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1. GROWTH & DEVELOPMENT  

1.1 Is the economic recovery V, K or W shaped? 

What is the issue? 

 Since the Covid-19 pandemic has ravaged all major economies, how the economy will recover from here on is a 
matter of debate. 

 The economists are busy describing the shape of the post-pandemic recovery given its complex nature. 

What shapes of economic theory are in debate?  

 V-shaped recovery - A V-shaped recovery is characterized by a quick and sustained recovery in measures of 
economic performance after a sharp economic decline. 

 Such recoveries are generally spurred by rapid readjustment of 
consumer demand and business investment spending. 

 Because of the speed of economic adjustment and recovery in 
macroeconomic performance, a V-shaped recovery is a best-case 
scenario given the recession. 

 The recoveries that followed the recessions of 1920-21 & 1953 in the U.S. 
are examples of V-shaped recoveries. 

 The Economic Survey 2021 predicted a ‘V-shaped’ post-pandemic 
recovery. 

 The recovery in FY22 is indeed V-shaped after the first quarter because 
of 20 % expansion – a sharp upturn after a quick decline. 

 K-shaped recovery - A K-shaped recovery is one in which the 
performance of different parts of the economy diverges like the arms of 
the letter "K" 

 In a K-shaped recovery some parts of the economy may see strong 
growth while others continue to decline. 

 Overall, the natural consequence of a pandemic is the widening of 
inequality and a K-shaped recovery. 

o Education, for example, is inherently K-shaped in many places 
and this has become even more skewed due to Covid-19. 

 A K-shaped recovery exhibits wealth inequality, greater corporate 
monopolies, a continuing racial wealth gap, long-term unemployment for 
low-income workers, and accelerating technological adoption. 

 W-shaped recovery - A W-shaped recovery is when an economy passes 
through a recession into recovery and then immediately turns down into 
another recession. 

 It is also called as the double-dip recession.  

 W-shaped recessions can be particularly painful because the brief 
recovery that occurs can trick investors into getting back in too early. 
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What indicates that the economy is witnessing K shaped recovery? 

 Signs from industry - The effects of this K-shaped recovery can be observed through the growth and 
consumption in specific industries. 

 A report by CRISIL indicates that in the year 2021, two-wheeler sales are set to decline by 3%-6% year-over-
year on top of a lower base in the year 2020. 

 The sales of two-wheelers are the second-lowest it has been in seven years and the festival season was unable to 
rectify this phenomenon. 

 On the other hand, premium cars and premium motorcycles have been resistant to the pandemic slowdown. 

 Impact of taxation - The taxation policy of the Government insists on maintaining indirect taxes on fuel and 
consumer products while lowering corporate taxes. 

 While inflation soars, the incomes of the middle and lower-middle-class have at best remained constant leading 
to a sustained loss in disposable income. 

 On jobs - Over five million people lost their jobs in October, according to a Centre for Monitoring Indian 
Economy (CMIE) report. 

 Unemployment coupled with the high food and fuel prices push families into poverty. 

 On NREGA - There is a greater demand now for MGNREGA jobs than in the pre-COVID-19 era. 

 But, in 2021-2022, the Government had cut its budget allocation towards MGNREGA by 34% for its inability to 
compensate workers in time and fairly. 

 People who are looking for MGNREGA work cannot afford to be unpaid for such long durations and this again 
ties back to placing upward pressure on unemployment figures. 

 Stimulus and growth - The recovery in the stock market and other such financial assets over the past year 
has been phenomenal but only less than 5% of India directly benefited from the said recovery. 

 The lower middle class which does not invest in such assets has no guard against inflation and their only hedge 
against inflation is their income. 

 The disproportional benefit of the asset price inflation favouring the upper-middle-class further displays the 
inherent K-shape of the recovery. 

How can the Government address this phenomenon? 

 The U.S. and European economies have stimulated the economy bottom-up through unemployment cheques 
and social welfare schemes. 

 It is crucial that the Government addresses this phenomenon and works towards aiding the middle and lower-
middle class. 

 It is essential to prioritise those who are more likely to spend (the middle and lower-middle-class) rather than 
those who have a greater propensity to save. 

 Social welfare schemes must be given greater importance to assist households to get through this period. 

 The velocity of money which sustained a significant shock from pandemic lockdowns needs to be kickstarted. 

 The Government needs to increase the progressive (direct) taxes and reduce the regressive (indirect) taxes to 
ease the financial pressure on lower-income households. 

1.2 The Duality in India’s Economic Recovery 

What is the issue? 

In the process of recovery of pandemic-induced economic crisis, there’s a gap between rich and poor States due to 
vaccination levels and between the unemployed and the well-heeled. 

What is the status of economic recovery in India? 

 The RBI projected real GDP growth of 9.5 %for the FY 2021-22. 

 Similar projections have been made by multilateral agencies like IMF and World Bank, projecting GDP growth 
rate in the range of 8.5-9.5 % indicating a V-shape recovery. 
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 The optimism is the result of increased consumer confidence and vaccination coverage. 

 Google data indicates that the mobility trend across retail, transit, residential, and workplaces is back to its pre-
pandemic level. 

 Real-time Indicators such as PMI, e-way bills, 
GST collection, electricity demand, etc. recovered 
to their pre-pandemic level. 

 Industrial output recovered during the quarter 
ending September 2021 and recorded a growth of 
8 % compared with 2020. 

 The GST collections grew more than 25% in July, 
August, September and, October and reached an 
all-time high of Rs 1.3 lakh crore in October 2021. 

 Exports grew 38% in the quarter ending 
September 2021. 

 The stock market is soaring up with a record 
number of IPOs debuting. 

What are the reasons for India’s economic recovery? 

 Positive consumer confidence 

 Higher vaccination coverage 

 Decline in the number of infections 

 Fading threat of the new Covid wave 

 Increased consumption expenditure 

 Festivals boosting the demand 

What factors are attributed to the uneven economic recovery? 

 Level of vaccination - The higher income States have vaccinated 45-50% of its eligible population but the 
fully vaccinated population in poorer States remains under 30%. 

 Saving glut – A global saving glut (cash hoarding, dead cash, dead money) is a situation in which desired 
saving exceeds desired investment. 

 The pandemic created a saving glut with the top income quintiles leading to reduced consumption and economic 
uncertainties. 

 It is this section of the population that is leading the present recovery. 

 Unemployment - The bottom 50 % 
income quintile suffered permanent 
loss of jobs and incomes. 

 As per CMIE’s consumer pyramid 
survey, the labour force participation 
rate has declined from 43% to 39% 
between March 2020 to September 
2021. 

 In absolute terms, 1.4 million people 
have been forced out of the labour 
force. 

 Increased poverty – Around 3.5 
million people are unemployed and 
have stopped looking for jobs coming 
under the category of discouraged 
workforce. 

 As a result, the absolute number of poor in the country has increased by 76 million between 2011 and 2020. 
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 Income disparity – The saving glut forces the interest rate to fall and people search for alternative asset 
classes for a higher return. 

 In India, these excess savings are getting channelized into the stock markets and real estate, fuelling asset prices. 

 Asset price bubbles make the rich feel even wealthier widening the inequality. 

How can the issue be addressed? 

 For an even recovery, the economic duality needs to be rectified and the people in the bottom 50% income 
quintile who are still in doldrums, require income and consumption support. 

 The focus must be on addressing the equity concern and speeding up vaccination rates in low-income States. 

 Fiscal policy needs to be prioritised over monetary policy. 

 Targeted demand push in the form of extension of the free ration scheme, financial support to struggling SMEs 
and increased outlay for MGNREGA may help sustain the economic recovery. 

1.3 India Q2 GDP Data (2021-22) 

Why in news? 

Ministry of Statistics and Programme Implementation (MoSPI) has released the GDP data for the second quarter (July, 
August and September) of the current financial year (2021-22). 

What does the data say? 

 Gross Domestic Product (GDP) - India’s GDP which measures economic activity from the demand side was 
8.4% more than it was in the same quarter last year. 

 Gross Value Added (GVA) - India’s GVA which measures economic activity from the supply side was 8.5% 
more than it was in the same quarter last year. 

 The Indian economy clocked a healthy growth rate of 8.4 % in Q2 of FY 2021-22 due to increased vaccination 
and an uptick in agriculture, public administration and defence services sectors. 

 High frequency indicators - All high-frequency indicators such as industrial production, vehicle sales, 
exports, port cargo and rail freight traffic, and GST e-way bills point to the economy growing faster in the second 
quarter. 

 Gross Fixed Capital Formation (GFCF) - GFCF shows 1.5 % rise over July-September in the pre-pandemic 
year 2019-20. 

What are the takeaways from the GDP data? 

GDP = Private consumption (C) + Private investment (I) + Government expenditure (G) + [Exports – Imports] (X-M) 

 Private consumption(C) - Private consumption (which 
accounts for 55% of all GDP and is the biggest engine of 
growth) grew by 8.6% over Q2 of last year. 

 But private consumption in Q2 this year was significantly 
lower than it was in the same quarter two years ago. 

 Investments (I) - The investments made by businesses 
(which is the second biggest engine of GDP growth, 
accounting for 33% of all GDP) grew by 11% in Q2 over last 
year. 

 The firms made more investments in this Q2 than in any Q2 
over the last five years which shows optimism on India’s 
economic recovery. 

 Government’s expenditure (G) – Except last year, the government’s expenditure is the lowest in five years. 

 This shows that at a time when private demand is struggling to recover, the government has not been able to 
plug the gap. 

What are the takeaways from the GVA data? 

 GVA provides a picture about the overall health of the economy and provides information on which sectors are 
struggling and which are leading the recovery. 
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 GVA in better all sectors than it was in Q2 of last year except four key 
sectors that play a great part in creating fresh jobs. 

1. Mining & Quarrying 

2. Construction 

3. Services such as trade, hotels 

4. Financial services 

 Lower GVA levels would imply lower incomes for those employed in 
these sectors as well as lower employment opportunities in them. 

 The manufacturing sector posted a growth of 5.5 % and the construction sector grew by 7.5 % in July-September 
than the same period last year. 

 Agricultural growth increased to 4.5 % in the July-September quarter, while electricity, gas, water supply, and 
other utility services grew 8.9 % than the last year. 

 In the services sector, the trade, hotels, transport sector grew at 8.2% in July-September as against a sharp 16.1 
% contraction last year. 

What are the policy implications? 

 Although the economy is recovering from the recession it went into in Q2 of 2020, two data points put the 
recovery in perspective. 

 India’s recovery is still emerging and a V-shaped recovery would have required the Q2 GDP and GVA to be much 
higher. 

 So, it may take another two years to cross those levels. 

 The GVA and GDP are around 3.5% and 4.5% respectively, in the first half of the FY 2021-22, which is lower 
than the first half-year of 2019. 

 If private consumption remains weak there is a threat to future business investments. 

 When such a mismatch happens, it is expected for governments to spend aggressively and boost overall demand 
but that doesn’t seem to be happening at present and this will likely slow down the recovery. 

 GVA data shows is that several contact-intensive services are struggling to recover levels set in the pre-Covid 
years with the threat of another variant “Omicron” and it is imperative to ensure sustained policy relief to such 
sectors. 

1.4 World Bank Forecast for India 

Why in news? 

With reference to World Bank forecast, some headline indicators may be shining, but the recovery is still ragged and 
vulnerable. 

What did the World Bank forecast? 

 Growth- The World Bank reduced its 2022 growth projections for South Asian economies to 6.6% from an 
earlier estimate of 7.6%. 

 India’s GDP may now grow by 8% in 2022-23 before dropping further to 7.1% in 2023-24. 

 The Bank’s chief economist has said that their overall assessment is that GDP growth could actually be 1.3 
percentage points lower, or 7.4%. 

 Fiscal deficit- It further noted that even though countries like India and Maldives have seen their overall fiscal 
deficit fall in 2021 as compared to 2022, deficits are still higher than pre-pandemic levels. 

 Imports and Exports- Imports and exports remained the fastest growing sectors in both Q3 and Q4, with 
higher growth in imports than in export contributing to current account deficits. 

 It has emphasised that post-pandemic growth was already uneven and fragile before the Russia-Ukraine conflict 
triggered fresh challenges. 

 The ripple effect of high oil and food prices that prevailed even before the war and were exacerbated since 
February 24 hitting people’s real incomes. 
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 The unenthusiastic post-COVID recovery in India’s household consumption will be further restricted by high 
inflation and incomplete labour market revival. 

 India’s recovery varies widely across sectors and manufacturing remains troubled due to weak demand and 
increasing input costs. 

Why do the World Bank’s predictions about India seem more optimistic? 

 ADB’s prediction- The Asian Development Bank expects India’s GDP for the year to rise 7.5% with retail 
inflation of around 5.8%. 

 RBI’s view- The RBI reset growth hopes from 7.8% to 7.2%, 
while raising its inflation projection for the year from 4.5% to 
5.7%. 

 Inflation- Economists expect inflation to trend much higher, 
even above 7% in the first half of the year, and well over the 
comfort threshold of 6% over the full year. 

What lies ahead? 

 Monetary and fiscal policy mandarins need to address 
inflation more aggressively. 

 There is a need to rethink growth engines as well - RCEP 
needs a revisit, as advised by key ally Japan. 

 The farm sector that has so far been resilient through the pandemic’s worst phases needs careful handling as 
the cost of inputs is rising sharply. 

1.5 IMF Outlook: India’s Case 

Why in news? 

The recent edition of World Economic Outlook (half yearly report) has been published by International Monetary Fund 
(IMF). 

What has the report projected? 

 For India, the Fund has lowered the real GDP growth rate for 2021-22 to 9.5% from the earlier 12.5%. 

 Its forecast for 2022-23 was 6.9% earlier and has been upgraded to 8.5%. 

 For India, the medium-range forecasts is up to 2026-27. 

 The report has cited that the global economic recovery momentum had weakened due to the pandemic-induced 
supply disruptions. 

 The dangerous divergence in economic prospects which is due to large disparities in vaccine access, and 
differences in policy support remains a major concern. 

 The IMF has become relatively more pessimistic on the Indian rupee versus US dollar (USD) in October. 

 It has also noted that the employment growth likely to lag the output recovery.  

What explains the IMF’s turn for pessimism on the Indian rupee? 

 The IMF sees the rupee depreciating from Rs.70.9 to Rs.89.4 in 2020-21 against the US dollar by 2026-27. 

 In April, the implied exchange rate forecast for 2026-27 was Rs.85.8. 

 So, the US dollar is stronger by 4.2% at the end of 2026-27 as per the October 2021 forecast. 

 This will lower India’s nominal GDP in USD terms in 2026-27  to  $140 billion. 

Why recovery in employment may lag the recovery in GDP? 

 Employment around the world remains below its pre-pandemic levels due to 

o Reflecting a mix of negative output gaps 

o Worker fears of on-the-job infection in contact-intensive occupations, 

o Childcare constraints 
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o Labor demand changes as automation picks 
up in some sectors 

o Frictions in job searches and matching 

 The employment lag output growth in India might be 
due to the already existing massive unemployment 
crisis and informal or unorganised sectors 

 The gap between recovery in output and employment 
is likely to be larger in emerging markets and 
developing economies than in advanced economies. 

 Also young and low-skilled workers are likely to be 
worse off than prime-age and high-skilled workers, 
respectively. 

What does the IMF call for? 

 The top priority is to vaccinate at least 40% of the population of every country by the year-end and 70% by the 
middle of next year. 

 The IMF called for stronger commitments at the United Nations COP26 in Glasgow and said advanced 
economies needed to deliver on their $100-billion-per-year international climate finance pledge to developing 
countries. 

 It has asked the Group of Twenty (G20) to speed up the restructuring of unsustainable debt of poorer countries. 

 The IMF has earlier cited that there’s still room for the Government of India to provide more support without 
disturbing the fiscal deficit. 

 There need to be a credible medium-term strategy for India to reduce the debt-to-GDP ratio to make room for 
future development and infrastructure needs. 

2. PUBLIC FINANCE 

2.1 An Overview of Budget 2022-23 

Why in news? 

 India unveiled a bigger budget for the coming fiscal year 2022-23, to put growth on a firmer footing as the 

economy recovers from the pandemic. 

 The Union Finance Minister chose growth over inflation pushing the budget size to Rs 39.4 lakh crore which is 

4.6% bigger than the previous year’s revised estimate. 

What does the budget 2022-23 propose? 

 Referring to the next 25 years of the country leading to the 100th anniversary of independence as Amrit Kaal (a 
period of emancipation), finance minister emphasized to provide more trust-based governance, with a futuristic 
and inclusive vision. 

 GDP growth- The Centre’s 2022-23 Budget provides a nominal GDP growth estimate of 11.1% for 2022-23. 

 As the real GDP growth rate for 2022-23 is estimated at 8-8.5% by the Economic Survey 2021-22, the implicit 
rate of inflation works out to 3.1-2.6%. 

 Fiscal deficit- The Budget pegged the government’s fiscal deficit for the financial year 2022-23 at 6.4% of GDP 
from 6.9% in the current year. 

 The RBI has to manage the massive market borrowing programme envisaged in the Budget - Rs 14.95 trillion 
(gross) in FY 22. 

 As a proportion of GDP at current prices, the Budget size stands at 15.3% compared with 16.2%in the previous 
year. 

Why infrastructure spending has become the cornerstone of Budget 2022? 

 Capital expenditure- The capital expenditure is budgeted to increase to Rs 7.5 lakh crore for crowding in 
private investments. 
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 The Budget provides for incentivising the States to expand their capital expenditures by permitting them a fiscal 
deficit limit of 4% of GDP and 0.5% points is marked for expanding power infrastructure. 

 Rs. 1 lakh-crore has been allocated to States for capital expenditure in 2022-23 as 50-year interest-free loans, 
over and above the normal borrowings allowed to them. 

 PM Gati Shakti- This 100 lakh crore rupee project for building holistic infrastructure which was launched in 
2021 received its first ever outlay of Rs. 20,000 crore in the Budget for FY22-23. 

 The approach is driven by seven engines - roads, railways, airports, ports, mass transport, waterways, and 
logistics infrastructure. 

 Master Plan for Expressways- The Budget lists a Master Plan for Expressways that will be formulated in 
2022-23 and projects the addition of 25,000 kilometres of roads to National Highways network. 

 It is being said that 400 new generation Vande Bharat trains would be manufactured by 2025 as part of the 
master plan. 

 The touchstone of the master plan will be world-class modern infrastructure and logistics synergy among 
different modes of movement and location of projects. 

 As part of Atmanirbhar Bharat, 2,000 km of railway network will be brought under Kavach, the indigenous 
world-class technology for safety and capacity augmentation in 2022-23. 

 Multimodal logistics - 100 PM GatiShakti cargo terminals for multimodal logistics facilities will be developed 
during the next 3 years. 

 Four multi-modal logistics parks on PPP mode were also being included. 

 Incorporation of schemes- The PM Gati Shakti intends to incorporate the infrastructure schemes  like 
Bharatmala, Sagarmala, inland waterways and UDAN scheme, along with economic zones like textile and 
pharmaceutical clusters, defence and industrial corridors, electronic parks, fishing clusters and agri zones. 

 The programme will also leverage technology including spatial planning tools with imagery developed by 
BiSAG-N (Bhaskaracharya National Institute for Space Applications and Geoinformatics). 

 Parvatmala- The government also announced Parvatmala, a national Ropeways Development Programme, 
that is being positioned as a sustainable alternative to conventional roads in difficult hilly areas. 

 The National Ropeways Development Programme will be taken up on PPP mode. 

 Ken-Betwa river link project- This is the first project under the Union government's National Perspective 
Plan for interlinking of rivers. 

 The implementation of Ken-Betwa river linking project at a sum of Rs. 44, 605 crore will be taken up. 

 The project in drought-prone region of Bundelkhand, spread across 13 districts in Uttar Pradesh and Madhya 
Pradesh, is expected to provide drinking water, irrigation, hydropower and solar power. 

 National Infrastructure Pipeline (NIP)- It would have provided greater transparency if a medium-term 
assessment of NIP had been undertaken in the Budget indicating the sectors of deficient investment as 
compared to the original targets. 

What about the social sector? 

 India continues to rank poorly in various global indices that reflect the human capital in the country, such as 
the Human Development Index (rank 131 out of 189 countries) and the Global Hunger Index (rank 101 out of 
116 countries). 

 The Oxfam’s ‘Inequality Kills’ report and the ICE360 survey, establish that the incomes of the poorer sections 
of the society are decreasing, while those of the richer sections are increasing. 

 Social sector spending- The overall social sector spending, which includes education, well-being, housing, 
and social welfare, is set to fall next fiscal. 

 From 6.5% of total expenditure in the ongoing fiscal, it will decline to 6.1%. 

Education 

 The Ministry of Education has received a record budgetary allocation of Rs. 1 lakh crore for the financial year 
(FY) 2022-23. 
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 The focus was provided to Flagship Scheme of Samagra Shiksha for school education sector, World Bank aided 
Scheme of STARS, etc., 

 Digital learning- The announcements to further digital learning mode were included such as the expansion 
of PM e-VIDYA initiative, proposal to launch a digital university and development of e-content in all Indian 
languages. 

 The “one class-one channel” initiative launched in 2020 under PM e-VIDYA will be scaled up from 12 
channels to 200 channels to enable all states to provide supplementary education in regional languages to 
children for classes I o XII. 

