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MANAGEMENT 
 

1. INTRODUCTION TO MANAGEMENT 
 

BASIC MEANING 

 Management is an art of getting things done by others. 

 It is essential for all organizations big or small, profit or non-profit, services or manufacturing.  

 Management is necessary so that individuals make their best contribution towards group objectives. 

 Management consists of a series of interrelated functions that are performed by all managers. 

 Management has to see that tasks are completed and goals are achieved (i.e., effectiveness) with the 

least amount of resources at a minimum cost (i.e., efficiency).  

 Management, has therefore, been defined as a process of getting things done with the aim of 

achieving goals effectively and efficiently 
 

DEFINITIONS BY EXPERTS 
 ―Management is the process of designing and maintaining an environment in which individuals, working 

together in groups, efficiently accomplish selected aim.                 - Harold Koontz and Heinz 

Weihrich 
―Management is defined as the process of planning, organising, actuating and controlling an organisation’s 

operations in order to achieve coordination of the human and material resources essential in the effective and 

efficient attainment of objectives.‖                                                                                                                                                                                                                                                         

- Robert L. Trewelly and M. Gene Newport  

―Management is the process of working with and through others to effectively achieve organisational 

objectives by efficiently using limited resources in the changing environment.‖                                 

-Kreitner 
 

FEATURES OF MANAGEMENT   

 Goal oriented process 

 All pervasive 

 Multidimensional – Work, People and operations 

 Continuous Process 

 Group activity 

 Dynamic Function 

 Intangible Force 

EFFECTIVENESS VERSUS EFFICIENCY  

 EFFECTIVENESS  
 Being effective or doing work effectively basically means finishing the given task. 

  Effectiveness in management is concerned with doing the right task, completing activities and 

achieving goals 

 It is concerned with the end result 
 

 EFFICIENCY  
 Efficiency means doing the task correctly and with minimum cost.  

 There is a kind of cost-benefit analysis involved and the relationship between inputs and 

outputs. 

  If by using less resources (i.e., the inputs) more benefits are derived (i.e., the outputs) then 

efficiency has increased.  

 Efficiency is also increased when for the same benefit or outputs, fewer resources are used and 

less costs are incurred 

OBJECTIVES OF MANAGEMENT 
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 Organisational Objectives 

        1. Survival 

        2. Profit 

        3.Growth 

 Social Objectives  

 Personal Objectives 

IMPORTANCE OF MANAGEMENT  

 helps in achieving group goals 

 increases efficiency  

 Creates a dynamic organization 

 helps in the development of society 

 Management helps in achieving personal objectives 

FUNCTIONS OF MANAGEMENT – AN OVERVIEW  
Management is described as the process of planning, organising, directing and controlling the efforts of 

organisational members and of using organisational resources to achieve specific goals 

1. PLANNING -   Planning is the function of determining in advance what is to be done and who is 

to do it. This implies setting goals in advance and developing a way of achieving them efficiently and 

effectively. 

2. ORGANISING -  Function of assigning duties, grouping tasks, establishing authority and 

allocating resources required to carry out a specific plan. 

3. STAFFING -  It means the right people with the right qualifications are available at the right places 

and times to accomplish the goals of the organisation. This is also known as the human resource 

function. 

4. DIRECTING - involves leading, influencing and motivating employees to perform the tasks 

assigned to them. This requires establishing an atmosphere that encourages employees to do their 

best. 

5. CONTROLLING - function of monitoring organisational performance towards the attainment of 

organisational goals. 

COORDINATION – ADDITIONAL FUNCTION OF MANAGEMENT  

 The process by which a manager synchronises the activities of different departments is known as 

coordination. 

 It is the common thread that runs through all activities such as purchase, production, sales, and 

finance to ensure continuity in the working of the organisation.     

 Coordination is sometimes considered a separate function of management. It is however, ―The 

essence of management‖. 

 integrates group efforts 

  ensures unity of action 

 Continuous process 

 All pervasive function 

 Responsibility of all managers 

 Deliberate function  
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2. PLANNING 
 

MEANING 

 Planning means looking ahead and chalking out future courses of action to be followed.  

 It is a preparatory step.  

 It is a systematic activity which determines when, how and who is going to perform a specific job. 

Planning is a detailed programme regarding future courses of action. 

 It is rightly said ―Well plan is half done‖. 

DEFINITION 
Planning is deciding in advance what to do, how to do and who is to do it. Planning bridges the gap between 

where we are to, where we want to go. It makes possible things to occur which would not otherwise occur‖. 

 - Koontz & O‟Donell 

STEPS IN PROCESS OF PLANNING 
1. Establishment of objectives  

Objectives should be practical, acceptable, workable and achievable and clearly communicated to all.  

2. Establishment of Planning Premises 

 Planning premises are the assumptions about the lively shape of events in future. 

 Planning premises may be internal or external. Internal includes capital investment policy, 

management labour relations, philosophy of management, etc. Whereas external includes socio- 

economic, political and economical changes.  

 Internal premises are controllable whereas external are non- controllable.  

3. Choice of alternative course of action 

 When forecast are available and premises are established, a number of alternative course of actions 

have to be considered.  

 For this purpose, each and every alternative will be evaluated by weighing its pros and cons in the light 

of resources available and requirements of the organization.  

 After objective and scientific evaluation, the best alternative is chosen. 

4. Formulation of derivative plans 

 Derivative plans are the sub plans or secondary plans which help in the achievement of main plan.  

 Secondary plans will flow from the basic plan.  

 These are meant to support and expediate the achievement of basic plans.  

5. Securing Co-operation 

 After the plans have been determined, it is necessary rather advisable to take subordinates or those 

who have to implement these plans into confidence 

6. Follow up/Appraisal of plans 

 After the selected plan is implemented, it is important to appraise its effectiveness.  

 This is done on the basis of feedback or information received from departments or persons 

concerned.  

 This enables the management to correct deviations or modify the plan.  

