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BEFORE WE BEGIN

The contents of the study material for Foundation have been designed and developed by
the Board of Studies, ICAl with an objective to synchronize the syllabus with the
International Education Standards (IESs) of IFAC (International Federation of Accountants) to
instill and enhance the necessary pre-requisites for becoming a well-rounded, competent and
globally competitive Accounting Professional.

The requirements of “IES 1 Entry Level Requirements” have been kept in mind while
developing the different chapters of study material.

This study material also lays emphasis on National Education Policy 2020 (NEP 2020) initiatives
like conceptual clarity rather than rote learning and new pedagogical and curriculum
restructuring based on the use of technology while teaching.

The traditional role of a chartered accountant was restricted to accounting and auditing, has
undergone a sea change. Presently, there has been a marked shift towards strategic decision
making and entrepreneurial roles that add value beyond traditional financial reporting. The
primary factors responsible for the change are the increasing business complexities on
account of a plethora of laws, borderless economies consequent to giant leap in e-commerce,
emergence of financial instruments, emphasis on corporate social responsibility, significant
developments in information technology, to name a few. Towards this end, the scheme of
education and training is being continuously reviewed so that it is in sync with the requisites
of the dynamic global business environment. The competence requirements are being
continuously reviewed to enable aspiring chartered accountants to acquire the requisite
professional competence to take on new roles.

Economics deals with problems and questions that affect almost all kinds of individuals in
their capacities as consumers and producers. Therefore, economic literacy is essential for each
and every individual. Business Economics, which has been introduced at the Foundation level
of the Revised CA course, has been developed keeping in mind the fact that CAs now a days
have to take up the role of not merely an accountant or auditor, but a business solution
provider. Business Economics which integrates economic theory with business practice will
help them in the process of business decision making.

The learning outcomes at the beginning of each unit orient the learners to focus on key
concepts. The end of the chapter summary is intended to recapitulate what has been covered
in the units. The sample questions appended at the end of each chapter, help students to
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practice what they have learned in the chapter /unit. The glossary at the end of the book
intends to provide a quick review of the major concepts to the learners.

There are ten chapters in Business Economics namely, Introduction to Business Economics,
Theory of Demand and Supply, Theory of Production and Cost, Price Determination in
Different Markets, Business Cycles, Determination of National Income, Public Finance, The
Money Market, International Trade, and Indian Economy. An attempt has been made to make
this study material as self-contained as possible. The economic concepts have been explained
in a clear, thorough way, using various applications to illustrate the use of theory and to
reinforce students’ understanding of it. Care has been taken to explain the principles and
concepts in a lucid and easy language with the help of diagrams, pictures, tables, and
illustrations so as to enable students to understand concepts properly and relate theory to
real world situation.

The learners are requested to keep themselves updated on the wide-ranging changes that
occur in the economic arena in view of the lack of feasibility of instantly incorporating them
in the study material. Your valuable suggestions to improve the contents and /or use of
pedagogical devices would be appreciated.

Happy Reading and Best Wishes!
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SYLLABUS

PAPER - 4: BUSINESS ECONOMICS (100 MARKS)

Objective:

To develop an understanding of the concepts and theories of Economics and to acquire the
ability for addressing application-oriented issues.

Contents:
1. Introduction to Business Economics

Meaning and scope of Business Economics

Basic Problems of an Economy and Role of Price Mechanism.
2. Theory of Demand and Supply

Meaning and Determinants of Demand, Law of Demand and Elasticity of Demand —
Price, Income and Cross Elasticity

Theory of Consumer’s Behaviour —-Indifference Curve approach

Meaning and Determinants of Supply, Law of Supply and Elasticity of Supply, Market
Equilibrium and Social Efficiency.

3. Theory of Production and Cost
Meaning and Factors of Production, Short Run and Long Run
Law of Production — The Law of Variable Proportions and Laws of Returns to Scale,
Producer’s Equilibrium

Concepts of Costs — Short-run and long-run costs, Average and Marginal Costs, Total,
Fixed and Variable Costs

4. Price Determination in Different Markets

Market Structures: Perfect Competition, Monopoly and Monopolistic Competition.
Using Game Theory to study Oligopoly.