Healthcare 

 The Economic Survey, released a day before this year’s Budget, reported that expenditure on health 
reached 2.1% of GDP suggesting that we are on track to reach the government’s target of 2.5% by 2025. 

 The budget allocation for the Department of Health and Family Welfare increased by 16.5 % over 2021-22. 

 By including water, sanitation and air pollution control in the budget for health, there is an increase being shown 
in health spending as a proportion of GDP. 

 Har Ghar, Nal Se Jal scheme- An allocation of Rs. 60,000 crore has been made to Har Ghar, Nal Se Jal 
scheme, a component of the Jal Jivan Mission that aims to provide piped drinking water to every household in 
the country by 2024. 

 Pollution control- Initiatives for pollution control includes expansion of zero emission public transport 
services, incentives to reduce crop stubble burning and battery-swapping policy. 

 National Health Mission- The National Health Mission budget has increased marginally by 1% over the 
previous year from putting the burden of financing the programme on the states. 

 Pradhan Mantri Swasthya Suraksha Yojana- This scheme which focuses on expansion of tertiary care 
facilities, has been allocated a 35.1% increase, keeping in with the promise of an AIIMS in every State and 
upgrading of several medical college hospitals. 

 AYUSH - AYUSH has been given a 14.5% increase. 

 Mental health- It also proposed to set up a National Tele Mental Health program in India, with 23 tele-mental 
health centers being launched with the National Institute of Mental Health and Neuro Sciences (NIMHANS) as 
the nodal center. 

 The budget outlays for public hospitals has increased by 30%  though the much-needed investment for 
strengthening the surveillance system has a nominal 16.4% increase. 

 Health research- The Department of Health Research sees an increase of only 3.9%, despite the continuing 
need for COVID-19 research and development of new vaccines. 

 Vaccines for COVID-19 received an allocation of Rs. 5,000 crore as against Rs. 39,000 crore the previous year. 

 PMJAY- The flagship Ayushman Bharat health insurance scheme 
(PMJAY) continues to be grossly underfunded same as last year. 

 PM-POSHAN- The allocations for the National Programme of Mid-
Day Meal in schools, now renamed as Pradhan Mantri Poshan Shakti 
Nirman, has declined by 11% over the previous year. 

 Health Infrastructure Mission- The allocation for this mission 
seems to fall short of ambition. 

Social security 

 Food subsidy- The food subsidy for 2022-23 is only enough to cover the regular NFSA entitlements indicating 
that there is no plan to extend the Pradhan Mantri Garib Kalyan Anna Yojana (PMGKAY). 

 MGNREGA- The budget estimate for the coming year at Rs 73,000 crore is insufficient, given the increase in 
demand for work from returning migrants as well as distressed rural workers. 

 Budgets for important schemes such as Saksham Anganwadi, maternity entitlements and social security 
pensions are around the same as the allocations for last year. 

 On the whole, the resources allocated for crucial government schemes in the fields of health, education, 
nutrition, and social protection have remained stagnant or show negligent increase. 
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What are the budget proposals on economical aspect? 

 Domestic manufacturing- The Minister has proposed earmarking 68% of the armed forces’ capital 
procurement budget to domestic industry in 2022-23 to reduce import dependence in procurement for the 
country’s defence forces. 

 Disinvestment- The latest budget shows a sharp decline in capital receipts from disinvestment with just Rs. 
65,000 crore budgeted from asset sale for fiscal 2023. 

 MSMEs- The use of drones for start-ups will push for excellence and the promotion of fin-tech and technology-
based development will help create better job prospects for individuals. 

 In a bid to boost local manufacturing and promote self-reliance, the FM announced extending the Emergency 
Credit Line Guarantee Scheme (ECLGS) up to March 2023. 

 Subsidies - The expenditure programme shows significant slide in subsidies over the FY 22 revised estimates. 
This includes 

o fertilisers by 25% 

o food by 28% 

o petroleum by 11 % 

What are the digital focus given in the budget? 

 Digital budget- The Budget is a digital budget which starts from establishing a digital university to digital 
connectivity in the entire socioeconomic fabric. 

 Digital Currency- It proposed to introduce a Central Bank Digital Currency that will leverage blockchain 
technology to boost the digital economy for a more efficient and cheaper currency management system. 

 Use of blockchain in a distributed environment is heavily network dependent and may require a separate 
payment network and may lead to the RBI maintaining customer accounts. 

 Tax on virtual digital assets- The income from the transfer of any virtual digital asset will be taxed at the 
rate of 30%. 

 The tax on virtual digital assets will enable the government to earn revenue while empowering income tax 
authorities to break new ground in reopening of closed cases. 

 It also allows taxpayers to file revised tax returns within 2 years having income from digital assets. 

What areas remain untouched by the budget 2022-23? 

 Personal income tax- The Budget contains no proposal on the personal income tax front, especially for the 
salaried class. 

 It should have revised the standard deduction or the tax slabs at least to neutralise the impact of inflation in the 
recent years. 

 Insurance sector-    The under-penetration of life and health insurance in the country and the people’s need 
to increasingly go for health insurance cover, especially in the post-pandemic period is evident. 

 The Budget should have addressed the issue on priority basis and preferably through tax rebates. 

 Banking sector- There is no ground-breaking announcements for the banking sector too. 

 The good thing is that the Budget doesn’t propose any recapitalisation of public sector banks as it would have 
invited moral hazard risk. 

2.2 Does the Budget deliver on Reforms? 

Why in news? 

Recently, Finance Minister presented the ninth full Budget of the government under Prime Minister Narendra Modi 
which was elected to power in 2014. 

How well has this Budget delivered on ‘minimum government, maximum governance’? 

 Minimum government, maximum governance means small yet efficient government. 

 Some experts cite that it is a difficult objective to achieve in India, where the government is so prevalent at all 
levels of polity. 
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 But a great deal of progress has certainly been made by the Modi government to formalise and measure 
improvements in governance. 

 Instead of providing public goods, the government’s emphasis has been to provide private goods more 
efficiently. 

o For instance, the emphasis has been to provide subsidised LPG and build toilets for certain groups 
which are not classic public goods. 

 There is no major rollback in economic controls. 

o For instance, instead of going to multiple different windows to get clearances, there is a single window 
now. But that is still very much an attitude of the economics of control. 

 The idea of ‘minimum government’ would mean systematically rolling back the footprint of the public sector. 

o But this government has simply not had a good record on disinvestment except the privatisation of Air 
India. 

What will be the impact of repealing or reducing thousands of laws and compliances? 

 Positives- One of the great pushes that the government has been able to do is to digitise government processes. 

 While there are privacy concerns, digitisation does facilitate easier clearances. 

 While streamlining and digitisation are great, we need a moment like 1991, with a complete dismantling of 
government regulation. 

 Negatives- The consolidation and streamlining of various labour laws into four, have no real change in the 
content of the labour laws themselves. 

 The real problem is the way labour relations are controlled in India. 

 The fear of streamlining and digitisation is that the effective control that the government has on private people 
contracting with each other is just too high. 

 There has been a general trend of criminalising civil offences and we don’t have the state capacity to enforce 
these criminal penalties. 

What can be made out of Budget’s emphasis on Atmanirbhar Bharat? 

 Atmanirbhar in its essence is meant to be self-reliance 

 A great deal of it right now is just providing domestic protection as an incentive to investors who may want to 
shift their production processes from other locations in the world to India. 

 So, this is not really seeking to enhance competitiveness, which is really the best way of becoming a resilient 
economy. 

 Since Atmanirbhar Bharat is protectionist, it might not be conducive to growth. 

 Also, tariffs on capital goods basically increase the cost of everything else that’s produced in the economy. 

How was public expenditure promoted in the budget? 

 The Budget aims to strengthen the aggregate demand through public expenditure, and within it, through capital 
expenditure. 

 While revenue expenditure has gone up by less than 1%, capital expenditure has increased by nearly 25%. 

 This is in addition to the Rs. 1 trillion grant given to States to increase capital expenditure. 

 Significance- It will have a multiplier effect on income augmentation, employment generation, demand 
rejuvenation and credit demand. 

 This will also crowd in private investment. 

 Capital formation, both public and private, will provide a stepping stone for growth in both the short and long-
term. 

What about the comment that public expenditure will “crowd in” private investment? 

 If public investment was to produce better infrastructure and long gestation projects, that would be wonderful 
for the private sector. 
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 But if public investment is going to substitute for private goods production, then it is doubtful. 

 Investments in health and education have been completely missing in this Budget but those are the kinds of 
investments in standard public goods that have a long-run effect of crowding in private investment. 

 In infrastructure investment, the multiplier of attracting private investment is not that high. 

 When the government is not able to raise enough revenue, and it commits to borrowing, it is in fact crowding 
out the private sector’s ability to cheaply borrow in the market. 

 In gross fixed capital investment as a whole, gross fixed private capital investment is just going to drop. 

What areas remain untouched by the budget 2022-23? 

 Personal income tax- The Budget contains no proposal on the personal income tax front, especially for the 
salaried class. 

 It should have revised the standard deduction or the tax slabs at least to neutralise the impact of inflation in the 
recent years. 

 Insurance sector-    The under-penetration of life and health insurance in the country and the people’s need 
to increasingly go for health insurance cover, especially in the post-pandemic period is evident. 

 The Budget should have addressed the issue on priority basis and preferably through tax rebates. 

 Banking sector- There is no ground-breaking announcements for the banking sector too. 

 The good thing is that the Budget doesn’t propose any recapitalisation of public sector banks as it would have 
invited moral hazard risk. 

2.3 CBDT Rules on EPF Taxes 

Why in news? 

CBDT has notified the rules regarding the taxation of the interest on the excess Employees’ Provident Fund 
contributions. 

What is the Employees Provident Fund? 

 EPF is a retirement benefit plan, and is the main scheme under 
the Employees' Provident Funds and Miscellaneous Provisions 
Act, 1952. 

 The scheme is managed under the aegis of Employees' Provident 
Fund Organisation (EPFO). 

 The scheme covers every establishment in which 20 or more 
people are employed, and other organisations too,subject to 
certain conditions and exemptions. 

 An employee has to pay a certain contribution towards the 
scheme, and an equal contribution is paid by the employer. 

 On retirement, the employee gets a lump sum amount including self and employer's contribution with 
interest on both. 

 Under the Voluntary Provident Fund (VPF), an employee can voluntarily pay higher contribution above the 
statutory rate of 12% of basic pay. 

What are provident fund taxes? 

 Some employees were contributing huge amounts to the EPF and getting tax exemptionbenefit at all stages - 
contribution, interest accumulation and withdrawal. 

 So, Budget 2021 proposed that tax exemption will not be available on interest income on PF contributions 
exceeding Rs 2.5 lakh in a year. 

 This only excludes the high net-worth individuals (HNIs) from the benefits, and will not affect other workers. 

 The latest CBDT notification clarifies on how the taxable interest will be calculated and separated from the non-
taxable portion. 
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What are the CBDT rules? 

The rules were notified by the Finance Ministry through an amendment to the Income-Tax Rules, 1962.This will come 
into effect from April 1, 2022. 

 Limits - Interest on EPF and VPF contributions above Rs 2.5 lakh (non-government employees)and above Rs 
5 lakh (government employees)in a financial year will be taxable. 

 Separate accounts within the provident fund account shall be maintained during and from the financial year 
2021-22, to manage taxable contribution and non-taxable contribution separately. 

 Non-Taxable Contribution will include - 

1. balance of the provident fund as on 
March 31, 2021 [i.e., contributions 
made in the previous years] 

2. contributions made during financial 
year 2021-22 and subsequent 
years within the threshold limits (Rs. 5 
/ 5 lakh) 

3. the interest component on the above 

 Taxable contributionwill include 
contributions during the previous year (2021-
22) and subsequent years in excess of the 
threshold limit. 

 Clearly, the changes will not affect the salaried individuals’ (contributing to EPF) existing corpus or the 
aggregate annual interest on that. 

 Taxed for perpetuity - The interest income on contribution beyond the limit for a particular year will get 
taxed every year thereafter. 

 E.g., If annual contribution of a person to PF in FY22 is Rs 10 lakh, the interest income on Rs 7.5 lakh will get 
taxed not only for FY22 but also for all subsequent years. (Needless to say, the corpus earns interest.) 

What are the challenges? 

 The EPFOis yet to formalise the separation of taxable and non-taxable contribution in their accounts, as this 
will take time. 

 Data will have to be aggregated and then the separate accounting process has to be determined for such 
accounts. 

2.4 Grey Areas in GST Law 

What is the issue? 

The taxpayers are still figuring out some of the provisions of GST laws while the tax department has decided to focus on 
collecting revenues without completely understanding the basics of the laws. 

What is GST? 

 GST is an indirect tax for the whole nation, which will make India one unified common market. 

 It is a single tax on the supply of goods and services, right 
from the manufacturer to the consumer. 

 It is a destination based tax which will be collected at the 
state where the goods are sold instead of the 
manufacturing states. 

 The 101st Constitution Amendment Act, 2016, introduced 
GST in India which was implemented from 1st July 2017. 

 The GST council is devised in such a way that the centre 
will have 1/3rd voting power and the states will have 
2/3rd and the decisions were taken by 3/4th majority. 
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What are the issues at present? 

 GST tribunals-The GST tribunals are not yet completely functional and the taxpayers are forced to approach 
either the High Courts or the Authority for Advance Rulings (AAR) for justice. 

 A majority of the AAR decisions appear to be pro-Revenue while the High Courts can judge only on questions 
of law. 

 GST on services undertaken by trusts- In Jayshankar Gramin vs Adivasi Vikas Sanstha case, the AAR 
looked at the exemption entry for charitable trusts in Serial No 1 of Notification No 12/2017 (Central Tax-Rate). 

 The AAR held that it cannot be concluded as to whether the services provided to orphan and homeless children 
are specifically for advancement of educational programmes or skill development of orphan or homeless and 
hence it is subjected to GST. 

 It is ironical that care or counselling of persons addicted to a narcotics drugs or alcohol is exempted from GST 
due to a specific insertion in Notification 12/2017 but the care or counselling done to destitute women is not. 

 GST on notice pay- An issue that cropped up was whether service tax needs to be collected on notice pay that 
an employee has lost. 

 Initially it was ruled that this was chargeable to service tax 
under the logic that this was a service provided by the 
employer to the employee. 

 Later, it was held to be non-taxable by different appellate 
authorities in several cases such as QX KPO Services Pvt Ltd, 
Central Excise & Customs,Anand Commissionerate, HCL 
Learning Systems vs CCE. 

 As per a recent ruling of AAR in the Bharat Oman Refineries 
case, GST will be applicable on different employees' 
recoveries including telephone bills paid by companies, 
group insurance of the company employees, and payment of 
salaries in lieu of the notice period. 

 For quitting the present job without serving the required notice period mentioned in the offer letter, 18% GST 
has to be paid on the entire notice pay. 

 The AAR ruled that in the case of notice pay, the company is actually providing a service to an employee and 
hence GST should be applied on that. 

 As employees are not registered GST payers, it is responsibility of the employer to pay GST through reverse 
charge mechanism on the recoveries from the employee. 

 Some of the tax experts are of the opinion that the AAR ruling does not portray the correct position of law. 

2.5 Supreme Court’s GST verdict 

What is the issue? 

The apex courts verdict on GST upholding federal rights of states should not hamper the functioning of the GST council. 

What was the case before the Supreme Court? 

 A writ petition was filed before the Gujarat High Court challenging the levy of IGST on the component of ocean 
freight paid by a foreign seller to a foreign shipping line, on a reverse charge basis. 

 As customs duty was already levied on the component of ocean freight, levy of IGST amounted to double 
taxation. 

 Gujarat HC has ruled in favour of importers. 

 So, Revenue Department has filed a special leave petition challenging the Gujarat HC order. 

 SC dismissed the petition and ruled in favour of the importers thereby upholding Gujarat HC order. 

What observations did the SC make on GST while delivering the verdict? 

 Article 246A gives both Union government and states equal and co-ordinate power to legislate on matters of 
Goods and Services Tax (GST). 
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 It treats both the Union and the States as “equal units”. 

 There are no provisions in the GST Act 2017 to deal with situations where there is repugnancy between the laws 
drawn up by the Centre and states. 

 In case of repugnancy it is for the GST Council to advise them suitably. 

 However the advice and recommendations of the GST Council are not binding on the Centre and states. 

 Its recommendations only have a persuasive value. 

 In the GST Council, Centre and states have an unequal voting structure. 

 The states collectively have a two-third voting share and the Union has a one-third voting share. 

 GST council must work in harmonious manner to achieve workable solution. 

How have the Centre and states reacted? 

 Few states welcomed the judgment stating that it provides space for greater flexibility for states in the GST 
structure. 

 The Centre feels that this would lead to an impasse and the entire GST structure would crumble. 

 Problems could get compounded if any state decides not to accept the recommendation of the Council. 

 This opens up the question whether different states could have different rate structures for a similar supply and 
such a deviated position would fundamentally affect the concept of one nation, one tax. 

What needs to be done? 

 The situation can trigger more contestations in Council meetings. 

 This comes at a time when there are many pending reforms that require the Centre to work more cohesively 
with States to take India’s economy forward and lift those left behind 

 This calls for infusing a fresh sense of responsibility among members. 

 The Centre should strive to be more conciliatory towards States concerns and fiscal dilemmas especially at a 
time when compensation assured to certain states winds down. 

 The Council should meet more often to nurture the critical fiscal federalism dialogue in the right direction and 
minimise trust deficits. 

2.6 Will Global Minimum Corporate Tax deliver? 

Why in news? 

An Initiative on Global Markets survey indicates that the Global Minimum 
Corporate tax can effectively counter the problem of base erosion and profit shifting. 

What is the need for a global minimum corporate tax rate? 

 Large MNCs have traditionally been taxed based on where they declare their 
profits rather than where they actually do business. 

  This allowed several large companies to shift their profits to low-tax 
jurisdictions (tax havens). 

 This has led to significant decline in Global corporate tax rates since the 
1980s to well below 25% in 2020. 

 The double taxation avoidance agreements have been exploited by using the mismatches between the tax laws 
of various countries. 

 The COVID-19 pandemic has also severely battered economies and affected the tax revenues of governments. 

 The need for a global minimum corporate tax (GMCT) has been discussed and stressed upon from 2019 when 
the OECD initiated it. 

What measures have been taken earlier to prevent tax evasion? 

 Digital Services Tax- Countries like Belgium, Britain, India and Indonesia brought in Digital Services Taxes on 
the local sales of foreign firms with online platforms. 
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 Equalisation levy – Based on the recommendations of Akhilesh Ranjan Committee in 2016, India became the 
first country to implement the equalisation levy 

 It was levied at 6% on online advertisement services earned by non-residents and at 2% on e-commerce 
operators. 

How did the Global Minimum Corporate tax evolve? 

 In 2021, 136 nations agreed to the GMCT proposal by the OECD which 
features a 15% corporate minimum tax. 

 Later, the G20 summit approved this proposal. 

 It redistribute taxing rights and impose a global minimum corporate tax 
on large MNCs operating globe over. 

What does the accepted proposal call for? 

 The accepted proposal calls for a two-pillar solution to address the challenges of taxation in the digital economy 
based on a 2015 report on base erosion and profit shifting by OECD. 

 Pillar 1- The countries will be empowered to tax corporations operating in the country and having an excess 
profit of more than 10% on sales. 

 The tax rate is proposed to be 25 %. 

 This would enable the countries to tax corporations wherever 
they earn their revenue and is estimated to shift 125 billion dollar 
worth of taxes to countries where the companies actually earn 
revenue. 

 This measure is expected to affect the top 100 companies of the 
world. 

 Pillar 2- It seeks to impose a minimum corporate tax rate of 15% 
all over the world. 

 This minimum tax rate will be imposed on corporates with 
annual revenues of more than 750 million euro. 

 Top-up tax - If a company pays less than 15% corporate tax in any 
country that it operates, its home country can impose a tax on the 
company to reach the minimum of 15%. 

 The deal also allows a government to impose top-up taxes on the subsidiary of a foreign company if it declares 
profits through its home headquarters in a different country and pays less than 15% taxes on those profits. 

 The OECD claims that the new tax regime will cover 90% of the global economy and add 150 billion dollar to 
countries’ tax revenue. 

 India, China, Russia, Germany and other countries have signed the agreement, which has to be implemented 
from 2023. 

What are the expected benefits? 

 It would reduce the benefits to companies of shifting profits to low-tax jurisdictions without biasing where they 
invest. 

 The agreement will stop the countries racing against each other to cut taxes to attract businesses. 

 It will increase the tax revenues and help governments invest in social development. 

What are the challenges in the agreement? 

 Acceptance - The major challenge in implementing such a global policy is the acceptance of all developing 
countries and tax havens. 

 Simultaneous implementation of the law by all the signatories will be a tedious process. 

 The so-called tax havens such as Ireland, Switzerland, Bermuda etc. are defended as they benefit citizens of 
high-tax countries. 

 Political will - The political will it takes to implement such a policy is doubtful. 
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 Higher taxes in the home countries will suppress the ability of the companies to serve the consumers in their 
countries. 

 Reduces investments - It would reduce investment in currently low-tax countries. 