 This step establishes a link between planning and controlling function 

FEATURES OF PLANNING  

 goal-oriented 

 Future - oriented 

 intellectual process involving creative thinking, sound judgement and imagination 

 involves choice among various alternatives and deciding the most suitable 

 foundation for other functions of management.  

 never ending function due to the dynamic business environment i.e. continuous process 

 all Pervasive i.e required at all levels of management and in all departments of enterprise 

 Flexible 

ADVANTAGES OF PLANNING  

 helps in focusing the attention of employees on the objectives or goals of enterprise and facilitates 

management by objectives. 
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 minimizes uncertainties as uncertainties can be forecasted and minimized to a great extent with the 

help of planning 

 facilitates co-ordination in various departments and groups. 

 improves employee’s moral by creating  a healthy environment 

 Effective planning secures economy since it leads to orderly allocation of resources to various 

operations. 

 facilitates controlling since planning and controlling are the two sides of a same coin. If planning is 

root, controlling is the fruit. 

 provides competitive edge to the enterprise over the others which do not have effective planning 

 managers have the opportunities of suggesting ways and means of improving performance in 

planning 

DISADVANTAGES OF PLANNING 

 Rigidity i.e. it has tendency to make administration inflexible 

 May be misdirected as it may be used to serve individual interests rather than the interest of the 

enterprise. 

 Time consuming 

 Planning is based on forecasts which are mere estimates about future thus probability of failure also 

 Elaborate planning may create a false sense of security to the effect that everything is taken for granted 

because Employees are more concerned about fulfilment of plan performance rather than any kind of 

change 

 May be expensive 

TYPES OF PLANS  
I. ON THE BASIS OF TIME 

1. LONG – TERM PLANS 

 Plans for three and more years 

 Formulated by top level management 

 To achieve long term objectives 

2. MEDIUM TERM PLANS 

 Plans for one to three years 

 Prepared by middle level managers 

3. SHORT TERM PLANS 

 Plans for one year or less 

 Prepared by lower level management 

 Meant for short term objectives 
II. ON THE BASIS OF MANAGERIAL LEVELS 

1. TOP LEVEL PLANS  

 Formulated at top level of management 

 For long term objectives, policies, programmes, budgets etc. 

2. MIDDLE LEVEL PLANS 

 Formulated by Departmental managers 

 Prepared in context of main or long term plans 

3. LOWER LEVEL PLANS 

 Prepared at the level of supervisor or foreman 

 For short period 

 To achieve current targets 

III. ON THE BASIS OF BROADNESS 

1. CORPORATE LEVEL PLANS 

 Prepared for whole organisation 

 To achieve organisational objectives 

2. DEPARTMENT LEVEL PLANS 

 Prepared by departments 
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 For achieving immediate and near future objectives 

IV. ON THE BASIS OF USE  

1. MULTIPLE OR STANDING PLANS  

 These are repetitive in nature and are used again and again 

 Like policies, procedures, rules, methods etc. 

 Meant to achieve uniformity and unity in action  

 Meant to meet recurring situations 

2. SINGLE – USE PLANS  

 These are specific in nature and used only for particular purpose 

 Like programmes, projects, budgets etc. 

 Ceases to exist after the purpose for which formulated is achieved 

 Meant to tackle a particular situation 

CHARACTERISTICS OF GOOD PLAN   

 Should have clearly defined objectives 

 Properly understandable by its users 

 Should be comprehensive i.e. should cover each and every aspect of the business for proper 

fulfilment of objectives 

 Should be flexible to accommodate future uncertainties 

 Should  be economical as possible 
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FINANCE 

 
1. BASICS OF FINANCE 

MEANING OF FINANCE :  
Finance is called as lifeblood of an enterprise. 

Money required for carrying out business activities is called business finance. Almost all business activities 

require some finance. Finance is needed to establish a business, to run it, to modernise it, to expand, or diversify it. 

Availability of adequate finance is, thus, very crucial for the survival and growth of a business. 

 

BUSINESS FINANCE – 

It usually deals with financial planning, acquisition of funds, use and allocation of funds and financial controls. 

 

FINANCIAL MANAGEMENT : 

Financial Management is concerned with optimal procurement as well as usage of finance.  

 Financial Management aims at reducing the cost of funds procured, keeping the risk under control and 

achieving effective deployment of such funds.  

 It also aims at ensuring availability of enough funds whenever required as well as avoiding idle finance. 

 It is also called as resource management. 

DEFINITIONS BY EXPERTS : 

- Ezra Soloman : "Financial Management is concerned with effective use of an important 

economic resource, namely capital, funds." 

-  Kuchal S.C. : "Financial Management deals with procurement of funds and their effective 

utilization in business 

MEANING OF FINANCIAL STATEMENTS : 

Financial statements are the summarized statements of accounting data produced at the end of the accounting 

process by an enterprise. It comprises following –  

 Balance Sheet :  Also called as ―Position Statement‖. It is statement of Assets and Liabilities at a given 

Date. 

 Profit and loss Account : Also called as ―Income Statement‖. It shows the net result of business 

operations during an accounting period. 

 Statement of Changes in Owner‟s Equity: It shows appropriations of earnings 

 Statement of Changes in Financial Position  
 Cash Flow Statement: It Shows inflow and Outflow of Cash & Cash Equivalents during an 

accounting period.  

 Fund Flow Statement : It is designed to analyse the changes in the financial condition of the 

enterprise. 

 Schedules and Notes to Accounts: Schedules have details of items in the Balance Sheet and Profit & 

Loss a/c while Notes to Accounts are the statement of Accounting policies and explanation to material 

items. 

 

SOME IMPORTANT TERMS TO BE USED- 

 

1. ACCOUNTING:  A systematic way of recording and reporting financial transactions. 

2. ASSETS : Assets are resources with economic  value that are owned by an individual or entity, 

with the expectation that these will generate future benefit. 

3. LIABILITIES :Liabilities are legal obligation that binds an individual or entity to transfer 

economic benefits including money, goods, services to another individual or entity over time. 

4. CREDIT :  An Accounting entry thay may either decrease assets or increase liabilities and 

equity on the company‟s Balance Sheet 

5. DEBIT : An Accounting entry thay may either increase assets or decrease liabilities and 

equity on the company‟s Balance Sheet 
6.  
7. EXPENSES : Business expenses are the costs the company incurs to remain financially solid. For 

example – Rent, salaries, legal fees, audit fees etc. 
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8. CAPITAL :The Money a business has in its accounts, assets and investments is known as capital. 

It may be Debt Capital and Equity Capital. 

9. DEPRECIATION :Decrease in value of assets due to normal wear & tear, obsolence etc is called 

as Depreciation. 