Price Determination in these Markets

Price- Output Determination under different Market Forms
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10.

Determination of National Income
a. Macro Economic Aggregates and Measurement of National Income

b. Determination of National Income: Keynes' Two Sector Basic Model, Three
Sectors and Four Sectors Models

Business Cycles

. Meaning

. Phases

. Features

. Causes behind these Cycles

Public Finance

a. Fiscal functions: An Overview, Centre and State Finance
b Market Failure/ Government intervention to correct market failure.
C. Process of budget making: Sources of Revenue, Expenditure Management, and

Management of Public Debt.
d. Fiscal Policy
Money Market

a. Concept of Money Demand
b. Important theories of Demand for Money
C. Concept of Money Supply, Cryptocurrency and other new terminology

d. Monetary Policy

International Trade

a. Theories of International Trade including theories of intra-industry trade by
Krugman.

b. Trade Policy — The Instruments of Trade Policy

C. Trade Negotiations

d. Exchange Rates and its economic effects

e. International Capital Movements: Foreign Direct Investment

Indian Economy (Before 1950- Chanakya and Nand Vansh, OECD Paper (1950-1991),
Basic knowledge 1991 Onwards

© The Institute of Chartered Accountants of India



CONTENTS

Pages

Chapter 1 — Nature & Scope of Business ECONOMICS.........ccccetrrremeeeeencecceennnecnnennes 1.1-1.36
Unit 1: INtroduction .......cccoeiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiietitieeeeteeeteeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeseeeeeeeeeeeeeeees 1.1
1.0 INEFOTUCTION ..ttt 1.2
1.1 Definitions of BUSIN@SS ECONOMICS .....ouiuiiiiiiicieieicieie ettt 1.7
1.2 Nature of BUSINESS ECONOMICS.....c.uuiuiuiiiriirieeiiieisieisiietstietstse ettt 1.8
1.3 Scope Of BUSINESS ECONOMICS ....voviiiiiiiicceeeeiee ettt es 1.11
1.4 Difference between Economics & Business ECONOMICS.......coueuieeuieeinieninienineeneneeeeeinnnes 1.13
SUMIMATY 1ottt ettt ettt s et s et e s s e s e se st s s e s e s ese et et esesesene s et esesesenensnes 1.14

Unit 2: Basic Problems of an Economics & Role of Price Mechanism......................... 1.16
2.0 Basic Problems of @an ECONOMY .....cooiiiiiiiccceeeieeee et s 1.16
2.1, Capitalist ECONOMY ...ttt 1.18
2.2 SOCIAlISt ECONOMY ettt s s s s 1.22
2.3 The Mixed ECONOMY ....cuoiiiiiiiiicieiccrr ettt 1.25
SUMIMATY 1ottt ettt ettt a s s et e et et e s e s et et et e s e s e e st esesesene s et esesesenensnas 1.27

Test YOUr KNOWIEAGE ...ttt 2.27
Chapter 2 — Theory of Demand and SUPPIY.....ccccuirrrrmeeeiiiiiiininneennenescsccennreecnnennes 2.1-2.117
Unit 1: Law of Demand and Elasticity of Demand...............ccccooeviiiiiiiiiiinnnnninnnennnenenennnnnes 2.1
1.0 MeEaNING Of DEMANG ......cuiiiiicic ettt 2.3
1.1 What Determings DemMand ........ccciirriieiniceieicee ettt 24
1.2 The DemMand FUNCLION.......coiieeee ettt 2.9
1.3 LaW OF DEMANG.......ouiiiiiieie ettt 2.10
1.4 Expansion and Contraction of Demand ..o 2.18
1.5 ElastiCity Of DEMANG.....c.coii et es 2.22
1.6 Income Elasticity Of DEMaNd .........cccoiiiiiiiiee et 2.38
1.7 Cross- Price Elasticity of DemMand........cccveerieeieieireeee et 242
1.8 AdVertisemMeNnt EIQSTICITY ..ot s 2.46
SUMIMIAIY 1ttt b et bttt b e e bt et a et bt e st et e s et e b et b e st et e b et et eneesese e esens 2.47