 Some view that it may hamper the various economic benefits that come with tax competition among countries. 

 Low rate - Oxfam International has criticised the deal, arguing that the minimum corporate tax rate of 15% is 
too low. 

 The agreement if achieved may herald the dawn of the ‘Golden Era’ of direct taxes. 

What is there for India? 

 India loses about 10 billion dollars to tax abuse through profit shifting every year, the second-largest tax revenue 
loss in Asia. 

 India had already taken measures to minimise tax evasion by foreign corporates. This includes 

o Equalisation levy 

o Special Economic Presence (SEP) rules 

o The latest digital services tax 

o Tax Information Exchange Agreements (TIEAs) with tax havens 

 The enactment of GMCT requires India to take down these policies and switch to the proposed two-pillar 
international norms. 

 India’s Direct Tax Code has to be revamped in accordance with the concept of global minimum tax. 

 This would mean forgoing revenue of Rs 4,000 crore which it earns through equalisation levy but the minimum 
rate would create a new pocket of revenue. 

 Tax Justice Network estimates India to gain about 4 billion dollar annually under the new norms. 

 As the existing corporate tax in India is above the proposed global minimum of 15%, the chance of a dip in 
foreign direct investment is not worrisome. 

What is the way forward? 

 The successful implementation of the deal involves not excluding any country outside the agreement that can 
become tax havens. 

 Another difficulty in the implementation is that the incentive to deviate are too large for countries. 

 OPEC and the EU show that it is difficult to coordinate and enforce international treaties. 

 Its success is more of a political will than economics since it depends on how much pressure major countries 
exert on the tax havens. 

 Active and sincere cooperation among the countries is necessary for its success. 

2.7 Equalisation Levy: Prevailing Issues 

What is the issue? 

Due to the amendments made in the Finance Act 2021 to widen the equalisation levy provisions, various interpretational 
issues have arisen. 

What is Equalisation Levy? 

 Equalization Levy 1.0 –Commonly known as Google Tax, EL 1.0 was introduced in 2016 as a withholding 
tax. 

 It covered only services and is introduced via part of Finance Act and not by way of amendment to the Income 
Tax Act 1961. 

 It charged an equalisation levy at the rate of 6% of the amount of consideration for any specified service 
received or receivable by a -resident from a person resident in India or a non-resident having a permanent 
establishment in India. 

 Equalization Levy 2.0 - Commonly known as the Amazon Tax, EL 2.0 was introduced in 2020 which is 
directly levied on the Non-resident. 
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 EL 2.0 covered e-commerce supply or services and was made by way of amendment to Finance Act 2016. 

 It charged an equalisation levy at the rate of 2% of the amount of consideration received or receivable by an e-
commerce operator (non-resident) from e-commerce services  to a person resident in India or a non-resident 
or a person who buys goods and services using internet protocol address located in India. 

 EL 2.0 is applicable to e-commerce operators (ECO) having sales, turnover, or gross receipts of Rs20 million in 
a financial year. 

What amendments were made in the Finance Act 2021? 

 Any foreign company providing services/goods in India through a digital platform could be within the scope of 
the levy. 

 Given the expanded definition of ‘online sale of goods’, a mere payment that is made through an online mode 
can potentially be subject to the transaction to equalisation levy. 

 The compliance obligation to discharge the levy in India is on the non-resident company. 

 Pure traditional brick and mortar businesses that use a fair degree of digitisation, (website, digital payments) 
may also come under the net of EL 2.0. 

What issues need to be addressed under EL 2.0? 

 Interplay between EL and Royalty/Fees for Technical Services (FTS) - The classification of income 
as royalty/FTS/business income has been a subject matter of prolonged litigation. 

 Royalty and FTS are subject to withholding tax on gross basis but if an enterprise has a Permanent 
Establishment in other country then such income is taxable as business profits on net basis. 

 The present provisions are silent on the treatment of EL already paid by the taxpayer. 

 There is a lack of clarity on whether the EL paid by the enterprise shall be allowed as credit against the tax 
liability arising on account of taxability as Royalty/FTS or refunded to the taxpayer and if it is to be refunded 
what is the mechanism to claim such refund. 

 Non-availability of foreign tax credit (FTC) - The question whether the ECO will be eligible to claim the 
FTC of EL paid will depend on the local tax laws in home jurisdiction. 

 The taxes covered under the respective Double Taxation Avoidance Agreements (DTAA) between India and 
foreign countries generally do not cover the EL and it is likely that the tax credit may not be available for the EL 
paid in India. 

 With countries with which India does not have a DTAA, if the home country jurisdiction of ECO recognises EL 
as a type of direct tax and entitles the ECO, the ECO may be able to claim the tax credit. 

 Applicability to intercompany transactions and reseller arrangements - The EL 2.0 provisions do 
not provide any exemption for inter-company/ intra-group transactions. 

 The present scope of EL 2.0 is widely worded and could cover such inter-company transactions provided they 
qualify within the definition of ‘ECO’ and ‘e-commerce supply or services’ as provided in EL laws. 

 Technological challenges in locating IP address - Transactions between two non-residents where either 
the marketplace is in India or the IP address is located in India have been brought under the ambit of the EL 
2.0. 

 This could cover transactions of a non-resident tourist purchasing goods or services on a non-resident operated 
e-commerce platform using an Indian IP address which may pose a challenge for various stakeholders. 

 Meaning of the term ‘digital or electronic facility or platform’ - Neither the EL law nor the Income 
Tax Act defines or explains this term. 

 In the absence of any definition, the term is capable of being interpreted in different ways and can potentially 
cover ubiquitous digital communication tools like emails or calls. 

 Definition of the term ‘goods’ and ‘services’ - The term ‘goods’ and ‘services’ have neither been defined 
under the Finance Act nor the Income Tax Act leading to interpretational issues. 

How does the future of EL 2.0 look? 

 The future of EL 2.0 depends on the adoption of OECD Pillar 1 and 2 amendments by India. 
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 Foreign companies need to factor in these levies as part of their global tax planning as it is likely to increase the 
cost of doing business in India without the ability to claim the tax credit in the home country. 

  It is now necessary to assess the implications of EL 2.0 and currently it requires clarity. 

2.8 States Reluctance to cut Fuel Tax 

Why in news? 

After announcing the excise duty cuts on petrol and diesel, Finance Minister had reiterated Prime Minister’s plea for 
States that had not cut their taxes since November 2021. 

What is the reason for variation in fuel prices? 

 External factors- Since, the retail prices of petrol and diesel in India are linked to the international prices of 
crude oil, global crude oil prices plays a key role. 

 Internal factors- Taxes and dealers’ commissions also impact the price of domestic petrol. 

 Inter-regional variation- This difference in fuel retail prices is due to 
the different tax rates levied by the respective state governments on the 
same products. 

 Freight charges depend upon the distance between the refining plant and 
the petrol pump; the farther is the petrol pump from the oil refining unit, 
the more is the freight charge. 

 Because of this, the prices may vary from region to region. 

How significant is fuel taxes? 

 Excise duty and VAT on fuel constitute an important source of revenue for both the Centre and the states. 

 Excise duty on fuel makes up about 18.4% of the Centre’s gross tax revenues. 

 Petroleum taxes with states are shared out of basic excise duty. 

 The Centre also levies additional excise duty and cesses on petroleum products. 

 Of the revenue receipts of states, central tax transfers comprise 25-29%, and own tax revenues 45-50%. 

 Central and state taxes currently account for about 43% and 37% of the retail price of petrol and diesel 
respectively in Delhi. 

How fuel is taxed?   

 Taxes on petrol and diesel are split into multiple components at the state and central level. 

 States apply an ad valorem VAT or sales tax on the base price, freight charges, excise duty and dealer commission 
on petrol and diesel. 

 While state VAT collections have risen along with higher fuel prices and previous hikes in excise duties, the 
states’ share of excise duties on fuel was reduced in the FY2022 Budget. 

 Changes introduced 

o The  Basic Excise Duty (BED) on petrol and diesel was cut by Rs 1.6 and Rs 
3 per litre respectively 

o The special additional excise duty was cut on both by Rs 1 per litre 

o An Agriculture Infrastructure and Development Cess (AIDC) of Rs 2.5 per 
litre on petrol and Rs 4 on diesel was introduced 

 It reduced the states’ share as collections from cesses are not part of the shareable pool. 

What is the issue with the Centre’s levy of taxes? 

 As fuel prices soared in November 2021, the Centre, for the first time in over three years, cut central excise 
duties on petrol by Rs. 5 per litre and diesel by Rs. 10 per litre. 

 21 states then cut VAT in the range of Rs 1.80-10 per litre for petrol and Rs 2-7 per litre for diesel. 

 As per the RBI’s State Finances report for 2021-22, the revenue loss to states due to this is estimated at 0.08% 
of GDP. 
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 The global oil prices have been at elevated levels since the time Russia invaded Ukraine due to which global oil 
supply halted. 

 So, the relief measures that were provided were outweighed by a series of 14 price hikes in 16 days. 

 The Centre feels that the states are not reducing VAT in line with the Centre’s cut in excise duty. 

 But the states have expressed concerns over their fiscal cushion, especially with the GST compensation regime 
due to end in June. 

 The price of the Indian basket of crude oil has risen by more than 33% since November. 

 As a result of the higher fuel prices and quickening food costs, inflation based on the Consumer Price Index 
accelerated to 7.8%, while wholesale price gains soared to a multi-decade high of 15.1%. 

 So, the RBI intervened and opted to raise interest rates earlier this month. 

Why Centre and the States are at loggerheads?   

 In the past seven years, the Union government’s levies on petrol had gone up substantially, resulting in a 
manifold increase in its revenues, but the States did not see a matching increase in their revenues. 

 This is because the Union government has increased the cess and 
surcharge on petrol and diesel while reducing the basic excise duty 
that is shareable with the States.  

 The Centre is expected to transfer the unshareable cess to the 
designated reserve funds but the CAG has observed that the centre 
retained 40% of all cess collections in FY2019. 

 The Union government had never consulted the States when it 
increased the taxes on petrol and diesel multiple times. 

 The exorbitant increase in taxes by the Union government has 
been only partially reduced through the cuts and the taxes continue to be high, compared with the 2014 rates. 

What is the stance of the States? 

 The Maharashtra government cut off its value added tax (VAT) levies on petrol and diesel by Rs 2.08 and Rs 
1.44 per litre respectively. 

 Telangana Finance Minister termed the Centre’s partial reduction of the cess levied on petroleum products 
‘bogus’ and ‘humbug’. 

 Tamil Nadu Finance Minister P.T.R. Palanivel Thiagarajan called for further cuts in the Union taxes as they had 
been hiked sharply since 2014. 

 Karnataka Chief Minister Basavaraj Bommai said he would consider if duty cuts were feasible. 

 Chief Minister Mamata Banerjee had said that duty cuts would be possible only if Centre cleared its pending 
dues of about Rs 97,000 crore. 

What lies ahead? 

 Fiscal measures that help cool price pressures and leave an extra rupee or two in the consumer’s pocket can only 
aid to undergird vital consumption demand in the economy. 

 All States must realise that the best way to safeguard their revenue interests would be to ensure that the growth 
momentum in the economy as a whole remains well supported. 

 The policymakers at the different levels of government must realise this and act in concert. 

2.9 PFRDA’s Guaranteed Return Scheme 

Why in news? 

The Pension Fund Regulatory and Development Authority (PFRDA) is preparing to launch a guaranteed return scheme 
called Minimum Assured Return Scheme (MARS). 

What is PFRDA? 

 PFRDA is the authority that operates the National Pension System (NPS), subscribed by employees of 
Government of India, State Governments and by employees of private organizations & unorganized sectors. 
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 It was established through the Pension Fund Regulatory & Development Authority Act, 2013. 

 The PFRDA is ensuring the orderly growth and development of pension market. 

 The Authority shall consist of a Chairperson and not more than six members, of whom at least three shall be 
whole time members, to be appointed by the Central Government. 

What is NPS? 

 National Pension System (NPS) is a voluntary pension cum investment scheme launched by Government of 
India to provide old age security. 

 It is being administered and regulated by PFRDA set up under PFRDA Act, 2013. 

 NPS can be broadly classified into two categories - Government Sector (Central and state governments) and 
private sector (Corporates and individuals). 

 Both resident and Non-resident citizen of India in the age group of 18-65 years can join NPS, an NRI can also 
open an NPS account. 

 NPS offers two types of accounts- Tier-I and Tier-II. 

o Tier-I account is the pension account having restricted withdrawals. 

o Tier-II is a voluntary account which offers liquidity of investments and withdrawals. 

 Upon successful enrolment, a Permanent Retirement Account Number (PRAN) is allotted to the subscriber 
under NPS. 

 Subscriber contributes periodically and regularly towards NPS during the working life to create the corpus for 
retirement. 

 On retirement or exit from the scheme, the corpus is made available to the subscriber with the mandate that 
40% of the corpus must be invested in to annuity to provide a monthly pension post retirement or exit from the 
scheme. 

What is the PFRDA’s plan? 

 This will be the first scheme from the pension regulator that will offer a guaranteed return to investors by 
providing the savers and salaried class an option for their investments. 

 The regulator has appointed EY Actuarial Services LLP as a consultant to help design the proposed MARS under 
the NPS. 

 Only the floor is set in the proposed scheme, and the consultant is expected to work out the framework of MARS 
in the next couple of months. 

What does the proposal say? 

 Returns- The actual returns will depend on the market conditions. 

 Any shortfall will be made good by the sponsor, and the surplus will be credited to the subscribers’ account. 

o Fixed guarantee option- the guaranteed return is fixed along the accumulation phase. 

o Floating guarantee option- the guaranteed rate of return is not fixed along the savings phase. 

 The floating guarantee depends on the development of the 1-year interest rate until retirement. 

 Lock-in- It refers to the length of time during which you are not allowed to end a financial agreement. 

 Lock-in may be applicable on each contribution, and will be applied based on the period since that contribution 
has been made. 

 It may also consider multiple lock-in period for flexibility. 

 The subscriber may have the option to withdraw or to stay invested after the lock-in period however, there won’t 
be any guarantee applied on the investment after lock-in. 

 Contributions- Minimum and maximum monetary limits on contributions may be prescribed. 

 The attraction for investors will be the minimum guaranteed return. 
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2.10 Low Tobacco Tax, Poor Health 

What is the issue? 

The absence of an increase in tax on tobacco products post-GST has impacted revenue and could worsen public health. 

What is the status of tobacco usage in India? 

 India is the second largest consumer (268 million) of tobacco in the world. 

 28.6% of adults above 15 years and 8.5% of students aged 13-15 years in India use tobacco in some form or the 
other. 

 13 lakhs die every year from tobacco related diseases and nearly 27% of all cancers in India are due to tobacco. 

 Tobacco use is known to be a major risk factor for several non-communicable diseases such as cancer, 
cardiovascular disease, diabetes, and chronic lung diseases. 

 The annual economic costs from all diseases and deaths attributable to tobacco use is estimated to be Rs 177,341 
crores in 2017-18 amounting to 1% of India's GDP. 

What about tobacco taxation in India? 

 Tobacco products are in the 28% GST slab, other than for tobacco leaves, which are taxed at 5%. The cess is 65% 
on unmanufactured tobacco bearing a brand name. 

 According to the Ministry of Finance , the National Calamity Contingent Duty (NCCD) collected on tobacco 
products (sin good) during the year 2020-21 is Rs 4,962 crore which only had the effect of increasing the average 
price of cigarettes by about 5%. 

 The share of central excise duties in the total tobacco taxes 
has decreased from 54% to 8% for cigarettes, 17% to 1% for 
bidis, and 59% to 11% for smokeless tobacco products, on 
average, from 2017 (pre-GST) to 2021 (post-GST). 

 There has been a 3% real decline in GST revenues from 
tobacco products in each of the past two financial years. 

 The total tax burden is only about 52.7% for cigarettes, 
22% for bidis and 63.8% for smokeless tobacco which is 
lower than the WHO’s MPOWER measures that prescribe 
tax at >75% of retail price. 

 Before the introduction of the GST, most State 
governments had moved from a low VAT regime on tobacco products to a high VAT regime which attributed to 
the 17.3% relative reduction in the use among adults between 2009-10 and 2016-17. 

 But there has not been any major increase in tobacco taxes since the introduction of GST in July 2017 and all 
tobacco products have become more affordable over the past three years. 

What is the significance of increasing the rate of taxation on tobacco products? 

 The absence of an increase in tax means more profits for the tobacco industry and more tax revenue foregone 
for the government. 

 The tax revenue from tobacco could contribute to much-needed funds for COVID vaccination drive and 
augmenting the health infrastructure. 

 Levying excise duty on all tobacco products and retaining these in the highest tax slab in GST, will reduce the 
affordablility. 

 This will provide a solid foundation for reducing tobacco usage among vulnerable populations and deter 
children and youth from getting addicted to tobacco use. 

 International literature recognises tax increase as one of the most cost-effective ways of regulating the 
consumption of tobacco. 

 The lack of tax increases paved way for more current smokers and some added some new non-smokers that 
could reverse the declining trend of tobacco prevalence. 

 Increase in taxation will help India in achieving the target of 30% tobacco use prevalence reduction by 
2025 as envisaged in the National Health Policy of 2017. 
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What need to be done by the Government? 

 The government has already formed an expert group led by Vikas Sheel to prepare a comprehensive tax policy 
proposal covering all tobacco products from a public health perspective. 

 The Union government should focus on public health and significantly increase excise taxes either basic excise 
duty or NCCD on all tobacco products. 

 The upcoming Union Budget =should fix an excise tax of at least Rs. 1 per stick of bidis while aiming for a 
significant increase in the excise tax of cigarettes and smokeless tobacco products. 

 Taxation should achieve a significant reduction in the affordability of tobacco products to reduce tobacco use 
and facilitate India’s march towards sustainable development goals. 

3. INFLATION 

3.1 A New Measure of Inflation is brewing on the Horizon 

Why in news? 

Traditional statistical practices of inflation measurement amounts to skewed inflations that needs to be redefined, as an 
initiative by British campaigner Jack Monroe shows. 

How is inflation measured in India? 

 The most commonly used inflation indexes are the Wholesale Price Index (WPI) and the Consumer Price Index 
(CPI). 

 Wholesale Price Index (WPI) - A WPI measures and tracks the changes in the price of goods before they 
reach consumers.  

 WPI tracks inflation at the producer level. 

 It is a marker for price movements in the purchase of bulk inputs by 
traders. 

 WPI includes three components viz, 

o Manufactured products - 64.2% 

o Primary articles - 22.6% 

o Fuel and power - 13.1% 

 The base year for the WPI will be 2011-12. 

 WPI data is published by the Office of Economic Adviser, Ministry of Commerce and Industry. 

 WPI does not capture changes in the prices of services, which CPI does. 

 Consumer Price Index (CPI) - The CPI is a measure that examines the weighted average of prices of a basket 
of consumer goods and services, such as transportation, food, and medical care. 

 CPI captures changes in prices levels at the consumer level. 

 The CPI is one of the most frequently used statistics for identifying periods of inflation or deflation. 

 India uses 2012 as the base year for calculating CPI. 

 There is a distinct series of CPIs for 

o CPI for Industrial Workers (IW) 

o CPI for Agricultural Labourer (AL) 

o CPI for Rural Labourer (RL) 

o CPI (Rural/Urban/Combined) 

 The first three series are compiled by the Labour Bureau in the Ministry of Labour and Employment. 

  The National Statistical Office (NSO) periodically releases the All India CPI and corresponding Consumer 
Food Price Index (CFPI) for Rural, Urban, and Combined. 
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 The dearness allowance of Central government employees is calculated on the basis of movement in this index. 

 Inflation rate will be based on the final combined Consumer Price Index (CPI). 

What is the background for formulating new index in the U.K.? 

 A radical shift in paradigm has recently been initiated in the United Kingdom, by Jack Monroe. 

 This new index is intended to provide a third-party alternative to CPI. 

 Ms. Monroe was driven by the fact that the CPI grossly underestimates the real cost of inflation as it happens to 
people with the least, especially in the backdrop of 

o the continuing economic effects of Brexit 

o the ongoing pandemic 

o prolonged lockdowns 

o general supply chain issues 

 Ms. Monroe realised that the U.K. Government’s Office for National Statistics (ONS) reports a skewed and unfair 
version of the cost of living, which is not representative of millions of people’s experiences. 

What is the Jack Monroe’s index? 

 Jack Monroe compiled her own index “Vimes Boots Index” which provides a snapshot of the reality 
experienced by millions of people. 

 Ms. Monroe observed a collection of 700 pre-specified goods that are used to calculate CPI includes items such 
as a leg of lamb, bedroom furniture, a television and champagne, which are not applicable for millions of the 
U.K.’s poorest. 

 So, she proposed an Index that aims to be a record of prices of the lowest-cost staple foods over time, to 
demonstrate the disproportionate impact of inflation on the poor. 

 The ONS is already been working on a radical overhaul of how it tracks prices, which has the potential to 
kickstart an avalanche of change. 

 As the new price index is brewing, traditional statistical practices are getting redefined and the newly planned 
Boots index might eventually touch the horizon of societies of some other countries as well. 

3.2 Controlling Inflation by acting on Liquidity 

Why in news? 

