
SOME BASIC CONCEPTS OF 

ECONOMY



SOME BASIC CONCEPTS

Micro-Finance Institutions (MFIs)

 MFIs is an organization that offers financial services like providing micro
credit; collection of thrift; remittance of funds; providing pension or
insurance etc. to low-income populations.

 MFIs groups are registered as NBFCs, societies, trusts and co -operatives.

 First registered MFI in India was Self Employed Women ‘s Association (SEWA)
at Ahmadabad in 1974.
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Liquidity trap

 A liquidity trap is a contradictory economic
situation in which interest rates are very low
and savings rates are high, rendering
monetary policy ineffective.

 It leads to a scenario where any additional
money supply that is generated in the
economy get channelled towards savings
rather than investment thus rendering the
economy to remain at same liquidity level.
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STAGFLATION

 Stagflation is characterized by slow economic growth and
relatively high unemployment—or economic stagnation—
which is at the same time accompanied by rising prices (i.e.
inflation).

 Stagflation can be alternatively defined as a period of
inflation combined with a decline in the gross domestic
product (GDP).
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Neo-Bank and its mechanism

 Neo-bank is a term for ‘fintech firms’ with only a digital
presence and no physical branches. They provide banking
services use such as savings accounts, instant loans, credit
cards, mutual funds and fixed deposits.

 They do this via tie-ups with Reserve Bank of India (RBI)
licensed banks.

 In the case of products such as wealth management, neo-
banks generally get investment adviser licences. Usually, they
tie-ups are with small finance banks or small scheduled
commercial banks.
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Hindu rate of growth

 ‘Hindu’ rate of growth was coined to refer to the phenomenon of
sluggishness in growth rate of Indian economy (3.5 per cent observed
persistently during 1950s through 1980s).

 The term, which owes to Professor Raj Krishna, Member, Planning
Commission, captured popular imagination and was used synonymously to
describe inadequacy of India’s growth performance.

 However, of late, the term has lost its relevance and appeal as economic
reforms and liberalization in India since 1990s manifested in tripling of growth
rate of Indian economy from this paltry level.
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Consumer Price Index

 It measures price changes from the perspective of a retail buyer. It is
released by the National Statistical Office (NSO).

 The CPI calculates the difference in the price of commodities and
services such as food, medical care, education, electronics etc., which
Indian consumers buy for use.

 The CPI has several sub-groups including food and beverages, fuel and
light, housing and clothing, bedding and footwear.
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 Four types of CPI are as follows:

 CPI for Industrial Workers (IW).
 CPI for Agricultural Labourer (AL).
 CPI for Rural Labourer (RL).
 CPI (Rural/Urban/Combined).

 Of these, the first three are compiled by the Labour Bureau in the
Ministry of Labour and Employment. Fourth is compiled by the NSO in
the Ministry of Statistics and Programme Implementation.
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WHOLESALE PRICE INDEX

 It measures the changes in the prices of goods sold and traded in bulk by
wholesale businesses to other businesses.

 Published by the Office of Economic Adviser, Ministry of Commerce and
Industry.

 It is the most widely used inflation indicator in India.

 Major criticism for this index is that the general public does not buy
products at wholesale price.

 The base year of All-India WPI has been revised from 2004-05 to 2011-12
in 2017.
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Global Manufacturing Risk Index

In Cushman & Wakefield’s 2021 Global manufacturing risk index, India has
overtaken the United States (US) to become the second-most sought-after
manufacturing destination globally.
 China remains at number one position.

About Global Manufacturing Risk Index
 The index assessed the most advantageous locations for global

manufacturing among 47 countries in Europe, the Americas and Asia-
Pacific (APAC).

 The rankings in the report is based on a range of factors including
✓ Risk and cost factors,
✓ Political and economic risk,
✓Market conditions and labour costs,
✓Market Access
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Financial Inclusion Index (FII)

 FII is a comprehensive index to capture the extent of financial inclusion
across the country as recommended by RBI under its National Strategy for
Financial Inclusion 2019- 2024.

 It incorporates details of banking, investments, insurance, postal as well
as the pension sector in consultation with the government and regulators.
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 It captures information on various aspects of financial inclusion on a scale 
from 0 to 100, where 0 represents complete financial exclusion and 100 
indicates full financial inclusion.

 The FI-Index for the year 2021 is 53.9 as against 43.4 for the year 2017.

 There are three broad parameters with certain assigned weights – access 
(35 percent), usage (45 percent) and quality (20 percent). Each parameter 
consists of various dimensions computed based on 97 indicators.

 The FI-Index doesn’t have a base year reflecting cumulative efforts of all 
stakeholders over the years towards financial inclusion.
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