© The Institute of Chartered Accountants of India



Unit 2: Theory of Consumer Behaviour .............cccoiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiininininnininnennenn 2.50
2.0 Nature of HUMAN WaNTS ...ttt 2.50
2.7, Classification Of Wants.......couociiiiiece e 2.51
2.2 Relationship between TU & MU. ...t 2.52
2.3 Law of Diminishing Marginal ULility.........cccooviiieeeeeeee e 2.53
24 CONSUMET SUIPIUS ..ttt s st es s s s e nenens 2.54
2.5 Indifference CUrVe ANQAIYSIS ......c.oiiiiiiceie ettt 2.59

SUMIMIAIY ¢ttt ettt ettt s et e bt eae et e st e e b et e s ene s e s et ese e e s enesaeseneeseneeseneaseseneesaneas 2.72
UNIE 32 SUPPIY ceeiiiiiiiiiiinnieeiitineeeeneecseneeeteseasnsssssssssssssssssssssssssssssssssssasssssssssssssssssnsssss 2.74
3.0 INEFOTUCTION ..ttt 2.74
3.1, Determinants Of SUPPIY ..o s 2.75
3.2 LAW OF SUPPIY vttt s s eseses st es s nes 2.77
3.3 Movements on Supply Curve- increase or decrease in the quantity supplied........... 2.79
34 Shifts in Supply Curve — increase or decrease in SUPPIY oo 2.79
3.5 ElaStiCity Of SUPPIY c.cueeeeeieieeeee ettt es 2.80
3.6 EQUITIDIIUM PrICE .ottt 2.87

SUMIMIATY .ttt ettt s et b et et et et e st b et s e ne et e se e e b et eaene e ese e ese e et eneeens 2.89

TeSt YOUI KNOWIEAGE ...ttt 2.90
Chapter 3 — Theory of Production and Cost ............ceeueueeeueeeeeuenenenennenneeneeneennnanenanes 3.1-3.72
Unit 1: Theory of Production .............iiiiiiiiiimmeeiiiiiiinieeeneeecssscensssecsssesssssssssssssssssssssssssss 3.1
1.0 Meaning Of ProdUCTION......c.ccuoiei et es 3.2
1.1 FACtors Of ProAUCHION ...ttt 3.5
1.2 Production FUNCHION ..ottt 3.20
1.3 Production OptimiSatioN ......ccccieieiiieiciciceeieee et ees 3.29

SUMMIATY cctiii ettt nne 3.32
Unit 2: Theory of COSt .......iiiiiiiiiiieiiiiiiiinieeneeeesiseettessasssssssssssssssssssssssssssssssssssssssssssss 3.35
2.0 COST CONCEPES ettt s et e et e se e s et et e et ese e eeens 3.35
2.1, COST FUNCHION ottt 3.39

© The Institute of Chartered Accountants of India



2.2 Short RUN TOTal COSTS ....viiiiiiciciscier ettt 3.39
2.3 LoNg RUN AVErage COST CUMVE ..ottt 3.45
2.4 Economies & Diseconomies Of SCale.......coooiiiereee e 3.48

SUMIMAIY 1ottt b ettt b bttt b b b ene et e b ebebeneneeas 3.52

TESt YOUI KNOWIEAGE ...ttt senes 3.54
Chapter 4 - Price Determination in Different Markets....................ccuueueuuueueaennnne.. 4.1-4.86
Unit 1: Meaning and Types of Markets.............cocooiiiiiiiiiiiiiiiiiiiiiiiinniiiiinniniiniieneneeseesesesenes 4.1
1.0 MEANING OF MATKEL ...t es 4.2
1.1 Types Of Market STTUCLUIES .....c.cueveieeeieee ettt 4.6
1.2 Concepts of Total Revenue, Average Revenue and Marginal Revenue ......................... 4.8

SUMIMATY ¢ttt ettt e e bttt s s e s ese st e e s e s esesenene s eseseseneneanas 4.14
Unit 2: Determination of Prices .........ccccouiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiinenicicnccccccccsscececsceeeeeeees 4.16
2.0 INEFOAUCTION ..ttt bbbttt aen 4.16
2.1.  Determination of Prices — A General VIEW ... 4.17
2.2 Changes in Demand and SUPPIY ..o 4.19
2.3 Simultaneous Changes in Demand and SUPPIY.....c.ccoceiiiniicicccccee 4.21