10. SHAREHOLDER‟S FUNDS : It is the value of shareholder investment in a particular company. 

 

FINANCIAL DECISIONS  

it means the selection of best financing alternative or best investment alternative. Three Broad Financial decisions 

are as follows –  

1. INVESTMENT DECISION -  The investment decision  relates to how the firm’s funds are invested in 

different assets. It can be Short- term or Long- Term. 

 Long – Term Investment Decision :  also called Capital Budgeting Decision. It involves committing 

the finance on a long-term basis. For example, making investment in a new machine to replace an existing 

one or acquiring a new fixed asset or opening a new branch etc. These decisions are very crucial for any 

business since they affect its earning capacity over the long run. 

 Short-Term Investment Decision :  also called working capital decisions are concerned with the 

decisions about the levels of cash, inventories and debtors. These decisions affect the day to day working 

of a business. 

 

2. FINANCING DECISIONS - This decision is about the quantum of finance to be raised from various 

long-term and short-term sources of finance. It involves identification of various available sources. The 

main sources of funds for a firm are shareholders funds and borrowed funds.  

 Shareholders funds refer to equity capital and retained earnings.  

 Borrowed funds refer to finance raised as debentures or other forms of debt.  

 

A firm has to decide the proportion of funds to be raised from either source based on their basic 

characteristics. 

 

3. DIVIDEND DECISIONS - The third important decision that every financial manager has to take relates 

to the distribution of dividend. 

 Dividend is that portion of profit which is distributed to shareholders. 

The decision involved here is how much of the profit earned by company (after paying tax) is to be 

distributed to the shareholders and how much of it should be retained in the business for meeting the 

investment requirements. 

FINANCIAL PLANNING –  

A financial plan is a statement estimating the amount of capital and determining its composition. 

OBJECTIVES OF FINANCIAL PLANNING –  

 Adequate Funds 

 Balancing of Costs and Risks 

 Flexibility 

 Simplicity 

 Long-Term View 

 Liquidity 

 Optimum use 

 Economy 

 

CAPITAL STRUCTURE : 

  capital  structure  means  'mixup  of  various  sources  of  funds  in  desired proportion'. 

Capital refers to Investment of funds in the business while structure means arrangement of different components in 

proper  proportion.  

COMPONENTS OF CAPITAL STRUCTURE :  
Four Basic Components of Capital Structure are as follows : 

1. EQUITY SHARE CAPITAL : It is the basic source of financing activities of business. Equity share 

capital is provided by  

equity shareholders. They buy equity shares and help a business  firm to raise 

necessary funds. They bear ultimate risk associated with ownership. Equity shares carry 
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 dividend at fluctuating rate, depending upon profit. Equity Shareholders are called as the ―owners of 

the company”. 

2. PREFERENCE SHARE CAPITAL :  Preference shares carry preferential right as to payment of 

dividend and have priority over, equity shares for return of capital when the company is  

liquidated. These shares carry dividend at a fixed rate. They have limited voting rights. 

3. RETAINED EARNINGS : It is an internal source of financing.It is nothing but ploughing back of 

profits. 

4. BORROWED CAPITAL : It consists of following –  

 DEBENTURES: A debenture is an acknowledgement of loan raised by company. Company 

has to pay interest at an agreed rate. 

 TERM LOANS : Term loans are provided by bank and other financial institutions. They carry 

fixed rate of interest . 

 

 

FIXED CAPITAL : 

MEANING –  

 It refers toany kind of real or physical capital i.e. fixed assets. It is not used for the production of goods. Fixed 

capital  is  that  portion  of  total  capital  which  is  invested  in  fixed  assets  such  as  land,   

building, equipment, etc. 

FACTORS AFFECTING FIXED CAPITAL REQUIREMENT –  

 Nature of business 

  Size of business 

  Growth and expansion of business  

 Stage of development of business 

  Business cycle 

 

WORKING CAPITAL :  

MEANING –  

The current assets minus current liabilities approach refers to 'net working capital' 

It is also called as „Circulating Capital‟. 

FACTORS AFFECTING WORKING CAPITAL REQUIREMENT : 

 Nature of business 

  Size of business 

  Volume of sale 

  Production cycle 

  Business cycle 

  Terms of purchase and Sale 

  Credit capital 

  Growth and expansion  

 Management ability 

  External factors  

 Requirement of cash 

  Seasonal fluctuation 
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2. SOURCES OF FINANCE 
 

A business organization requires finance for various purposes at different stages and for different period. 

 

CLASSIFICATION OF SOURCES OF FINANCE : 

1. EXTERNAL SOURCES – 
              These Sources are outside the organization and are used for raising capital initially. 

 Issue of shares 

 Issue of debentures 

 Public Deposits 

 Loans from institutions 

 Bank Credit 

2. INTERNAL SOURCES – 
             These sources are available within the organization and develop due to profitability of business. 

1. Retained Earnings 

 

FURTHER CLASSIFICATION OF EXTERNAL AND INTERNAL SOURCES: 

1. Long Term Source – 
            Long Term Sources of finance are required for meeting fixed capital needs and are required for      

longer duration of time. 

2. Short term Source –  

Short Term Sources of finance are required for meeting working capital needs and are required for a 

short period of time. 

 

METHODS OF RAISING FINANCE  

1. SHARES  
   A share is an indivisible unit of capital, expressing the ownership relationship between 

the company and the shareholder.Corporations issue shares which are offered for sale to 

raise share capital. A person who purchases shares of a company is known as a shareholder of that 

company. A share is not any visible thing. It is shown by share certificate or in the form of  the 

'demat' share. 

 

 FACE VALUE :  Th is value is written on the share certificate and mentioned in the Memorandum of 

Association. 

 ISSUE VALUE : It is the price at which company sells its shares. For example, issue at par or at 

premium or at discount 

 MARKET VALUE : This value of share is determined by demand and supply forces in the share market. 

 

KINDS OF SHARES –  

1) EQUITY SHARES : 

 Equity shares are also known as 'ordinary shares' . 

 Equity shareholders do not enjoy any special privilege in respect of payment of dividend and repayment 

of capital at the time of winding up of the company. 

 Equity shareholders are 'residual claimants' against the assets and income because they are paid after 

paying claims of all other investors. 

 Equity capital is known as `Risk capital'. The owners of equity shares are real risk bearers. 

 Equity shareholders participate in the management of the company.  

 They are invited to general meeting and are given normal voting rights 

 They are called as ―Real owners of the Company‖ 

 Bonus shares are issued as gift to equity shareholders. They are issued 'free of cost' to them. 

