.
® Judicial Decision
® Custom & Usages

B T

Types Of Laws In The Indian Legal System '

The Laws In The Indian Legal System Could Be Broadly Classified As Follows:

Judicizl Precedent
(or) case Law
Doctrine of
stare Deasrs

Latin phrase
that means
"To stand by that
what is decided”
Judgement by
Supreme court
will be binding
upon the courts
within tesritory
of India

MINISTRY OF FINANCE (VITTA MANTRALAYAM)

Ruﬂmmm
Four central Services

= Indizn Revenue service

= Indian Audit & Accounts service
“ indian Economic service

s Indian Civil Accounts service

VIDHYODAY

== VIDHYA KA UDAY

DEPARTMENTS OF MINISTRY OF FINANCE

Department l Department I Department Department | Department I
of of fmarfaa' ol‘ Trw fatrnem ci Pub'sc

Ec.onomrc

I Affairs l

Expenditure Reuenue

PUQ;‘{ASSE‘
I Mzanagement l
\ MINISTRY OF CORPORATE AFFAIRS (MCA) '
A———

Companies
Act2013

Companies up l
Act 1956 Act 2008

Run by civil servants

Ministry Of Home Affairs (Grha Mantralaya)

Department
of Border
Management

Headed by Union Minister of Home Affairs
Responsible for

A

Internal Domestic
security policy

Departments of Ministry of Home Affairs

Department of
Internal
Security

Department
of ammu,
Kashmir &

Ladakh Affairs

Department

Department of
of Home

Official

Department
of State

Language

Simply Best Commerce Institute in Central India




MINISTRY OF LAW AND JUSTICE

|
Itis cabinent Ministry

" Department of Ministry of Law and Justice
Department )
Of Legal 2}
-Aﬁ‘airs ‘

$ & )

Administration

Legislative Department
Department Of Justice

S i |

Advising Drafting of principal
Ministry of legislation of Justice
CG of CG inIndia
‘The securities and Exchange " Insolvency and bankruptcy
Board of India (IB';?

_ Board of india (SEBI)

+ Regulator for overseeing
Insolvency proceedings
& entities

« It Simplify the process

- Regulatory Body for
regulation of banking system
Under ownership of Ministry
of finance (+) Govt. of India.

*+ Regulatory Body for
security & commodity
Market in India

+ under ownership

of Ministry of finance * Responsible for control, & Bankruptcy processing
Issuing Supply of Indian rupee
v
'L v l

BRBNM National Deposit
Bhartiya Reserve Payment Insurance

Bank Note Corporation & credit
Mudran of India guarantee

Corporation

When there is dispute be

Supreme Court

1. Apex Body

2. Chief Justice
Highest Authority

3. Principal Bench of
Supreme Court
(7 Members)

4, presently Members
increased to 34 due
to rise incase

5. How to apply - file
writ petition under
article 32

STRUCTURE OF THE INDIAN JUDICIAL SYSTEM ?
T R T T

3

E LA
B0

mE=Y

T G T S AT

SRS Ssees

High Court
Highest Court of
Appeal Each State

High Court have
appellant

PN

Original  Supervision
Juridiction  Juridiction

tween citizens or citizens

8 govcrnment

tan
District Court Metro Poli

Court
* Deals With Civil population is 10 Lakh
Law Matters or More

= i cant -

scl.i:;:'.]\;l:li?ng no:y « Chief Metropolitan .'
more then 10 Magistrate has h
Crores power as Chief

Judicial Magistrate

- Metropolitan

Magistrate has

power as Court of

Magistrate of First

class

Simply Best Commerce Institute in Central ipt!ih.
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NEGOTIABLE INSTRUMENT

ACT, 1881

Meaning of Negotiable Instriments CLASSIFICATION OF NEGOTIABLE INSTRUMENTS
T : n of . ".-;- =i
ARG ¥ 8 Bearer Instrument I Order Instrument

Types of NI RN ,
— | }
1' Specified Person and
Mere Delivery Endorsement +
Bills Of Delivery
Exchange

Ambiguous

Fareign -
— l I Instrument Instrument
Certainity of Sum Drawn in India + (payable Which is not an inland Incomplete instrument Which either be
A Payable' Time in India or drawn on any instrument. in certain respects treated as P/Nor BOE
Unconditional : ors sident in India) e holc achse
Of Payment And Delivered person resident ir {once holder exercises
his option, he Is
bound by it)

Times Promise/order
To Pay

- The Payee

Holder in Due Course

Holder
Can Recover Excess Amount.

Liable Amaunt

A Bill of Exchange

Characteristics
(a) All the essentials of a BOE
(k) Drwnona SReCRE NEGOTIATION (TRANSFER) OF NEGOTIABLE INSTRUMENTS

it is unconditional order

Meaning - it is unconditional
undertaking

Characteristics
(a) In Writing, (b) Express

Characteristics
Order To Pay, (c) Definite And

(a) In Writing, (b) Express
Promise to pay. (c) Definite Unconditional Order, banker.
and unconditional promise, (d) Signed By Drawer, (c) Payable on demand.
(d) Signed by maker, (e) (e) Order To Pay Money Only, A cheque does not require: :
i (f) certain Sum : : In case where 3 B P
Promise to pay money only, c A (a) Stamping; acceptance; P\n boe or cheque r EEN Actual
(f) Promise to pay a certain (9) Draway; Drawed & Payea Payable to bearer | | e AW
sum, (g) Payee must be Must Be Certain. (h) Partles Modes of 7. '
Stamped AN Negotlation
-------- So——" Indorsement

certain, (h) Stamped
+ dellvery

Drawer Drawee Payee

Parties
Maker o \Payee

Parties .

Lol

Drawer Drawee Payee AL Always Banker

B




ACT 1881

DISHONOUR OF CHEQUES FOR INSUFFICIENCY OF FUNDS IN
THE ACCOUNTS [SECTION 13870 142]

Debt - cheque was issued Lo discharge 3 legally
Enforceable debt = ’

Reason for dishonour - insufiiciency of funds PENALTY
Presentment of cheque - within 2 months

Demand mads from drawer - within 30 days imprisonment  Finetwicethe  Both
Of dishonour upto 2 years Amount of

Default by drawer to pay - vithin 15 days o
Of demand made

PRESENTMENT FOR ACCEPTANCE (only For BOE)

Must be presented within a Reasonable time
EOE Payable After & in business hours on a business day.

Sight Must (note: 48 hours, Excluding public holidays,
are given to drawee for acceptance)

BOE Payable After No Party Liable

9 Must Jheclo If drawee not found

: after reasonable search,
If BOE Is directed to Must Be Presented BOE is dishonored

Drawee ata At That Place
Particular place

PRESENTMENT OF PROMISSORY

NOTE FORSIGHT
P/N Payable | Must be presented
Ata Certain within a reasonable time
F_'F'“Od After & in business hours
Sight. on a business day,
In Default No Party Liable
of Such Thereto
Presentment

s VIDHYODAY S

VIDRTYUAT
=NC= VIDHYA KA UDAY

RULES REGARDING PRESENTMENT FOR PAYMENT (P/N, BOE, CH) q

Maker (P/N), Acceptor (BOE) Drawer (CH) ?

No Party Liable Thereto ;

To whom
If Default In Presentment

If p/N is payable on demand and is not Payable ata specified place.

( tion -
o no Presentment is necessary
Ti During Usual Business Hours

ime
If instrument payable after Must Be Presented For Payment At Maturity

Date or sight

- Must be presented for payment on 3" day
P/N payable by instalments After date fixed for payment of each Instalment

Instrument payable at Must be presented for payment at that place
specified Place

. . Must be presented for payment at the Place of business (if any) or at
Where no exclusive place specified e T

No known place of business Presentment may be made person wherever He can be found
or Residence

" Must be presented for payment within a Reasonable time after
Instrument payable on deman itis received by the holder.

WHEN PRESENTMENT UNNECESSARY

. Liable party engaged to pay not.wllh
standing non presentment.

. Liable party makspanpaynmu,
. Liable party walves off his right to take

advantage

lace g . If drawer could not suffer damage from want
not payable at specified place & able ) : of such presentment.

Not found after due search.
RULESASTO
COMPENSATION (SEC.117)

| Incase of dishonour of Nt, holder can claim

;

1. Amount due on Ni

| 2. Expensesincurred in presenting, noting
& protesting.

<l Interest 18% pa from due date of payment to date
of realisation.

Note: in case of foreign currency, current
rate of exchange.

Simply Best Commerce Institute in Central India



BASICS

Effective Demand

for a specific commodity

(a) _

(b) Means / to purchase the
desired commodity (Backed By)

(c) to spend

(d) of the commodity at a certain PPT

Important Terms

1. Quantity Demanded

2 Demand

3. Schedule

4. Curve

5. Individual _

3 S e e e

& Market At amein e S e e
Sl e e BESEE R

7. Stock _ s M e
8. Flow s vattit A N S

9. Demand is a Concept

10, Substityte Bogds — & — = ——————==rm =
11. Complementary Goods. .~ ————
SR B

13 Normal (e e o [ e A S e e e

12 Inferior Goods ___————

FACTORS AFFECTING DEMAND

Price of Same Good (Px)
SRS e S
2. Price of Related Good (Pr)
pspe s e T L
pegiin it e ShURANE e
3. Income of Consumer (Y)
1G
NG

4. Taste & Preference (T)

Future Expectations of Price, Income & Supply (E)

6. Population (N)

7. Income Distribution (Yd)

Consumer Credit Facility & Interest Rate (C)

9. Government Policy

Demonstration Effect

Veblen Effect

Bandwagon Effect

Snob Effect

LAW OF DEMAND

Dx=f(Px,Pr,Y, T,E, &N, Yd, C, G)

Assumptions of Law of Demand -

Features of the Demand Curve
from left to the right.

1. DC slopes

2. 'DEIs sloped.

3. DCis called Curve
4. DC may be sometimes a straight-line or

sometimes a free hand curve.
The downward sloping DC explains the Law of

Demand.
6. The Market Demand Curve is a
summation (totalling) of Individual Demand

Curves.

Rationale (Logic) behind the Law of Demand

Other Reasons
1. Law of Diminishing
Marginal Utility
2. New Consumers
3. Different Uses

Price Effect of a
fall in Price

1. Substitution Effect
2. Income Effect

Exceptions to the Law of Demand
1. Conspicuous Goods

2. Giffen Goods

3. Ignorant/ Irrational Consumer
4. Basic Necessity

5. Speculative Goods

6. Expected Price Change

VIDHYODAY

VIDHYA KA UDAY

CHANGE IN QUANTITY DEMANDED
VS CHANGE IN DEMAND

Change in Quantity Demanded

Change in Quantity l?emanded

Extension of Q.D Contraction of Q. D

Change in Demand

Change in Demand 4

Increase in Demand Decrease in Demand
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ELASTICITY OF DEMAND

CROSS ELASTICITY s |NCOME ELASTICITY

PRICE ELASTICITY sy,

Ec— % ChangeinQuantity = %_——

% Change in Pr

. Percentage Method

4_Point Elasticity / Graphical

Method o imterpretation

Ep = Lowes Segment (RHS]
Upper Segrmetn (LHS 4
§ =
[ &
7 b=

5. The Total Outlay / Expenditure /
Revenue Method

Determinants of Price Elasticity
1L Matere of Cormmodity 2 Anailzbiiny of Substistes

3 Diffcrent Lises

4. Postponeniing bf Use S S o Camiaper & riabat of Consumer

PG 2 5. Time Period

{

7. Posgion n Consamer's Sudget 8 Price Lewel

S ot S

L™ N
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ELASTICITY OF SUPPLY PRICE DETERMINATION

SUPPLY

\ Basics ) ( Features of the Supply Curve ) 1. Percentage / Proportionate Method ( GoldenRules )
L Stock 1. SC slopes (Positive) from left to the Ep = % Change in Quantity = x ;.
3 % Change in Px 3
Supidy right
1. Quantity Supplied 2.5Cls called Sares Case 1 2 3 s 9
s uppliec ;
1. SC may be a straight-line ora free hand curve, old Price 10 80 40 90
o INPRY 4. The Market Supply Curve is a = S New Price 12 84 ? 72 : c Ep £Q
X Supply s a e . summation ((ut.lllin}:] of Individual Supply Old Quantity 2000 3000 6000 5000 ase
conden
o Curves New Quantity 2800 (¢ 6600 ;
Factors l\t“i‘lnlil}i”\\ _\‘“\\lv \ e [P (s 3 0.5
3 = PP (_ Exceptions of Law Of Supply ) a) 3200 42 7000
e of Same Commadity (Px) 4=z —T a9 : b) 3450 43 4000
1, Agricultural {products - supply is governed by <) 3650 44 3000
i Peice of Substitute Cood (Pr) Natural Factors d) 3850 48 2000
2. Goods having Social Distinction
i bt 3. Perishable Goods 2. Arc Elasticity - Same
( Change in Quantity Supplied j 3. Method of Derivatives — Same
4. Price of Factors of Production (Pfop)
: ‘ - (Determinants of Elasticity of Supply)
Extension of Q.S | C'OJ'ILG_CUOD of Q.S
5 Business Expectations (Be) fos s 1. Cost of Production 2. Time Period
& TR 30) : (R ‘ ol e ( Price Floor / Minimum Support Price )
Government Palicy (G i s e S
3. Number of Producer | 4. Capacity Utilization
& Change in Supply ) ‘
. Natural Factors
P S O e T " Extensionof Q.S | Decreasein Supply 5. Availability of RM 6. Factor Substitution
§. Nature of Competition & Size of Industry i | %
_— i Bt G ’ & Price Ceiling )
2 r 7. Mobility of FOP ~ 8.Future Expectation

|

w of Supply )