SUIMIMIAIY ¢ttt b ettt s et s e et e st e s et e ae st et e st e ese e es e st et ese e es et et eneeseseneesens 4.25
Unit 3: Price Output Determination under Different Market Forms........................... 4.27
3.0 Perfect COMPELITION ..ot 4.28
310 MONOPOIY ettt bbbttt ettt see 4.39
3.2 Imperfect Competition- Monopolistic COMPEetition ........cccoevveeeeeeeeeeeeeeeenes 4.51
3.3 OlIGOPONY et 4.56

SUIMIMIAIY ¢ttt ettt b ettt e st e s et a e s et e s e e e s et et e st s ese e et et et eneeeseneesens 462

TESt YOUI KNOWIEAGE ...ttt 4.65
Chapter 5 — BuSiness CYCIes ..........ciiiiirrimmeueeiiiiiiiininneneeciiccnetneeenneeeessscssseessssnesenss 5.1-5.21
5.0 INEFOAUCTION et bbbt 5.2
5.1 Phase Of BUSINESS CYCIE ...ttt 53
5.2 Features of BUSINESS CYCIE.......oiiiiiircieieereetee ettt 5.9

© The Institute of Chartered Accountants of India



5.3 Causes Of BUSINESS CYCIES ..ottt 5.10
5.4 Relevance of Business Cycles in Business Decision Making..........ccccovevevvvvncinccennnn. 5.13

N U100 02 T TR 5.14

Test YOUr KNOWIEAGE ...ttt 5.16
Chapter 6 — Determination of National Income ...........ccecceiiiiiiirnnenenncciccennnneennnene. 6.1-6.72
Unit 1: National INcome ACCOUNTING......cccoiiiimmmmnniiiiiiiiineeneneeccsseeeeeseenneesssssssansssssssassssssses 6.1
1.1 National INCOME ACCOUNTING ...vuviieririerieeess sttt sttt ssss st ssssssnssans 6.2
1.2 Usefulness and Significance of National Income Estimates.......cc.ccoooevvernrinrinrirerens corverrinnenn. 6.2
13 Different Concepts of National INCOME ...t seeeens 6.3
1.4 Measurement of National INCOME IN INI@......c.oirmrrireneceie e seessseesssessessenes 6.15
1.5 The System of Regional AcCoUNts iN INAI@ .......orueieerieeiereee et 6.26
1.6 GDP 8LWEITAIE ..ottt bbb 6.27
1.7 Limitations and Challenges of National Income Computation..........cc.ccoeevveenrecnricnrirnrrerens 6.28

SUMIMAIY <.ttt ettt s et ee e s s s st eassansenssenns 6.29

Test YOUT KNOWIEAGE ...ttt 6.30
Unit 2: The Keynesian Theory of Determination of National Income............................. 6.34
2.1 Introduction 6.35
2.2.  Circular Flow in a Simple TWO-SeCtOr MOEL.........crrrrireneieere s sssssssssesens 6.36
2.2.  BasiC CONCEPLS &L FUNCLIONS ...ttt ass st sssss s snessenss 6.38
2.4 The Two-Sector Model of National Income Determination...........c..cccoveeerneinneineienneeenennnn. 6.43
2.5 The INVESTMENT MUIIPIIET ...ttt ssans 6.50
2.6 Determination of Equilibrium Income: Three Sector Model...........cccominecnecenneeenecennens 6.54
2.7 Determination of Equilibrium Income: Four Sector Model 6.62
2.8 Conclusion 6.68