Inflation in India cannot be described just as ‘cost-push’ and an abundance of liquidity can also be an important factor. 

What is the trend of inflation in India? 

 Consumer price index (CPI) inflation in India stood at 6.95% in March 2022. 

 The Wholesale Price Index (WPI) inflation had remained in double digits since 
April 2021. 

 The GDP implicit price deflator-based inflation rate for 2021-22 is 9.6%. 

 The rural inflation surged to 7.66% in March 2022 and has surpassed the urban 
inflation by 0.2 percentage points in January 2022. 

 With increasing trends in inflation, the RBI has decided to raise the repo rate by 
40 basis points and cash reserve ratio (CRR) by 50 basis points. 

What is the impact of raising government expenditure on production? 

 After the advent of COVID-19, the major concern of policymakers all over the world was to revive demand and 
this was sought to be achieved by raising government expenditure. 

 This is the standard Keynesian prescription which implies government intervention for increasing 
aggregate demand when private demand falls. 

 The severe lockdowns restricted the mobility of people, goods and services and the expansion in government 
expenditure did not immediately result in increased production in countries like India. 
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 This was explained by V.K.R.V. Rao in the 1950s that the Keynesian multiplier did not work when there were 
supply constraints as in developing countries. 

 He argued that the multiplier operated in nominal terms rather than in real terms in such countries. 

Is increased government expenditure possible under current scenario? 

 The prescription of enhanced government expenditure is still valid but the increase in output could happen with 
a lag and with the relaxation of restrictions. 

 Initially, the focus of monetary policy in India has been to keep the interest rate low and increase the availability 
of liquidity. 

 However, the growth rate of money was below the growth rate in reserve money because of lower credit growth. 

 Thus the money multiplier is lower than usual and the Government’s borrowing programme was larger and it 
went through smoothly. 

 Even as the economy picked up steam in 2021-22, inflation also became an issue. 

What is the role of liquidity in controlling inflation? 

 Without efforts to curtail liquidity, inflation will not come down. 

 Mostly, the policymakers focus on the increase in the prices of individual commodities such as crude oil as the 
primary cause of inflation. 

 That is true in many situations but they may be the triggers. 

 Supply disruptions due to domestic or external factors may explain the behaviour of individual prices but not 
the general price level which is what inflation is about. 

 Any cost-push increase in one commodity may get generalised, but it is the adjustment that happens at the 
macro level which becomes critical. 

 It is the adjustment in the macro level of liquidity that sustains inflation. 

 The April Monetary Policy statement talked of a liquidity overhang of the order of ₹8.5 lakh crore. 

What is the trade-off between inflation and growth? 

 The Phillip’s curve suggests that full employment was not compatible with price stability. 

 The critical question flowing on trade-off is whether cost-push factors can by themselves generate inflation. 

 At one place that inflation is neither demand-pull nor cost-push or rather it is both. 

 In the current situation, it is argued that inflation will come down, if some part of the increase in crude prices is 
absorbed by the government. 

 If the additional burden borne by the government through loss of revenue is not offset by expenditures, the 
overall deficit will widen. 

  The borrowing programme will increase and additional liquidity support may be required. 

3.3 RBI’s Interest Rate Hike 

Why in news? 

In May 2022, India's central bank has raised the benchmark interest rate for the first time in two years in an attempt to 
control high consumer prices. 

What is the RBI’s move? 

 Repo rate- The Reserve Bank of India (RBI) raised the repo rate at which it lends money to commercial banks 
by 40 basis points to 4.4%. 

 The rate had been reduced to a record low of 4% during the Covid-19 pandemic. 

 CRR- The cash reserve ratio (CRR) is the percentage of cash that banks need to keep in reserve against their 
total deposits to suck out excess liquidity from the system. 

 The RBI has announced a 50 basis point increase in CRR. 
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Why did the RBI hike the interest rate? 

 Ukraine crisis- Inflation-sensitive items relevant to India such as edible oils are facing shortages due to the 
conflict in Europe and export bans by key producers. 

 Inflation- By hiking the Repo rate and CRR, the RBI is aiming to keep inflation (already close to 7%) at its 
desired level. 

 The central banks in advanced economies led by the U.S. Federal Reserve are pursuing a path of policy 
normalization. 

 Volatility in financial markets - But the prospects of volatility in capital flows adding pressure on the 
exchange rate and heightening the risks of imported inflation have added to the reason. 

 Pandemic- The fact that the novel coronavirus is still lurking and it could trigger a fresh wave of infections, as 
seen in China, adds to the uncertainty. 

 Economic Growth- Recent GDP releases suggest that the global economic recovery is losing pace. 

What will be the impact? 

 Impact of Repo rate hike- The hike in repo rate means the cost of funds for banks will go up thus prompting 
banks and NBFCs to raise the lending and deposit rates in the 
coming days. 

 SBI and many banks recently raised the MCLR (marginal cost 
of funds-based lending rate) points anticipating a rate hike.   

 MCLR (marginal cost of funds based lending rate) is the lowest 
interest rate that a bank or lender can offer. 

 Some analysts say that consumption and demand can be 
impacted by the repo rate hike. 

 Equated monthly instalments (EMIs) on home, vehicle and 
other personal and corporate loans are likely to go up. 

 Deposit rates are also set to rise after the repo rate hike that 
came after nearly four years. 

 Impact of the CRR hike- The hike in CRR will suck out money from the banking system and the lendable 
resources of banks will come down. 

 It also means the cost of funds will go up and banks’ net interest margins could get adversely impacted. 

3.4 RBI’s Monetary Policy Review 

Why in news? 

The Reserve Bank of India recently issued its monetary policy report and kept key lending rates (repo rate and reverse 
repo) unchanged. 

What is the monetary policy? 

 The monetary policy is a collection of financial tools and 
measures available with the RBI to safeguard and 
promote economic growth. 

 Monetary policies basically control the overall supply of 
money available to commercial banks and, indirectly, to 
individual users and companies. 

 The primary objective of a monetary policy is to 
maintain price stability while keeping in mind objective 
of growth. 

What is the big picture emerging from the monetary policy review? 

 Accommodative stance- The committee voted to keep the central bank's stance 'accommodative' so that it 
remains conducive for easier borrowing between the RBI and other banks. 
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 Repo rate and reverse repo- The repo and reverse repo rate were kept unchanged at 4 % and 3.35 % 
respectively. 

 Growth forecast- RBI has slashed the growth forecast to 7.2% for fiscal 2022-23 from 7.8% projected earlier. 

 Retail inflation projection- RBI has also increased the retail inflation projection from 4.5% to 5.7% in 2022-
23. 

How has inflation moved of late? 

 The RBI’s objective is to achieve the medium-term target for consumer price index (CPI) inflation of 4% within 
a band of ±2%, while supporting growth. 

 Provisional CPI data released by the NSO showed that headline CPI inflation for February 2022 edged up to 
6.1%. 

 Retail inflation rose to 5.59% cent in December 2021 from 4.35% in September. 

 Reasons for rising inflation 

o The rise in oil and commodity prices 

o supply disruptions due to the war 

What policy instruments has the RBI proposed to tackle this situation? 

 The RBI’s liquidity management is characterised by two-way operations 

o Variable rate reverse repo (VRRR) auctions of varying maturities- to absorb liquidity 

o Variable rate repo (VRR) auctions - to meet temporary liquidity shortages and offset mismatches 

 SDF- In this review, the RBI has introduced the Standing Deposit Facility (SDF) for absorbing liquidity at an 
interest rate of 3.75%. 

 Both the standing facilities - the MSF and SDF, will be available on all days of the week, throughout the year. 

 The FRRR rate, retained at 3.35%, will remain part of the RBI’s toolkit, and its operation will be at the discretion 
of the RBI for purposes specified from time to time. 

 The FRRR along with the SDF will impart flexibility to the RBI’s liquidity management framework. 

What is SDF and how will it operate? 

 The idea of an SDF was first mooted in the Urjit Patel Monetary Policy Committee report in 2014. 

 In 2018, the amended Section 17 of the RBI Act empowered the Reserve Bank to introduce the SDF. 

 The SDF will help the central bank in absorbing liquidity (deposits) from commercial banks without giving 
government securities in return to the banks (collateral). 

 The main purpose of SDF is to reduce the excess liquidity and control inflation. 

 The SDF is also a financial stability tool in addition to its role in liquidity management. 

 The SDF will replace the fixed rate reverse repo (FRRR) as the floor of the liquidity adjustment facility corridor. 

 The SDF rate will be 25 bps below the policy rate (Repo rate), and 50bps lower than the marginal standing 
facility (MSF). 

 It would retain the flexibility to absorb liquidity of longer tenors as and when the need arises, with appropriate 
pricing. 

Is a long-term tightening of money supply indicated?   

 The RBI has now decided to focus on inflation over growth as inflation remains above the RBI’s upper band of 
6%. 

 The RBI has said it will engage in a calibrated withdrawal of the accommodative stance over a multi-year time 
frame in a non-disruptive manner beginning this year. 

 The gradual tightening of money supply is expected to push up interest rates. 
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3.5 Higher Inflation in Rural India 

What is the issue? 

The retail inflation rate surged to 6.95% while the rural inflation surged to 7.66% this March. 

How have urban and rural inflation trends differed over the past year? 

 Urban inflation has usually tended to be higher than rural inflation by an average of about 0.8 percentage points 
through 2021 except August and May 2021. 

 The rural inflation surpassed the urban inflation by 0.2 percentage points in January 2022 and reached 6.38% 
in February even as urban inflation declined to 5.75%. 

 In March 2022, the gap between the two has surpassed 1.5% with urban inflation at 6.12% and rural inflation 
hitting 7.66%. 

What are the key drivers of higher inflation in the hinterland? 

 Food inflation- Food has a higher weight in the Consumer 
Price Index (CPI) and food inflation was the key driver for the 
headline inflation rate jump in March. 

 The food inflation in rural India reached 8.04% whereas food 
inflation in urban India was a full percentage point lower. 

 The vegetable price trends have been most worrisome that 
reached 10.6% in March 2022. 

 Fuel inflation- The inflation in fuel and light and clothing, 
were the key factors driving up rural prices. 

 The fuel prices are higher in rural areas due to connectivity 
issues and prices of traditional fuel like firewood have also 
risen simultaneously. 

 Education- A persistently higher inflation in education costs 
of about 1 to 1.5 percentage points was witnessed. 

 Labour shift- This trend could also be explained by the shift of labour between urban and rural areas in the 
last two years, which has also injected volatility into demand dynamics. 

 Others- The inflation rates for items such as oils and fats, clothing, footwear, fuel and light and personal care 
were higher than the urban counterparts. 

Which sections are affected the most? 

 Sections affected- While high inflation affects the poor the most 
in general, the fact that price rise in food is driving the current 
surge. 

 Also, the food inflation is expected to rise along with both fuel and 
core inflation (excluding food and energy prices). 

 The bottom 20% of the population in urban as well as rural India 
is facing the worst effects. 

 The rural bottom 20% faced the highest inflation at 7.7% in March, 
while the upper 20% of the income segment in the rural 
experienced 7.6% inflation. 

 Reasons- While food price risks have risen due to the Russia-
Ukraine conflict, higher prices for farm sector inputs could further 
drive the food inflation. 

 Future prospects- The cost of production is likely to increase by around 8-10% and the MSP should at least 
be higher by around 12%-15%. 

 With a normal monsoon anticipated this year, this would determine whether rural consumer demand will 
rebound or remain constricted in upcoming months. 
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3.6 Why RBI will be forced to revise its Inflation Forecast 

What is the issue? 

Retail inflation in February, 2022 reached an eight-month high and breached the RBI's comfort zone even without the 
domestic oil prices reflecting the higher crude oil prices. 

Why is this trend noteworthy? 

 At 6.1%, retail inflation in February, 2022 breached the upper-bound of RBI’s comfort zone (6%). 

 This rise is despite the Indian economy being shielded from the sharp increase in crude oil prices across the 
world in the wake of the Ukraine crisis. 

 In RBI’s policy statement in February, the RBI’s Monetary Policy Committee (MPC) stated that CPI inflation for 
2022-23 was projected at 4.5 %. 

 RBI continued to expect that inflation is likely to moderate in the first half of 2022-23 and move closer to the 
target rate thereafter, providing room to remain accommodative. 

What are the main reasons for expecting the RBI to revise its inflation forecast upwards? 

 Higher crude oil prices- Analysts expect that petrol prices need to rise by as much as around 24% 
cumulatively over the next few months (by Rs 25/litre) and LPG prices by around 33% (by Rs 300/cylinder) to 
bring them on par with market prices. 

 Higher natural gas prices- natural gas prices, which are closely linked with crude oil prices, are set to spike. 

 It is expected that domestic gas prices will double to 6-6.5 
dollar / Metric Million British Thermal Unit, from April 
2022. 

 Higher food prices- While higher fuel prices will have a 
huge bearing on overall inflation directly, these prices would 
also lead to costlier food items. 

 The higher prices of natural gas will imply costlier fertilisers, 
which, in turn, will feed into higher food inflation. 

 Similarly, higher edible oil prices will raise overall food 
prices. 

 The fuel and food prices account for almost 53% of 
weightage in the CPI inflation. 

 Higher commodity prices- Russia isn’t just a big 
supplier in the global oil and gas market but also in many other commodities thus impacting the price of many 
commodities. 

 Costlier consumer goods- Consumer goods companies are set to pass on higher input costs to consumers 
which are likely to affect the retail prices of home appliances, vehicles, personal care products and non-durables. 

 Costlier services-The services sector has possibly been the worst affected during the Covid pandemic. 

 As Covid caseload comes down, the services sector is expected to resume activity and this is likely to lead to 
higher prices of services such as education. 

What holds positive for India? 

 India is by no means the worst affected. 

 The economies that India is typically categorised with such as South Africa or Brazil are worst hit. 

 Even in the developed world countries such as the UK and the USA, which are not used to such high inflation 
rates, the picture is comparatively worse than in India. 

 Even if fuel prices were to climb back to the levels last seen in 2012 and 2013, India’s domestic inflation may 
not reach the same levels as in the past. 

 Of the three components of overall inflation (food, fuel and core) at present, both food and core inflation levels 
are still considerably lower than a decade ago. 

 If India were to receive another year of normal monsoon rainfall, it will keep food inflation in check. 
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3.7 Reverse Repo Normalisation 

Why in news? 

In a recent report, State Bank of India, which is the largest public sector bank in the country, has stated that they believe 
the stage is set for a reverse repo normalisation. 

What is monetary policy normalisation?   

 India’s central bank, the RBI, keeps changing the total amount of money in 
the economy to ensure smooth functioning by following two approaches. 

1. Loose monetary policy 

2. Tight monetary policy 

 Loose monetary policy- It is adopted when the RBI wants to boost the 
economic activity. 

 The RBI buys government bonds from the market and pays back money to the bondholders, thus injecting more 
money into the economy. 

 The RBI also lowers the interest rate it 
charges banks when it lends money to them 
(repo rate) to incentivise them. 

 Significance 

1. Boosts consumption- For a 
consumer, it would now pay less to 
keep the money in the bank thus 
incentivising current consumption. 

2. Boosts production- For firms 
and entrepreneurs, it would make 
more sense to borrow money 
because interest rates are lower. 

 Tight monetary policy- It involves the 
RBI raising interest rates and sucking liquidity out of the economy by selling bonds (and taking money out of 
the system). 

 When a central bank finds that a loose monetary policy has started becoming counterproductive (leading to a 
higher inflation rate), it normalises the policy by tightening the monetary policy stance. 

What is reverse repo and how does it fit into policy normalisation? 

 The reverse repo is the interest rate that the RBI pays to the commercial banks when they park their excess 
liquidity (money) with the RBI. 

 Usage of repo rate- Under normal circumstances (when the economy is growing at a healthy pace), the 
repo rate becomes the benchmark interest rate in the economy. 

 That’s because it is the lowest rate of interest at which funds can be borrowed. 

 The repo rate forms the floor interest rate for all other interest rates in the economy such as the interest rate for 
a car loan or a home loan or the interest you earn on your fixed deposit. 

 Usage of reverse repo rate- It is adopted when the RBI pumps more liquidity into the market but there 
are no takers of fresh loans, either because the banks are unwilling to lend or because there is no genuine 
demand for new loans in the economy. 

 The action shifts to reverse repo rate because banks are no longer interested in borrowing money from the RBI 
rather they are more interested in parking their excess liquidity with the RBI. 

 This is how the reverse repo becomes the actual benchmark interest rate in the economy. 

What is the situation now? 

 The reverse repo had become the benchmark rate in India since the start of the Covid pandemic. 

 The RBI had widened the gap between repo rate and reverse repo rate in order to make it less attractive for 
banks to simply park their funds at the RBI. 
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 A lower reverse repo rate pushed banks to extend more fresh loans in the economy. 

What does reverse repo normalisation mean? 

 Reverse repo normalisation means the reverse repo rates will go up. 

 Reason-  Rising inflation 

 It is expected that the RBI will raise the reverse repo rate and reduce the gap between the two rates. 

 SBI first expects the reverse repo to go up from 3.35% to 3.75% while the repo rate continues to be 4%. 

 Doing this will incentivise commercial banks to park excess funds with RBI, thus sucking some liquidity out of 
the system. 

 The next step would be raising the repo rate. 

 This process of normalisation will not only reduce excess liquidity but also result in higher interest rates across 
the board in the Indian economy. 

3.8 Where and How Inflation Hits? 

Why in news? 

Over the last few months, as most economies have started to recover, inflation has emerged as an important challenge. 

What is the issue? 

 Data from October showed the highest year-on-year spike in 
inflation in over 30 years in the United States. 

 There are other countries too - inflation in Germany is 4.5%, 
Russia over 7%, Brazil 10%, Turkey 20%, and Argentina over 50%. 

 The sharp and steady increase in prices has been mainly due to 
the unexpectedly fast demand recovery along with supply 
bottlenecks. 

 The term “stagflation” which was popular in the 1960s and the 
70s has regained currency. 

What is the situation in India? 

 India does not face a serious stagflation situation, but it has its own set of inflation worries. 

 Over the past few months, headline retail inflation measured by the Consumer Price Index (CPI) has been well 
within the RBI’s comfort zone of 6% at the upper end. 

 But Indians are likely to face sustained inflationary pressures till the next financial year (2022-23). 

 In India, high inflation occurred even before the 
start of the pandemic, mostly in food and fuel 
prices which is usually a temporary phenomenon 
due to short-term or seasonal factors. 

 But if these prices stay up for long, they tend to 
seep through the core inflation which is now 
higher than headline inflation. 

 A major reason for high headline inflation in 
India was the high inflation in food prices but 
food price inflation has simmered down over the 
past few months. 

 Core inflation is close to 6% now, and unless 
international crude prices come off sharply, core goods inflation may stay elevated. 

Who has been worst affected by high inflation of late? 

 Crisil Research published a detailed paper explaining how the same level of inflation affects different sections 
of India differently. 
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 During the last of 2020-21 and in the first half of 
2021-22, it was the urban poor (bottom 20% in the 
income category) that faced the highest inflation 
rate. 

 But since April, food prices inflation have come 
down sharply, fuel inflation has soared, while core 
inflation has stayed high. 

 In the urban areas, fuel price inflation has been 
soaring at almost 15% and the worst affected are 
the urban poor who spend almost 11% of their 
income on buying fuel. 

 In rural areas, people belonging to the bottom 20% 
income bracket have some relief as food and 
beverages which account for over 60% of their 
total consumption, has an inflation rate of just 3.5%. 

 The rich who spend much of their total consumption on goods and services that are neither food nor fuel will 
face a tougher time since core inflation is likely to stay high for some time. 

3.9 Global Stagflation Risk 

What is the issue? 

Due to Russia’s invasion of Ukraine, the economic costs of the conflict in Eastern Europe threaten to stall the shaky 
global recovery from the COVID-19 pandemic. 

What sanctions were imposed on Russia? 

 The US, EU, United Kingdom and Canada had announced that the assets of Russia’s central bank will be frozen, 
which would make it difficult for it from selling them overseas to support its own banks and companies. 

 With a view to isolate Russia from the international financial system, the 
western allies decided to block selected Russian banks from the SWIFT 
messaging system used to validate and complete international payment 
transactions. 

 They also resolved to impose restrictions on the Russian central bank’s 
ability to access and deploy the country’s war chest of an estimated 630 
billion dollars in foreign exchange reserves. 

What is the current status of the global economy due to the war? 

 The expansive financial sanctions imposed on Russia by the U.S. and its 
western allies have sent the value of the Rouble plunging by more than 60% against the dollar since the start of 
the conflict. 

 The war-led disruptions to supply and the sanctions have sent the prices of several key commodities soaring. 

 Brent crude futures are currently about 29% higher than before the invasion began on February 24. 

 The price of natural gas has also risen sharply in Europe amid 
concerns of the U.S. proposal to shut the tap on Russian energy 
exports or by retaliatory sanctions by Moscow. 

 An embargo on energy supplies from Russia could send already high 
electricity costs in the eurozone countries. 

 This in turn would hit consumers, as well as businesses and factories, 
forcing them to either raise prices or possibly even temporarily shut 
operations. 

 Stagflation would sharpen trade-offs between expansion and inflation. 

What forecasts have been made for the future? 