\La




PRODUCTION FUNCTION THEORY

BASICS

Meaning -
+  Production = Creation of Utility

*  Production = Addition of the Value

Types of Utility
T FormUINE NN o ks

PGNP e

or

'4 "Labour’ means

evertion directed to produce

,g,' go0ds or services, and with a views to gain an
__reviard,

Features

3. Time Utility _
»  Human Efforts

4. Pegrsonal Utility i =
= e s = perichable Nature
= Weak Bargaining Power

e

']
]

Land refers to all free gifts of the nature. This

+ Self Source
= Variations

| = Productivity
pelationship between Wage Rate & Labour Supply

AT

Capital Formation

e ——

Meed for Capital Formation

Replacernent and Renovation of existing
machinery and equipment

Cresting Additional Productive Capacity

Stages in Capital Formation

| Stage 1 J

Stage 3

Stage2N |

Mobilisation |

Investement of

| Creation of |
| Savings of Savings Saving in Real {
| Capital [
— 1 | |
| Individual ‘ Banks Enterpreneur |
| Business | Financial Insti.| +ve Enviornment |
|  Govt ' Capital Market| Inducement to Invest |
»  Ability to Save

.

Willingness to Save

Function of Entrepreneur

/

includes soil and earth's surface, natural resources,
fertility of soil, water, air, natural vegetation, etc.
a) Direct Relation

Features
ey O s s gift Of nature 5
e landislixdd . oo - LR b) Inverse Relation at Higher Prices
= The Supply of Land is perfectly inelastic from

the viewpoint of the entire economy. Though, it 2

is relatively elastic from the viewpoint of an ¢) Inverse Relation at Lower Prices

Individual Firm
o andls = o . It cannot be

destroyed or lost.
+ The production power of soil is indestructible

since its fertility can be restored
o imrdlacks SR in a geographical sense. i oA

it cannot be shifted Capital means that part of wealth of an individual or

§ comrmunity, which is used for further production of

« Landisa ________factor of production ' wealth, or which yields an income

in the sense that it does not yield any result i

unless human efforts are employed. -] ELUIES
« Land varies in ___ _____and uses. ' 5 Stc"’fk Concept

« Capital # Wealth

\ - Produced Means

Initiating business & Resource Co-ordination

Risk Bearing

Innovation

Enterprise’s Objectives

1. Organic -

2
=l
4.
5,

Economics -
Social-

Human -

National -

1. Information

2. Infrastructure

3. Factors of Production
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A

4. Economic Aspect

1. Objective

2. Location of Plant

3. Size of Plant

4. Physical Facilities

S. Finance

6. Organizational Structure

7. Marketing

8. Legal Compliance

9. Industrial Relations




rt Period Vs Long Period |

PRODUCTION FUNCTION TECHINCAL

Cobb-Douglas Production Function (sm

Q=KLC

Labour 3/4 (75%)

, Capital % {25%)

|

Basis Short Period Llong Period |
Meaning At least One | All Factors can| |
Factor cannot | beincreased. | |
be increasaed | ’
| Fixed Factor At least No Factor is
One Factor | Fixed
Vanable Factor | All Except at ‘ All are Variable
Least One |
Proportion Not Same ] Same
Between Factors| Proportion Proportion
| Factor Ratio ‘ Changes [ Same

Important Terms

Marginal Product

Total Product

Average Product

Law of Variable Pmportrc;‘n / 5
Proportionality / Diminishing Returns -
Only One Factor is Variable. All Others Fixed

Causes of Decreasing Rt.
Causesoi De

. Inadequacy / Fixity of

Causes of Increasing Rt. |
1. Fuller Utilisation of
Factor

Fixed Factor {
| 2. Increased Efficiency | 2. Imperfect Facltor
substitutability

Poor Co-ordination

-

3. Better Co-ordination | 3
between Factors | between Factor (Wrong

(Right Combination) |  Combination)
| Causes of Negative Rt. - Disguised Unemployment

|
i
.E
|
|

Relation Between MP & TP

%
s
=

|
Relation Between MP & AP
Tk
2.
3

Stage 2 Stage 3

[ Stage1 |

Area of Economics Operation

Assumptions of LOVP

1. Technology - Constant
2. Only One Factor Variable
3. Factors - Can be Used in Any Proportion
4. Factor Ratio Can Change

5. Fixed Factors are Scarce _J

el T Lae e B T e el

Returns to Scale

All the Factors of Production are increased or
decreased in the proportion, The Law of
Returns to Scale analyses the changes in output, due
to changes in scale in the long- run, i.e. quantities of
resources, keeping proportion constant,

Cobb-Douglas Production Function (LT)

a+b>1

a+b=1

a+b<1

Economies & Diseconomies

Extrnal

Internal

Depends On

Impact On

VIDHYODAY
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Aspect Economics Diseconomics ;
Technicat 3 % f S
_Managenal g ’ B e SR
Commercial Fol i I S i
Financial R e
Risk Bearing Ty P
B )
3 Ecom;nles B AW

Cheaper RM

Technological

Develoar;;nt
of Skilled Labour

Ancillary Industry

Transport & =
LT ULT SN 0 @ SeTNEORET Wi
Diseconomies

Factor Price

Govt Restriction

H
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COST FUNCTION - THEORY

Explicit Implicit | ETa , Committed Piscretionary
Cost Cost {
T X Wi : o] : | | Pend
_CashoOutflow}'yes 7~ = = | Noj™ ; Identified Toa Particular |+ No Tracking Cost of Fixed Factors of | Variable Factors Decision ‘l TakeninPast — § ending
Resources 3rd Party Self-Owned or Traceable |+ Product +« Common Production of Production When |ncurredi Future | Future -
| _Resource Expenses MRkt | e e el e ¢ A S ———
. g ith - Current | Future
Other Name Out-of-Pocket Notional e "Not Qu%?flﬁa l;le ol S Does ot (éhangc:s X L sl L S | N
Cost Imputed - Operation But May Vary with SR S Change e Changes | Notin Short Run | Not Changes in
T Outlay Cost | Opportunity Cost * Plant Output Relatlonshup Period Related Product Related : : I 1|77 AT Vepy, BhBet Run
Measurement | Objective Subjective Relationship Quantlfla ble Per Apportioned or When e Even a_t Z,e.ro. - - After ot of Long Term | Reduction affects| Does Not Affect
Bt 5t L pReurate Estimated et _ | Ynit Absorbed Incurred Unit Production Objectives LTO | tTo ,
; — W e e [ W o E e e A - -  RERIETEE £ 1
Recording Yes No - D|rectly Charged | (Distributed) on A idabl Control Cannot be Can Be Controlled
In A/C gccounting to a Product Appropriate Basis Vo'da_ble i __U"ajold',a,b_le,, o= pivmdé o o8 | Comrolled |
By Cost P Same - . | =
Purpose Accowﬁmg, 2 Uni___cf'?n_%?s T3 e R O 3 Inference Unavoldﬂble Avoidable
Reporting, Cost | Decision Total Cost Same Changes
Control & Making 1
Decision Making |
Incremental Cost ~ Sunk Cost Historical Cost Replacement Cost Private Cost Social Cost

Additional Cost Incurred Already Incurred in Acquisition/Purchase/ Cash Outflow for Cost of Prociuctron Cost of Disutility

- | Past Orignal Price of Asset Replacing an Old Asset 3 Incurred by F:rm

- — s : lncurr-e-él By B}d Part-y :
Due to Any Reason Cannot be Recovered, R S
Revised or reversed

Social Cost = Private
Csot + Extemal Cost

Already incurred in Past | To be Incurred in Present Private Cost = E"Pl"'i‘t
- Cost & Implicit Cost

Relevant for Decision Act as Barrier to Entry

; . Not Relevant for Relevant for Current Prwate Profit = TR ~ SOClal PrOflt =TR -
Making of New Firm & g i z / ;
Decision making Decision Making Private Cost Social Cost

Opportunity Cost

| 1. Value of sacrifice made < iR

| 2. Cost of opportunity foregone gpendent Variable
3. Arises only when alternatives are available. ‘ 5| 1. Total Cost
4. Do not involve any cash payment 2. Cost Per Unit

5. Not recorded in books of accounts.
6. Considered only for Decision-Making & Analytical purposes

-3 5 5 3 R

ENCS



COST FUNCTION - TECHNICAL

LONG PERIOD ANALYSIS

o

-

Cost of Production Formula Relationship
Expeeniituse awrrest by 2 Srm ar e factor | 2. Plant Corve -
R S t MCRTCFTVS

1. Planning Corye

ot damd, Lebour Camitat & Sntresremenssiyip) - E
i - iR - 1 ; ’ ¢
1] B el 3% orom-fasor imputs | Raw materal) for 3
e roauctian of ¢ corrrodity : pe. =
-
i = £ 2} T o MC & AC & AVC | Agg AR \
=T ra & & -
! - B - M
. -
{ -
i - BEREIL S
{
-

|
|
|
|

¢ AL - —_—
| Ry S M
{ Units MC TVC TFC TC ANWT AFC AC
L}
> ” 3 s i P B
| ™ S St e e -
! 23¢

I B W e WO =
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REVENUE & FORMS OF MARKET

Revenue - Amount Received from sale of Goods &

Service
Cost + Profit = Revenue

Sum Total of Revenue from Sale of All Units

Total
Revenue | o, - $'MR n OR PxQ

Marginal Additional Revenue from sale of One More Uni

Revenue [ \\pr _ TRn — TR(n-1) OR ATR/AN

Average Revenue per unit of good sold

Revenue ARn =TR/n

‘ "oﬁépéglylMonépéiisfic-"'
e - ‘ "G'

Perfect Competition

Any Quantity can be

sold at Same Price " Di

MR=ARXE - 1
E

MR will be Negative

MR=0

MR will be Positive

FORMS OF MARKET

Perfect Competition

One Buyer or Seller cannot
influence market demand or

supply
Homogenous Product| Similar or Identical Products

Large No. Of Buyers
& Sellers

Monopolistic Competition
Many Seller with Small Share

product of Every seller has
different Features

Due to Different Features, Can
Charge Different Prices

Feature War, Not Price War

Many Seller

Product

Differentiation
Control Over Price

I:ree Entry & Exit ‘ No Barrier ,
Buyer Know Price, Quality, ’ NonPiica
,Pen‘ect Knowledge Quantity Competition
Free Entry & Exit

[ No Extra Cost, Adequate FacilitLI

Transportation
Uniform Market Price | Price Taker, All Sellers sale at

same Price

’lndiffernce / Lack of | Buyers- Indifferent
Preference Seller — Indifferent

Perfect Mobility

Mobility of Factors
Pure/Free Competition — SHE

Monopoly

,;ing[e Seller { Alone to Sell, One Seller Only
Firm = Industry ' One Seller Constitute Entire lndustj'

No Close Cross Elasticity is Zero or
Substitute

Very Small
] Price Maker 1 Determine Output & Price
! Restricted Entry,

Pure Monopoly is never found in practice, with the
exception of public utilities like Railways,
Water and Electricity, etc.

Legal/Financial/Natural Barrier

Price Discrimination (CQL)
- Charging Different Price from Different Customers
= Objectives
a) To earn Maximum Profit
b) To Dispose of Surplus stock
¢) To enjoy Economies of Scale
d) To capture the foreign market
e) To secure equity thorough pricing.
Pre-Conditions for Price Discrimination
a) Seller's Control
b) Market Segmentation
¢) Differing Elasticity e>1,e<1
d) No Scope for Resale

No Barrier
Each Seller tries to develop the
Brand Loyalty for his product

Very Important due to product
differentiation

Brand Loyalty

Advertising Cost

Oligopoly
I 3-15 Seller J

Interdependence | Change in Price, Output, Product by
One Firm will impact rival firm who

will retaliate by changing theirs.