Summary . 6.68

Test YOUT KNOWIEAGE ......uiiiiiicieee ettt 6.70

© The Institute of Chartered Accountants of India



Chapter 7 — Public FINANCE ........cuuueeiiiiiiriiiiieiiiiiiittiieenneeisseennneeenaneeeesssssssssssssnnes 7.1-7.91
Unit 1: Fiscal Functions: An Overview, Centre and State Finance...............cccceuuueeueeeenne 7.1
1.1 INEFOAUCTION .ot 7.2
1.2 The Role of Government in an Economic System...........cccccoevereruen. 7.3
13 The AllOCAtION FUNCHION ..ottt sttt 7.5
1.4 The Redistribution FUNCHION ...ttt ssaenen 7.8
1.5 StabIlIZAtION FUNCION ..ottt 7.9
SUMIMIAIY ottt st e e ssensenss 7.15
TESt YOUI KNOWIEAGE ...ttt 7.18
Unit 2: Market Failure/ Government intervention to correct Market Failure.............. 7.23
2.1 INEFOTUCTION ...ttt 7.23
2.2 The Concept of Market FAilUre .........cooveeeeieieieiiicceecee et 7.24
2.3 WHY DO Markets Fail.......c.ccciiiiiccccccce ettt 7.24
2.4 PUDIIC GOOMAS .ottt 7.27
2.5 Incomplete INFOrMAtioN ..ot es 7.29
2.6 Government Intervention to Minimize Market POWer .........ccooiiiiiienncceeeee 7.32
2.7 Government Intervention to Correct Externalities ..........coooerniennccnnccencene 7.33
2.8 Government Intervention in The Case of Merit GOOdS........cccccvuvieirrnicirnccenceen. 7.37
2.9 Government Intervention in The Case of Demerit GOOdS .........cccoooreenirirenieiciniieeene. 7.38
2.10  Government Intervention in The Case of Public GOOdS .......ccccovueueurieinnnicnnccenes 7.39
2.117  Price Intervention: Non-Market Pricing .....ccccceeeeeerinnecseeeeeeeieete e 7.39
2.12  Government Intervention for Correcting Information Failure ........ccccocccvevienicninnnce 7.40
2.13  Government Intervention for Equitable Distribution ..........cccooeveeiievcecceeeeeee, 7.40
SUMIMIATY ottt ettt ettt s et et et e s e st s s et e s e sttt e sesesenene s et esenesenensnses 7.41
Test YOUr KNOWIEAGE ...ttt 7.45
Unit 3: The Process of Budget Making: Sources of Revenue, Expenditure
Management and Management of Public Debt............ccccourrrrvmeeeiiiiiiinnnnannnnne. 7.51
3.1 INEFOAUCTION .ttt 7.51
3.2.  The Process of BUAGET MaKING .....cc.coovorirrinriniiniirninsiseiesise st sssssssssssssssssssssssssssssssssssssnses 7.52

© The Institute of Chartered Accountants of India



33 Sources of Revenue OO 7.56
34 Public Expenditure ManagemeENt .........c.cerinrinrierirssensisnssesssssssssssssssssesssssssssssssssssssssssssssssssnses 7.57
3.5 PUDIIC Dbt MANAGEMENT ...ttt sttt ss st ssnes 7.59

Test YOUT KNOWIEAGE ...ttt 7.65
UNit 42 FISCAl POLICY «.ceiieueiinieiinneiininrinnnnensntensnsisssnsecssasssssasssssassssnssssnsssssssssssssssssssssssssssssnss 7.72
4.1 INEFOTUCTION .ot 7.72
4.2, Objectives Of FISCAl POICY ...ttt st ss st sssseses 7.73
43 TYPES OF FISCAl POIICY ..ouieeierierieceesesees sttt sse st st ssss sttt ssssssss s st sssnsnns 7.74
44 The INStrumeNnts Of FISCAl POLICY ...t sssssssssss st sssssssssssssssssssssnes 7.76

SUMIMIAIY ottt st sttt ees s 7.83

TESt YOUI KNOWIEAGE ..ottt 7.85
CHAPTER 8 — Money Market ..........ccciiiiieeeeeiiiieiinnnennneecsssscassssssassssssssssssssssssssssssss 8.1-8.58
Unit 1: The Concept of Money Demand: Important Theories...........ccccceevceircieicerncrcncernnnene 8.1
1.1 INEFOTUCTION ..ottt ettt 8.2
1.2 The DemMand fOr IMONEY ........cciiireieieieieieeeeess sttt ssnanas 8.4
1.3 Theories of Demand fOr MONEY ..o 8.5
1.4 Post-Keynesian Developments in the Theory of Demand for Money........cccccceveereenee. 8.12
1.5 CONCIUSION 1.ttt 8.15

