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IMPORTANT ECONOMIC TERMS 
 

Administered Price 

The administrative body e.g., the government a marketing board or a trading group determines this price. 

The competitive market force are not entitled to determine this price. The government fixes a price in 

accordance with demand supply portion in the market.  

 

Amalgamation 

It means ‘merger’. As and when necessity arises two or more companies are merged into a large 

organisation. This merger takes place in order to effect economies, reduce competition and capture market. 

The old firms completely lose their identity when the merger takes place.  

 

Arbitration 

Where there is an industrial dispute, the Arbitration comes to the force. The judgement is given by the 

Arbitrator. Both the parties have to accept and honour the Arbitration. Arbitration is the settlement of labour 

disputes that takes place between employer and the employees. 

 

Auction 

When a commodity is sold by auction, the bids are made by the buyers. Whose ever makes the highest bid, 

gets the commodity which is being sold. The buyers make the bid 

taking into consideration the quality and quantity of the commodity.  

 

Balance Sheet 
Balance sheet is a statement showing the assets and liabilities of a business at a certain date. Balance sheet 

helps in estimating the real financial situation of a firm. 

 

Bank Draft 
Banker's draft is a negotiable claim drawn upon a bank. Drafts are as good as cash. The drafts cannot be 

returned and unpaid. Draft is issued when a customer shows his unwillingness to accept cheque in payment 

for his services or mercantile goods. Bank Draft is safer than a cheque. 

 

Bank Rate 

Bank Rate is the rate of discount at which the central bank of the country discounts first class bills. It is the 

rate of interest at which the central bank lends money to the lower banking institutions. Bank rate is a direct 

quantitative method of credit control in the economy. 

 

Brain-Drain 

It means the drift of intellectuals of a country to another country. Scientists, doctors and technology experts 

generally go to other prominent countries of the world to better their lot and earn huge sums of money. This 

Brain-Drain deprives a country of its genius and capabilities. 

 

Bridge Loan 

A loan made by a bank for a short period to make up for a temporary shortage of cash. On the part of 

borrower, mostly the companies for example, a business organization wants to install a new company with 

new equipments etc. while his present installed company / equipments etc. are not 
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yet disposed off. Bridge loan covers this period between the buying the new and disposing of the old one.  

 

Black money  
It is unaccounted money which is concealed from tax authorities. All illegal economic activities are dealt with 

this black Money. Hawala market has deep roots with this black money. Black money creates parallel 

economy. It puts an adverse pressure on equitable distribution of wealth and income in the economy.  

 

Blue Chip 

It is concerned with such equity shares whose purchase is extremely safe. It is a safe investment. It does not 

involve any risk.  

 

Blue Collar Jobs 

These Jobs are concerned with factory. Persons who are unskilled and depend upon manual jobs that require 

physical strain on human muscle are said to be engaged in Blue Collar Jobs. In the age of machinery, such 

Jobs are on the decline these days. 
 

Budget 
It is a document containing a preliminary approved plan of public revenue and public expenditure. It is a 

statement of the estimated receipt and expenses during a fixed period, it is a comparative table giving the 

accounts of the receipts to be realized and of the expenses to be incurred. 
 

Barter - The direct trading of goods and services without the use of money.   

Bond - A certificate reflecting a firm's promise to pay the holder a periodic interest payment until the date of 

maturity and a fixed sum of money on the designated maturity date.   
 

Capital Market 
Capital market is the market which gives medium term and long term loans. It is different from money 

market which deals only in short term loans. 

Core SectorEconomy needs basic infrastructure for accelerating development. Development of infrastructure 

industries like cement, iron and steel, petroleum, heavy machinery etc. can only ensure the development of 

the economy as a whole. Such industries are core sector industries. 

Custom DutyCustom duty is a duty that is imposed on the products received from exporting nations of the 

world. It is also called protective duty as it protects the home industries. 