 

 TYPES OF EQUITY SHARES – 
               (i) with normal voting right 
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        (ii) with differential voting right 

 

2) PREFERENCE SHARES : 

 These shares have certain privileges and preferential rights distinct from those attaching to equity shares 

 Preference shares carry no voting power except in matters which affect their interest 

 The dividend is payable to preference shareholders before anything else is paid to equity shares 

 Preference shareholders have a preference over equity shareholders in respect of return of capital when 

the company is liquidated. 

 These shares carry dividend at a fixed rate  

 Safety of capital and fixed return on investment are advantages attached to preference shares 

 Preferential shareholders are not entitled for right or bonus shares 

 "Preference shareholders are the owners but not controllers." 

 TYPES OF PREFERENCE SHARES –  

(i). CUMULATIVE PREFERENCE SHARES :  those shares on which dividend goes on 

accumulating until it is fully paid 

(ii). NON-CUMULATIVE PREFERENCE SHARES  : Dividend on these shares does not 

accumulate and lapse if company does not make profit in that particular year 

(iii). PARTICIPATING PREFERENCE SHARES : The holders of these shares are    entitled to 

participate in surplus profit besides preferential dividend 

(iv). NON- PARTICIPATING PREFERENCE SHARES : These shareholders are entitled only to 

fixed rate of dividend prescribed in the issue 

(v). CONVERTIBLE PREFERENCE SHARES : These shareholders have a right to convert their 

preference  shares into equity shares 

(vi). NON - CONVERTIBLE PREFERENCE SHARES : These shares cannot be converted into 

equity shares 

(vii). REDEEMABLE PREFERENCE SHARES : Shares which can be redeemed after a     

certain fixed period 

(viii). IRREDEEMABLE PREFERENCE SHARES : Shares which are not redeemable i.e. payable 

only on the winding up of the company 

 

2. RETAINED PROFITS :  

Retained profits are earnings of the company which are retained in the business. It is a sum total of those 

profits, accumulated over years and reinvested in the business rather than distributed as dividend. 

Retained profit is an important source of internal financing. It is a simple arid the cheapest method of 

raising finance. It is used by established companies. The policy of using such retained profit in the 

business is known as `self financing' or 'ploughing back of profit'. The management can convert this 

retained profit into permanent capital which is known as 'capitalisation of profit' by issuing bonus shares. 

 

3. DEBENTURES :  

A debenture is a medium to long-term debt instrument used by large companies to borrow money at a 

fixed rate of interest. Debenture holders have no rights to vote in the company's general meetings 

of shareholders. 

 TYPES OF DEBENTURES –  

(i). CONVERTIBLE DEBENTURES -that can be converted into equity shares of the issuing company after 

a predetermined period of time 

(ii). NON- CONVERTIBLE DEBENTURES -  cannot be converted into equity shares of the liable 

company 

 

4. BONDS :  

A bond is an instrument of indebtedness of the bond issuer to the holders. the holder of the bond is the 

lender (creditor), the issuer of the bond is the borrower (debtor), and the coupon is the interest. A bond is 

a formal contract to repay borrowed money. Bonds have specific maturity date at which time the 

repayment of principal  is due. 
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5. PUBLIC DEPOSITS : 

 Public deposits refer to the unsecured deposits invited by companies from the public mainly to finance 

working capital needs.  

 A company wishing to invite public deposits makes an advertisement in the newspapers. Any member of 

the public can fill up the prescribed form and deposit the money with the company. 

 The Company in return issues a deposit receipt. 

  Deposits are unsecured loans offered to company. 

  It is considered as risky investment but investors can earn high return on public deposits 

 

6. LOAN FROM FINANCIAL INSTITUTIONS : 

 TheGovernment of India established special financial institutions for providing industrial finance. 

 These institutions provide medium and long term finance. 

 The assistance of these institutions has become important for new companies as well as going concerns 

 Example – IDBI, ICIC etc  

 

7. LOANS FROM COMMERCIAL BANKS : 

 Commercial banks play an important role in providing short term finance. 

 Banks have become primary source of financing working capital of business organizations 

 TYPES OF BANK CREDIT –  

(i). OVERDRAFT - 

A company having current account with a bank, is allowed overdraft facility. The 

borrower can withdraw the funds, as and when needed. He is allowed to overdraw on his 

current account, up to the credit limit which is sactioned by the bank.  

(ii). CASH CREDIT -  This form of credit is operated in the same manner as overdraft facility.  

The borrower can withdraw amount from hiscurrent account up to a stipulated limit based on sec

urity margin. Cash Credit is given against pledge or hypothecation of goods or by  

providing alternative securities. Interest is charged onoutstanding amount borrowed and not  

on the credit limit sanctioned. 

(iii). CASH LOANS - Under this the total amount of loan is credited by bank to  

the borrower's account. Interest is payable on entire amount sactioned as loan. If the loan is 

repaid in installments, interest is payable on actual balance outstanding. 

 

8. TRADE CREDIT : 

Manufactures, wholesalers and suppliers of goods or materials are called `Trade creditors'. They 

sell tangible goods to other business concerns on the basis of future payment i.e. deferred payment. 

Credit is extended by these business concerns with an intention to increase their sales. It is considered as 

soul of business. 

 

9. DISCOUNTING OF BILLS OF EXCHANGE : 

 A bill of exchange is an instrument in writing containing an unconditional order signed by maker, 

directing a certain person to pay a certain sum of money only to or to  order of certain person or to 

the bearer of instrument . 

 The drawer of the bill (i.e. seller) can receive money from drawee (i.e. buyer) on the due date 

or after the due date. Drawer can receive money before the due date by discounting the bill with a 

bank. This is nothing but selling the bill to the bank Drawer gets money immediately from bank  

Against the bill. The bank gives money to drawer less than the face value of the bill. 

 The amount received less is called `discount'. It is the interest charged by bank.  

 The bank deposits money into the account of drawer. On the due date bank collects money from  

     drawee against the bill. 

 

10. GLOBAL DEPOSITORY RECEIPT (GDR) AND AMERICAN DEPOSITORY RECEIPT 

(ADR) : 

   Indian companies raise equity capital in international market through GDR and ADR It is dollar/ 

Euro denominated instrument traded on stock exchanges of USA and Europe. Company issues shares 

to an intermediary called `depository.' Bank of New York, City group etc. act as Foreign Depository 

Banks. The Depository banks issue GDRs Or ADRs to investors against these shares. Each `Depository 
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Receipt' is having fixed number of shares. These `Depository Receipts' are then sold to people of a 

foreign country. The Depository Receipts are listed on the stock exchanges. These Depository Receipts 

are traded like ordinary shares. In simple words, the depository bank stores the shares on behalf of 

the receiptholder. 