SUMIMIATIY ottt b et sen et s 8.16

TESt YOUI KNOWIEAGE ...ttt 8.18
Unit 2: The Concept of Money SUPPIY......cuieeiieiciiencrinncnninnsnsicssnsissnsessasesssnsesssssesssssssssssess 8.22
2.1 INEFOAUCTION ..ot 8.23
2.2 Rationale of Measuring MONEY SUPPIY ...t sssssssssesssssssssssssssssssssssssssssssanes 8.24
2.3 The Sources of MONEY SUPPIY ... sssss st st sssssssssssssssssnes 8.25
2.4 Measurement Of MONEY SUPPIY ....ceuuvureiriciieciieciseesisesessessisesessseesses s ssssesssssessssesssssesssneses 8.26
2.5 Determinants Of MONEY SUPPIY ..t ssssssssss s sssssssssssssssssssssssssssssssssssssanes 8.27
2.6 The Concept of Money Multiplier 8.27
2.7 The Money Multiplier Approach to Supply of MONEY ... 8.29

© The Institute of Chartered Accountants of India



2.8 Monetary Policy and Money Supply ......ccccoeveeeneeneunnn. 8.33
2.9 Effect of Government Expenditure on Money Supply 8.33

SUMIMIAIY ettt e st e s en s e st anenneas 8.38

Test YOUT KNOWIEAGE ......uiiiiieieieee ettt 8.40
Unit 3: MONEary POLICY....cccuiireeiinneiinierinnnnensnsessnsesssnsesssnsesssnsessnsssssnsesssssesssssssssssssssasssssass 8.44
3.l INErOAUCHION .ottt bbb 8.45
3.2 Monetary Policy Defined..........ccooormenmrinrinnrinineeinesesieeene 8.45
3.3 The Monetary Policy Framework 8.45
34 The Organisational Structure for Monetary Policy Decisions 8.50
3.5 CONCIUSION. ..ttt bbbt 8.51

SUMIMIAIY ettt st e s s st et s e s eeansnseas 8.51

TESt YOUI KNOWIEAGE ...ttt 8.54
Chapter 9 — International Trade .........cciiieeiiiiiieeiiiineeiiiiieeneccetneeeecscssesecsssssenessssses 9.1-9.88
Unit 1: Theories of International Trade............cccccoiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiieiieeeeeeeeeeeeeeeeeeeee. 9.1
1.1 INEFOTUCTION ...ttt b e 9.2
1.2 Important Theories of International Trade..........cccooieurieiieinieiee e 9.4

Y U100 00 T RSO USRS 9.9

TESt YOUT KNOWIEAGE ...ttt senes 9.11
Unit 2: The Instruments of Trade Policy..........ccoiiinoiininniiiinniinniennisnsescssssssnsesnssnnes 9.14
2.1 Introduction 9.15
2.2, TS e 9.16
2.3 NON —Tariff MEASUIES (NTIMS) ..ottt st sassasans 9.21
2.4 EXPOIt-RElAtEA IMEASUIES ...ttt ssss st sttt s ssnses 9.26

SUMIMAIY ettt ettt s s e ettt ee st anenseas 9.27

Test YOUr KNOWIEAGE ...ttt 9.30
Unit 3: Trade Negotiations ..........ceeiieeiiniciinnceiinnsnicssnsisssnsesssnsesssssssssnsessssssssssssssssssssssssssass 9.33
3.1 INEFOTUCTION .ot 9.33
3.2.  Taxonomy of Regional Trade Agreements (RTAS) ......c.ccomweeeieesmneessnseesiesssssesseesssssesseneees 9.34