Firm must take consideration of
reactions of competitors when
taking decisions

I Few Seller

Non-Price-

Competition Feature War, Not Price War

Very Important due to product

Advertising Cost
g differentiation

Group Behavior I High Probability to form Cartel

—

Kinked Shaped Demand Curve

f
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Types of Oligo poly

1. Pure/Perfect -

2. Impure/Imperfect -

3. Open -

4. Close -

5. Collusive -

6. Non-Collusive -

7. Partial -

8. Full -

9. Syndicated-

10. Organised -

Miscellaneous Topics
Reasons for Monopoly

Strategic Control over scarce resources, inputs or

technology by a Single Firm

Developing or acquiring control over a unique

product that is difficult or costly for other

Companies to copy.

. Patents and Copyrights given by Government to
protect Intellectual Property Rights and to

encourage innovation,

Governments granting the exclusive rights

5. Substantial Goodwill enjoyed by a Firm

Natural Monopoly due to very large economies of

.

2.

scale
Stringent Legal and Regulatory Requirements

8. Very high initial start-up costs
Use of Anti-Competitive Practices or Predatory
Tactics, (Like Limit Pricing or Predatory Pricing)

Negatives of Monopoly

Higher Prices Loss of Consumer Surp@

, Consumer Sovereignty Falls|Lack of Innovation,

Lack in Efficiency J
Misuse of Resources

Higher Costs of Output |

lLower Payment for FOP

{lnfluence political process

Ecope for X-Inefficiency




PRODUCER EQUILIBRIUM & CONSUMER EQUILIBRjyM s

e
PRODUCER // CONSUMER
EQUILIBRIUM / EQUILIBRIUM )

[ i i s

Product X Product Y Indifference Curve

LY

Producer Equilibrium / Profit

——
Maximisation Conditi
ons Types of Utility / Tz
1. MR=MC : Diagram .
Eo i ility Ordinal Utili
2. MC Should be Rising Or MC should have +ve Cardinal Utility lity Properties of IC
Slope Or MC should Cut MR from Below 1
MNormal Profit - 2
3,
HICARDINAL UTILITY ANALYSIS) :
L7
AR > AC Marginal Utility - MRS =
— N j MRS Variation
= S o ‘ MRS L '
AR = AC | I | MRS Constant 5]
Total Utility - __ w ‘ -
| / MRS 1 5
Consumer Surplus
Law of Diminishing Marginal Utility - Budget Line Iso-Cost Curve
No Entry & No Exit Entry & Exit Possible —
Possible Profit J Possible Profit J CARDINAL [ THREE MUSKETEERS o
: &TU RDINAL
{ o, s Al S gt i o i Relation Between MU MUx = MUy MRS = Px
Long Period Exception ~ & AL 2
& s MUx > MUy MRS > Px Diagram
Supply Curve of Perfect Competition Firm - Px__ Py Py &
3, MUx < MUy MRS < Px
RXimicPyY Py

How Does A Consumer Decide How Much

Long Run = Equilibrium = Perfect Competition
SMC = SAC = LAC = LMC = LMR = LAR = PRICE

Shut Down Point Px Consumer Equilibrium -
Condition for Production = TR>=TVC or AR=AVC Eiig

When to Shut Down Production - TR<TVC or AR<AVC

If Firm Shut down production, Its Loss will be equal MUMm

to Fixed Cost Only



BUSINESS CYCLE

;r Fluctuations in | Aggregate Economic Activity I
r Expansion &
| Contraction |

! LCLRRL
j Trade Cycle _L Good Trade & Bad Trade

Business Cycle - Meaning

~ Of Business Activity

Posk

Trend Line

|

a,
o

Features of Business Cycle

1. Phases do not display smoathness & regularity.

2. BC occur periodically, But do not exhibit same regularity.

3. The duration of Business Cycles vary.

4. The intensity of fluctuations also varies.

S. Difficult to predict the Turning Points of BC.

6. BC in general originate in free market economies.

7. Although all sectors are adversely affected by Business Cycles

« More Affected

« Capital Goods Industries
« Disproportinately

+  Durable Consumer Goods
» Industrial Coods

( Agricultural Sector

Less Affected J

8 Business Cycles are exceedingly complex phenemena

9. Repercussions of Business Cycles get simultaneously felt
an nearly all economic veriables, viz. O/Y//E

10. BC are contagious & are international in character.

1. Business Cycles may occur due ta External Causes
(known as Esogencus Factors), or Intermal Causes
(called Endogencus Factors), or @ combinati

12 8¢ have serious conseguences an the well-being of the
seety

Phases of Business Cycle

1. Expansion
a) Increase in National Output, Employment, Aggregate
Den"\and: Capital and Consumer Expenditure, Sales,
Profits, rising Stock Prices and Bank Credit.
b) Continues till there is full employment of resources
¢) Involuntary Unemployment is almost zero. Only
frlctlonal Unemployment (i.e. due to change of
jobs, or suspended work due to strikes or due to
imperfect mobility of labour) or Structural
Unemployment (means unemployment caused
due to structural changes in the economy), exists.
d) Prices and Costs tend to rise faster. Net Investment
also occurs at a faster pace.
e) There is increasing prosperity and standard of living
f) Growth Rate eventually slows down & reaches at its
peak.

2. Peak

a) Highest point of the Business Cycle.

b) Now, Inputs are difficult to obtain, so Input Prices increase.

¢) Output Prices rise rapidly, leading to increased cost of
living. This causes greater strain on Fixed Income earners.

d) Consumers begin to review their Consumption Expenditure
on housing, durable goods, etc.

) Actual demand thus stagnates. This marks the end of
Expansion Stage

3. Contraction
a) Once Peak is reached, increase in demand is halted and

starts decreasing in certain sectors.
b) Hence, there is a mismatch between Demand and Supply,
¢) Producers, holds back investment, cancellation of orders for
equipment and all types of inputs including Labour

d) Chain of reactions in the Input Markets & the Producers of
Capital Goods & Raw Materials in turn respand by
cancelling their orders. This is the turning point.

&) Decrease in Input Demand pulls Input Prices dowm,
Incomes of Wage and Interest Earners decline resulting in
decreased demand

f) Producers lower their prices to dispose off their inventaries

g) Business Firms become Pessimistic
k) Decrease in Bank Credit, Investor Confidence, Stock Prices
Employment, Wage Rates, Investments, Production ,

Demand

a) Lowest turning point i.e. ‘Trough'.
| b) When the process of recession is complete, the
severe contraction in the economic activities
pushes the economy into the phase of Depression.
| ¢) Depression is the severe form of recession & is
characterized by the extremely sluggish economic
activities.
d) Growth Rate becomes negative and the level of
National Income and Expenditure declines rapidly.

| e) Demand decreases, Prices are at their lowest,
Forcing Firms to shut down. There is more bankruptcy.

f) Capital & Consumer Durable Goods Industry, suffer
from excess capacity.
| g) Unemployment increases, Very little Disposable
Income.
| h) There is fall in the Interest Rate, and people’s
demand for holding liquid money (i.e. in Cash)
increases.
i) Despite lower interest rates, the demand for credit
declines due to Pessimism of Business,

{ j) At the depth of depression, all the economic
activities touch the bottom and the phase of Trough

is reached.

1. Leading Indicators

a) It is a measurable economic factor that changes before
the economy starts to follow a particular pattern or
trend.

b) It represents Variables that change before the Real
Qutput changes, i.e. prior to large economic
adjustments.

) Examples:

« Changes in Stock Prices, Profit Margins and Profits,
Indices like Housing, Interest Rates and Prices, etc.
are generally seen as precursors of upturns or
downturns.

= Value of New Orders for Consumer Goods, Capital
Goads, Building Permits for Private Houses, fraction
of Companies reporting slower deliveries, index of
Consumer Confidence and Money Growth Rate are

|

| 4.Trough. Depression
J

r

aiso used for tracking and forecasting the changes in

Business Cycles.
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2. Lagging Indicators

a) It reflects the economy’s
changes in these indicators are obs
an economic trend or pattern has already occ

b) It represents variables that change after the Real
Output changes, means measures that change after
an economy has entered a period of fluctuation

¢) If Leading Indicators signal the onset of Business
Cycles, Lagging Indicators confirm these tliends

d) Examples: Unemployment, Corporate Profits, Labour

f Output, Interest Rates, Consumer

Cost per unit © € ]
price Index, Commercial Lending Activity, etc

historical performance and
ervable only after
urred

3. Coincident Indicators

a) It coincides or occurs simultaneously with the
business-cycle movements.

b) It gives information about the rate of change of the
expansion or contraction of an economy more or
less at the same point of time when it happens

<) It coincides closely with changes in the cycle of
economic activity, & describes the current state of
the BC.

d) Examples: Gross Domestic Product, Industrial
Production, Inflation, Personal Income, Retail Sales and
financial Market Trends like Stock Market Prices, etc

External Causes of Business Cycle
1

Population Natural Factors 5
Technology Wars |
| Post War Construction International Trade 1

internal Causes of Business Cycle
| ,

| Price Fluctuations | Innovations

{ E |

| Fluctuations in Effective Fluctuations in "
Demand | Investment ‘

Fluctuations in Govt Spend iuacm—Em Policy |
Money Suppty TPsydn&ogidFacmrs

Role of Business Cycle in Business Decision Making
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National Income

Domestic Income

. —

F'—__:

Value Added Method / Net Output Method/
Production Method / Industrial Origin Method

]

Factor Income from NDP Accruing to Private Sector

GDPmp
B 1
Value of output (minus) Intermediate
r 1 \ Consumption
Sales Plus Change in
2 Stcln:k
i 1
Closing {minus)  Opening
Stock Stock
\
\
e
Income Method
NDPFc
& 1
Compensation Mixed Income Operating
of Employees Surplus
= Wages & Salarles [ T i 1
= Payment in Kind Rent Profit  Interest
= Employers i
Contribution ( 1 \
e Dividend Corporation Undistributed
SGCWT!YF i profit profit/
> onen Tax retained earning
Retirement ]
=

Private Income

Personal Income

Personal Disposal Income

Expenditure Method
GDPmp
RS S————
Government Investment
Final Expenditure
Consumption T e
' & (minus)
. Exports
IR SR
Fixed Inventory
Investment Investment

-
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Wages, Rent Interest, Profit
— Factor Payments.
{Y)

_.——w»Factor____
: » e inputs R
Uuse?kalds ‘

: R
~-~__ Goods and o
Services 47 /

~* Consumption ——

expenditure
(C)

AD =C +1

C=F(Y);C=a+by

G AC
APC =;,MPC=—-

Ay
AS=C+S=Y
S=y-c;S=-a+(1-b)y

5 AS
APS = L, MPS =
APC + APS = 1

MPC+ MPS =1

Determinati_on of Equilibrium level of
Income in 2. sector Economy

e e
AD = AS
C+I=C+S
Or
1=S

VIDHYODAY

VIDHYA KA UDAY

1. Progressive rates of tax.

. High liquidity preference and idle saving or holding of cash

. Increased demand for consumer goods being met out of the existing
stocks or through imports

- Undistributed profits of corporations
. Part of increment used for payment of debts
. Purchase of government securities & shares from shareholders

In full employment additional investment will Jead to inflation
& scarcity of goods /services.

Inflationary : i
Aggregate Gap H iE Aggregate
Demand \‘ G (C-D, Domand | - g viosvonaY @ gpies (C-D),
(C+n, (Cn,
jEa
Deflationary
Gap
: ; i e N lieal
o o M Output Income o M Q" Output Income
Inflationary Gap = AD - AD,

Deflationary Gap = AD, - AD

o
In Equilibrium
Y=C+1|

When the level of investment increases by an amount, say al, the
equilibrium level of income will increase by some multiple amounts, AY.
J‘ The ratio of AY to Al is called the investment

T AY
multiplier, k. -——
2] k A
The size of the multiplier effect is given by a Y = K Al %
Wl

The process behind the multiplier can be compared to the ripple effect’ of ﬁ
. water.