ADR and GDR are means of investment for NRI (NonResident Indians) and foreign nationals, 

wanting to invest money in India. By purchasing ADR or GDR, they, can invest directly in Indian 

companies. NRI and foreigners can buy Depository Receipts using their regular equity trading account. 

The companies pay dividend in home currency to depositories and depositories convert it into the 

currency of investor and pays dividend. 
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ECONOMIC AND SOCIAL ISSUES 
 

ECONOMIC GROWTH AND DEVELOPMENT 

Economic Growth is an increase in a country's real level of national output which can be caused by an 

increase in the quality of resources (by education etc.) & improvements in technology or in another way 

an increase in the value of goods and services produced by every sector of the economy.  

Economic Growth can be measured by an increase in a country's GDP(gross domestic product).  

Economic development is a normative concept i.e. it applies in the context of people's sense of morality (right 

and wrong, good and bad).  

The definition of economic development given by Michael Todaro is an increase in living standards, 

improvement in self-esteem needs and freedom from oppression as well as a greater choice.  

 

Difference between Economic Growth and Economic Development 

Economic Growth does not take into account the size of the informal economy. The informal economy is also 

known as the black economy which is unrecorded economic activity. Development alleviates people from low 

standards of living into proper employment with suitable shelter. Economic Growth does not take into account the 

depletion of natural resources which might lead to pollution, congestion & disease.  

Development however is concerned with sustainability which means meeting the needs of the present without 

compromising future needs. These environmental effects are becoming more of a problem for Governments now 

that the pressure has increased on them due to Global warming. 

 

How to measure Development? 

The logic behind development of Human Development Index (HDI) was to do away with the inherent weakness of 

use of GDP as measure of development.  

HDI is a part of the Human Development Report, which is an editorially independent annual publication of 

UNDP(United Nation Development Program).  
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The report was first launched in 1990 by the Pakistani Economist Mahbub ul Haq and Indian Nobel laureate 

Amartya Sen.  

Its objective was to place people at the centre of the development process in terms of economic debate, policy and 

advocacy. “People are the real wealth of a nation,” was the opening line of the first report in 1990.  

This report ranks the countries on the basis of the Human Development Index.  

Theme:- Human Development for Everyone(2016) 

Work for Human Development(2015) 

   Five Index under HDR(Human Development Report) - 2016 

 

About Human Development Index: 

(HDI) is a summary measure of human development. It measures the average achievements in a country in three 

basic dimensions of human development:  

 A long and healthy life  

 Access to knowledge  

 A decent standard of living.  

It also includes: 

 Inequality-adjusted HDI (IHDI)  

 Gender related Development Index (GDI)  

 Multidimensional Poverty Index (MPI) 

The HDI is the geometric mean of normalized indices measuring achievements in each dimension, viz. Life 

Expectancy Index, Education Index, GNI Index. They are shown in the following graphics:  

 

 

There are two steps to calculating the HDI.  

Step 1. Creating the dimension indices  

Step 2. Aggregating the sub-indices to produce the Human Development Index 
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 In the first step, the Minimum and maximum values (goalposts) are set in order to transform the indicators 

into indices between 0 and 1.  

 The minimum value for life expectancy is 20 years while maximum value is 85 years. It is based on the 

premise that in 20th century, no country had a minimum life expectancy below 20 years.  

 In education, minimum value is 0, while maximum value is 18 years of schooling with 25 mean years of 

schooling.  

 GNI is 100 dollars at minimum while 75000 at maximum.  

 Maximum value of GNI at 75000 dollars per year is based upon a study by Kahneman and Deaton (2010) that 

there is a virtually no gain in human development and well-being from annual income beyond $75,000.  

Dimension Indicator  Minimum Maximum 

Health  Life expectancy  20 85 

Education  Mean year of schooling 

Expected year of schooling 

0 

0 

25 

18 

Standard of living Gross national income per 

capita(PPP 2011$)  

100 75,000 

 

 

Having defined the above values, the sub-indices are calculated as follows:  

 valueminimum valuemaximum

 valueminimum valueactual
IndexDimension 




  

 

After that, the HDI is calculated as geometric mean of the three dimension indices.  

Indicator  Minimum 

Life expectancy  68.3 

Mean year of schooling 

Expected year of schooling 

6.3 

11.7 

Gross national income per capita(PPP 2011$)  $5663 

 Life expectancy at birth: In India, it has increased from 68 years to an average of 68.3 years — 69.9 years 

for women and 66.9 years for men. 

 Access to knowledge: India’s expected years of schooling remains at 11.7 years, while mean years of 

schooling increased from 5.4 to 6.3 years. 

 India‟s Gross National Income (GNI) based on per capita purchasing power parity (PPP): It has risen 

from $5,497 to $5,663. 

 

 HIGHLIGHT 2016 HDR REPORT 
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 Top three countries: Norway (0.949 score), Australia (0.939) and Switzerland (0.939).  

 SAARC countries: Sri Lanka (73) and Maldives (105) were placed in ―high human development‖ category, 

followed by India (131), Bhutan (132), Bangladesh (139), Nepal (144), Pakistan (147) and Afghanistan (169).  

 BRICS Countries: India ranks lowest among BRICS nations. Russia (49), Brazil (79), China (90), South 

Africa (119) and India (131).  

 India related facts: India’s HDI value increased from 0.428 in 1990 to 0.624 in 2015. However, its average 

annual growth in HDI (1990-2015) was higher than that of other medium HDI countries.  

HDI;- 2015- 0.609, India’s HDI ranking is 130
th
 

1
st
  Norway 2

nd
 Australia 3

rd
  Switzerland  last 188

th
 Niger  

The following example:-  

 

 

 

Inequality-adjusted HDI (IHDI)  

The Inequality-adjusted Human Development Index (IHDI) adjusts the Human Development Index (HDI) for 

inequality in distribution of each dimension across the population.  The IHDI accounts for inequalities in HDI 

dimensions by ―discounting‖ each dimension’s average value according to its level of inequality.  