Capital - All buildings, equipment and human skills used to produce goods and services.  Capital Gain: A capital 

gain is a form of profit earned on an investment by re-selling an asset  

include stocks, bonds, and other financial assets; real estate; commodities; or fine art.  

Capitalism: An economic system in which privately-owned companies and businesses undertake most economic 

activity (with the goal of generating private profit), and most work is performed by employed workers who are 

paid wages or salaries. 

Capitalist Class: The group of individuals (representing just a couple of percent of the population in advanced 

capitalist countries) which owns and controls the bulk of private corporate wealth, and which as a result faces no 

compulsion to work in order to support 
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Carbon Tax: An environmental tax which is imposed on products which utilize carbon-based materials, and hence 

contribute to greenhouse gas pollution (including oil, gas, coal, and other fossil fuels). The level of the tax should 

depend on the carbon (polluting) content of each material 

Central Bank: A public financial institution, usually established at the national level and controlled by a national 

government, which sets short-term interest rates, lends money to the credit system. Some central banks also have 

responsibility for regulating the activities of private banks and other financial institutions. 

Class: The different broad groups in society, defined according to what work they do, their wealth, their degree of 

control over production, and their general role in the economy. 

Competition: Competition occurs between different companies trying to produce and sell the same good or 

service. Companies may compete with each other for markets and customers; for raw materials; for labour; and for 

capital. 

Consumer Price Index: The consumer price index (CPI) is a measure of the overall price level paid by consumers 

for the various goods and services they purchase 

Credit: The ability to purchase something without immediately paying for it – through a credit card, a bank loan, a 

mortgage, or other forms of credit. The creation of credit is the most important source of new money, and new 

spending power, in the economy. 

 

Census 

Census gives us estimates of population. Census is of great economic importance for the country. It tells us 

the rate at which the total population is increasing among different age groups. In India census is done after 

every 10 years. The latest census in India has been done in 2001. 

Cash Reserve Ratio (CRR) 
The commercial banks are required to keep a certain amount of cash reserves at the central bank. This 

percentage amount is called CRR. It influences the commercial bank’s volume of credit because variation in 

CRR affects the liquidity position of the banks and hence their ability to lend. 

Clearing House 
Clearing house is an institution which helps to settle the mutual indebtedness that occurs among the 

members of its organisation. 

Decentralisation Decentralisation means the establishment of various unit of the same industry at 

different places. Large scale organisation or industry can not be run at one particular place or territory. In 

order to increase the efficiency of the industry, various units at different places are located. 
 

Division of labor -  The process whereby workers perform only a single or a very few steps of a major production 

task (as when working on an assembly line.)   

Deficit: When a government, business, or household spends more in a given period of time than they generate in 

income, they incur a deficit. A deficit must be financed with new borrowing, or by running down previous savings. 

Depreciation: This represents the loss of value from an existing stock of real capital of machinery, equipment, and 

infrastructure. A company or country must invest continuously just to offset depreciation, or else its capital stock 

will gradually run down. 

Dividends: Many companies pay a cash dividend (quarterly or annually) to the owners of its shares 

Economic system - The collection of institutions, laws, activities, controlling values, and human motivations that 

collectively provide a framework for economic decision making.   
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wants - Desires that can be satisfied by consuming a good or a service. 
 

Engel's Law 

This law was formulated by Ernst Engel. This law states that, with given taste and preference, the portion of 

income spend on food diminishes as income increases. According to this law, smaller a person's income, the 

greater the proportion of it that he will spend on food and vice versa. 
 

Entrepreneur - One who organizes, manages, and assumes the risks of a business or enterprise.   

Equilibrium price - The market clearing price at which the quantity demanded by buyers equals the quantity 

supplied by sellers.   

Excise Tax - Taxes imposed on specific goods and services, such as cigarettes and gasoline.   

Exports - Goods or services produced in one nation but sold to buyers in another nation. 

Factors of production -  Resources used by businesses to produce goods and services.  