The increase in equilibrium income per rupee increase in investment is:

1. Calculate marginal propensity to consume and marginal propensity to save
from the following data about an economy which is in equilibrium:
National income = 2500,

0y

¢

Autonomous consumption expenditure = 300,
Investment expenditure = 100

Answer: MPC=0.84 MPS=0.16

2. An economy is in equilibrium. Calculate national income from the following-
Autonomous consumption = 100;
Marginal propensity to save =0.2;
Investment expenditure = 200

Answer: Y=1500

3. If saving function S =10 + 0.2Y and autonomous investment 1=50 Crores
Find out the equilibrium level of income,

Answer: Y=300 CRORES
4. Anincrease in investment by 400 Crores leads to increase in national

income by 1,600 Crores. Calculate k
Answer: K=4

5. C=10+0.75Yd, | =50, G = T = 20where C Is consumption, | is investment. Ya
is disposable income, G is government expenditure and T is tax.

(a) Find out the equilibrium level of national income.
Answer: 260

6. Consumption C =75 + 0.5 (Y-T); Investment 1= 80; Total tax T = 25 + 0.1Y;
Government expenditure G = 100.

calculate tax multiplies.
Answer: 1.82
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DETERMINATION OF EQUILIBRIUM LEVEL OF INCOME

i o
e o— ——
k 3 - SECTOR ECONOD ) 4 - SECTOR ECONOMY
- : A Foreign
The Hogsehasl he Business Tha Governmant The Gayarmimant The
Husiness
Seetor Seator Biaths The :::ls::nnld Th.swmr Saotar Sector
Circular Flow In A Three Sector Economy
2 T am
‘\.,\.\J \ \ i \l AN ~ . Clrcll'ar rlnw l“ A l our SGCtor Eco" y
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Allocation
Function

Allocation
- Toensure efficiency

Objechve' - ~ Redistribution e
1. To achieve efficient allocation of scare resour : « Full employment and price stability thr stabilization policies
e ces. Function 2
2. Maximizing socizal welfare
3. To correct resource mis allocation
4. To ensures total resource are divided among various uses
5. To ensure proper resource allocation to merit goods
beneficial to society.

Objective

1. To attain redistribution of income

2. To increase well being of members of society

3. To provide equality in Income wealth & opportunities
4. To provide security for people 5

5. To ensure minimal standard of living:




Allocation of Power

Article 246
« Union List - Parliament
« State List - State legislative Assembly.

« Concurrent List - Both

Borrowings

ﬁor_ruwmg's.ny
~ Government of India

The centre may borrow within the limits
fixed by parliament by law upan the security
of the Consolidated Fund of India

" Borrowingsby
states sy

The state governments may borrow within
the territory of India upon the security of
the Consolidated Fund of the State

Central
Central or Federal Govt. Should be

responsible for functions related to Income

Redistribution & Economic stabilization

Centre And State Finance

Fiscal Federalism

State & Loca|

State & local Govt. should be responsible
for functions related to Allocation of
Resources

Allocation of Revenue

The Union Government

can levy taxes such as tax on income, other
than agricultural income, customs and
export duties, excise duties on certain
goods, corporation tax, tax on capital value
of assets excluding agricultural land,

The State Government
can levy taxes on agricultural income, lands

and buildings, mineral rights, electricity,
vehicles, tolls, professions, collect land
revenue and impose excise duties on
certaln items. The property of the union is

| agriculture and industry,
" providing social sector service.
| such as health and education,

AL i T

terminal taxes, security transaction tax,
central GST, union excise duty, taxes other
than stamp duties etc.

exempt from state taxation.

Distribution Revenue
268 [Duties levied by the union but collected and appropriated by the states.
289 Taxes levied and collected by the union but assigned to the states.

270 Taxes levied and collected by the union and distributed between the union and states
as prescribed in clause 2and the States.

27 Surcharge on certain duties and taxes for purposes of the union
276  Statutory Grants-in-aid from the union to certain states.

282  Grants for any public purpose

293  Loans for any public purpose

T R e =
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Allocation of Expenditure

Central :
Central government is entrusted with the

responsibilities of provision of nationally :
important areas like defense, foreign affairs,
foreign trade and exchange management,
money and banking, cross-state transport
and communication, forex etc.

Local
Local self governments such

as municipalities and
panchayats are entrusted with
the responsibility of providing
public utility services such as
water supply and sanitation,
local roads, electricity etc.

State

State governments are
entrusted with the
responsibility of facilitating

police protection etc.

( Finance Commission
Horizontal Equity

Allocating among states their share of Central Revenue
Year 2021-26 @41% of NDP

Vertical Equity

Vertical Equity
Deciding about shares of all states inrevenue collected by centre.
The criteria for distribution of central taxes among states for
2021-26 period

= Income Distance + Demographic Performance
« Area « Forest and Ecology
- Population 2011 = Tax & Fiscal efforts

|
o)




The abliity of g
firm to profitably

ralse the
market pricg

Restrict output Charge higher

price

N_# e

GOVERNMENT INTERVENTION

TO MINIMIZE MARKET POWER
M

Rules and Regulation such as: Competition Act, 2002
(as amended by the Competition (Amendmaent) Act, 2007)

Market Liaberalisation eq: Tele- communication
Controls on Mergers & Acquisitions
Price capping & Price requlation

Profit or Rate of Return Regulation

Investigation on cartelization & Unfalr practice like
collusion & Predatory Pricing

Restriction on Monopsony power
Reduction in Import control

Nationalisation

Market Fallure

Market Tallure ls g g mtlon In which
the Tree Markel leygs 1o misallooation
of 60C18YY'S 80b16g rusouroes nthe
BENSE inl 1hepe |6 alther
overproduation gr ypdar piaduation of
partloular guods and services leading
1o i lags than optimal outvoma,

Complete market fallure
“Missing maorkets” and ooours whaen
tha mmﬂm degs not supply products
at all dasplte the fact that such
products and sarvicas are wantad by
poople. 1.0, Pure public goods,

Partinl market fallure
ooours when the markel doss aotially
funotion, but it praduces sither the
wrang quantity ol s product or st the
wrong price, This rasults In loss of
aoonomlo wallare,

PRODUCTION
EXTERNALITY

Initiated in Production Which
Impota Eatarnal cost or corifars starngl Banofits

Consumption Consumgtion
When Factory Flaying the radio
dincharge Laudly
water wiste Into obstructing oha
nasr fromm the study,
by river pollute
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health
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use this In drinking. \
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GOVERNMENT INTERVENTION TO
CORRECT NEGATIVE EXTERNALITY

Direct control

1} Legislation,
i)
fii)
v}

Direct intervention like licensing. production quotas

Prohibition like smoking is completely banned in many public places.
Stringent rules like tobacco advertising, packaging and labeling etc.
V] Laws like environment protection) act, 1986.

Vi) Pollution-abatement mechanisms

Vii) Special bodies/ boards the ministry of environment & forest, the pollution control
Board of India

Market Based Approaches

Pigouian tax

® These taxes by making the polluter pay, seek to internalize external costs

into the price of a product or activity.

Tax increases the private cost of production or consumption & would
decrease the quantity demanded and therefore the output of the goods
which creates negative externality.

Problems in administering an efficient pollution tax

& Difficult to determine & administer due to difficulty to discover the right

level of taxation.

* Problems associated with inelastic nature of demand for the good.

Tradable Emissions Permits

= These are marketable licenses to emit limited quantities of pollutants.

= High poliuters have to buy more permits.
* [ow polluters receive extra revenue from selling their surplus permits.
Benefits & Problems in administration

e Administratively cheap and simple

e 'Cap'puts a clearupper limit

o Demand for the good is inelastic. insignificant effect

Government Intervention To Correct Positive Externality

Corrective subsidy to the Producers
aimed 3t increasing the supply of Good

Corrective subsidy to the consumers
aimed at increasing the demand
of good

| cost of productionincurred by the
firm such as RM, wages, etc. these
| costappearinthe Firm's Account

|
| !
gt

Total cost to the society on account
of a production or consumption |
activity |

1

i

Social cost = Private cost + External cost

Merit &
Demerit
Goods

Merit
Goods

-« Socially desirable

+ Involve substantial
positive externalities in
their consumption

« Example: Education,
health care welfare
service, housing etc.

Regulation
determines how a private
activity may be conducted.
For example,

Governments can prohibit
some type of goods and
activities, set standards. and
issue mandates

Government could also use
legislation to enforce the

‘consumption of a good

which generates

positive externalities.

An additional option is to
compel individuals to
consume the good or service
that generates the external
benefit.

ultimate encouragement to
consume is to make the good
completely free cold at the
point of consumption.

.ﬁs VIDHYODAY
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Demerit
Good_-

Socially Undesirable
Involve high negative
externalities in their
consumption
Example: Tobacco,
Cigarettes. Alcohol,
Drugs etc.

complete Ban on Demerit
goods.
Persuasion is mainly
intended to be achieved by
negative advertising
campaigns

Legislation

prohibit the advertising or
promotion of demerit goods
in whatsoever manner.

fix a minimum price

below which the demerit
good should not be
exchanged.

strict regulation

of the market for the good
may be put in place soas to
limit access

spatlal Restriction

High Taxes

»
B~
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3
Public
Goods

v

Paul A. Samuelson

Public V\s Private Goods

‘rivalrous’
reixclitabic: = Non-Rivalrous
No free-rider problem. : fh:::ﬁzdudab::
Divisibility AL

e = characterized by indivisibili
I efficiently all SRRSO,
il 2 :re:z‘;:aatjei::?surces = NO efficiently allocate resources
clothinl . = national defence, highways,

public education,

Producers are not motivated to produce a socially-optimal amount of
products if they cannot charge a positive price for them or make profits
from them. they will not be produced at all or will be grossly under-
produced. Thus, it creates market failure.

Government intervention in case of Public Goods

Direct Provision of a public good Govt. regulates the level of entry

R fee chargable from the Public &

Excludable Public goods such as kept strict watch on Functioning

Parks, Universities, Museum etc.
can be provided by govt. and d
financed through Entry Fees.

of licensee to guarantee

equitable distribution of welfare

Some Public goods are Provided
by Voluntary Contributions and
Private donations

Govt. Grant License to Pvt. Firms
to build a Public good facility and
charge fee from the user of good.

4
Incomplete
Information

perfect information

implies that both buyers and seflers have complete information

about anything that may influence their decision making. However, this
assumption is not fully satisfied in real markets because of-

Difficulty to getting correct
information eg: condition of
second hand car.

Complexity of Products &
Services. eg: Cardiac surgery,
Mutual fund etc.

Asymmetric Information
Asymmetric information occurs
when there is an imbalance in
information between the buyer
and the seller i.e. when the buyer
knows more than the seller or the
seller knows more than the buyer.

Deliberate Mis- information eg:
Highly Persuasive advertisements

Adverse Selection
due to asymmetry of information, ,
the party which has more
information may take advantage
ignorance and this could
potentially put the ignorant party
at aloss.

Moral Hazard
opportunism characterized by an
informed person's taking advantage
of a less- informed person gla

Mandatory to have Accurate
Labeling & Content disclosures v
by Producers. eg: Labeling on
cigarette packets.

Government intervention for
correcting information failure

Mandatory Disclosure of
Information eqg: SEBI require
accurate information to be
provided to Prospective Buyers of
New stocks.

Public Dissemination of
Information to Improve Knowledge
eq: 97T India AT I India

Regulation of advertising and setting of advertising standards to make
advertising more responsible, informative and less persuasive.

5
Equitable
Distribution

Government is to redistribute incomes so that there is equity and

fairness in the society.

« Government also intervenes to combat black economy and market
distortions associated with a parellel black economy

- Some common policy intervention includes

1) Progressive income tax B) Social security schemes

2) Targeted budgetary allocation 7) Job reservations

3) Unemployment Compensation 8) Land reforms

4) Transfer payments 9) Gender sensitive budgeting

5) Subsidies
6.
Price
Intervention Non
Market Pricing
Price Floor Price ceiling Buffer stock
A minimum A maximum price It involves purchases from the market

during good harvest and releasing
stocks during periods when production
is below average.

Price Buyers sellers are allowed

are required to to charge for a
Pay. good or service

where government intervention in the economy to correct a market failure
creates inefficiency and leads to a misallocation of scarce resources occur

very.often.
= Government failure occurs when:

Intervention Is Ineffective
Causing Wastage Of
Resources Expended For
The Interventions

Intervention Produces
Fresh And More Serious
Problems.



Step 1- Preparation

Aug - Sept

Budget Division
: 4
Issue circular to all ministries, States, UTS etc to
prepare their estimates of Receipts &
Expenditures

Oct - Nov
Each Ministry share its Budget estimates with
Budget Division The expenditure Division of
Finance ministry Demand Estimated Expenditures.
It includes

Budget Estimates
of Receipts & Expd. in

Revised Estimates ‘Actual
for the current year of the year.

respect of current Preceding the
& ensuring current year.
Financial year

A series of pre-budget consultations are done by
The union finance minister with-

The finance ministers and chief ministers of states,

various stakeholders and interest groups including industry associations,
representatives from agriculture and social welfare sectors,

labour organisations,

experts from NITI Aayog,

economists etc.

to elicit their suggestions on the proposed budget.