If there is no inequality across people, HDI is equal to IHDI. 
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 However, in case of inequalities, the value of IHDI is always less than HDI. This implies that the IHDI is the 

actual level of human development (accounting for this inequality), while the HDI can be viewed as an index of 

―potential‖ human development (or the maximum level of HDI) that could be achieved if there was no inequality.  

The ―loss‖ in potential human development due to inequality is given by the difference between the HDI and the 

IHDI and can be expressed as a percentage.  

 

Inequality-adjusted Human Development Index (IHDI): It is difference between the HDI and IHDI, expressed 

as a percentage of the HDI, indicating the loss in human development due to inequality.  

India’s HDI was pegged at 0.624, but its value falls 27.2% after being adjusted for inequalities, resulting in a HDI 

value of 0.455.  

Life expectancy adjusted with inequalities between 2010 and 2015 fell 24%, resulting in a value of 0.565.  

The percentage of inequality in education in 2015 was 39.4% or 0.324 and inequality in income 16.1% or 0.512. 

 

Loss in Human Development = HDI(0.609)-IHDI(0.435)= 0.174 

In this parameter India’s rank is 1 ranker higher than HDI. Now IHDI rank is 131
st
 (2015) 

 

 

Gender related Development Index (GDI) 

The Gender related Development Index (GDI)measures gender inequalities in achievement in three basic 

dimensions of human development as follows:  

 Health, which is measured by female and male life expectancy at birth  

 Education, which is measured by female and male expected years of schooling for children and female and 

male mean years of schooling for adults ages 25 and older. 

 Standard of living, Command over economic resources, measured by female and male estimated earned 

income  

 

The index shows the loss in human development due to inequality between female and male achievements in these 

dimensions.  

It ranges from 0, which indicates that women and men fare equally, to 1, which indicates that women fare as 

poorly in comparison to their male counterparts as possible in all measured dimensions.  

Rank:- Estonia- 1.030 and Latvia Russia>1 sweden - 0.999  

India - 0.795 . 

 

In order to address shortcomings of the GDI, a new index Gender Inequality Index (GII) was proposed.  

 

Gender Inequality Index (GII)  



VEDANTA INSTITUTE  MATERIAL FOR TEST 1 (07-05-2017)  

SCO 209 SECOND FLOOR SECTOR 36-D CHANDIGARH PH.8054369515 18 

This index measures three dimensions :- 

 Reproductive Health: i. mortality rate ii. Adolescence  

 Empowerment: i.Parliament ii. HSC 

 Labor Market Participation;- labour force, participation in economic activity 

Multidimensional Poverty Index (MPI) The Multidimensional Poverty Index (MPI) identifies multiple 

deprivations at the individual level in health, education and standard of living. It uses micro data from household 

surveys, as basis of deprivation of Cooking fuel, Toilet, Water, Electricity, Floor, Assets.  Each person in a given 

household is classified as poor or non-poor depending on the number of deprivations his or her household 

experiences. These data are then aggregated into the national measure of poverty. The indicator thresholds for 

households to be considered deprived are as follows:  

 Education School attainment: no household member has completed at least six years of schooling.  

 School attendance: a school-age child (up to grade 8) is not attending school.  

 Health  

 Nutrition: a household member (for whom there is nutrition information) is malnourished, as measured by the 

body mass index for adults (women ages 15–49 in most of the surveys) and by the height-for-age z score 

calculated using World Health Organization standards for children under age 5.  

 Child mortality: a child has died in the household within the five years prior to the survey.  

 

1. Tendulkar committee Methodology 

2. Using household consumption expenditure  

3. Survey data collected by the NSSO in its 68
th
 round 2011 based on PC(Planning commission) estimates 

4. Now planning commission is replaced by NITI AYOG. 

 

Tendulkar committee report 

 

 

 According to world Bank  

 31.7% poor people, they earned less than $ 1.25/day 

 According to MPI 55.3%. 
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Gini coefficient:- TheGini coefficient(sometimes expressed as aGiniratio or a normalizedGiniindex) (/dini/ 

jee-nee) is a measure of statistical dispersion intended to represent the income distribution of a nation's residents, 

and is the most commonly used measure of inequality. 
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 Poor 30% own only 2% of nation’s wealth 

 Rich 10% own 50% of nation’s wealth 

Note:Computation of the Multi-Dimensional Poverty Index (MDPI) reveals that, despite recent progress in 

poverty reduction, more than 2.2 billion people are either near or living in multidimensional poverty. 

 

India was ranked 131 in the 2016 Human Development Index (HDI) among the 188 countries.  India scored 0.624 

and was placed in medium human development category. 

 

January 23, 2016 

Sri Lanka tops in 2015 HDI in South Asia Region  

Sri Lanka has maintained its high ranking in 2015 human development index (HDI) in the South Asia Region.  

In the 2015 Global Human Development Report (HDR) released by UN Development Programme (UNDP) Sri 

Lanka was ranked 73rd with an HDI value of 0.757.  

Key facts Rankings of other seven South Asian Countries are Maldives (104), India (130), Bhutan (132), 

Bangladesh (142), Nepal (145), Pakistan (147) and Afghanistan (171). 

 India and Bhutan fall under the medium human development countries category. While Nepal, Pakistan and 

Afghanistan fall under low human development countries category.  

 

In the 2014 report, Sri Lanka had occupied the 74th place. Since the end of the civil war in 2009, the island 

nation’s rank went up by five positions.  

 

Human Capital Index 

About Human Capital Index 
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 The Human Capital Index measures countries’ ability to nurture, develop and deploy talent for economic 

growth.  

 It is based on 46 indicators about how well countries are developing and deploying their human capital, 

focusing on education, skills and employment.  

 The WEF report of HCI presents an analysis by focusing on a number of key issues that can support better 

design of education policy and future workforce planning. 

India was ranked low at 105th position out of 130 countries globally on the 2016 Human Capital Index (HCI), 

which was recently released in the World Economic Forum (WEF) report.  

The report was released by Geneva-WEF in the Chinese city of Tianjin at its Annual Meeting of New Champions 

which is also known as `Summer Davos‟ summit.  

Key Facts 

Top 10 Countries in 2016 HCI: Finland (1st position), Norway (2nd), Switzerland (3rd), Japan (4th), Sweden 

(5th), New Zealand (6th), Denmark (7th), Netherlands (8th), Canada (9th) and Belgium (10th).  