 Inflation in the euro area had accelerated to 5.8% in February, mainly on account of a more than 31% surge in 
energy prices, 
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 With the uptrend in oil prices steepening sharply, the outlook for price gains in Europe and worldwide is not 
encouraging. 

 The IMF cut its forecast for global growth in 2022 to 4.4% citing the Omicron variant, rising energy prices and 
supply disruptions and warned that the war in Ukraine posed grave risks to the global recovery. 

 With analysts projecting that crude prices will cross 180 dollars and some traders punting on prices surpassing 
200 dollars a barrel, India can hardly be optimistic. 

 In a paper ‘The Impact of Crude Price Shock on India’s Current Account Deficit, Inflation and Fiscal Deficit’, 
two senior RBI researchers proposed that a 10 dollar increase in the price of oil from a 65 dollar level would 
raise headline inflation by about 49 basis points. 

 India’s policymakers face a tough choice of bearing the cost of lower revenue by cutting fuel taxes or risking both 
faster inflation and slower growth. 

4. MONEY 

4.1 All about Non Fungible Tokens 

Why in news? 

According to market data tracker DappRadar data analytics, the sales of 
NFTs surged 25 billion dollars in 2021 as the crypto asset exploded in 
popularity, fuelled by the rising interest of celebrities and tech evangelists. 

What are NFTs? 

 Anything that can be converted into a digital form can be an NFT. 

 Everything from the drawings, photos, videos, GIF, music, in-game 
items, selfies, and even a tweet can be turned into an NFT, which 
can then be traded online using cryptocurrency. 

 What makes NFTs unique from other digital forms is that it is 
backed by Blockchain technology. 

 NFTs are gaining massive popularity now because they are 
becoming an increasingly popular way to showcase and sell your digital artwork. 

 NFT’s inception dates back to 2015 and Terra Nulius was the first NFT on Ethereum Blockchain, although this 
project was merely an idea which only allowed to customise a short message which was then recorded on 
blockchain. 

 Then came Curio Cards, CryptoPunks and CryptoCats in 2017 and then expanding into mainstream adoption in 
early 2021. 

 Prerequisite to purchase an NFT- Anyone who holds a cryptocurrency wallet can buy an NFT and they 
don’t need any KYC documents. 

 NFT marketplace is where NFTs can be bought and 
sold. 

What is the significance of NFTs? 

 NFT works on blockchain as it gives users complete 
ownership of a digital asset which cannot be edited 
or modified by anyone, including the marketplace 
owner. 

 NFTs provides exclusive owner rights i.e. NFTs can 
have only one owner at a time. 

 NFT owners can also digitally sign their artwork and 
store specific information in their NFTs metadata 
which will be only viewable to the individual who 
bought the NFT. 
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 NFTs afford artists and content creators a unique opportunity to monetize their wares where artists can sell 
their art directly to the consumer. 

 In addition, artists can program in royalties so they’ll receive a percentage of sales whenever their art is sold to 
a new owner. 

How is an NFT different from cryptocurrency? 

 Similarity- Both are built on Blockchain. 

 Difference- Cryptocurrency is a currency and is fungible, meaning that it is interchangeable. 

 But NFTs are non-fungible, which means the value of one NFT is not equal to another. 

What are the risks associated with buying NFTs? 

 Emergence of fake marketplaces 

 Unverified sellers often impersonating real artists and selling copies of 
their artworks for half prices 

 Sharing potential phishing link during the sale to drain the 
participant’s crypto wallets. 

 Hacking the NFT collections 

 Fees and gas money can result in artists losing money 

 Technology issues like non attachment of a purchased item to the NFT, 
global chip shortage, etc. 

 Ownership issues like losing the login credential might result in permanent loss of owned works 

 Validation of transactions require crypto mining, which requires high powered computers that run at a very 
high capacity, affecting the environment 

4.2 UPI Booster 

Why in news? 

The RBI has announced a proposal to popularise UPI payments on feature phones which would be the third iteration of 
the feature phone payments push in the country. 

What is UPI? 

 A Unified Payment Interface (UPI) is a smartphone application thaw was launched in 2016 t0 allows users to 
transfer money between bank accounts. 

 It is a single-window mobile payment system that caters to the “Peer to Peer” collect request which can be 
scheduled and paid as per requirement and convenience. 

 It eliminates the need to enter bank details or other sensitive information each time a customer initiates a 
transaction making it a safe way to bank. 

 The interface is developed by the National Payments Corporation of India (NPCI) and regulated by the 
Reserve Bank of India (RBI). 

What are the unique features of UPI? 

 Immediate money transfer through mobile device round the clock 24*7 and 365 days 

 Single mobile application for accessing different bank accounts 

 Single Click 2 Factor Authentication 

 Virtual address of the customer for Pull (Receive money) & Push (Send money) 

 Utility Bill Payments, Over the Counter Payments, QR Code (Scan and Pay) based payments 

 Raising Complaint from Mobile App directly 

What is UPI 2.0? 

 UPI 2.0 was launched in 2018 to shape UPI into an end-to-end digital transacting platform. 
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 Key features of UPI 2.0 

o Linking of overdraft account- In addition to current and savings accounts, customers can link their 
overdraft account to UPI. 

o One-time mandate- UPI mandate could be used in a scenario where money is to be transferred later 
by providing commitment at present. 

o Invoice in the inbox- This feature will help customers to view and verify the credentials and check 
whether it has come from the right merchant or not. 

o Signed intent and QR- This feature is designed for customers to check the authenticity of merchants 
while scanning QR or quick response code. 

What are the benefits of UPI? 

 For Banks 

o Single click two factor authentication 

o Universal application for transaction 

o Leveraging existing infrastructure 

o Safer, secured and innovative 

o Payment basis single/ unique identifier 

o Enable seamless merchant 
transactions 

 For customers 

o Round the clock availability 

o Single application for accessing 
different bank accounts 

o Use of Virtual ID is more secure, no 
credential sharing 

o Single click authentication 

o Raise complaint from mobile app directly 

 For Merchants 

o Seamless fund collection from customers - single identifiers 

o No risk of storing customer’s virtual address like in cards 

o Tap customers not having credit/debit cards 

o Suitable for e-com & m-com transaction 

o Resolves the COD collection problem 

o Single click 2FA facility to the customer - seamless pull 

o In-App Payments (IAP) 

What is the need for RBI to popularise UPI payments on feature phones? 

 The monthly transactions value by UPI increased from Rs 1.8 lakh crore in November 2019 to  Rs 7.6-lakh crore 
by November 2021. 

 While credit and debit card payments flat-lined at Rs 13-lakh crore between FY19 and FY21, the use of UPI 
payments have jumped from Rs 8.7-lakh crore to Rs 41-lakh crore. 

 But usage of cash is still high and UPI commands less than a 10 % share of digital retail payments with 
considerable scope for growth. 

 To expand penetration, RBI plans to deploy innovative solutions allowing feature phone users to onboard UPI. 

 Since, about 37 % of India’s mobile phone users are still using basic phones and internet connectivity in the 
hinterland, this is a good idea. 
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What is the past experience of feature phone payments push? 

 USSD- In 2012, the NPCI had launched a USSD (Unstructured Supplementary Services Data)-based mobile 
banking service called *99# 

 Initially, the facility was only available to MTNL and BSNL users but later expanded to all telecom service 
providers and linked to Pradhan Mantri Jan Dhan Yojana in 2014. 

 USSD 2.0- The USSD 2.0 was launched alongside BHIM in 2016, incorporating all the UPI options, but it 
hasn’t quite taken off. 

 This is because of the low penetration of UPI-linked bank accounts then and the need to remember the 
beneficiary’s bank details. 

 Addressing the flaws- RBI needs to address UPI’s high transaction failure rates which make users hesitant 
to rely on it for high-value payments. 

 Such failures can be attributed to the large volume of transactions below Rs 200 
which clogs the banks’ system capacities.   

 Such transactions can be routed through an on-device wallet in the UPI app, 
which works like a prepaid instrument, to avoid multiple debits and credits to 
the underlying account. 

 Holding participant banks more accountable for slow reversal of failed 
transactions is needed. 

 RBI guidelines set a 1 day limit for a beneficiary bank to reverse a failed account-
to-account UPI transaction and a 5 day limit for merchant payments, with a 
penalty of Rs 100 per day for failure to comply, but these rules are often breached. 

 The RBI’s plan to issue a discussion paper specifying transaction charges across digital modes must be in such 
a way that it does not disturb the zero Merchant Discount Rate policy which today renders UPI free of cost 
to users. 

 RBI can use this opppurtunity to redouble efforts to wean the economy away from cash to digital modes. 

4.3 After the Budget’s Crypto Signal, India awaits Reforms 

Why in news? 

In the Union Budget speech, Finance Minister announced a 30% flat tax rate levied on any gains made from the transfer 
of virtual assets including cryptocurrencies and Non-Fungible Tokens (NFTs). 

What are virtual digital assets? 

 Virtual digital assets include evolving manifestations of crypto currencies, codes and non-fungible tokens. 

 A crypto asset is a digital asset; but not all digital assets are crypto assets. 

 The distinguish features of crypto assets: 

o uses cryptography 

o depends on distributed ledger technology 

o no need for a third party such as a bank to issue crypto assets 

o have three primary uses: as an investment, a medium of exchange, and to access goods and services. 

 Crypto assets are commonly known as cryptocurrencies such as Litecoin, Ripple, Bitcoin, and Ethereum. 

 Crypto currency- Crypto currency consists of a digital denomination designed to work as a medium of 
exchange through a distributed computer network (a blockchain) 

 It is not reliant on any central authority such as a government or a bank for its upholding and maintenance. 

 Non-fungible token- A non-fungible token (NFT) is a non-interchangeable unit of data stored on a 
blockchain, that can be sold and traded. 

 Unlike fungible tokens like crypto currencies, they cannot be traded or exchanged at equivalency. 

 NFTs can be used to represent real-world items like artwork and real-estate. 
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 NFTs can also be used to represent individuals' identities, property rights. 

What are the existing provisions for taxing cryptocurrencies? 

 A liberal estimate suggests that as many as 10 crore Indians may already have investments exceeding a total of 
10 million dollars. 

 Although the Income Tax Act, 1961 does not specifically mention cryptocurrencies, it does made efforts to 
bring crypto transactions under its ambit. 

 Trading in cryptocurrency may be classified as transfer of a ‘capital asset’, taxable under ‘capital gains’. 

 If such cryptocurrencies are held as stock-in trade and the taxpayer is trading in them frequently, the same will 
attract tax under ‘business income’. 

 Even if one argues that crypto transactions do not fall under the above heads, Section 56 of the IT Act shall come 
into play, making them taxable under the head ‘Other sources of income’. 

What are the signs of optimism of the budget announcement? 

 Away from abrupt ban- This move amounts to an indirect affirmation of the role that cryptocurrency and 
related technologies could play in India’s financial-cum-economic system. 

 There are foreseeable changes that would legitimise and formally legalise the activities of crypto start-ups and 
enable them to access the necessary support system which might not have been available previously. 

 Reforms- Such a statement also signals reforms aimed at removing ambiguity among the relevant 
stakeholders. 

 While critics observe that the 30% tax rate is a harsh rate, this is a premium and price well-worth paying in 
exchange for a ruling-out of prospects for a total ban on crypto by the central government. 

 The high tax rate would hamper the willingness of investors to convert cryptocurrencies into the national fiat 
and this may, in turn, open up more doors for technologically savvy and innovation-minded investors. 

 DeFi- It would involve DeFi (Decentralised Finance) activities such as staking, lending, and providing liquidity, 
among others. 

 DeFi is an umbrella term for financial services on public blockchains. 

 Innovation- The processes would drive innovation in the field of Indian DeFi and they would go a long way in 
assisting the building up of our crypto-financial ecosystem in the long run. 

 Cheaper transactions- The adoption of crypto currencies and virtual assets would enable quicker and 
cheaper transactions compared to banks and new forms of wealth creation without centralised intermediaries. 

What are the potential concerns of the budget announcement? 

 Barrier for SMEs- The community of small and medium-sized enterprises (SMEs) and lower-end high net-
worth individuals is going to find it most difficult to access the ecosystem given the substantial barriers posed 
by the tax rates. 

 Lack of clarity- There is a fundamental lack of clarity in aspects other than taxation. 

 While the finer details can only be seen once the Cryptocurrency Bill is passed, there appears to be a push to 
treat crypto as purely an asset class than a currency. 

 Affects decentralization- The Government’s proposal of RBI’s Central Bank Digital Currency will help in 
pushing for the adoption of digital currencies, but, equally, defeats the fundamental purpose of cryptocurrency 
which is decentralization. 

What are the challenges in the process of taxing crypto transactions? 

 Absence of explicit tax provisions- This has led to uncertainty and varied interpretations being adopted 
regarding computation, applicable tax head and tax rates, loss and carry forward, etc. 

 There are divergent views in the market treating such an income as ‘business income’ or ‘other sources of 
income’, which are taxable at individual tax rate slabs. 

 Arriving at the value of the crypto currency and how should such a transaction be taxed is also a question. 

 Identifying the tax jurisdiction- It is tricky to identify the tax jurisdiction for crypto transactions as 
taxpayers may have engaged in multiple transfers across various countries. 
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 The cryptocurrencies may have also been stored in online wallets, on servers outside India. 

 Anonymity- The identity of taxpayers who transact with cryptocurrencies remain anonymous as each crypto 
address comprises a string of alphanumeric characters and not the person’s real identity. 

 Tax evaders have been using the crypto transactions to park their black money abroad and fund criminal 
activities, terrorism, etc. 

 Lack of third party information- The lack of third party information on crypto transactions makes it 
difficult to scrutinise and identify instances of tax evasion. 

 Income Tax Department uses CASS or computer aided scrutiny selection of assessments, where returns of 
taxpayers are selected based on information gathered from third party intermediaries such as banks. 

 However, crypto-market intermediaries like the exchanges, wallet providers, network operators, miners, 
administrators are unregulated and the tax authorities are forced to depend on the data provided by the 
taxpayers. 

 Tracing exchanges- Even if the crypto-market intermediaries are regulated and follow Know Your Customer 
(KYC) norms, there remains a scenario, where physical cash or other goods/services may change hands in return 
for cryptocurrencies. 

 Such transactions are hard to trace and only voluntary disclosures from the parties involved or a search/survey 
operation may reveal the tax evaders. 

How can the challenges be addressed? 

 Legal framework- The income-tax laws pertaining to the crypto transactions need to be made clear by 
incorporating provision of a definition for crypto assets followed by extensive awareness generation among the 
taxpayers. 

 Mandatory disclosure of tax returns- A separate mandatory disclosure requirements in tax returns (the 
case in the USA) should be placed on the taxpayers as well as all the intermediaries involved, so that crypto 
transactions do not go unreported. 

 Strengthening the international legal framework- The existing international legal framework for 
exchange of information should be strengthened to enable collecting and sharing of information on crypto-
transactions. 

 Capacity building- The Government must impart training to its officers in blockchain technology. 

 Tapping other insights- The other reforms constitutes the incorporation of insights from seasoned partners 
from international communities, engaging these individuals for their advice on the best practices associated 
with cryptocurrency policymaking. 

 It may be noted that the UN Office on Drugs and Crime’s ‘Cybercrime and Anti-Money Laundering’ Section 
(UNODC CMLS) has developed a cryptocurrency training module to equip tax officers to understand the 
underlying technologies. 

 Tax authorities should equip themselves with the latest forensic software (such as Elliptic Forensics 
Software used in the USA and GraphSense used in the European Union) which can analyse and raise red 
flags in cases of suspicious transactions. 

 Reduction of tax rates- There is a need to reduce tax rates in the future, though this must be weighed against 
considerations concerning government revenue. 

 Curbing speculations- Also, there is a need to curb speculative bubbles surfacing in relation to the currency. 

 Systemic reforms- Systemic reforms are not easy, but they act as an accelerator of India’s advancement in 
the sphere of cryptofinance and blockchain social policymaking. 

4.4 Crypto Banking and Decentralized Finance 

What is the issue? 

The development of Bitcoin and other cryptocurrencies in a little over a decade has spawned a parallel universe of 
alternative financial services. Here is a look at them. 

What do crypto businesses offer? 

 Generally, lending and borrowing. 
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 Earn interest on holdings of digital currencies, often a lot more than on cash deposits in a bank. 

 Borrow with crypto as collateral to back a loan. Crypto loans generally involve no credit checks as transactions 
are backed by digital assets. 

 E.g., In a BlockFi interest account, depositors can earn a yield 100 times higher than on average bank accounts. 

 [BlockFi is a secured non-bank lender that offers cryptoasset-backed loans to cryptoasset owners.] 

 

Benefits 

 Fosters financial inclusion. 

 Unusually high return on their holdings for consumers. 

 Provide financial stability for customers in countries with volatile government-issued currencies. 

Why such high yields? 

 Crypto outfits pool deposits to offer loans and give interest to depositors, just as traditional banks. 

 But by law, banks are required to have 
minimum reserves as a safety backup. 

 Unlike this, crypto banks do not have 
the reserve requirements; the 
institutions they lend to can take risky 
bets. 

 E.g., BlockFilends to hedge funds and 
other institutional investors who 
exploit flaws in crypto markets to 
make fast money without actually 
holding risky assets. 

 Other risks: Cyberattacks, extreme 
market conditions, or other operational or technical difficulties that could lead to a temporary or permanent 
halt on withdrawals or transfers. 

What is a stablecoin? 

 Crypto is very volatile, making it less practical for transactions like payments or loans. 

 But Stablecoins are cryptocurrencies linked to stable assets, commonly the dollar. Popular dollar-tied tokens 
include Tether and USD Coin. 

 It aims to do in digital form what government money does. 

 They provide the steady value of government-issued money in digital form for blockchain transactions, but they 
are issued by private entities. 

Risks 

 Stablecoin issuers hold and monitor reserves, just as central bankers manage supply and demand. 

 But there is no guarantee they actually hold the one-to-one dollar backing they claim. 
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 So, a sudden surge in withdrawals could lead to a collapse in one of those assets, putting clients and the broader 
economy at risk. 

 Also, a central bank digital currency would render stablecoins irrelevant. 

What is a central bank digital currency? 

 Central bankers are examining the potential for issuance of a government-issued cryptocurrency. [Introducing 
India's own cryptocurrency] 

 That would offer the convenience of crypto with the reliability of money controlled by a central bank. 

 But governments catching up to the innovations in the market for years will be a challenge. 

What is DeFi? 

 Decentralized finance, or DeFi, refers to an alternative finance ecosystem where consumers transfer, trade, 
borrow and lend cryptocurrency. 

 Financial products become available on a public decentralized blockchain network, independently of traditional 
financial institutions and the regulatory structures. 

 DeFi aims to “disintermediate” finance, using computer code to eliminate the need for trust and middlemen 
from transactions. 

 It’s a computer-controlled market that automatically executes transactions. 

 In contrast, centralized finance, or CeFi, businesses more closely resemble traditional finance, or TradFi. 

 Here, consumers enter into an agreement with a company like BlockFi that collects information about them, 
requires them to turn over their crypto and also serves as a central point for regulators. 

What could be done in the future? 

 A new regulating approach for adapting to the new technology demands. 

 E.g., Requirements like code audits and risk parameters, instead of mandating that DeFi protocols maintain the 
reserves of a bank and collect customer information. 

 Using artificial intelligence and data analysis to monitor suspicious activity and tracking identity to fight 
financial fraud. 

5. BANKING 

5.1 Key Takeaways from RBI’s Financial Stability Report 

Why in news? 

The Reserve Bank of India (RBI) has released its latest Financial Stability Report (FSR) for second half of the year 2021 
that details the state of financial stability in the country. 

What is FSR about? 

 The Financial Stability Report (FSR) is published twice each year by the RBI. 

 It presents an assessment of the health of the financial system. 

 The RBI also conducts a Systemic Risk Survey (SRS), wherein it asks experts and market participants to 
assess the financial system on five different types of risks 

1. Global 

2. Financial 

3. Macroeconomic 

4. Institutional 

5. General 
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What is the significance of FSR? 

 FSR details the current status of different financial institutions such as all the different types of banks and non-
banking lending institutions. 

 It also maps the state of credit growth and the rate at which borrowers are defaulting on paying back loans. 

 FSR tells us how robust or vulnerable our financial system — especially our banking system. 

 It also tells us whether and to what extent will our banks and other lending institutions (such as NBFCs and 
Housing Finances Companies) be able to support future growth. 

 The RBI looks at the state of both the global as well as domestic economy and conducts certain tests to figure 
out how different variables may be affected if the economy does not grow as anticipated. 

What are the key takeaways from the latest FSR? 

Global growth has started to pause 

 Since July 2021, the rejuvenation of the global recovery in the first half of 2021 has started losing momentum. 

 The global recovery was impacted by resurgence of infections, supply disruptions and bottlenecks and the 
persistent inflationary pressures. 

 The Goods Trade Barometer of the 
WTO shows that the World merchandise trade 
volumes, which had risen 22.4% year-on-year in Q2 
of 2021, have been slowing in the second half of the 
year. 

 The Baltic Dry Index, which is a measure of 
shipping charges for dry bulk commodities, crossed 
its highest mark in more than a decade in October 
2021, but it recorded a sudden drop after that. 