Tentative Budget get approval from council of ministers &

Printing of Budget documents has started.

The Process Of Budget Making

o VIDHYODAY
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. Article 112 of the cons

It provides that in respect of every financial year the ‘president shall cause to be ll
| Z before both the houses of parliament a statement of the estimated receipts
% and expenditure of the government of India for that year, referred to as the

"Annual Financial Statement”. 1

e

wherein Budget is passed by
the accompanying documents the parliament after

are prepared in consultation discussions.

with various stakeholders:

wherein the Budget along with

TG0y T2 o

V)— Step 2- Presentation ¥

% e

The Budget Speech

Part A of the budget speech gives an outline
of the prevailing macro economic situation of
the country and the budget estimates for the
next financial year.

Part B of the budget speech details the progress
the government has made on various
developmental measures, the direction of future
policies and the government's tax proposals for
the upcoming financial year

The Budget Documents
5D Demands for 1
(Annual Financial r;:a % Finance Bill
Statement) M {
| R’ : J B l { ]

Consolidated = Contingency Public Marco-dRakatnic Medium Term

Flé?d * FB?d + Account Framewaork Statement F'CS:'_?]I Sgg?

India India Fiscaisl?aoliec%grt]zateqy

Nine ather documents which are in the nature of explanatory statements supporting the
mandated documents are also presented along with the documents mentioned above

D
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Budget

Discussion

“General discussion on Fiscal
policy issues only
Adjourned For a file Period
of time

standing committees consider
Various Demands for Grants.
By Ministries.

Voting in Lok Sabha Accept or Refuse any Demand
(No voting for Grants in Rajya sabha)

Cut Motion _ Guillotine
Motion for Reduction Various Outstanding Demand to the

demand for grants to Reduce the Vote of the House
sum sought by Govt.

After Discussion & Voting on Grants

Govt. introduce "Appropriation Bill”
(Authority to Govt. to incur expd. from & out of the "consolidated fund of the India’)

Finance Bill

Detailing of the Imposition, Abolition, Alteration or Regulation of Taxes
proposed in Budget.

PERT

one the President gives Assent, Budget is considered as final & Published in
Official Gazette of India.

The expenditures of certain categories such as-

- The emoluments and allowances of the president of india and his/ner office, and
- Emoluments of judges of supreme courts and
- High ranking personnel of constitutional bodies across india

are ‘charged' on the consolidated fund of india and are not subject to the vote of
parliament, are also indicated separately in the budget.

54 2%

% r‘ig g

roduc

first to secure a Vote on Is followed by the AFS for that
Account for a few months. year or the full-fledged Budget.

Implementation of Budget for
whole financial year.

(i April-31March)

S e

A

_ e S L :
( Efficiently l‘ reallocate : Redistrib Bring in stability, ._
| Allocate limited li { Resourcesin | utionof || sustainable |
! resourcesto | | accordancewith | income& = increaseinreal |
| ensuremaximum || itsdeclared | wealth. = GDP& reduction
\ social welfare. E priorities. : ' in regional

i i i

: s

3 disparities.




I Capital Receipts

(Reduction in Asset or
Increase Liabllity)

E Revenue Recelpts

(Neither Reduce Asset
Nar create Liabllity)

v

Increase In Reduction In
Liability Asset

Market loans / Borrnwlnqﬁ Recoverles of
Treasury Bill Borrowings Loans

= Provident Fund Disinvestment etc
« Extarnal Debts atc.

- i

Y B
g Tax Revenue ﬁ pan=Tax
' Revenue
= Income Tax « Dividends
« Corporation Tax « Profits
» Wealth Tax - Interest etc

« Customs Outy - escheat
«GST etc.

Sources of Revenue

Ministry of Finance

v

Department of Revenue

Two statutory Bodies.

Central Board of
Direct Taxes

Levy & collection of
all Direct Taxes

Calculate

Revenue Defiat
Fiscal beficit
Primary Deficit.
Particulars

Revenue Expenditure
Borrowings

Revenue Receipts
Interest Payment

Central Board of
Indirect Taxes & Custom

Levy & collection of
GST, Customs & other
indirect tax

(in crore)
45000

12000

35.000

30% of
Revenue Deficit

Establishment
Expd.

BD=TE-TR

RD=RE-RR

Capital
Expenditure

(Reduction in Liability or
creation of Asset)

v

v

Reductionin ]
Liability Creation of Asset

Repayment of
Borrowings

Central

sector schemes
eg: Namami
Gange, PMEGP,

» Acq. of Land, Buidling
« Purchase of P& M
« Investment
- Loans & Advances

On CPSES &
autonomoys Bodies
eg: Indian Institute

of Agri Research,

Khelo India. ICAIDH

etc. ADHYA

FD=TE-TR
ex. borrowing

Revenue
Expenditure

(Neither Reduce Liability
Nor create Asset

Expd. for Normal
Functioning Like

« Interest Payment
- Grants given to states
- Salaries to Govt. employees etc.

Centrally Finance
sponsored Commission
scheme Transfer

eq: PMAY
SBM PMGSY

Transfer
to State
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Meaning

Public expenditure management is >
the process that allows

governments tobe fiscally
responsible:

Responsibility of-

The Department of Expenditure of the Ministry of Finance it is responsible for-

Impl T e NS | ?
plementation of | | Monitoringof | | Preparation | Assistscentral |

recomm i |1 | g A
the Flnan egdatlo'ns _Df | audit comments/ I | of central govt. Ministries/ |
. cetbommission& I gheervations ||  Accounts. Department in |
Central Pay Commission
i ts & Reviewing systems &
Cpntrollmg the o ,S procedures to optimize |
| prices of public services outcomes I
PDMC g RBI Retail Direct é
= The Public Debt Management Cell « As part of continuing efforts to increase retail

= This was created in 2016 under the
Department of Economic Affairs.

participation in G-sec, 'RBI Retail Direct’ facility
was announced on February 5, 2021:

= The Medium Term Debt Management g | = forimproving the ease of access by retail
Strategy or MTDS 2021-24 is a framework | investors
to determine the appropriate composition = to provide the facility to open their government
of the debt portfolio. securities account (‘Retail Direct’) with the
3 Reserve Bank.

PR T
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Public Debt Management

. Government debt from internal and external sources contracted in the Consolidated
Fund of India Is defined as Public Debt. .

=« Itis the process of setting up and implementing the strategy for managing public debt
in order to raise the required amount of funding at the desired risk and cost levels.

Iﬁarket

Development

RBI Ministry of MOF, Budget Division & RBI
Domestic Marketable Finance (MOF) other Liabilities such as small
debt eg: dated External Debts savings, deposit, reserves etc.

securities, treasury bills

Internal Debt Management Department of Reserve Bank of India

v

Act as a Debt Manager for internal debt

The Fiscal Responsibility & Budget Management
It was passed in 2003 to provide a legislative framework for reduction of deficit and thereby

debt of the central government to a sustainable level.

The objectives of the act are:

inter-generational equity in fiscal management,

long run macroeconomic stability,

better coordination between fiscal and monetary policy, and
transparency in fiscal operation of the government.
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Expenditure towards Consumption,
Irvesttnent and transfer paynernts,
to genarats incorme and s effect

Govt Securities  » Non transferable

1) During Inflation: (

» Borrowing 1 Rate of interest
Wipe out excess purchasing power
' Reduce demand pullinflation .

2) During Recession:
Borrowing ¥ Repayment Public

* Moneyin Economyt
~«+ Aggregate DemadA

Sudget
-

Budget is 2 siatement of

sources znd expenditure
made by Govt. ina year

revenue from taxes Z other

= Non Negotiables

public borrowing
« PPF, NSC. KUP

debt timely

v
‘.



Fiscal policy for Reduction in

Inequalities of Illcome & Wealth

It is used as an effective tool for re-distribution function,
e | tohandle inequality in opportunities, income and wealth

+

This is done to achieve equity and sacial justice

Fiscal
Policy

!

_-lmﬁltmontt‘tidn Lag

Delay ]n bringmg in
Le gnslatlon& Implernent on.
account of | Bureaucracy

Crowding Out.



Pecpie Can Save it and
Use It Later Smoothing
Their Purchase Over

Sez Of Ligpsd Fnancial Asset. The
on Aggregate Economic AcCtivity.

It includes Liquid Liabilities Of Particuiar
“Tinancial intermediaries Or Other
Issuers.

Fiat Money

v

A Govi. Issued Currency Which Is Not
Backed By Physical Commodity
(representative Money)

Fiat Money Is Materially Worthiess,
Eg: currency Notes & Coins

2 v._»l = : = | §s=
1 The demand for money is drived s— . oy
Semand and is = decision about how income and Directly 4 Income and Expenditure
much of one's given stock of weaith Expenditure “ Demand for Money
shouid be hedd in the form of money
General Price 1 Price Levels
rathey other asssls
-y gochan Level Directly 4 Holding for Money
2 1 piay important role in the 1 Interest Rate
getermination off interest prices interest Rate Inversely 4 Opportunity Cost
and ncome in an economy. ¥ Demand for Money
Degree of
Internet Banking, ATHM, UPi
Financial Inversely
 Innovation ~ Holding Of Liquid Meney




Classic
Approach:
The Quantity .....__.
Theory of
. Money

one of the oldest theory of economics
of Yale University in his book * The Pu
in 1911.

» was first propounded by Irving Fisher
rchasing Power Of Money” published

Thereisa strong relationship between money and price level and the

quantity of money is the main determinant of the price level and the value of
money.

+ Equation of exchange:
1. Fisher's Equation (with only Actual Money)
MV =PF
2. Fisher's Extended Equation (with Actual & Credit Money)
MV+MV =PT
where, M = Total amount of money in circulation
M’ = Total quantity of credit money
V = Transaction velocity of circulation
V' = Velocity of circulation of eredit money
P = Average price level
T = Tetal number of transaetions

Higher the number of transaction that people want, higher will be the demand
for money (transaction motive).

Individual
Speculative

Demand
for Money:

et

When r_>r, . the entire wesith is held by the individual
weaith holder in the form of Government Bonds.
When r.<r,,the individual will hold his entire weaith in
the form of spectacie speculative cash balance.
Where, arer. = rate of interest

B

NEO
Classical
approach: z
Cambridge :
approach

« Inthe early 18008, Cambridge econgmist Alfred Marshall, A.C. Pigor, D.H.
Robertson and John Maynard Keynes put forward a fundamentally different
approach to quantity theory known negclassical theory or cash balance
approach.

- Money increase utility in the following two ways:

1 Enabling the possibility of split up of g a1 2nd purchase to two different
point of time rather than being Simuitaneous.

2 Being & hedge against uncertainty
« [Egquation : Md=kPY
where, Md = demand of money
Y = realnational income
P = average priceleve] of currently produced goods and services
PY = nominalincome

k = proportion of nominal income

r, = critical rate of interest

It is also called a Tiquidity preference theory”

Liguidity Prefernce, a lerm that was coined by Jofn Maynard Keynes in fus
Masterpiece.

It denctes peopies desire 1o hold money rather then securities or ong-term
interest bearing investments




3 Inventory
4 Approach

+ Baumol and Tobin developed a deterministic theory of transaction
dernand for Real cash balance, in which money is essentially
! viewed as an inventory had for transaction purpose.
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= People hold an Optimum combination of bond and cash balance
l.e. anamount that minimize the opportunity cost.

'« The optimal average money holding is:

a positive function of income Y

2. a positive function of price level P
J apositive function of transaction costs C

' 4 anegative function of nominal interest rate i,
.+ Factor determining demand for money:
: Nature of Relation

. Factors

* 1 Income 1 Expenditure
= Income 4 Inventory Of Money Holdings

1 Income Levels

2 Other Assets * Money holding on average will be lower

= Number of Transfer
=\ Average Transaction Balance Holdings

3 No. of transfer

"
.
'
[
"
¥
'
'
¥
*
'

4 Transaction Cost = It refers to fixed Cost Per Transfer

(5 Brokerage Fees) = Transaction Cost /™ Marginal Cost

« ' Number of Such Transaction
=\ Average Bond Holding

* People hold cash which involves an

6 Opportunity Cost
opportunity cost in terms of Interest lost.

« Carrying Cost means Interests Foregone
J L by Holding Money and not Bonds. d
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\ v A8V cash withdrawal
4B Broker'sFees
AR incom

R Interest Rate

Fredman'g 3
Theory

« Milton Friedman 1956 extending Keynes specylative money
demand within the framework of @ set price Theory holds that
demands for money is affected by the same factors as demand for
any other asset, namely, permanent income and relative Returns

on assets.