© The Institute of Chartered Accountants of India



3.3
34
3.5
3.6
3.7

Unit 4:
4.1
4.2
43
44
4.5
4.6
47
4.8
49

Unit 5:
5.1
5.2
5.3
5.4
5.5
5.6
5.7
5.8

The General Agreement on Tariffs and Trade (GATT) ....cooooevvnrernrernreennnns 9.36
The Uruguay Round and the Establishment of WTO 9.37
The World Trade Organization (WTO) 9.37
The DONa ROUNG......oiriiiirieiiecieieciesie st sse s sssse s 9.44
G 20 Economies: FaCilitating Trad@........coocovrernrinreesieee et ssssssssssessssssssssssssssssssssnsens 9.44
SUMIMAIY ettt ettt sttt en s e st ansaeeas 9.45
Test YOUT KNOWIEAGE .....uiiiieiieieee ettt 9.47
Exchange Rate and Its ECONOMIC Effects.......ccccceevviiencrinncninccnrencnnencnsescnsescnnsescnns 9.50
INEFOTUCTION .ot 9.51
THE EXChANG@ RATE......coiiec ettt ettt 9.51
The Exchange Rate Regimes 9.51
Nominal Versus Real Exchange Rates 9.54
The Foreign EXChange Markel.........o ettt sss st sssssaes 9.55
Determination of Nominal EXChange Rate ... sssssnes 9.56
Changes iN EXCNaNGE RALES ...ttt sttt ssss s sssnsens 9.57
Devaluation VS DEPIreCiatiON..... . ssse s s sssese st sssesssssssssesssesasssssees 9.59
Impacts of Exchange Rate Fluctuations on Domestic ECONOMY.......cc.coovomrrmrrrnrernrrnienrinrinns 9.60
SUMIMAIY ettt ettt st et s e eaneneeas 9.64
TeSt YOUT KNOWIEAGE ...ttt 9.66
International Capital MoOVEMENLS...........ciieeiiercrinncrinncnrinssnsessnsessnsessnsesssasesssssssns 9.70
INEFOTUCTION oottt ettt 9.71
Types Of FOreign Capital ... 9.71
Foreign Direct INVestmMeNnt (FDI) ..ot 9.72
Foreign Portfolio INVeStMeNt (FPI) .. 9.72
Reasons for Foreign Direct INVEStMENT ......cccviiiieinieiicereeeceeeee e 9.74
Modes of Foreign Direct Investment (FDI) ... 9.77
Benefits of Foreign Direct INVEStMENt .......coiiirceeeeee s 9.78
Potential Problems Associated with Foreign Direct Investment .........ccccooveeennnnee. 9.80

© The Institute of Chartered Accountants of India



5.9 Foreign Direct Investment in India (FDI) ..o 9.82
5.10 Overseas Direct Investment by Indian COmMPanies.......cccccoevvriririririeeeeeeeeeeeenens 9.83

SUMIMIATY .ttt s e st e e et eea et s et e s e me e ese e e senesaene s eseneeseneesenesns 9.85

Test YOUT KNOWIEAGE ...ttt 9.86
Chapter 10 — Indian ECONOMY .........ciiiiiiirieemnneniiiecenneeeneeneccsssscsssssssssssssssssssssssans 10.1-10.38
10.1  Status of Indian Economy: Pre Independence Period (1850-1947).......ccccovcmrrcmrrrmrrrerrnrennenns 10.1
10.2  Indian Economy: Post Independence (T947-1997) ..o reeneenreneieeieeireeiseeseisessesesesssesaes 104
10.3  THE Era Of REFOIMMS....coui sttt 10.7
104  The EcConomic RefOrmS Of 19T ...t ss s sssesen 10.9
10.5 GDP Growth Rates POst 1997 REfOIMS ........ovcvreureneeeieceineeiieceiseesiseesssseeseessesssesssesssssesssneces 10.15
10.6  NITI Aayog: A Bold Step for Transforming INdia........c..cceceevvrvnrinrieensenninsiesisesesesesssssisseens 10.16
10.7  The current state of the Indian Economy: A brief OVErVIEW .......c.coecerververirererninrinsieeieees 10.18
TO.8  CONCIUSION.....oiieei ettt bbbt een 10.27

SUMNIMAIY 1ottt etttk ettt e s e s e s e st s st e seseseness et e sesenene s esesesenennanas 10.27

TeSt YOUT KNOWIEAGE ...ttt 10.34
L€ Lo 1 P i — xxi

© The Institute of Chartered Accountants of India



© The Institute of Chartered Accountants of India