India‟s Neighbours: Sri Lanka (50th), China (71st), Bhutan (91st), Bangladesh (104th), Nepal (108th) and 

Pakistan (118th).  

Among BRICS countries: India is ranked lowest as against Russia (28th), China (71st), Brazil (83rd) and South 

Africa (8th).  

In the 2015 edition of HCI, India had ranked 100th out of total 124 countries.  

India related: India has got better rankings HCI’s indicators such as quality of education system (39th), staff 

training (46th) and ease of finding skilled employees (45th). 

 India is the second largest country in the global distribution of tertiary degree holders share at nearly 78 million 

after China (2.5 million) in STEM subjects (science, technology , engineering and mathematics).  

India‟s concern: 

 India has optimised just 57% of its human capital endowment. Its youth literacy rate is still only 90% (103rd 

in the world).  

 In case of labour force participation, India ranks low as it has world’s largest employment gender gaps 

(121st).  
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 2. MEASUREMENT OF GROWTH 

 

National Income is the money value of all goodsand services produced in a country during a year . It includes 

income from all the productive sectorssuch as Agricultural, Industrial and Service Industry. According to Central 

Statistical Organization, ―National income is the sum total of factor incomes earned by normal residents of a 

country in the form of wages, rent, interest and profit in an accounting year." 

HISTORY 

 In 1876, DadaBhai Naoroji was the first person to prepare estimates of national income and per capita 

income for the year 1867-68. DadaBhai Naoroji estimated national income at Rs 340 crore and per capita income 

of Rs 20.  

 Professor V.K.R.V. Rao estimated National Income for the year 1931-32 at Rs 1689 crore and per capita 

income at Rs 62.  

 Ministry of Commerce (Govt. of India) estimated national income at Rs 6234 crore and per capita income at 

Rs 198 for the year 1945-46.  

 Presently Central Statistical Organization measures the national income of the country. 

The basic concepts in national income are  

 

 Gross Domestic Product (GDP)  

 Gross National Product (GNP)  

 Net Domestic Product (NDP)  

 Net National product at Factor Cost or National Income  

 Net Domestic product at market prices  

 Net Domestic product at Factor Cost 

 Income from Domestic Product accruing to Private Sector  

 Private Income  

 Personal Income  

 Personal Disposable Income 

 

DEFINITIONS  

 

  Gross Domestic Product: It is the money value of all final goods and services produced in the domestic 

territory of the country during an accounting year. 

  Gross Domestic Product at Market Price: GDP at market price is defined as the market value of the 

output of final goods and services produced in the domestic territory of a country by all the producers during 

an accounting year. 

  Gross Domestic Product at Factor Cost: It is the sum of net value added by all the producers in the 

domestic territory of the country and a consumption of fixed capital during an accounting year. 

 Net Domestic Product: NDP at Market Price or Net domestic income is the market value of final goods and 

services produced by all the producers in the domestic territory of a country exclusive of depreciation during 

a year. 

        NDPmp = GDPmp - Depreciation 

 Gross National Product at Market price: The market value of final goods and services produced within the 

domestic territory of a country, including net factor income received from abroad.GNP includes both earnings 
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from net exports as well as net factor earnings. It is the measure of the current output of economic activity in 

the country. 

  GNPmp = GDPmp + Net factor income from Abroad.  

 Net National Product (NNP): The market value of final goods and services after providing for depreciation. 

The consumption of fixed capital or fall in the value of capital due to wear and tear is called depreciation. 

       NNPmp = GNPmp – Depreciation 

 

 National Income:  National income means the sum of all incomes earned by resource suppliers for their 

contribution of land, labour, capital and entrepreneurial ability which go to intake year’s net production. 

        NNPfc = NNPmp - Indirect Taxes + Subsidies 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Measurement of National Income 

GDP Market value all final goods & services produced within country for a given time 

period 

NDP GDP – Depreciation 

GDP 

Deflator 

GDP adjusted due to inflation on a base year = Nominal GDP / Real GDP 

Factor Cost Labor (Wages) + Land (Rent) + Capital (Interest) + Entrepreneurship (Profit) 

Market 

Price 

Factor cost + Taxes – Subsidies 

GDP @ 

Market 

Price 

GDP @ Factor cost + Taxes – Subsidies 

GNP GDP + Net Income from abroad 

Net Income 

abroad 

Income of Indians abroad – Income of foreigners in India 

NNP @ 

Market 

Price 

GNP – Depreciation 

NNP @ 

Factor Cost 

NNP @ MP – Taxes + Subsidies = National income 

Per capita 

national 

income 

National Income / Total Population 

National 

Disposable 

income 

NNP @ Market Price + Current account transfers 
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The flow of production, income and expenditure never stops. It is a circular flow without a beginning or an end. 

Production generates income; income generates demand for goods and services. And demand leads to expenditure 

on the goods and services produced, so that, the circle of production, income and expenditure always continues. 

Production aspects point to the flow of goods and services in the economy or the process of value adding. Income 

or distribution aspects points to the generation of income in terms of the wages, interest, rent and profit and, 

expenditure or disposition aspect indicates disposal of income in terms of consumption expenditure or investment 

expenditure. 

 

GDP Calculation Methods 

Income Method Expenditure Method Production Method (GVA) 

 

  

Income Method → Based on factor cost → WIPR 
 Factor cost = Labor (Wages) + Capital (Interest) + Entrepreneurship (Profit) + Land (Rent) 

 GDP @ Current Market Price = GDP @ Factor cost + Taxes – Subsidies 

 GDP @ Current Market Price when adjusted for inflation → GDP @ Constant market prices 

 

Expenditure Method → Private Consumption + Investment + Government + Foreign Expenditure 
 GDP will be calculated as → C + I + G + (X – M) 

 Where C → Private Consumption; I → Investment; G → Purchase; X-M → Foreign Expenditure 

Private Consumption  Only final consumption is counted 

 New Car Purchased → Will be counted 

 Existing House → Will be calculated as owner paying ―rent‖ to himself 

 Intermediate consumption is not counted 

 Steel, Rubber used to make product → Will not be counted 

New house purchased → Will be counted in investment (Not as Private 

Consumption) 

Investment  New house purchased will be counted 

 Purchase of goods that will be used in future production will be counted 

 Capital goods, Heavy Machinery, Building, Structure will be counted 

 Leftover Inventory [Rubber, steel, car] will be counted 

Share, Bond, Debenture will be counted 

Gov. Purchase  Salary to employees will be counted 

 FCI food grain purchase will be counted 

Transfer Payments viz. LPG-DBT, Pension, Scholarship, food coupons 
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Production Method: Gross Value Added (GVA) 