» Four determinants of the demand for money:

Factors Nature of Relation

1. Permanent Income » Itis the present expected value
of all the future income
= nominal demand for money is a function

of total wealth.

2. Price Level = A Pricelevel \'Demand for money

» J Return on Bond and Stock
< Nominal Demand for Money

3. Opportunity Cost

« +ve Inflation V' Real Value of Money
™ Opportunity costs of Money holdings

4, Inflation
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The
Demand for
Money as
Behaviour
toward risk

f
An investor is faced with a problem of what proportion of his portfolio o
rns

Financial assets he should keep in the form of ready money (which ea
Fointerest)and in the form of investment {(which earns interest) such as

Bonds.
People prefer a mixed or diversified portfolio of money. pbonds and
Shares, with each person opting for a little different balance
Between risk and return.

Factors Nature of Relation

« Portfolio (all bonds) /D Return

Risk and uncertainty
« An risk-averse investor will exercise

involved in buying

bonds trade off and sacrifice to some

extant higher return for reduction
in Risk, because money is safe asset.

Interest Rate +« Amount of money held as an asset

depend on the level of interest rate

= A Interest rate 4 Payment Received

for undertaking risk

If payment is greater than before,
investor is willing to put a greater
proportion of the portfolio into the
risk asset and thus smaller

proportion into money.

Tobin,s Liquidity Preference Function

Liquidity Preference Function Showing The
Relationship Between Rate Of Interest And Demand
For Money. The Downward Sloping Liquidity i
Preference Function Curve Shows That The Asset
Demand Fo Money In The Portfolio Increases As
The Rate Of Interest On Bonds Falls.
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: P _.&mwouav
upply of Money i e T
Meani HMoney suppiy S
eaning _Tmﬂant?memﬂaﬂydmm\emzﬁmﬁaﬂ Measurement of Money Supply in India
# . SuSntity of money a2 Sy point of fime is 2 messurable conoepl.
} M | Currency notes and covms with the peopis + Net Somend depastis of BacksDASA Dapose) %
* Stock Concept » SwaEabie To The Public > o
‘ 'i:;‘., : LR T TR Monetary 2 ;mﬁmwmmmmm
"eas‘m;-?mw?am 1 Aggregates M3 | M1 = Net time Geposit with the Daniking System.
Observation Househnids -..—su:'_r:'\m 23 Lo A :
Erreot Note - M1 is calied narow money. while MS s called broad money. i
Froducer OF Man2y ; !
In Money Supply Inter Bank Deposits And
Money Held By Gowt. & Banking System Not Included '
.: Currency =
_ For mﬁm = Provide Framework To

i

i 7 Fist Credit Money
: () Central Bank i e - o Al e 1.  Calculate ML
Sources {a} Central Bankis primary source of {2) Meney supply in the Economyisa : :
of Honey money supply in all countries. determined by the extent of credit Currency with Public = 8.000 cr.
Supply (b) Currency issued by the central bank is created by commercial Banks. Demand Deposits with Banks = 10.000 cr-
Fiat money by adopting minimum (b) Banks create money supply through Time Depesits with Banks = 20,000 or.
Reserve System. borrowing and lending. Qther Deposits with RBI =80.000 cor.
{c) Quantity of Fiat money depends on the {c) Veriables initiated by Central Bank to Saving Deposits of Post office saving banks = 5000 or.
acisi § i m | m ; i
decision of Central Bank based on the control the total money supply in the Ans. 93000 cr.
authonty conferred on it. economy. :
2.  If Required Reseive Ratio is 12-5% and Initial Depositis ¥
1,00.000. calcuiate credit money created by banking system.
Re . Reserve money = Currency in Circulation + Bankers deposit with the RBI + Ans. ¥ 800,000
Money other Deposits with the REI ‘ 3. Cslculate currency with Pullic. (Datain cr.)
| Notes in circulation = 25,00,000
| circulation of coins = 26,000
e Commodity Money e RBI'S 2018 order barred banks & FIS from [
E AP 2 ¢ : Cash in hand with Banks = 93000
ling with virtual crypt 8
. Metallic Currency dealing virtual crypto currencies f
! Ans. 24,28,000Cr.
ution - Paper Currency * CBDC | ;
Evol & IF =10%, currency in circluation is ¥ 800 biliion, demand

Central Bank Digital Currencies Digital
currency of India (e #)Legal Tender
issued by Central bank in Digital Form. 5 Ans. 2.28

»  Digital Currency deposits are ¥ 1000 billion and Excers Reselve ¥ 1 billion, find money multiplies

L =
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Behaviour

Money Multiplier
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HoneysuppiyisNegaﬁvelyreiatedtoc

ct of RDR on Money Supply
and Money Multiplier

H
HiME
: -4 banis keeps
(B) Excess Reserve (ER)
Emfﬂm—n—‘ﬁw
Me i mo:_ﬂ_‘
e D
=" depends upoD
= - -
Expected Deposit
Market interest Outfiows
en-—:—- e a Exp. Outflow
s 10l Exp.outflow 1 e ¢
jiet Exp. outflow e}

As CtM:
CimMt
Importance Credit Multiplier
a. Beqreeofadoptionofsardcinghabitsbymeneaple « 1t also referred to as the deposits multiplier
b. People's preference for liquidity deposit expansion multipiayer, o
c. GDPgrowth - Describes the amount of additional money Created by
d. Degree of financial sophistication commercial bank through the process of lending the
e. Driven by a temporary factors ' availabie money it has in excess of the central bank
reserve requirements. A S
« Credit Multipher= RS Recarve Rati0
S#5

Impact of Government Expenditure

» Central and state government cash balances fall short ot
minimum requirement, eligible tc avail facility ways and
means advance or overdraft facility.

. Bovernment Expenditure = debit government bafance
with RBI Scredit reserve account with commercial bank

« Generation of excess reserve.

- Excess reserves creates = money supply through
money multiplier process.
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Monetary Policy

it ( To Control and Reguiate For achieving
Honegry = - 9 - | Demand and Supply of predetermined macro-

Boli = .2 of the Monetary ]
E Austhorities E E money with thepublic 1 economics goals C
' e and the flow of credit S : _
Y ‘: |‘ - ' : s
F] N F -5
—v y
of
e “u

Objective of Monetary Pol.icy Reduce Burden of Debt Repayments Reduce Amount of income that
¢ . L : : Thus increasing Amount of get from Deposits Thus Restrict
el 4 ; 2 3 e 5 cash Available Spending
4 : ; Other Objectives
% - Primary Objective s (having larger effect) (effect Low effect)
2. Price Stability: Establishment and e Economic Growth
o Resuits Increase In Spending

mﬁﬁmmmm e Adequate Flow of credit ‘
|
|

b M"“;““F"'Wt e Moderate interest rates to -
G B o i s : R e Asset Price & Wealth Channel EXCHANGE RATE CHANNEL
g v R _w

~ e Efficient Market for
Government securities

Analytics of monetary policy

channel through which the change of monetary aggregates affects the

Process for
“Monetary Transmission Mechanism™

level of products and price is called

o N

v v

L UAffect.
P e
L Censumptisn® & Hnvestment’
| LowerinterestRates
¥
| OnBankloan
d
| Support Asset Prices
Consumption /l\inbv%%itnn{:zit 4
v v o
{ Ingressing Asset Price |  Increasing AssetPrice
v !
 Incraases people's Wealth
s e ’

Money For Assets such as
Housing

iy Y SAVING & INVESTMENT CHANNEL
l v 5
Housing Investment ¥ ¥ .
Lower Interest Rate Export Cheaper import Expensive |
t
l l Economic
i l_ L Activities e
f.: : Wi inana On Bank Loans On Bank Loans Rupee Value Depreciates
¢ n
e il et ; Increase In
'i' Reduce incentive to encourage HH to Borrow ln(;feaz:m\f SS; . ;nm ecdaEsecc;;s[ 0 i af
B orr 9 emand ForG& St Consumption Investment

Household for saving
Therefore increase
Consumption




I. Scheduled Commercial

Banks shauld maintain
a fraction of total net
demand and time
liabilities as cash
depasit with RBI.
2. a. Quantitative tool in
liguid management.
b. PCRR > Liquidity
of Banks
€. Slow Down >R8I
JCRR > Pmoney
supply
d. High Inflation—>
REN- CRR>
maoney supply
3 CRRis4%

Tools of Mor'letary Policy

!

Quantitative tools

Impact Money supply
in the entire Economy.

Scheduled commercial
banks should maintain
stipulated percentage
of their total/Net

DTL in cash, or goid or

prescribed investment.

a. Tool for controlling

liquidity in the
domestic market.

b. Change in SLR

influence availability
of resources for lending.

c. High Liquidity 2>

ASLR > 1 Bank
Assets >\ credit
creations.

d. Economic

siowdown ><4SLR
fcredit creation

SLRis 8%

Qualitative tools

Impact Money supply
of a specific sector

of the Economy.

Repo

1.

5.

Instrument for borrowing
funds by selling securities
with an agreement to
repurchase themon a
mutually agreed future
dates at an agreed price
which include interest for
funds borrowed.
it takes place when other
banks borrow money from
RBI.

. Inject liquidity into the

system.

. Interest rate charged by

RBL.
Repo rate higher than
reverse repo rate for stop

6. Reporateis8.25 %

Reverse Repo

F,

Instrument for lending
funds by purchasing
securities with an
agreement to resell them
on a mutually agreed
future dates at an agreed
price which include
interest for the fund lent.
It take place when RBI
borrows money from
banks.

Absorbs the liquidity in
the system.

Interest rate paid by RBI.
Reverse repo rate in less
than repo rate.

Reverse reporate is £%.

1. Rate at which RBI lends
long term funds to banks

2. isused to prescribe
penaity to the bank

3. if it does not maintain the
prescribed SLR or CRR

1. Commercial Banks

2. Can borrow additionzl
amount of overnight
money from RBI over and
above LAF window.

3. MSF rate being a penal
rate.

4. amaximum of 1% of SLR
securities.

5. MSF Rate=RepoRate+ 11
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Monetary Policy Framework Agreement

Q

and RBI on the Maximum Targeting Rate that REl should target

o

Q

It is an agreement reached between the Government of India

to achieve price stability

The RBI act provides for statutory basis for implementation of
the flexible inflation Targeting Framework

Announcement of an official target range for inflation is known
as Inflation Targeting.

Earlier, RBI was following a ‘Multiple Indicator’ approach Mow ‘
Inflation Targeting target the primary objective of its poficy |

Inflation Target

[\

0

. Central government has notified 4% con

inflation target is to be get by every 5 years

et for the period from

inflation as the target fo
31.03.2021 [Upper toferance limit -

8% low

Ry




Economics Of Scake
Competition
Resource Usage
Better Standand
Price Stavility
nmovation
Employment

. Labour and Environmwental Standerd ~"
¢ 10 Developrment ang Strenathening &

L Bond Between Nation 4

-

5. New Trade Theory

- EmmMmeMnamtomtmhlmmmdepam

. Newmmeolyisﬂnehtestenmhexplainﬂteﬁsinqpmmrﬁmnﬂbﬂdﬁadeintmmd
mmdbiqqerdevebpinqecumbﬂsuitasBRiCSImchnadehmaapmms

- These countries constitute more than S50% of World Trade.

»  According to this theory. two key concept: Economics of scale and network effects, affects
international trade in 2 major way.

»  Maximizing export
- Bring more precise metals

~  Minimising import
« _State imposing yery high traffic on
foreion goodes
+  Zero Sum game, Bne Country's gein is
the other coumtries loss

~ Giving by David Ricarde

+ Nstion should specialize nthe

production and export of commodity
+ Where its sbsolute this advantage

smaliler. ,
= Import the commodity in which ts
absolute disadvantage is Grester.
create value for both parties.
= - Netbencfits of suchenegtcomes ars

s referred as faltor enCowEeTT Thedry oF
 odern theory.
f « Comparatve adwarsage © oot of godstor §
axsianed excicoreely by fiorences s oty
_ EOSOwWTETR 3
= Coptsl sbundari COUTTY DFogucE 35S S
Capits mtensive goods. &

» 300U Shungsant OOty Drodule MG SapoT

- Counitry tends to speckaise i Sxpont of ooty
s Trads i gooss s perktisbatinate
~ Foreign trade oirmimate Sor facior proed

w‘ ie‘ﬂm‘ - SN
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Instruments of Trade Policy

Non tariff measures

. Potentially have an economic effect on international trade in goods changing

quantities traded or price or both
Alter the condition of international trade

All instruments that government may use to promote or restrict imports and export.