 The Global Economic Surprise Index 
(GESI), which compares incoming data with 
economists’ forecasts to capture the surprise 
element, went into negative territory during Q3 of 
2021. 

 The rise of the Omicron variant has a considerable 
impact on even the emerging economies (such as 
India) where vaccination rates are lower than 
advanced economies and are also likely to suffer from central banks in developed countries making money 
costlier by raising interest rates. 

Disconnect between real economy and India’s equity markets 

 Lifted by the Bull Run in equity markets across the globe, the Indian equity market surged and strong investor 
interest has driven up price-earnings (P/E) ratios substantially. 

 Other valuation metrics such as the price-to-book value (P/B) ratio, the market capitalisation to GDP ratio, and 
the cyclically adjusted P/E ratio or Shiller P/E are also above their historical averages. 

 This reflects some disconnect between the real economy and equity markets as high levels of divergence are a 
concern from the point of view of financial stability. 

Bank credit growth is improving, but not fast enough 

 The banking stability indicator (BSI), which indicates the changes in underlying conditions and risk factors of 
India’s commercial banks, showed improvement in soundness, asset quality, liquidity and profitability 
parameters. 

 There is an improvement in the credit growth rate as it forms a “U-shaped” recovery but still there are some 
matters of concern. 

o The growth rate is still far off the ideal level. 

o Retail credit (less than Rs 5 crore) is growing at a decent clip but the wholesale credit (Rs 5 crore and 
above) growth continues to struggle. 
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o Most of the wholesale credit is being picked up by public sector undertakings while the private sector is 
holding back from raising fresh funding. 

o Bank credit to the MSME segment slowed down by the end of September 2021 compared to March 2021. 

o Flow of credit to lesser rated corporates continues to be a problem. 

Non-Performing Assets (NPAs) may rise by September 2022 

 The latest FSR pegs the NPA of India’s Scheduled Commercial Banks (SCBs) at 6.9% at September 2021. 

 Stress tests indicate that the Gross NPA ratio of all SCBs may increase to 8.1% by September 2022 under the 
baseline scenario and further to 9.5% under severe stress. 

 Within the bank groups, public sector banks’ GNPA ratio of 8.8% in September 2021 may deteriorate to 10.5% 
by September 2022 under the baseline scenario. 

 Each FSR conducts some “stress tests” to find what will happen to the NPA level if things go wrong. These stress 
tests are hypothetical adverse economic conditions and are done by taking progressively worse values of 
variables such as GDP growth, combined fiscal deficit-to-GDP ratio, CPI inflation, weighted average lending 
rate, exports-to-GDP ratio and current account balance-to- GDP ratio. 

Systemic risks evenly balanced 

 There are five levels of risks — very high, high, medium, low 
and very low. 

 As per the Systemic Risk Survey (SRS), all broad categories 
of risks to the financial system were perceived as ‘medium 
risk’ in magnitude. 

 The risks arising on account of global and financial markets 
were rated higher than the rest. 

 For India, the main sources of risks are commodity prices, 
domestic inflation, equity price volatility, asset quality 
deterioration, credit growth and cyber disruptions. 

Banking prospects improve 

 Almost 64% of respondents expect the economy to recover 
fully in the next 1-2 years while 22% believe it may take up 
to 3 years. 

 The latest FSR’s analysis suggests that India’s banking and financial system has largely improved since the July 
2021 report. 

 But with global growth faltering, monetary tightening in the developed countries as well as the rise of omicron, 
the risks are evenly balanced. 

What is the challenge now? 

 As banks have ample capital, the government need not find funds for recapitalisation but the challenge now is 
to induce banks to step up industrial lending, which holds the key to capital expenditure revival and sustained 
economic growth. 

 Banks’ incremental lending is now flowing to individuals seeking personal loans rather than businesses seeking 
commercial credit. 

 In FY21, retail loans accounted for as much 64% of all incremental bank credit, while industrial credit was 
reduced by 22%. 

 While credit flowing to individuals may hope for a consumption-driven revival but the proportion of sub-prime 
borrowers in consumer loans has increased to 29.9% in September 2021. 

 Even within commercial credit, lending appears to favour PSUs (12.4% growth) while private sector borrowers 
(5.8% contraction), particularly lower rated ones, seem to be getting the short share. 

 Disbursements to MSMEs seem to be flagging again with credit growth at just 1.9% in the September 2021 
quarter. 
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5.2 Benchmarking Rates: Alternatives to LIBOR 

Why in news? 

The announcement of FCA and the ICE Benchmarking Administration (IBA) about the end dates of London Interbank 
Offer Rate (LIBOR) has become a challenge from a Transfer Pricing perspective. 

What is LIBOR? 

 It is a benchmark interest rate at which major global banks lend to one another in the international interbank 
market for short-term loans. 

 It serves for short-term loans with maturities from overnight to 1 year. 

 It also acts as a basis for Corporate and Government Bonds, mortgages, student loans, credit cards, derivatives 
and other Financial Products. 

 It is administered by ICE Benchmark Administration (IBA) and regulated by the UK’s Financial Conduct 
Authority (FCA). 

 LIBOR is the average interest rate at which major global banks borrow from one another based on 5currencies 
including the U.S. dollar, the euro, the British pound, the Japanese yen, and the Swiss franc, and serves 7 
different maturity periods 

 The combination of 5 currencies and 7 maturities leads to a total of 35 different LIBOR rates calculated and 
reported each business day. 

Why was LIBOR brought to an end? 

 Susceptibility to manipulation- LIBOR’s credibility was damaged by rate-fixing scandals in 2012. 

 The panel banks submissions were alleged to be inaccurate or manipulated to project market strength which led 
to breach of market trust. 

 Illiquidity- Illiquidity refers to a condition where assets cannot be exchanged for cash easily. 

 The number of transactions in the short-term wholesale funding market reduced over time because financial 
institutions became more reluctant to lend on unsecured basis for terms longer than overnight. 

 Thus, LIBOR became more vulnerable to short-term market illiquidity and amplification of price moves that 
could cause systemic risks. 

 End to LIBOR- In July 2017, the FCA declared it would no longer compel panel banks to submit the rates 
which are required to calculate LIBOR. 

 On 5 March 2021, the FCA and the ICE Benchmarking Administration (IBA) announced that the publication of 
all Euro and Swiss Franc, most Sterling and Japanese Yen as well as the one-week and two-month US Dollar-
LIBORs will be ceased immediately after December 31, 2021. 

 The publication for remaining US Dollar-LIBORs is intended until June 30, 2023, while the publication of 
remaining rates for Japanese Yen and Sterling after the end of 2021 for one additional year. 

 The RBI notice stated that banks and financial institutions should not enter any new LIBOR related contracts 
after December 31, 2021. 

What are the other rates alternative to LIBOR? 

 Various alternative reference rates have been used across the world which includes 

o Secured Overnight Financing Rate (SOFR), 

o Sterling Overnight Interbank Average Rate (SONIA), 

o Singapore Overnight Rate Average (SORA) 

o CHF – SARON 

o EUR – ESTER 

o JPY – TONA 

 SOFR is based on transactions in the US Treasury repo market. 

 While LIBOR is an unsecured reference rate (submitted by banks), SOFR is an overnight secured reference rate. 

 It is secured because it is transaction-based, collateralized and representative of wholesale borrowing. 
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 It is administered by the New York Fed that broadly measures the borrowing cash overnight with US treasuries 
as collateral. 

 All these benchmarks are having an overnight tenor as opposed to LIBOR which had a tenor from overnight to 
1 year. 

What are the challenges in new rates? 

 Dependence on REPO markets- Since SOFR is based upon the repurchase (repo) markets, it is at the repo 
markets mercy. 

 In September 2019 a spike in repo rates resulted in SOFR soaring from 2.14% to 5.25% in a single day. 

 Unsettling the settled position - As everything was settled based on LIBOR, currently there is not much 
clarity on the benchmarking rate. 

 In the absence of any guidance from tax authorities, there may be modifications inthe existing financial contract 
which may lead to a reframing of safe harbour rules and revision of the Advance Pricing Agreements (APA) 
which are valid beyond 2021. 

 Existence of current agreements with floating rates- The agreement might need an update/change from 
the existing rate to a new rate. 

 There is no clarity on whether this change needs to be on a prospective or retrospective basis. 

 Impact of the faceless assessment regime in India- The risk of litigation and a detailed explanation about 
the change of the existing rates becomes more challenging in the world of faceless assessment. 

How can the challenges be addressed? 

 If Alternate Risk-free Rate (ARR) is applied, inter-company agreement can be reviewed and the ARR rates 
selected may be considered as close as possible to the originally agreed rates. 

 The complexities involved in such financial transactions needs mindfulness along with the impending faceless 
assessment regime. 

 Robust documentation along with detailed benchmarking and backup working should be maintained to aid in 
explaining the position to the tax office if challenged. 

 Any change in a settled practice that was established over decades should be embraced with a pragmatic mindset 
based on facts. 

 As new interest rate regime will impact transfer pricing pacts, a seamless transition holds the key. 

5.3 RBI’s Microfinance Proposals 

What is the issue? 

RBI’s Consultative Document on Regulation of Microfinance which aims to promote financial inclusion of the 
poor and competition among lenders is likely to unfavour the poor. 

What is microfinance? 

 Microfinance is a form of financial service which provides small loans and other financial services to poor and 
low-income households. 

 In India, all loans that are below Rs. 1 lakh are considered as microloans. 

 Based on the recommendations of Malegam Committee, RBI introduced a comprehensive regulatory 
framework for NBFC-MFIs in 2011. 

Why is microfinance crucial for rural households? 

 Microfinance is becoming increasingly important in the loan portfolio of poorer rural households. 

 Unsecured or collateral-free loans from private financial agencies (SFBs, NBFCs, NBFC-MFIs and some private 
banks) forms the major chunk. 

 These loans were of disproportionate significance to the poorest households and to persons from Scheduled 
Castes and Most Backward Classes. 

 These microfinance loans were rarely for productive activity and used mainly for house improvement and 
meeting basic consumption needs. 
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 Poor borrowers took microfinance loans, at reported rates of interest of 22% to 26% a year against the low 
interest offered by institutional mechanisms such as PACS. 

Why are microfinance loans costlier? 

 Method of repayment - An official flat rate of interest used to calculate equal monthly instalments which 
rises the effective rate of interest over time. 

 Processing fee and insurance premium – A processing fee of 1% is added and the insurance premium is 
deducted from the principal. 

 As the principal is insured in case of death or default of the borrower or spouse, the interest rate is higher in 
response to high risk of default. 

What is different about the recent phase of growth of financial services? 

 The privately-owned for-profit financial agencies are regulated entities and are promoted by RBI. 

 Lending by small finance banks (SFBs) to NBFC-MFIs has been recently included in priority sector advances 

 In the 1990s, given the lack of regulation and scope for high returns, several for-profit financial agencies such 
as NBFCs and MFIs emerged involving in malpractices. 

 The microfinance crisis of Andhra Pradesh led RBI to formulate a regulatory framework for NBFC-MFIs in 2011 
based on the recommendations of the Malegam Committee. 

 Later RBI permitted SFBs to take banking activities to the “unserved and underserved” sections of the 
population. 

 The RBI’s consultative document notes, 31% of microfinance is provided by NBFC-MFIs, and another 19% by 
SFBs and 9% by NBFCs. 

What are the key proposals in the consultative document? 

 Gives a common definition i.e Collateral-free lending to households with annual income of Rs 1.25 lakh in 
rural areas and Rs 2 lakh in urban areas should be considered as microfinance. 

 Caps loan repayment (principal and interest) for all outstanding loans of the household at 50% of household 
income. 

 All Regulated Entities to have a board-approved policy for household income assessment. 

 No pre-payment penalty. 

 Greater flexibility of repayment frequency for all microfinance loans. 

 Prescribed criteria for exemption of ‘not for profit’ microfinance companies. 

 Alignment of pricing guidelines for NBFC-MFIs with guidelines for NBFCs. 

 Introduction of a standard simplified fact sheet on pricing of microfinance loans for better transparency. 

 Display of minimum, maximum and average interest rates charged on microfinance loans on the websites of 
regulated entities. 

What is the significance of the proposal? 

 The proposed framework is a great leap forward and reflects bold thinking 

 Avoids over-indebtedness and multiple lending 

 Addresses the concern of low-income borrowers who often lack the type of collateral often preferred by the 
lenders 

What are the challenges? 

 Low-Income Households who typically form the customer base for often have seasonal and volatile incomes 

 It is difficult to separate the household’s personal expenses from that of their occupational pursuits 

 The current share of public sector banks in microfinance (SHG-bank linked microcredit) of 41%, is likely to fall 
sharply. 

 This privatisation of rural credit will reduce the share of direct and cheap credit from banks and leave the poor 
borrowers at the mercy of private financial agencies. 
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 It has also raised concerns about the implications for women borrowers. 

 To meet the credit needs of poorer households strengthening of public sector commercial banks and firm 
regulation of private entities is needed. 

How can the challenges be addressed? 

 A structured survey-based approach could be used to assess a household’s expenses, debt position and income 
from various sources of occupation 

 A template-based approach where various templates for different categories of households (as per location, 
occupation type, family characteristics, etc.) could be used 

 Centralised database can be used to collect and maintain household income data for uniformity in data 
collection 

 Technology can be used to assess the cash flows and repayment capacity of micro-enterprises 

 An overarching set of principles to prevent mis-selling by retail lenders is needed 

5.4 A Fair Playing Field for ARCs to New Bad Bank 

What is the issue? 

In most jurisdictions, national bad banks set up to clean the balance sheets of banks make losses but India has a long-
standing industry of privately-held asset reconstruction companies set up in 2002 under the SARFAESI Act. 

What is the status of NPAs in India?   

 Currently, the Indian banking system has one of the highest gross non-
performing assets (GNPA) to total asset ratio globally. 

 Post-covid stress scenarios estimated by the RBI pegs it at an aggregate 
GNPA ratio in the range of 12.5- 14.7 % 

What mechanisms have been initiated to recover NPAs? 

 Debt recovery tribunals - under the Recovery of Debts Due to Banks and 
Financial Institutions (RDDBFI) Act in 1993 

 Asset Reconstruction Companies (ARCs) - a part of the Securitisation and Reconstruction of Financial Assets 
and Enforcement of Security Interest Act (SARFAESI Act) in 2002 

 Insolvency and Bankruptcy Code (IBC) in 2016 

What is an Asset Reconstruction Company (ARC)?   

 An ARC is a special type of financial institution that buys the debtors of the bank at a mutually agreed value and 
attempts to recover the debts or associated securities by itself. 

 The ARCs are registered under the RBI and regulated under the Securitisation and Reconstruction of Financial 
Assets and Enforcement of Securities Interest Act, 2002 (SARFAESI Act, 2002). 

 The ARCs take over a portion of the debts of the bank that qualify to be 
recognised as Non-Performing Assets (NPAs) thus engaging in the business of 
asset reconstruction or securitisation or both. 

 Typically, they charge management fees for the securities they manage on 
behalf of a bank. 

 ARCs are also permitted to sell these securities in the secondary market to 
qualified buyers. 

 The performance of ARCs has been dull as banks and other investors were only able to recover about 14.29% of 
the amount owed by borrowers during the period from 2003-04 to 2012-13. 

 There is an ongoing probe against certain ARCs that allegedly are a front for promoters trying to settle debt 
cheaply. 

What are bad banks? 

 Technically, a bad bank is an ARC or an asset management company that takes over the bad loans of commercial 
banks, manages them and finally recovers the money over a period of time. 
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 The bad bank is not involved in lending and taking deposits. 

 It just helps commercial banks clean up their balance sheets and resolve bad loans. 

 The takeover of bad loans is normally below the 
book value of the loan and the bad bank tries to 
recover as much as possible subsequently. 

 The role of the bad bank is to establish a liquid 
market for NPAs to enable the banks to sell their 
NPAs at a fair value. 

 US-based Mellon Bank created the first bad bank 
in 1988. 

 National Asset Reconstruction Company 
Limited (NARCL) is India’s first-ever bad bank. 

 It will pay 15% of the agreed price in cash and the 
remaining 85% will be in the form of Security 
Receipts. 

 A government guarantee will back the Security Receipts for a maximum amount of Rs.30,600 crore, and the 
guarantee will be valid for a resolution period of 5 years. 

What is the need for bad banks? 

 According to RBI’s Financial Stability Report, the gross 
non-performing assets (GNPA) ratio of banks may rise 
to 9.8 per cent by March 2022 from the 7.48 per 
cent in March 2021 

 Within the bank groups, public sector banks' (PSBs') 
GNPA ratio is 9.54 per cent in March 2021 

 To improve the financial health of PSBs, the government 
was forced to recapitalise them using taxpayers’ money 

 So bad banks are needed to relieve the commercial banks 
of their stressed assets. 

 It also improves the bank’s position and help them resume their normal banking operations, especially lending. 

What is the recent new bad bank structure about? 

 India’s first-ever bad bank, National Asset 
Reconstruction Company Limited 
(NARCL) will acquire stressed assets worth about Rs 
2 lakh crore from various commercial banks 

 It will pay 15% of the agreed price in cash and the 
remaining 85% will be in the form of Security 
Receipts. 

 The rest will be paid when the assets are sold by 
IDRCL 

 The other entity, India Debt Resolution 
Company Ltd (IDRCL), will then try to sell the 
stressed assets in the market 

 To make it work, the government has granted the use 
of Rs 30,600 crore to be used as a guarantee. 

 If the bad bank is unable to sell the bad loan, or has to 
sell it at a loss, then this government guarantee of 
RS.30,600crore will be invoked. 

 Rs 90,000 crore of the asset will be managed in the 
first phase. 
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 A government guarantee will back the Security Receipts for a maximum amount of Rs.30,600 crore, and the 
guarantee will be valid for a resolution period of five years. 

 The NARCL is essentially an Asset Reconstruction Company (ARC) with only two distinguishing features 

o NARCL is intended for dealing in big sized tickets 

o NARCL has a partial government guarantee. 

 The effectiveness of ARCs hinges on 

o A focused mandate for setting up the ARCs 

o Limited lifespan of the ARC 

o Market-based resolution of NPAs 

How is NARCL different from ARCs? 

 Government backup- ARCs essentially private companies but the bad bank, NARCL, will have a public sector 
character since the idea is mooted by the government and majority ownership is likely to rest with state-owned 
banks. 

 Valuation- Individual banks have to sell their stressed assets to ARCs and this process gets stuck because ARCs 
typically seek a steep discount on loans and valuation comes as a hurdle. 

 With the NARCL being set up, the valuation issue is unlikely to come up since this is a government initiative. 

 Big accounts- Smaller ARCs do not have the ability to do cash deals with respect to big accounts but the 
government backed NARCL will have deep pockets to buy out big accounts and thus free up banks from carrying 
these accounts on their books. 

 Negotiation of deals- Once the industry bad loans are aggregated in one entity ( NARCL), the existing ARCs 
can negotiate deals with that bad bank rather than waiting for approval from multiple lenders before a deal is 
concluded. 

 Relaxation of rules- Being a government initiative, the RBI might extend certain rule relaxations to NARCL 
related to the provisioning norms for banks on assets sold to an ARC. 

What measures have been taken to improve ARCs? 

 A series of recommendations has been made by a panel set up by the RBI to ensure that ARCs truly become 
vehicles of business revival. 

 Setting up AIF- ARCs should be allowed to set up alternate investment funds for the purpose of bringing in 
capital and competencies for reconstruction. 

 If RBI permits, an ARC industry can be expected that can participate in the process of price discovery in 
competition with the national bad bank which can reduce the burden on taxpayers. 

 Level playing field between private ARCs NARCL- Currently,  the NARCL can buy NPAs with a 15-85 
split between cash and securities, with the value of these securities guaranteed by the government but private 
ARCs will be allowed to place counter-bids on an all-cash basis. 

 Thus the NARCL will be able to bid high amounts while private ARCs will be constrained to bid conservatively 
despite having the same ability to raise capital after the proposed creation of the Indian Debt Resolution 
Company (IDRC), linked with the NARCL. 

 The NARCL should be treated as just another ARC anf if needed, the Centre can infuse capital into it, but it 
should not have backing of a government guarantee. 

 Sale of NPAs- NPAs acquired from banks by the NARCL without the application of market discipline are likely 
to be mispriced which raises the possibility of losses in the sales. 

 The sale of NPAs should be subjected to competitive forces at the time they move off a bank’s books, not when 
the NARCL is ready to sell them. 

 Cash proportion- The RBI has suggested cash proportions of 35% and 51% for fully written-off NPAs and for 
other NPAs respectively which is higher than the 15% cash proportion currently suggested for the NARCL. 

 This cash proportion is high enough to avoid sales at higher than fair value. 

 To prevent market rigging, the actual cash proportion should be determined through a two-dimensional bid 
comprising deal value and cash proportion. 
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 Optimal recovery and revival- Setting reserve prices conservatively and adopting a multi-round auction 
format will result in NPAs moving off the books of banks at fair prices. 

 Market-determined prices will ensure that sales happen faster leading to optimal recovery and revival. 

 The experience of national bad banks in jurisdictions like China are cautionary tales that warn against ignoring 
market processes. 

 What are the issues in NARCL? 