 

Foreign Direct Investment: An investment by a company based in one country, in an actual operating business, 

including real physical capital assets (like buildings, machinery and equipment), located in another country. 

 

Foreign Exchange: The process by which the currency of one nation is converted into the currency of another 

country. 

 

Fixed Capital: Real capital which is installed permanently in a specific location, including buildings, 

infrastructure, and major machinery and equipment. 

 

Free Trade Agreements: An agreement between two or more countries which eliminates tariffs on trade between 

the countries, reduces non-tariff barriers to trade, cements rights and protections for investors and corporations, 

and takes other measures to guarantee a generally liberalized, pro-business economic environment. 

 

Goods - Objects that can satisfy people's wants.   

 

Globalization: A generalized historical process through which more economic activity takes place across national 

borders. Forms of globalization include international trade (exports and imports), foreign direct investment, 

international financial flows, and international migration. 

 

Gross domestic product (GDP) - The value, expressed in dollars, of all final goods and services produced in a 

year.   

 

Households - Individuals and family units which, as consumers, buy goods and services from firms and, as 

resource owners, sell or rent productive resources to business firms. 

 

Hyper-Inflation: A situation of extremely rapid inflation (reaching 100% per year or more), often resulting from a 

condition of economic or political breakdown. 
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Human capital - The health, strength, education, training, and skills which people bring to their jobs.   

 

Human resources - The quantity and quality of human effort directed toward producing goods and services (also 

called labor).  

 

Imports - Goods or services bought from sellers in another nation.  

 

Inflation - A sustained and continuous increase in the general price level.   

 

Innovation: Producers (including private companies) will endeavour to develop new products (new goods or 

services) and new processes (new ways of producing those goods or services), with the goal of enhancing market 

share and hence profitability. More generally, innovation simply refers to finding better ways to produce better 

goods and services. 

 

Investment: Investment represents production which is not consumed, but rather is utilized in the production of 

other additional output. Investment also represents an addition to the capitalstock of an economy. 

Mixed economy - The dominant form of economic organization in noncommunist countries.  Mixed economies 

rely primarily on the price system for their economic organization but use a variety of government interventions 

(such as taxes, spending, and regulation) to handle macroeconomic instability and market failures.  

 

Migration: The movement of human beings from one country or region to another. Sometimes migration is 

motivated by economic factors (such as the search for employment), sometimes by other forces (such as war, 

natural disaster, or famine). 

 

Money - Anything that is generally accepted as a medium of exchange with which to buy goods and services, a 

good that can be used to buy all other goods and services, that serves as a standard of value, and has a store of 

value. 

 

Mortgage: A mortgage is a special kind of credit, usually longer-term in duration, used to finance the construction 

or purchase of property or a long-lasting structure (such as a home or building). 

 

Prices - The amounts that people pay for units of particular goods or services. 

 

Poverty: A state of having inadequate income or other resources to support a household or group of households at 

a basic standard of living. Poverty can be measured in absolute or relative terms. 

 

Property tax - Taxes paid by households and businesses on land an buildings. 

 

Public-Private Partnerships (PPPs): A form of financing public investment, and sometimes the direct provision 

of public services, in which finance is provided by private investors (in return for interest), and private firms are 
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involved in the management of the construction or operation of the publicly-owned facility. PPPs have been 

heavily criticized for increasing the cost of public projects and generating undue profits for private investors.   

 

Sales tax - Taxes paid on the goods and services people buy.  

 

Shares: Financial assets which represent the ownership of a small proportion of the total equity(or net wealth) of a 

corporation. Shares can be bought and soldon a stock market.  

 

Slavery: An economic system in which most work is performed by individuals who are forcibly compelled to 

work with no formal compensation, under the control of a slave-owning elite. 

 

Socialism: An economic system in which most wealth is owned or controlled collectively (through the state, other 

public institutions, or non-profit organizations), and the operation of markets is influenced or managed through 

regulation and planning. 