Price Related Measures = Tariffs, Non Price Related Measures = Non Tariffs Measures

Category of Non Tariff Measures

Sanitary and Phytosanitary Technical barriers

SPS measures to trade TBT:
Protect human, animal or plant life / « Both food and non food traded i
Technical from risk arising from additives, product refar:to TNRgMTY *
Measures ; . standards and technical regulations. |
Other Variations of Tariffs L% rontaminanie Soxing or It define the specific characteristic |
disease causing organism and the that a product should have such as !
protect biodiversity. its size, shape, design, labeling
e ; marking / packaging, functionally or
1. Specific Tariff : | a. Mixed Tariff a. AntiDumping Duties SAORRIOEIDIEoREImPQIC Vg S i Sphien S
» fixed amount of money per 5 b. Compound Tariff Or Duty - Dumping occurs when certaln. goods '.a“ measut:es : methods, excluding measures
physical unit of good imported J 3 5 manufacturers sell goods in a governing quality and hygienic covered by the SPS agreements
« caleulated on the basis of unit of I c Technical /other Tariff foreign country below the sales requirement, production process Comoulsory quality, quantity and
measures as weight, volume, ' d. Tariff Rate Quotas price in their domestic market or and associated compliance price control of goods before
+ Its protective value varies f e St Forward NatTet Tarit below their full average cost of A shipment from the exporting
inversely with the price of import ' i the product. country.
| f. Variable Tariff B oalilaSare addltional For example: prohibition of import Some example of TBT are: Food
2. Ad valorem Tariff : g. Preferential Tariff import duties so as the offset of of poultry from countries affection laws, quality standards, Industrial
- Constant percentage of the f 5. Bound Tariff foreign form and their prize by Avian flu etc. slandards?. organic certification, )
5 f advantage eco-labeling, marketing and label
monetary value of one unit of the §i. Applied Tariff Nl Fo P i ¥
imported goods o 4 g Duties B C Ll el Mo e e
» Protective value of tariff on ! j. Escalated Tariff < The_se_ are tariffs to offset the ¥ =
home products for stop I . Prohibitive Tariff artificially low pri.ces charged by
+ Deliberately undervalue the I, Import Subsidies ::SSSESS;TTZT?;E:Z;’; Non
goods price on invoices and bill o.ns Technical
of lading to reduce tax Burden | m. Tariff As a Response offgred by the governments in Measures
: their home country.
B
g Effects of tariff
Export Quotas Import Quotas

« Control as quantity of goods to be allowed into the
country in a year

» Binding quota and non binding quota

= Absolute Quotas and Tariff Rate Quota

* Unilateral and Bilateral Quota

« Make Imported Goods More Expensive
= Increase Consumption Of Domestic Goods

+ Increase Government Revenues
+ Quto on export of product from a country

» Create obstacles to trade

« Reduce the Prospect Of Market Access = Protect Domestic Industries = Imposed when excess export will affect

interest of domestic consumers




. Licensing and
- Prohibitions

Distribution
Restrictions

7

Financial
Measures

Measures
Affecting
Competition

Safeguard
Measures

13

Rules
"E’\ of origin

¥ Prospective Importers are required

to apply and obtain a licence from
Licensing Authorities.

¥ Licensing seeks to limit the

quantities of goods to be imported.

¥ Restrictions that imported goods
may be sold only -
(a) In specified areas of country
(b) All the way through certified
distributors
(c) For specified purposes

¥ Toincrease import costs, through
measures Advance Payment
Requirements, Foreign Exchange
Controls

v" Grant exclusive privileges and
special preferences to a few
Operators / Agencies.

v Government imposed Special Import

Channels

¥" Initiated by countries to restrict
imports of a product temporarily if
its domestic industry is injured

¥ These include specifying conditions
as to "Rules of Origin® Certificate, e.g.
the country / source from which the,

item is imported. The cost of
obtaining this Certificate will
discourage imports.

Price
Control
Measures

Restriction on
Post-sales
Services

Government
Procurement
Policies

Trade Related
Investment
Measures

Administrative
Procedures

Embargo

v

v

v

v

To control or increase the price of
imported goods

Also referred to as "Para-Tariff
Measures”

Increase the cost of imports

Relating to imported goods
E.g. Installation, Maintenance

Directive that the whole or specified
portion of Government Purchases

*should be from Domestic Firms,

even if Foreign Suppliers charge a
lower price.

Atleast certain % of the Components
should be sourced domestically,
Restrictions on the level of imported
components,

Quantity of Imparts is restricted to
the Quantity of Exports by that Firm

Procedural Obstacles which enhance
the transaction costs thereby
discouraging imports, e.g. Licences,
Administrative Delay, Permission for
Foreign Exchange Remittance, etc.

An absolute prohibition on the
purchase and import of goods from
the sanctioned/embargoed/
boycotted country.

1. Ban on ¥ Certain items are specifically banned from export at all times.
exports ¥ During periods of shortages. specified products are

home consumption use.

banned for




* Internalional trade negotiations, especially the ones aimed at formulation of international trade rules,
are complex Interactive processes engaged in by countries having competing objectives.

Major Types of Agreements in International Trade

2. Bllateral Agreements
* Agreements are between on

1. Unilateral trade sgreements
= Importing country offers trade

w

. Multilateral Agreements
Trade Agreement is between

Incentives two natlons at a time many nations at one time
= loencourage the exporting = Agreements give those » Very complicated to
country 2 Nations favoured trading negotiate, but are very

* toengage ininteérnational

E slatus between each other
economic activities

-

powertul once all parties sign

the agreement
; 5 [( = i vt : 2 .
4. Reglonal Preferential Trade | 5. Tradlng Bloc i B.Free-trade Area
', Agreements ! Group of countries that have H - Permanent arrangement
| = Oroup of countries reduce : a free trade agreement ; between neighbouring
i trade barriers on areciprocal i between themselves i countries
1B i 'l - 3 ;
! Preferential basis for only the apgly a common Externat i « complete removal of tariffs
| members of the group Tariff to other Countries i on goods traded among the
| |3 i members
...... o
7. Customs Union ; 8. Common Market : 1 9.Economic and Monetary
« Removes barriers to trade in ¥ +« Resembles a Customs Union Union
goods and services among i | = Removesrestrictions onthe 3 « Members share a commaon
themselves i movement of Factars of ! currency and
* Maintain a Comman External Production macroeconomics policies

Tariff on trade with Countries i1 = Member Countries attempt to
outside £ harmonise laws & regulations

% 4
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Uruguay Round & Establishment of WTO

The 8th Round or Uruguay Round of GATT Negotiation Process, was isunched in September 1988, in Punta del Este, Uruguay.
It Cuiminated in the birth of WTD- a new sel of agreaments. Lo meet The shortcomings of GATT.

The final act concluding the Uruguay Round and officially establishing the W10 Regime was signed 15 April 1994, during the
ministerial meeting at Marrakesh, Morocco.

WTO took effect from 1 July 1985. The WTO Secretariat is located at Geneva

World Trade Organisation

The Principal Objective Of The Wto |s To Facilitate The Flow Of International Trade Smoothly, Freely, Fairly, and w_

Objectives: 1. To Set and Enforce Rules For International Trade, 2. To Provide A Forum For Negatiating and M
Further Trade Liberalization, 3. To Resolve Trade Disputes, 4. To Increase The Transparency Of M,mmnq
Processes, 5. To Cooperate With Dther Major International Economic Institutions Involved In Global Ecnnum-e :

Management, and

Structure of WTO

8. To Help Developing Countries Benefit Fully From The Global Trading System.

wy~
£
WTO Activities are supported by the Secretariat located in Geneva, headed by a Director Geml.
Has Three Tier system of decision making y
Top level ->Ministerial Conference,
Followed by General Council & Boods Council, services and Intellectual Property CQunaﬂ
Membaers: The WTO currently has 164 members, of which 117 are developing or sepa;m customs territories accounting for
about 95% of world trade.

X
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. National Treatment Principle 3. Free trade

1. Trade Without Discrimination
* Nodiscrimination between their

General Agreement on Tariff and Trade (GATT)

Concept
The general agreement on tariffs and trade (gatt) covers international trade in goods. The workings of the gatt
agreement are the responsibility of the council for trade in goods (goods council) which is made up of representatives
from all wto member countries. The goods council has 10 committees dealing with specific subjects (such as
agriculture, market access, subsidies, anti-dumping measures, and so on). Again, these committees consist of all
member countries.

Loss Of Relevance

® The Ambiguities In The Multilateral System Could
Be Heavily Exploited
* Efforts At Liberalizing Agricultural Trade Were Not

* It Was Obsolete To The Fast-evolvingContemporary
Complex World Trade Scenario

® International Investments Had Expanded

trading partners

Any advantage granted by any of
the Country to any product
originating

Results in Most Favoured Nation
Status.

Complementary to the MFN = Lowering trade barriers

principle

A country should not
discriminate between its own
and foreign products, services
or nationals.

Substantially

* [ntellectual Property Rights and Trade In Services
Were Not Covered By Gatt

* World Merchandise Trade Increased By Leaps and
Bounds and Was Beyond Its Scope.

Successful

* There Were Inadequacies In Institutional Structure
and Dispute Settlement System

* |t Was Not A Treaty

4. Predictability v | 8.
* Foreign Companies, Investors and .

Governments should be confident on il .
Business environment i

* Change Trade Barrier by negotiating i

with its Trading Partners

Greater competitiveness
Charging additional import duties
Reimburse for injury caused by
Unfair Trade
Export Subsidies, Dumping

Non-tariff barriers on goods
Progressive Liberalization
longer time to conform to their
obligations

. Encouraging Development and

Economic Reform
WTO Favour Less Developed
Countries
Giving Greater Flexibility
Granted Transition Periods




1. Agreement on Agriculture

B T oy

Aims at improving and strengthening
agricultural trade

Commitments from the Member
Countries on Market access, Domestic
support and Export subsidies

2. Application of Sanitary
and Phytosanitary

AN B I
T .}s_

o

v Proper use of SPS measures
Minimize their adverse effects on trade

¥ SPS measures are not used for
arbitrary & camouflaged restraint on
international trade

3. Agreement on Textiles and Clothing

¥ Replaced The Multi-fibre Arrangement (mfa)
¥ Textile Trade Should Be Deregulated By
Gradually Integrating It Into Gatt

4. Technical Barriers to Trade:

v Regulate "Standards” in respect of
manufactured goods or safety

¥ "Standards" are transparent

v To create unnecessary Trade Barriers

5. Trade-Related Investment Measures

v Covers cross-border Investments.

v Stipulates that Countries receiving Foreign lnvestments

v Not impose restrictions inconsistent with WTO
Principles

6. Anti Dumping

v Ensure Not abused or misused

v Indicate measures for computing
Dumping Margins

v Determine the scope for conducting
Dumping investigations

7. Customs Vah.iation

v Avoid arbitrary valuation systems used in

various Member Countfies Ooves
v Indicate rules for consistent, reliable and
harmonized Customs Valuation on internationa|

basis

8. Pre-Shipment Inspection

Creatir ‘I‘“—__'V-_——“h‘- MIBHYOD AN

v Approved(PSI)Agencies can inspectthe

quality, volume, price, Tariff Classification,

Customs Valuation, etc. of goods in the

territory of Exporting Country . YIBHYoDA:
v Disputes between PS| Agencies and Exporters

can be handled through the specmed Dispute

Resolution Mechanism

9. Rules of Orlgm

v Setupa"Rulesof Origin® Committee,

v Harmonise the Rules for application to all
non-preferential commercial policy
instruments

v Provide for Dispute Settlement Procedures

10. Import Licensing Procedures

" o v

v Agreement on Import Licensing Procedures

v Simplification of Import-related administrative
procedures

v Procedural Obstacles are not created

11. Subsidies / Countervailing
Measures

’ "Mﬁ‘ﬂﬁhv

¥ Indicate the scope of Subsidies, by oo

providing definition of Subsidies.
v Strengthen disciplines on various goods
/ services, by Subsidy type, and « .
v Clarify the procedures for adopting
Countervailing Tariff (cvds) by Member
Countries.

VIOHYODAY

" Control obligations regarding trade in Services

KN

‘ k Turkiye; the United Kingdom; and the United States.