 GDP = Total value added at each stage or 

 GDP = Total Value of Sale – Cost of intermediate goods 

  

GDP doesn‟t cover following 
 Underground Economy 

 Non-Marketed Activities (Mom cooking food for home) 

 Barter Exchanges (Rice given for oranges) 

 Negative Externality (Acid rain) 

 Opportunity cost lost (kids not going to school which could have made difference in future – Human Dev)- 

(HDI) 

 Income Inequality (Gini Coefficient) 

  

CSO GDP calculation till 2015 

 Until now CSO used to do GDP Calculation at factor cost by 

 Income Method (WIPR) 

 Production Method : Gross Value Added (GVA) 

 Categorized industries into three parts viz 

 
 CSO utilizes data from the following 

 

Goods  

 ASI – Annual survey of industry 

Services  

 CBDT – Central board of direct taxes 

etc →→ gets counted in Private consumption 

Foreign Expenditure Money earned from export  – invested in imports 

As invested in imports is already counted in private consumption 
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 IIP – Index of industrial production 

 Economic census 

NSSO Surveys 

 CBEC – Central board of excise & 

customs 

CPI-Indexes 

 

CSO Reforms 2015 for GDP Calculation – Income Method 

 

Consumption of fixed capital (CFC) 
 System of National Accounts (SNA) → Collaboration among UN, World Bank, IMF, OECD and European 

commission. 

 If capital asset not used than they fall under the category of intermediate goods 

 When production begin & final goods are generated → Calculate CFC accordingly 

GVA at Basic Price 
 Sector wise estimate of Gross value added (GVA) will now be given at basic prices instead of factor cost 

 GVA at Basic Price → GVA at factor cost + Production taxes + Production subsidies 

Production Taxes  

 Independent of Production Volume 

 Stamp Duty 

 Land revenue 

 Professional Tax 

Production Subsidies  

 Independent of production volume 

 Subsidies to Railways 

 Input subsidies to Farmers, small industries 

 Administrative subsidies to cooperatives & 

corporates 

Before After 

Wages 

 Only salary 

 

Compensation 

 Salaries + Social security contribution by employer to 

Employee 

 

Profit Mixed income / OS 

 Only workers / laborers get wages 

 Entrepreneurs get ―profit‖ 

Informal & unorganized family owned 

Agro, cottage industries were not taken into 

account 

Hence the concept of Mixed income (MI)/ operating surplus 

(OS) 

Corporates calculate profit easily but 

unorganized firms find it difficult to 

separate profit  from wages due to lack of 

standard accounting 

Profit of corporates is taken into account along with Mixed 

income or operating surplus as and where applicable 
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Official GDP of India will now be calculated as 
 GVA (Basic price) → CE + OS/MI + CFC + Production taxes – Production subsidies 

 Sum of GVA at basic price + Product taxes + Product subsidies → GDP at market price 

 GDP of India → GDP at market price adjusted for inflation 

  

Product Taxes  

 Calculated on per unit of production 

Examples → VAT, EXCISE, Custom, Service 

Tax 

Product Subsidies  

 Calculated on per unit of Production 

 Example include: 

 Food, Petroleum, Fertilizer 

 Interest subvention to farmers 

Subsidies for insurance to households 

  

CSO – GDP Reforms done 

 GDP @ Factor cost will not be official GDP of India 

 GDP @ (Constant) Market price will be official GDP India’s GDP 

 Base year for GDP calculation changed from 2004 → 2012 

 Use of internationally valid System of National Accounts (SNA) 2008 

 Classified economic activities & their account keeping accordingly 

  

Impact of CSO-GDP Reforms 

 

Agro Coverage  Agro census 2010 included 

 Livestock census 2012 included 

 Meat yield and by-product valuation 

revised 

Crop and livestock activities are segregated 

Rural Coverage  Local bodies – effective coverage of 

their services 

 Informal sector – Latest NSSO survey 

data included 

―Effective Labour Input Method‖ to get data 

from rural activities without modern accounting 

system 

Mining/Mfg Coverage  Sand extraction measurement updated 

 Before → Establishment approach viz. 
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―production cost‖. 

 Now ―Enterprise 

approach‖ → production cost + cost of selling 

and marketing. 

Construction sector accounting updated. 

Corporates Coverage   Before → ASI & IIP data but 

―Sampling method‖ hence not ―complete‖ 

picture. 

 Now Companies’ Mfg. and service 

production from corporate affairs MCA21 

online database. 

Production data of Financial services (share 

brokers, NBFCs etc.) will be accounted with 

help of SEBI, PFRDA, IRDA 

Services Coverage  Will use service tax collection rates to 

find growth in health, education etc. 

 Earlier CPI AL, RL, IW data was used 

Now just CPI will be used (Rural urban 

combined) 

  

What is Base year Price? 

 Represents price of a normal year (Medium term rate of prices – trend rate or average of some year) 

 No major Social, Political or natural disasters to surge or down the prices 

Base year price revision 
 From 2004-05 to 2011-2012, majorly to - 

 Production in consumption basket changing over period of time 

 GDP assessment on contemporary moving of prices 

 Impact of revision of base year from 2004-05 to 2011-2012 

 GDP growth figure of 7.4% for 2014-15 

 Some of the service industry items are now classified as manufacturing industry 

 Before in % After in % 

GDP growth 2012-13 4.7 5.1 

GDP growth 2013-14 5.0 6.9 

Agri sector share in GDP 17.9 18.7 



VEDANTA INSTITUTE  MATERIAL FOR TEST 1 (07-05-2017)  

SCO 209 SECOND FLOOR SECTOR 36-D CHANDIGARH PH.8054369515 29 

 Limitations of National Income Estimation in India 

There are limitations in the estimation of National Income in India. These are: 

a) The output of the non-monetized sector is totally excluded. A difficulty arises in finding out the imputed value 

of the produce of the non-monetized sector. 

b) Non-availability of data about the income of small producers or household enterprises. 

c) Lack of differentiation in economic functions. 

d) Absence of data on income distribution. 

e) The illegal income remains unreported. 

Industry sector share in GDP 26.1 31.7 

Services sector share in GDP 56.1 49.1 