 The absence of a clause about the lifespan of NARCL may lead to a moral hazard problem. 

 Propagation and evergreening of bad loans - Public sector banks (PSBs) which own 51 % stake in NARCL may 
continue buying their own stressed assets through NARCL. 

 There are question marks over the government guarantee of Rs 30,600 crore in providing liquidity and creating 
a market for the NPAs. 

How can the problems be addressed? 

 The government should address the lifespan issue of NARCL in the form of a sunset clause to increase the 
effectiveness of the NARCL. 

 There should be a fair and transparent mechanism while setting the haircut on the stressed assets by the NARCL. 

 The net asset value of the Security Receipts must be fairly priced to boost the participation and liquidity in the 
security receipts market. 

 There needs to be a strong political will to recognise bad loans and support legal infrastructure to address wilful 
defaulters. 

5.5 Neo-Banks Vs Traditional Banking 

Why in news? 

The Neo-banks are changing the face of fin-tech by bridging the gap between the services that traditional banks offer 
and the evolving expectations of customers in the digital age. 

What are Neo-banks? 

 Neo-banks are online-only financial technology (fin-tech) companies that operate solely digitally or via mobile 
apps. 

 Neo-banks are digital banks without any physical branches offering services that traditional banks don’t. 

 In India, these firms don't have a bank licence of their own, but rely on bank partners to offer licensed 
services as the RBI doesn’t allow banks to be 100% digital yet (though some foreign banks offer digital-only 
products through their local units).  

How are they different from other types of banks? 

 Neo-bank  vs Traditional bank- Neo-banks leverage technology and artificial intelligence (AI) to offer a 
range of personalised services to customers while traditional banks follow an omni-channel approach through 
both physical (branches and ATMs) and digital banking presence. 

 While neo-banks don’t have the funds or 
customer base to overthrow traditional banks, 
they are powered by innovation to launch 
features and develop partnerships to serve 
their customers more quickly than traditional 
banks. 

 Neo-banks cater to retail customers, and small 
and medium businesses, which are generally 
underserved by traditional banks. 

 Venture capital and private equity investors 
have been keeping a keen eye on the market 
opportunities for such banks and are taking an 
increasing interest in them over traditional banks. 

 Neo-bank vs Digital bank- A digital bank and a neo-bank aren’t quite the same. 
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 Digital banks are often the online-only subsidiary of an established and regulated player in the banking sector 
while neo-banks exist solely online without any physical branches independently or in partnership with 
traditional banks. 

How are the neo-banks evolving? 

 The term ‘Neo-bank’ started gaining prominence globally in 
2017. 

 Neobanks are also called ‘challenger banks’ as they emerged 
as a new challenger to the traditional banks in terms of customer 
engagement, connectivity and reach, and the user experience. 

 Although neo-banks is a relatively new concept in India, the 
concept has been gaining traction over the last few years. 

 India’s neo-bank startups raised more than $230 million in 
2020, according to a report by a fin-tech research firm. 

 There are around a dozen neo-banks in India including Razorpay X, EpiFi, Open, NiYo, Jupiter among others. 

What are the pros of neo-banks? 

 Low costs - Fewer regulations and the absence of credit risk allow neo-banks to keep their costs low. 

 Products are typically inexpensive, with no monthly maintenance fees. 

 Convenience - These banks offer customers the majority (if not all) of banking services through an app. 

 Speed - Neo-banks allow customers to set up accounts quickly and process requests speedily. 

 Those that offer loans may skip the usual time-consuming application processes in favour of innovative 
strategies for evaluating the credit. 

What are the challenges that they face? 

 Digital illiteracy - Since neo-banks are highly digital-focused, they may not be able to cater to the banking 
needs of non-tech-savvy consumers or people from the rural parts of India.  

 Mobile penetration - As of 2020, India had a smartphone penetration rate of just about 54% which will 
exclude the rest of the people from neo banks purview.  

 Services offered - Neo-banks offer only a small range of products and services as compared to a whole gamut 
of services that traditional banks offer.  

 Building trust - Unlike traditional banks, neo-banks don’t have a physical presence, so customers cannot 
literally bank upon them in case of any issues/challenges.  

 Hence, models such as freemium subscriptions and memberships are common in neo-banking in India, as they 
allow customers to experience the service before paying for it.  

 Regulatory hurdles - Neo-banks are yet to be recognized by the RBI.  

 Due to the absence of enabling regulations, neo-banks cannot accept deposits or offer lending products on their 
own books.  

 Dependence on other financial institutions- Some fin-techs have a non-banking financial company 
(NBFC) as their parent to engage in lending activities while most others partner with banks and financial 
institutions.  

 Hence, neo-banks can complement traditional banks but cannot replace them.  

5.6 Why Digital Banks aren’t a Good Idea yet 

What is the issue? 

NITI Aayog, in a recent discussion paper titled Digital Banks: A Proposal for Licensing & Regulatory Regime for India, 
floated the idea of setting up full-stack digital banks. 

What are digital banks? 

 Digital banks or DBs are defined in the Banking Regulation Act, 1949. 

http://www.shankariasacademy.com/
http://www.iasparliament.com/


 www.shankariasacademy.com 

www.iasparliament.com 
        
                                                                                                                   

CHENNAI | SALEM | MADURAI | COIMBATORE                                  DELHI | BANGALORE | THIRUVANANTHAPURAM  

54 

 These entities will issue deposits, make loans and offer the full suite of services that the Banking Regulation Act 
empowers them to. 

 DBs will principally rely on the internet and other proximate channels to offer their services and not physical 
branches 

 Niti Aayog has floated the idea of setting up full-stack digital banks. 

What is the need for digital banks? 

 To help overcome financial inclusion challenges in the country 

 To reduce cost of transactions 

 To gain access to technology 

 For utilisation of the JAM trinity 

 To reduce banking-inequality 

 To place India as the global leader in Fintech 

What is the status of banking sector in India? 

 Over the past few decades, banking-licence categories have grown in number. 

 Today, the banking sector includes 

o Public sector banks, 

o Private sector banks (21), 

o Small finance banks (12), 

o Payments banks (6), 

o Regional rural banks (43), 

o Foreign banks (44), 

o Local area banks (3), 

o Financial institutions (4), 

o Urban cooperative banks (1,531), 

o Multi-state cooperative societies & banks (1,130) 

Problems for the regulator 

 Issues of poor governance 

 Capital constraints 

 Weak management 

 Unaddressed consumer grievances 

What is the suggestion of NITI Aayog? 

 The paper also suggests a two-stage approach : 

1. Granting of a digital business bank license 

2. Granting of a digital (universal) bank licence after gaining experience as the former 

 Even with the Digital Business Bank license, it recommends a carefully calibrated approach comprising of issue 
of a restricted digital business bank license (in terms of volume/ value of customers serviced and the like). 

 It recommends the enlistment of the licensee in a regulatory sandbox framework enacted by the RBI. 

 It also suggests the issuance of a "full-stack" Digital Business Bank license based upon the satisfactory 
performance of the licensee in the regulatory sandbox. 

 It further suggested that minimum paid-up capital for a restricted digital business bank operating in a regulatory 
sandbox may be proportionate to its status as restricted. 
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 As per the illustration, upon progression from the sandbox into the final stage, a full-stack digital business bank 
will be required to bring in Rs. 200 crore (equivalent to that required of the Small Finance bank). 

What are the challenges? 

 Granting license- RBI’s experience with private sector banks licensing over the past won’t make it rush to 
give out newer licences as RBI had to step in to contain damage in the case of private sector banks like Yes Bank 
and LVB. 

 While RBI has a “bank under repair” sign-board in its PCA framework, it has not said anything about the efficacy 
of the various other banking categories such as payments banks or SFBs. 

 Some of these banking categories as well as the older licence categories seem to have no visibility of viability and 
have not been able to showcase their significance in terms of the intended objective. 

 Until legislation catches up, regulation has to adapt to ensure that the financial system absorbs digital 
innovation in a non-disruptive manner. 

 Ownership of banks- Global regulators have worries about the ultimate ownership of banks preferring 
resident in their jurisdiction which could be a challenge for many aspirants of digital-only bank licences. 

 Raising liability pool- The challenge for digital banks will be to show that they can raise a liability pool, 
instead of just using large equity capital as a debt-funding source. 

 Cyber security- In terms of consumer protection, everything related to cyber security or digital data security 
or privacy rights is a concern. 

 Neo bank- Even stable NBFCs with large capital bases are not allowed to use the word “bank” in describing 
themselves in any consumer communication, whereas many new-age fintech platform has named itself a neo 
bank. 

5.7 Digital Lending Draft Rules 

Why in news? 

The ‘Report of the Working Group on Digital Lending including Lending through Online Platforms and Mobile Apps’ 
has been released by the RBI. 

What is digital lending? 

 Digital lending is the process of availing credit online 

 Digital lending is mostly preferred by those who are generally not able to avail any credit through the formal 
sources of finance like banks. 

What digital lending models have been in place? 

 Presently, there are three digital-lending models seen through the 
regulatory-approach lens. 

 Bank/NBFC-owned digital platforms – They operate under the 
direct regulatory purview of RBI. 

 Fintech companies’ proprietary digital platforms  - They work in 
partnership with banks/NBFCs, typically under an outsourcing 
arrangement to support sourcing of borrowers, assess creditworthiness 
using alternative data and recover the dues. 

 Being mere intermediaries, these platforms are not required to seek any registration with RBI and are only 
indirectly regulated through RBI’s outsourcing guidelines applicable to Banks/NBFCs. 

 Peer-to-peer (P2P) lending platforms - They usually involve the otherwise unregulated retail lenders. 

  RBI has mandated such platforms to seek registration as NBFC-P2P and thus they are directly regulated by 
RBI. 

What is the significance of digital lending? 

 Instant disbursal of funds 

 Customer friendly application 

 Paperless process 
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 Transparent and simplified process 

 Reasonable interest rates 

 Ensure swift payback 

 Reduced credit gap 

 Operating cost effieciency 

 Financial inclusion – Example- JAM (Jan 
Dhan-Aadhaar-Mobile) trinity 

What are the concerns of digital lending? 

 Unauthorised lenders 

 Exorbitant rates of interest 

 Use of coercive repayment methods 

 Non consensual collection of user data 

What are the key recommendations on digital lending? 

 The working group was set up on January 13, 2021 with Jayant Kumar Dash, Executive Director of RBI as the 
Chairman. 

 Loan servicing - The balance-sheet lending through the apps should be restricted to RBI-regulated entities. 

 All loan servicing should be executed directly in a bank account of the balance-sheet lender and disbursements 
should always be made into the bank account of the borrower. 

 Nodal agencies - Nodal agencies must be set up to run digital lending applications through stringent 
verification processes . 

 Legislative measures - The group has recommended that in the medium term, the government may consider 
bringing in legislation to prevent illegal lending activities by introducing the ‘Banning of Unregulated Lending 
Activities Act’. 

 Technology standards - Certain baseline technology standards should be developed when it comes to digital 
lending apps and compliance with those standards as a pre-condition. 

 Algorithmic features used in digital lending has to be documented to ensure transparency. 

 The group recommends that auditable logs should be kept for every action that a user performs on the app and 
that every fintech app must be signed/ verified in a secured manner. 

 Data collection and usage - Data should be collected from the borrower with prior information on the 
purpose, usage and implication of such data and with the explicit consent. 

 All such data must be stored in servers located in India. 

 Reporting of lending activities - Lending by regulated entities (REs) through lending apps must be reported 
to credit bureaus. 

 And only regulated entities can access bureau data for the purpose of collecting or reporting data on behalf of 
borrowers. 

 Interest calculation - Interest must be calculated on the basis of the actual number of days and no 
prepayment penal rate of interest for short-term consumer credit. 

 Shaping the Self- Regulatory Organisations (SRO)- Standardised code of conduct for recovery to be 
framed by the proposed SRO in consultation with RBI. 

 The group recommended the maintenance of a ‘negative list’ of Lending Service Providers by the proposed SRO. 

What does the draft rule imply? 

 The panel wants to encourage more legitimate lenders while enhancing customer protection and making the 
digital lending ecosystem safe and innovative. 

 The digital lending market in India is evolving fast, and with the Fourth Industrial Revolution it is a matter of 
time for a shift from digital-too to digital-first to digital-only. 
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 It is now up to digital apps to play by the rules and self-regulate themselves. 

 As the universe of fintech grows, RBI must arm itself with the necessary technology and technical expertise 
needed to track lending apps on a real-time basis. 

5.8 Account Aggregators 

Why in news? 

Recently eight of India’s major banks joined the Account Aggregator (AA) network that will enable customers to easily 
access and share their financial data 

What is an Account Aggregator? 

 It is a Non-Banking Financial Company engaged in the business of providing the service of retrieving or 
collecting financial information pertaining to its customer, under a contract. 

 It was created through an inter-regulatory decision by RBI and other regulators including  SEBI, IRDA, and 
PFRDA through an initiative of the Financial Stability and Development Council (FSDC) 

 The objective of Account Aggregator (AA) is to aggregate all financial information of an individual 

How does it work? 

 It has a three-tier structure 

1. Account Aggregator 

2. FIP (Financial Information Provider) 

3. FIU (Financial Information User) 

 An FIP is the data fiduciary, which holds customers’ data. It can be a bank, NBFC, mutual fund, insurance 
repository or pension fund repository 

 An FIU consumes the data from an FIP. An FIU is a lending bank that wants access to the borrower’s data to 
determine if the borrower qualifies for a loan 

 Banks play a dual role – as an FIP and as an FIU 

 There are 19 categories of information that fall under ‘financial information’, besides various other categories 

 For sharing of such information, the FIU is required to initiate a request for consent by way of any platform/app 
run by the AA. 

  Such a request is received by the individual customer through the AA, and the information is shared by the AA, 
after consent is obtained AA will not provide any transaction in financial assets by its customers. His only role 
will be that of account aggregation 

What is the significance of NBFC-AA? 

 Provides  information on various accounts held by a customer in a consolidated, organised and retrievable 
manner 

 Better understanding about the potential customers, make informed decisions and ensure smoother 
transactions 

 Help consumers and businesses access financial services, such as loans reducing  the need for individuals to 
wait in long bank queues 

 Help banks reduce transaction costs, thus offering  lower ticket size loans and more tailored products and 
services to customers 

 Data transmitted through the AA is encrypted and are not allowed to store, process and sell the customer’s data 
hence protecting customer privacy 

5.9 Bank-NBFC Co-Lending 

Why in news? 

The RBI’s decision to permit banks to co-lend with all registered NBFCs (including HFCs) based on a prior agreement 
has led to unusual tie-ups like the one between the State Bank of India (SBI) and Adani Capital. 
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What is the Co-Lending Model? 

 Co-lending or co-origination is a set-up where banks and non-banks enter into an arrangement for the joint 
contribution of credit for priority sector lending. 

 Under this arrangement, both banks and NBFCs share the risk in a ratio of 80:20 (80% of the loan with the 
bank and a minimum of 20% with the non-banks). 

 Examples- Small Business Finance (SBFC), an NBFC lending to small businesses, was one of the first NBFCs 
to co-originate loans with ICICI Bank in 2019. 

o SBI has signed a deal with Adani Capital, an NBFC of a big corporate house, for co-lending to farmers 
to help them buy tractors and farm implements. 

o IIFL Home Finance tied up with Punjab National Bank. 

o Gold loan NBFC Indel Money tied up with IndusInd Bank to offer gold 
loan in a co-lending format. 

How does the co-lending model work? 

 The RBI had come out with the co-origination framework in 2018 allowing 
banks and NBFCs to co-originate loans. 

 These guidelines were later amended in 2020 and rechristened as co-lending 
models (CML) by including Housing Finance Companies and some changes in 
the framework. 

 Aim of CLM- To improve the flow of credit to the unserved and underserved 
segment of the economy at an affordable cost. 

 As per RBI norms, a minimum 20% of the credit risk by way of direct exposure 
shall be on NBFC’s books till maturity and the balance will be on the bank’s 
books. 

 Upon maturity, the repayment or recovery of interest is shared by the bank and 
NBFC in proportion to their share of credit and interest. 

 NBFCs act as the single point of interface for the customers and a 
tripartite agreement is done between the customers, banks and NBFCs. 

What are the opportunities? 

 Ensures delivery of credit to the unserved and underserved 

 Help digital lending start-ups and mid-size NBFCs to join their strength of distribution with bank’s funds 

 Aid banks in expanding the customer base as NBFCs have reach in tier-3 and tier-4 cities 

What are the hurdles in co-lending? 

 IT integration of systems is a major problem as both banks and NBFCs would operate on different systems, 
different underwriting processes and parameters. 

 There are concerns about the longevity of the relationship between the banks and NBFCs as the co-lending 
model is still in the nascent stages. 

 Most of the mid-sized well-rated NBFCs still opt for term loans over entering into co-lending models, given the 
complexities around integration and processes. 

 Since 80% of the risk will be with the banks, they will take the big hit in case of a default. 

 While the RBI hasn’t officially allowed the entry of big corporate houses into the banking space, NBFCs floated 
by corporate houses now have more opportunities on the lending side through direct co-lending arrangements. 

What is the way forward? 

 To address the huge credit gap the co-lending model is one of the right ways to go forward, but challenges around 
tech integrations and ground-level executions should be addressed. 

 As the economy recovers coupled with pent-up demand, these kinds of models will evolve and grow to fulfill the 
credit requirements of the priority sector segments. 
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5.10 Bank Deposit Insurance Programme and Norms to Access Funds 

Why in news? 

Prime Minister Narendra Modi has addressed the function on Depositors First: Guaranteed Time-bound Deposit 
Insurance Payment up to Rs 5 lakh. 

What is DICGC? 

 Deposit Insurance and Credit Guarantee Corporation (DICGC) is a wholly-owned subsidiary of the Reserve 
Bank of India (RBI). 

 It provides deposit insurance that works as a protection cover for bank deposit holders when the bank fails to 
pay its depositors. 

 It insures all kinds of deposit accounts of a bank, such as savings, current, recurring, and fixed deposits 
(including principal and interest) up to a limit of Rs. 5 lakh per account holder per bank. 

 DICGC protects depositors' money kept in all commercial and foreign banks located in India - central, state, 
urban co-operative banks, RRBs and local banks, provided that the bank has opted for DICGC cover. 

 The agency's operations are performed as per The Deposit Insurance and Credit Guarantee 
Corporation Act, 1961 and The Deposit Insurance and Credit Guarantee Corporation General 
Regulations, 1961, framed by RBI. 

 Under the Act, insured banks are required to pay a premium to the Corporation on their deposits which is 
notified by the Corporation with the prior approval of RBI. 

 DICGC does not cover 

1. Deposits of state or Central governments 

2. Deposits from foreign governments 

3. State land development banks depositing with the state co-operative bank 

4. Inter-bank deposits 

5. Funds that are due on account of India and deposits received outside India 

6. Funds exempted by the corporation with the previous approval from RBI 

7. Primary cooperative societies are not insured by the DICGC 

What changes were made in the deposit insurance law? 

 Troubles for depositors in getting immediate access to their funds in banks in recent cases such as Punjab & 
Maharashtra Co-operative (PMC) Bank, Yes Bank and Lakshmi Vilas Bank had put spotlight on the subject of 
deposit insurance. 

 As per recent amendments, depositors in a bank are paid up to Rs 5 lakh within 90 days without waiting for 
eventual liquidation of the distressed banks. 

 This covers banks already under moratorium and those that could come under moratorium. 

 Within the first 45 days of the bank being put under moratorium, the DICGC would collect all information 
relating to deposit accounts and in the next 45 days, it will review the information and repay depositors closer 
to the 90th day. 

How was the scheme helpful? 

 Rs 1,300 crore had been paid to over 1 lakh depositors who could not access their money as their banks faced 
financial crises 

 Further 3 lakh such depositors were set to receive funds stuck in such accounts. 

 The PM noted that the deposits worth Rs 76 lakh crore were insured under the DICGC Act providing full 
coverage to around 98 per cent of bank accounts against the international benchmark of 80%. 

5.11 Unity Small Finance Bank 

Why in news? 

The RBI has issued a Small Finance Bank (SFB) license to the consortium of Centrum Financial Services and Digital 
payments platform BharatPe. 
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What are SFBs? 

 Small Finance Banks is a specific segment of banking created by RBI with to undertake basic banking activities 
to un-served and underserved sections. 

 The draft guidelines for licensing of small banks in the private sector were formulated and released by RBI in 
2014. 

 Objectives - The objectives of setting up of small finance banks will be to further financial inclusion by 

o Provision of savings vehicles 

o Supply of credit to small business units, small and marginal farmers, micro and small industries and 
other unorganised sector entities, through high technology-low cost operations. 

 Eligible promoters include 

o Resident individuals/professionals with 10 years of experience in banking and finance 

o Companies and societies owned and controlled by residents 

o Existing NBFCs, Micro Finance Institutions and Local Area Banks that are owned and controlled by 
residents can opt for conversion into small finance banks 

 There will not be any restriction in the area of operations of small finance banks. 

 The minimum paid-up equity capital for small finance banks shall be Rs. 100 crore. 

What is the significance of this SFB? 

 The RBI has issued a new bank license after a gap of nearly 6 years and the new SFB has been incorporated as 
‘Unity Small Finance Bank’. 