12. Safeguards

Emergency measures to restrict imports
Creatinga trade distortion, . D
Clarifies the requirements and procedures for
imposing Safeguards

15. Trade Poilcy Review Hechénlsm
(TPRM)

. VIW‘\M

¥*conduct periodical reviews of members' trade
policies
¥ by the Trade Policy Review Body (TPRB). e

VIDHYOD A VIDH

13. GATS

16. Specific Plurilateral o
- Agreements : S

¥ Inaddition to the above general Multi Lateral
Agreements covered by WTQ, there are also
specific Pluri—Lateral Agreements pertaining
to following matters -Trade in Civil Aircraft,
Government Purchases ‘i Procurement

List out the Service Sectors in respect of WTO
Members give binding commitments
No barriers or discriminatory measures

14. Trade-Related Aspects
of Intellectual Property nghts

Bl L7 7 s “‘ '5"55.\\." & VDM

Stipulate MFN Treatment and Nallonal

Treatment as per the WTO Prmclp!es. for

IPRs,

¥ Maintain high levels of, IPR protection, by
framing required Law, "

¥ Provide for settlement of disputes

relating to.the |PRs referred to WTO. .~

G 20 Economies: Facilitating Trade

G20 economies must build on their collective pledges from the 12th Ministerial Conference and demonstrate
leadership to keep markets open and predictable, s so that food and fertilizer in particular can flow to where they
are needed

G620 members are: Argentina; Australia; Brazil; Canada; China; the European Union; France; Germany: India;
Indonesia; Italy; Japan; the Republic of Korea; Mexico; the Russian Federation; Saudi Arabia; South Africa;
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1. Floating Exchange Rate Regime

a) Price of one currency, expressed In terms of units of another currency

b} Value of one currency for the purpose of conversion to another

¢) Number of units of one currency that can be exchanged for a unit of the another currency

1. Equilibriumn Value of the Exchange

Rate of a Country’s currency

2. Based on the market forces of Demand
and Supply

3. Based on the changing demand for and
supply of currency in the market

4, Preventing undue fluctuations in
the FE Rate “ ‘

2. Fixed Exchange Rate Regime

1. To pursue its own independent
Monetary Policy

2. Not required to maintain huge
FE Reserves

3. Permits Exchange Rate to be
used as a Policy Tool

1. Lot of uncertainties in relation
to international transactions

2. Risk Premium to the costs of !

goods and agsets

<

Number of units of a Foreign Currency exchangeable

Number of units of a Local Currency
for one unit of the Local Currency

exchangeable for one unit of a Foreign Currency

1. To maintain large reserves of
Foreign Currencies

1. Country's Central Bank and/or Government 1. Ensures stability

Vv, 4
?.’\'%Norﬁnal vs Real exchange rate
e announces or decrees the FE Rate - 2. Increase in Foreign Trade and
. Nominal exchange rate States how much of one currency can be traded for a unit of another currency “? either another COUFT“Y'S cUITancy Capital movements 2. To Maintain the exchange
. Real exchange rate: the real exchange rate’ incorporates change in price and describes ‘how many’ of a good (ff) A baskeLof CLITENCIESs0F 3. Enhanc?s theieee SOy of the Rate at _f”‘ed level e
or service in one country can be traded for ‘one’ of that good or service in a foreign country (iii) another measure of value, Country's Monetary Policy 3. No role in the determination
Example: Gold 4. Avoids the Currency of Equilibrium FE rate
¥ et gmhange ok Domestic Price Index 2. Government intervenes in the foreign Fluctuations
o i Foreign Price Index exchange marker 5. Generates lower levels of
3. Exchange rate is different from what inflation

market produced

Real Effective Exchange Rate (REER] is the nominal effective exchange rate (a measure of the value of
currency against a weight average of several foreign currencies) divided a prize deflator or index of cost .

Managed Float Systems

1. Exchange Rates Are Still Free To Float, But Governments Try To Influence Their Values.
2. Government Or Central Bank Participation In A Floating Exchange Rate System Is Called A Managed Float.

« The system by which a country manages its currency in respect to Foreign Currencies

v ' Methods by which the value of the Domestic Currency in terms of Foreign Currencies is

determine




Foreign Exchange Market

ﬁ VIDHYODAY
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Depreciation and Appreciation in Exchange Rates

Home Ct_.lrrency Depreciation' . Home Currency Appreciation
1. Electronically-linked D Ceritral Barks ST _(or Foreign-Currency Appreciation) (or Foreign-Currency Depreciation)
network of Banks, Dealers 2. Commercial Banks Basic_ Anincrease in the Home Currency Price of the An decrease In the Home Currency Price of the
and Foreign Exchange 3. Governments Meaning Foreign Currency (or a decrease in the Foreign Foreign Currency (or a increase in the Foreign
Brokers 4. Foreign Exchange Dealers | Currency Price of the Home Currency). Currency Price of the Home Currency).
2. Bring Buyers and Sellers in 5. Multinational Firms Effect Relatively less valuable. Relatively more valuable
Foreign Exchange together 6. Non-Bank Financial Py Rl B o O e e g S e e e s S e T Rt Sr R ST e T
T lllustration | Suppose Rs. 72/ USS becomes Rs. 75/ USS Suppose Rs. 72/ USS becomes Rs. 69/ USS. This is
% This is called Depreciation of Indian Rupee, and called Appreciation of Indian Rupee, and
1. lators
\ J \ Arbitrageurs and Specu Appreciation of the US Dollar. Depreciation of the US Dollar
Typs Of Transaction in Forex Market ! Demand For Foreign Currency shifts to the right Remains unchanged
| ' Curve Increased demand for Foreign Currency
1. Spot Market soeshen e PR SIITE T T e T T L 2 S MR N RIS o e
; P 2. Forward/Future Market 3. Related Terms Supply P EiariSina e ot For Foreign Currency shifts to the right
CurveA \_ Increased supply for Foreign Currency
= Currency Transactions = Contracts to buy or sell Forward Premium: If Forward -
which involves immediate Currencies for future Exchange Rate is more than ) @
delivery delivery Spot Rate. 9 Supply s
= Exchange Rates prevailing = Also called as Futures Forward Discount: If Forward : -
for Spot Trading are known Market. Exchange Rate is lower than & s fz:
as Spot Exchange Rates = Forward Rates are quoted Spot Rate. & Eo kel g
just like Spot Rate. 2 S
5 - o™ D1 &
Quantity Qo Q1
Demand increases from DO to D1, causing the Equilibrium
Determlnation Of Nominal Exchange Rate Exchange Rate to increase from EO to E1. This constitutes

Home Currency Depreciation.
Supply of and demand for Foreign Exchange in the Domestic Foreign Exchange Market determines the

external value of the Domestic Currency. means a Country’s Exchange Rate.

Devaluation Depreciation
2 ; Itis deliberate adjustment in the value of country’s currency it is Decrease In Value Of Currency Due To Market
Demand for Foreign Currency in the Home Country Supply of Foreign Currency to Home Country related to another currency or group of currencies.it take V\S e O Dadrrkie B Talle e
Jimparty 1. EXPOHS ] place in fixed exchange rate regime. Floating Exchange Rate Regime.
2. Unilateral transfers outward 2. Unilateral transfers inward
3. Income Payments abroad 3. Incomes from abroad :
4. FDI Abroad (Outflow) 4. FDI Abroad (Inflow) Effect of the Exchange Rate Fluctuations
5. FPI(Qutflow) 5. FPI(Inflow) - " .
6. Open ForeignBank A/c 6. Open Bank A/c by Foreign Resident Basis Home Currency Depreciation (Home Currency Appreciation
i 7. Speculation & Hedging : ;
i amding, % sty 2 | Exports Depreciation ¥; Export=Cheaper ; Export Depreciation 4 : Export=Expensive ;
Demandt™ Export Demand+
Imports Import Demand +; Importers have to pay Import Demand 4: Consumers pay less for
Supply Equilibrium Rate: more Home Currency foreign products
(a) The Forex Market also faces a downward- sloping Demand Curve and D_g_mestic |pﬂa1§qn Cost Push Inflation

Reduction in Inflation levels

an upward- sloping Supply Curve for Foreign Currency.
(b) The Equilibrium Rate of the Exchange is determined by interaction of

Domestic Demand Output Expansion QOutput Contraction

Factors of Production will be induced to move Factors of Production will be induced to move
o " the Supply and Demand for a particular foreign currency. Factor Mability into the tradable goods sectors and out of the into the non-tradable goods sectors and out of
; : non-tradable goods sectors. the tradable goods sectors
i (c) The Point on the Horizontal Axis shows Quantity of the Currency o & 3 Sy 3
Quantity Exchanged (0).

Foreign Currency Debt

Interest and Principal payout will be greater Interest and Principal payout will be lower

Current Account Balance! Export Earnings rise faster than the Imports Increasing Imports and declining Exports

i i cause larger deficits and worsen the Current
Spending, then Current Account willimprove iy

=




F“eqr.' l:apﬂ- al: Inflow of

1. Foreign Aid 2. Borrowings

or Assistance
¥  Dsect intes

gvernment grants

A

v  Muttiiateral aid from it i

miany governments v Trade credit facilities
s Tied sid Untied aid e el Comeses il bowyowiing
v Foreign grants # Softloans

Direct inter government lcans
v Loans from imernational

Foreign Direct Investment

Concept IMF Definition

1. Act of acquisition or L. Allinvestments
construction of physical involving a long-
capital term relationship

2. By a firm from one country in 2. Reflecting a lasting
anather country interest

3. Sometimes stock of capital 3. Controlofa

4. Ownership, control as well as resident entity

management of the asset

Includes
1. Relationship between the

investor and the enterprise
Z Transactions between them

and among affiliated

enterprises

Category of FDI
Horizontal FDI

v FDiin the same industry abroad, as the
investior operates in Home Country

Vertical FDI

v FDiis ainterrelated industry abroad,
which provides Raw Materials/Inputs/
o

Servicesto the investors Business in
the Home Country

Conglomerate FDI

v FDlina business that is not related to

the Inveslor's existing business in the >
Home Country

Example: Dutch Mobile
Company, investing in
Mobile Co in India

Example: Publisher of
Books based in Europe,
acquiring Printing

Facilities / Firms in USA.

Example: : Swiss Dairy
Company investing in
Telecom Sector abroad.

Control
More than 10% of the shares of the target asset

Component

(a) Equity Capital
(b) Reinvested Earnings
{c) Other Direct Capital

Foreign Portfolio Investment (FP1)

Securities in another Country (Host Countryl
Features

- Dbtaining an adeguate Return on the Financial Capital
- Portfolio Capital moves to a Recipient Country
« Mainly by individuals and Institutions through the mechanism of Capital Market

- Investors do not have any intention of exercising the voting power, Generally. Voting Share is < 10%
- Direct impact on Balance of Payments rather than income generaton
« Economists call financial capital rather than ‘real capital

Process in which the Resident of one Country (Home Country)acquires ownership of Financial Assets /

e: VIDHYODAY
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Factors that discourage Foreign Investments in Host Country

General

Macro-Economic
Factors

Labour related

Law related

= Political instability,

= Lack of security to life and

the property.
= Poor infrastructure,

NOOsan -

Modes of FDI

Opening of a Subsidiary or Associate Company
Equity Injection

Acquiring a controlling interest

Mergers and Acquisitions

Joint Venture

Greenfield Investment

Brown Field Investment

88

Small size of market with
lack of growth potential.
Poor track-record of the
investments,

lack of openness or
friendliness for Foreign

= High rates of

Infiation,

= Balance of Payment
deficits.

= Exchange Rate
volatility,

= Lowincome levels
and lower demand,

Poor literacy and
low labour skilis
Rigidity in labour
market,
Dominance of
Labour Unions,
High rates of
industrial disputes,
language barriers,

Bureaucracy and corruption
Higher degree of Non-Tariff
Barriers,

Unfavourable tax regime

Law unfavourable to IPR
protection,

Cumbersome legal formalities
and delays,

No facilities for immigration and

Investments,

employment of the Foreign
Technical and Administrative
Personnel

Difference Between Foreign Investment and Foreign Portfolio

A R TR DI R

Basis of difference

Foreign direct investment FDI

Foreign portfolio investment (FP1)

Investment

Investment involves creation of physical assets

Investment is only in financial assets

Duration

Has a long term interest and therefore
remain invested for long

only short term interest and generally remain
invested for short perieds

Withdrawal

Relatively difficult to withdraw

Relatively easy to withdraw

Mature

Noinclined to be speculative

Speculative in nature

Technology transfer

Often accompanied by technology transfer

Not accompanied by technology transfer

Impact on labour and
wages

Direct impact on employment of labour and
wages

Nodirect impact on employment of labour and
wages

Impact on management
and control

Enduring investment in management and
control

No abiding interest in management and control

Securities held

Securities are held with significant degree of

influence by the investor on the management
of the Enterprise

Securities are held purely as a financia
mvestment and no significant degree of
influence on the management of the Enterprise