 

Speculation: The purchase of an asset (such as a financial asset or real estate) purely in the hope that its market 

price will increase, allowing a profit (known as a capital gain) to be made on its subsequent resale. 

 

Stock Market: A place where shares of joint stock corporations are bought and sold. Most modern stock markets 

no longer have a physical presence, but rather consist of connected computer networks. 

Tariff - A tax on an imported good.  

Taxes - Required payments of money made to governments by households and business firms.   

Unemployment - The situation in which people are willing and able to work at current wage rates, but do not have 

jobs.  

Wages - The payment resource earners receive for their labor.   
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Distinguish various Economic systems. 
 
A. Introduction: 

Capitalistic Socialistic system Mixed Economic system 

1. It is organised by 

a Number of Private  

enterprises. 

1. It is organized by the public 

enterprises . 

1. It is organised by both private 

and public enterprises. 

2. Individual owners 

organise production 

and supply . 

2. State ownership organises 

production and supply. 

2. Private firms and public 

enterprises organized production 

and supply. 

3. It is based on the 

objective of  

profit maximization. 

There is no  

planning mechanism. 

3. Centralized planning 

mechanism responsible for the 

supply of the commodities. 

3. Public and Private both sectors 

protect the interest of the public on 

large scale. 

4. Market forces of 

supply and demand 

determine price, 

production, and  

distribution of goods 

and service. 

4. Usually the public en 

terprises determine price, 

production and  

distribution of goods. 

4. The government controls and  

regulates the private sector to 

protect the  

interest of the public. 

5. It operates on the 

principle of free  

market enterprise 

yet state intervene 

to  

regulate economy. 

5. The state market only 

decides the free market 

conditions and price 

mechanism. 

5. Both the private and public 

enterprises organize together. Yet 

the government would not 

effectively  

protect the interest. 
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ECONOMIC PLANNING IN INDIA 

 
    HISTORY OF PLANNING IN INDIA 

 First attempt to initiate economic planning in India was made by Sir M.Visvesvarayya, a noted engineer and 

politician, in 1934 through his book, ‘Planned Economy for India’. 

 In 1938 ‘National Planning Commission’ was set-up under the chairmanship of JL Nehru by the Indian National 

Congress. Its recommendations could not be implemented because of the beginning of the Second World War and 

changes in the Indian political situation. 

 

     THE PLANNING COMMISSION 

 The Planning Commission was set-up on Mar 15, 1950 under the leadership of JL Nehru, by a resolution of Union 

Cabinet. 

 It is an extra-constitutional, non-statutory body. 

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

time members. 

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

They are appointed by the Government on its own discretion. The number of members can also change according to 

the wishes of the Government. 

 

      FUNCTIONS 

 Assessment of material, capital and human resources of the country. 

 Formulation of plans for the most effective and balanced utilization of country’s resources. 

 To determine the various stages of planning and to propose the allocation of resources on the priority basis. 

 To act as an advisory body to the Union Government. 

 To evaluate from time to time the progress achieved in every stage of plan and also to suggest remedial measures. 

 To advise the Centre and State Governments from time to time on special matters referred to the Commission. 

 

      NATIONAL DEVELOPMENT COUNCIL 

 All the plans made by the Planning Commission have to be approved by National Development Council first. It was 

constituted to build co-operation between the States and the Planning Commission for economic planning. 

 It is an extra-constitutional and extra-legal body. 

 It was set-up Aug 6, 1952, by a proposal of the Government. The PM is the ex-officio chairman of NDC. Other 

members are Union Cabinet Ministers, Chief Ministers and Finance Ministers of all States, Lt. Governors of Union 

Territories and Governors of Centrally-ruled States. 

 

STATE PLANNING BOARD  

 Apex planning body at State level is generally a State Planning Body comprising the Chief Minister as Chairman, 

Finance and Planning Ministers of that State and some technical experts. 

  District Planning Committee is also there comprising both official and non-official members. 

 