 The assets and liabilities of Punjab and Maharashtra Co-operative Bank will be taken over by the new entity. 

 This proposal sheds light on the need for traditional lenders to expand their digital infrastructure. 

 In the buy-now-pay-later (BNPL) and micro-lending models, companies like Paytm, Google Pay, Amazon Pay, 
etc. have partnered with NBFCs to assess creditworthiness of an existing customer and present it to the lender 
as a potential borrower. 

 For BharatPe, an SFB licence means it could expand its lending portfolio. 

 The lending rates offered by SFBs could be attractive for small merchants across the country looking to borrow 
to fulfil their working capital needs. 

5.12 Why Cooperative Credit Societies are a Mess 

What is the issue? 

Since most of the co-operative credit societies avoid regulatory oversight and indulge in risky lending, their supervision 
needs to be tightened. 

What are co-operative credit societies? 

 Co-operative credit societies are formed to provide financial support to the members. 

 The society accepts deposits from members and grants them loans at reasonable rates of interest in times of 
need. 

 They are registered and regulated by the Registrar of Co-operative Societies of the respective State governments 
and by the Central Registrar of Co-operative Societies if these entities function in more than one State. 

 Village Service Co-operative Society and Urban Cooperative Banks are examples of co-operative credit society. 

What was the RBI’s advisory on co-operative credit societies? 

 The RBI cautioned the public against some co-operative credit societies using the word “bank” in their names. 

 It has been clarified that these entities aren’t allowed to perform banking activities, as per the Banking 
Regulation Act, 1949, through acceptance of deposits from non-members, and nominal or associate members. 

 Their deposits are not protected under the deposit insurance cover of DICGC. 
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 The RBI mentioned the violation of Section 7 of the Banking Regulation Act while bringing in the amendments 
introduced by the Banking Regulation (Amendment) Act, 2020. 

 A similar press release was issued on November 29, 2017 in reference to Section 7 of the Banking Regulation 
Act (As Applicable to Co-operative Societies) only. 

 The RBI has over the years been tightening regulations governing cooperative banks, having cancelled the 
licences of at least 6 of them and issuing over 200 directives. 

What are the problems plaguing the co-operative credit societies? 

 Accepting deposits from non-members - Some cooperative societies are accepting deposits from non-
members/ nominal members/ associate members is in violation of the provisions of the Banking Regulation 
Act. 

 Regulation - These societies do not come under the RBI scanner despite accepting deposits from and 
disbursing loans to their members.   

 While those co-operative credit societies with reserves and paid-up capital of over Rs 1 lakh have to seek a licence 
from the RBI, most of them operate with a lower capital to avoid regulatory oversight. 

 State governments continue to control the 
smaller cooperative banks while the RBI 
too oversees the operations of such 
institutions and this dual regulation causes 
confusion. 

 Opaque laws – Co-operative credit 
societies are governed by opaque and 
anachronistic laws and their customers 
stand to lose if these societies go bust. 

 Some of the societies registered under the 
Multi-State Co-operative Societies Act, 
2002 have reportedly garnered public 
deposits running into thousands of crores 
during the last 10 years. 

 Advertisements of high interest rates – If co-operative credit societies offer exorbitantly high interest 
rates on the deposits compared to banks, the interest rate of lending would be higher and raises questions on 
who would be the borrowers. 

 This requires the societies to lend to risky borrowers which will totally affect the health of the financial sector. 

 Domino effect - Since these societies have very thin base of capital and reserves, any failure could prompt 
domino effect. 

 Depositors - Since these societies are not subject to Know Your Customer rules and anti-money laundering 
laws, money launderers could be the potential depositors. 

 Undue advantage - There is also another warning that some societies are taking undue advantage of the poor 
in financially excluded areas and exploiting them leading to financial exclusion. 

 Others- Poor governance, light-touch regulation, local political intervention and a change in the composition 
of the banking industry leading to tight competition are all factors impacting the cooperative banking industry. 

How can the co-operative credit societies be improved? 

 Ill-functioning societies need to be isolated and special precautionary investigations must be held by the 
controllers and supervisors. 

 If the RBI has definite information on societies circumventing the provisions of Section 7 of the Banking 
Regulation Act, appropriate legal action must be initiated against the wrongdoers to protect the interests of 
depositors. 

 Member-depositors should be first concerned about the safety of their principal and then the return thereon. 

 Internal surveillance mechanism has to improve substantially and the State governments along with RBI can 
regulate and supervise these societies. 
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6. MONEY MARKET 

6.1 RBI and G-Secs Market 

Why in news? 

The RBI Governor, Shaktikanta Das, recently emphasized that the RBI should continue to remain the regulator for the 
government securities (G-sec) market. 

What are government securities? 

 Government securities (G-Secs) are debt instruments issued by a sovereign government to borrow money. 

 The investor buys the bonds and loans money, and in turn, receives fixed interest. 

 This is for a defined period of time (till maturity date) and for a variable or fixed interest rate (coupon rate). 

 The two key categories are: 

1. Treasury bills - short-term instruments which mature in 91 days, 182 days, 
or 364 days 

2. Dated securities - long-term instruments, which mature anywhere between 
5 and 40 years 

 G-secs are considered the safest form of investment because they are backed by 
the government and the risk of default is almost nil. 

 However, they are not completely risk free given the fluctuations in interest rates. Also, G-secs are not tax-free. 

 In India, G-Securities are issued by the central government while SDL (state development loans) are issued by 
the state governments. 

What is the recent concern? 

 SEBI’s Chairman recently called for unification of corporate and government bond markets under the SEBI. 

 The RBI has been facing criticism due to the manner in which it is controlling government bond yields.  

 There seems to be a conflict of interest with its other objectives such as inflation management and orderly 
functioning of the financial market. 

What is the challenge in handling this? 

 The bond prices and yields generally move in opposite directions. This is because, as a bond's price increases, 
its yield to maturity falls. 

 The price of a bond primarily changes in response to changes in interest rates in the economy. 

 When the government demands so much money, the price of money (i.e., the interest rate) will move up. 

 So, yield management / low bond yields are needed to - 

1. bring down the borrowing cost of government 

2. control the interest burden 

3. kick-start investments 

 But at a larger level, this has revived the debate over whether public debt management should still remain with 
the RBI. 

Why should public debt management remain with the RBI? 

 The Union government has planned to borrow Rs 12 lakh crore from the market in financial year 2021-22. 

 Also, given the ongoing crisis (amidst the pandemic), the RBI needs all its powers to support the government. 

 The market intelligence that comes from this role is an advantage. 

 Control over the G-sec market is critical in order to discharge many other RBI’s key functions: 

1. management of systemic liquidity 

2. regulating foreign exchange market 
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3. maintaining financial stability 

4. keeping exchange rate stable 

5. keeping interest rates across maturities under check 

 Other factors are composition of participants, their temperament 
and behaviour in opting for G-Secs, and risk management and 
surveillance. 

How is it elsewhere? 

 Public debt management is a function under the Bureau of Public 
Debt under the US Treasury Department. 

 In the UK, the Debt Management Office functions under the Treasury department. 

What was the earlier attempt in India? 

 There was a proposal in 2018 to set up public debt management cell in the Budget division. But there has not 
been much progress on this since. 

 For now, the RBI should not be disturbed in its functioning and powers. 

6.2 RBI Retail Direct Scheme and the Integrated Ombudsman Scheme 

Why in news? 

Prime Minister Narendra Modi has recently launched two customer-centric 
initiatives of the RBI — the RBI Retail Direct Scheme and the Integrated 
Ombudsman Scheme.  

What is RBI Retail Direct Scheme? 

 The scheme allows retail investors to buy and sell government 
securities (G-Sec) online, both in the primary and secondary markets. 

 The retail investors can now invest in G-Secs by opening a gilt 
securities account called Retail Direct Gilt (RDG) Account with 
the RBI. 

 Only one bid per security is permitted and payment to the aggregator/receiving office can be made through 
using the net-banking or UPI facility from the linked bank account. 

 Registered investors can access the secondary market transaction link on the online portal to buy or sell 
government securities through NDS-OM. 

 For buying of government bonds, payment can be made by transfer of funds to the designated account of CCIL 
(Clearing Corporation of India NDS-OM).  

What is RBI Integrated Ombudsman Scheme? 

 The integrated ombudsman scheme amalgamates 3 ombudsman scheme of RBI - banking ombudsman scheme 
of 2006, ombudsman scheme for NBFCs of 2018 and ombudsman scheme of digital transactions of 2019. 

 It is based on “One Nation-One Ombudsman” with one portal, one email, and one address for the customers 
to lodge their complaints. 

 The new scheme also includes non-scheduled primary co-operative 
banks with a deposit size of Rs 50 crore and above. 

 The responsibility of representing the Regulated Entity and furnishing 
information in respect of complaints filed by customers would be that 
of the Principal Nodal Officer in the rank of a General Manager in a 
Public Sector Bank or equivalent. 

 It will improve the grievance redress mechanism for resolving 
customer complaints against RBI’s regulated entities. 

 RBI’s Executive Director-in charge of Consumer Education and Protection Department would be 
the Appellate Authority under the integrated scheme. 
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 Customers will be able to file complaints, submit documents, track status, and give feedback through a single 
email address. 

 There will be a multilingual toll-free number that will provide all relevant information on grievance redress. 

 It will be cost-free for customers of banks and members of the public. 

What are the importance of these schemes? 

 The schemes were launched at a time when rising inflation adds pressure on the RBI to lift rates. 

 Tighter monetary policy is likely to weaken the demand for bonds and this slew of measures aim to ease the 
financial sector. 

 These people centric initiatives will be a major structural reform that will deepen the financial inclusion. 

 RBI data shows that with increased awareness, digital penetration and financial inclusion, there was a steep rise 
in the number of complaints against various regulated entities. 

 The retail participation will see higher participation of retail investors which would imply better and wider 
understanding of the market. 

6.3 RBI Caps IPO Funding by NBFCs 

Why in news? 

The RBI has issued a fresh set of rules for non-banking finance companies (NBFCs) which limits lending to IPO investors 
to Rs 1 crore per borrower from April 1, 2022. 

What is an Initial Public Offering (IPO)? 

 An initial public offering (IPO) refers to the process of offering shares of a private corporation to the public in a 
new stock issuance. 

 Companies must meet requirements by exchanges and the Securities and Exchange Commission (SEC) to hold 
an IPO. 

 IPOs provide companies with an opportunity to obtain capital by offering shares through the primary market. 

How does IPO funding work? 

 IPO Funding is a loan offered for applying in primary stock market by NBFC's to high net worth individuals 
(HNI). 

 The investor pays only small margin for applying in IPO and rest amount is funded by the lender. 

 Interest is charged between 8 to 12% and it varies by the lender. 

 Through IPO Funding, an investor can leverage its own funds in primary market and thereby maximize the 
profits in a very short span of time. 

 IPO Funding loans are short term loans, where in most cases they are for 7 days, from the IPO closing day to 
date of listing of IPO shares. 

 Repayment of these short term loans is up to 3 months. 

What are the advantages of IPO funding? 

 Investor can apply for more shares, thus increasing the chances of a large allotment. 

 Offers good opportunity to make huge profits in a short span. 

 Only small amount of margin is needed which increases the profits multifold. 

 Funding cost came down significantly in recent time because of quick IPO listings and reduced interest rates. 

 Simple Documentation and streamlined speedy processing of loans. 

What are the concerns of IPO funding? 

 It is a high risk high reward investment that could result in to massive losses. 

 Since investor pays only small amount of margin money, the losses could be multi fold. 

 It is not for investors applying in retail category. 
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 Borrowing limit varies as per the scheme launched for the IPO, and on the level of subscription under the HNI 
category. 

 Interest rate varies as per the scheme launched for the IPO, and is charged upfront. 

What is the new RBI framework? 

 Layer-based structure - Under the new framework, the regulatory structure for NBFCs shall comprise four 
layers — base, middle, upper and top layer. 

 The first category primarily entails non-deposit taking NBFCs 
with less than Rs 1,000 crore in assets. 

 The second category include all deposit taking NBFCs 
irrespective of asset size. 

 The Upper Layer will comprise the top ten eligible NBFCs in 
terms of their asset sizes. 

 Depending on sudden risk factors, the RBI can move Upper 
Layer companies to the Top or fourth category, citing systemic 
risks. 

 Sensitive exposure – Exposure to the capital market and 
commercial real estate shall be the sensitive exposure for 
NBFCs. 

  The RBI has proposed sensitive sector exposure norms for NBFCs in the middle and upper layers. 

 Minimum net owned fund - The regulatory minimum net owned fund for NBFC-Investment and Credit 
Companies, NBFC-MFI and NBFC-Factors shall be increased to Rs 10 crore by March 2027. 

 Management of NBFC affairs - At least one of the directors should have relevant experience of having 
worked in a bank or an NBFC. 

Why has the RBI come out with this rule? 

 Non-banks are able to borrow funds at 4-5 % and interest rates on such loans have dropped to 7-8 %. 

 Leveraged IPO bids unfairly tilt the allotment process in favour of short-term bettors removing the genuine 
long-term investors and distorting price discovery. 

 The new rule aims to moderate the over-subscription numbers and listing gains. 

 The RBI aims to put the NBFCs on line with banks that already has Rs.10 lakh limit. 

What implication will the RBI rule have for upcoming IPOs? 

 The new rules might reduce the quantum of funds available with high networth investors (HNI) for bidding in 
IPOs. 

 The number of oversubscriptions in the HNI category will come down which will benefit the price discovery 
process. 

 The NBFC sector has undergone considerable evolution in terms of size, complexity, and inter-connectedness 
and hence there is a need to align the regulatory framework for NBFCs. 

6.4 LIC IPO: A Game-Changer for the Environment? 

What is the issue? 

Some of LIC’s policyholders’ premium is invested in projects that lead to natural catastrophes that often result in death 
of or injury to those very policyholders.   

What is the status of India’s environment? 

 Over the last 100 years, India has been the second-worst country affected by climate change after China. 

 India has witnessed 757 natural disasters (out of 15,000 studied), which affected nearly 2.5 billion people with 
nearly 10 million deaths 

 The economic cost was catastrophic at 186 billion dollars. 
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 Over time, the world has got better at reducing the number of deaths 
per disaster but the number and intensity of disasters has increased 
and continues to increase each year. 

 In view of this, the number of deaths from natural disasters in India 
can be estimated to be in the range of 1,00,000 a year. 

What is the history of life insurance? 

 Life Insurance in its modern form came to India from England in 
the year 1818. 

 Oriental Life Insurance Company started by Europeans in 
Calcutta was the first life insurance company on Indian soil but was 
restrticted to  look after the needs of European community only. 

 Bombay Mutual Life Assurance Society(1870) heralded the birth of first Indian life insurance company 
and covered Indian lives at normal rates. 

 In 1912, the Life Insurance Companies Act was passed to regulate insurance business. 

 The life insurance in India was nationalized in 1956. 

 The Life Insurance Corporation Act was passed in 1956 and the LIC was created. 

What is the role of LIC? 

 Objective- spreading life insurance more widely and in particular to the rural areas with a view to reach all 
insurable persons in the country, providing them adequate financial cover at a reasonable cost. 

 Corporate office- Mumbai 

 It is under the ownership of Ministry of Finance. 

 LIC has tied up with some banks and service providers to offer on-line premium collection facility in selected 
cities. 

 LIC has launched its SATELLITE SAMPARK offices and the digitalized records of the satellite offices will 
facilitate anywhere servicing. 

 As of March 2020, LIC has more than 31 lakh crores worth of assets and has invested over Rs 2,82,000 crores 
in people’s welfare. 

 Over the years, LIC has become a synonym for life insurance in India and a financial conglomerate. 

 Finance Minister Nirmala Sitharaman announced a proposal to conduct an initial public offering for LIC in the 
2021 Union Budget which is expected to occur in 2022. 

 The Government of India will remain the majority shareholder after the public listing and 10% of shares are 
proposed to be allotted to existing LIC policyholders. 

 The government is looking to raise up to Rs 1 lakh crore by selling of shares. 

Has the life insurance achieved its desired objectives? 

 The policies are infamous for small print, which results in narrowing of coverage. 

 For LIC, settlement of these claims is a very minimal drop in the bucket as compared to its annual revenue. 

 The real issue is that LIC is a significant investor in many of the projects that end up as natural disasters. 

 Projects like Ken-Betwa represents our careless desire for financial investments based on political imperatives, 
ignoring the financial and ecological viability. 

 Other such projects include dams under melted glaciers, huge tourism investments in new ports without 
ensuring that existing ports are made ready for sea surges and rises. 

 Coal mining and dam building that destroy the ecological services supplied by pristine ecosystems. 

 Increasingly, investors are recognising that underwriting categories like ‘Nat Cat’ should be recognised as 
neither Acts of God not natural catastrophes but basically a direct result of anthropogenic climate change. 

 In response to accelerating climate change, general and life insurance premiums are rising already which will 
come to the fore during LIC’s IPO. 
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What lies ahead for LIC’s IPO? 

 Unless the LIC revamps its investment policies, it will be seen as failing in the stewardship of its policyholders’ 
premiums. 

 Global investors who are being attracted for the IPO, particularly European institutional investors who need to 
comply with the EU’s Sustainable Finance Disclosure Regulation (SFDR) should raise these issues that need to 
be addressed in LIC’s long-term business strategy. 

 The government of India should use IPO as an opportunity to be transparent about the hurdles we face in 
reaching our commitment of net zero in 2070. 

 Although it was heartening to hear that energy transition and climate action as core thrusts of Budget, in 6 mega 
projects cleared between 2004 and 2020, stringent conditions to compensate for the projects’ high 
environmental impact have been ignored. 

6.5 Need for a Vibrant Corporate Bond Market 

What is the issue? 

As India’s corporate bond market is expected to boom and with the vacuum created by erstwhile development finance 
institutions (DFIs), the time is ripe for developing a deep, liquid and vibrant corporate bond market. 

What is the status of Indian corporate bond market? 

 Since 2008, corporate bond market has been witnessing higher investment flows. 

 It was mainly due to 

o Simplification of procedures 

o Sophisticated clearing and settlement of trades 

o Focus on better disclosure standards 

o Issue of exotic bonds (Masala bonds, Green Bonds, etc.) 

o Raising the quantitative limits for foreign institutional investors 

 While primary corporate bond issuances were of ₹7.8 lakh crore during FY2020-21, outstanding corporate debt 
stood at ₹35.1 lakh crore (18.2 % of India’s GDP). 

 The Indian bond market has been dominated by sovereign bonds and the corporate bond market has a meagre 
share of 27% during the last decade. 

What are the problems in Indian corporate bond market? 

 Crowding out by issuance of G-Secs 

 Private placement 

 Persistent inflation coupled with higher interest rates 

 Information asymmetry 

 Limited diversified basket of instruments 

 Illiquid secondary market 

 Non-availability of repo options 

 Absence of broad investor base 

 Lack of credit default swaps/insurance 

What measures can be suggested to overcome this issue? 

 Financial literacy and education - Since over 76 % of adults in India do not even understand the basic 
financial concepts, audio-visual contents/booklets may be developed as part of the digital literacy drive. 

 Incentives for retail investors - Indian corporate bond market is dominated by a few institutional investors 
and professional fund managers, mainly concentrated in financial services sector (72.1 %). 

 The government may provide tax incentives to channelise household savings into financial assets such as 
corporate bonds from real estate and gold. 
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 ESG framework - Corporates following the ESG (Environmental, Social, Governance) framework may have 
greater strategic freedom and will be the primary choice of market-savvy investors. 

 Credit guarantee enhancement: At present, credit guarantee fund scheme exists for MSMEs to extend 
collateral-free credit. 

 Similar one can be provided for enhancement of corporate bonds through creation of an earmarked fund by 
collecting cess from the cash-rich companies. 

 Maintaining price stability - The government’s public debt needs to be gradually downsized for effective 
transmission of monetary policy in order to crowd in private investment. 

 Enhancing liquidity - Tri-party repo market may be developed for corporate bonds to provide liquidity for 
the participants in the market. 

 The regulators may act together to allow ‘A’ rated corporate bonds as collateral to expand the issuers and the 
investor base. 

 Functional autonomy - Independent directors and credit rating agencies should have functional 
independence to improve corporate governance and to boost the investors’ confidence. 

 Corporate bond index - A dedicated corporate bond index enables real time monitoring of the market and 
fosters price discovery, thereby increasing investor’s buoyancy. 

6.6 T+1 Settlement System 

Why in news? 

SEBI has allowed stock exchanges to start the T+1 system as an option in place of T+2 

How the system works? 

 In T+1, settlement of trade takes place in one working day and the investor will get the money on the following 
day. 

 In T+2, settlement of trade takes place in two working days. The broker who handles the trade will get the money 
on 2nd day, but will credit the amount in the investor’s account only on 3rd day 

 If a stock exchange opts for T+1 settlement cycle, it has to mandatorily continue with it for a minimum 6 months. 

 Thereafter, if it intends to switch back to T+2, it can do so by giving one month’s advance notice to the market 

What is the need for T+1 settlement system? 

 A shortened cycle reduces the settlement time 

 Frees up the capital required to collateralise that risk 

 Reduces the number of outstanding unsettled trades at any 
instant 

 Narrow the time window for a counterparty 
insolvency/bankruptcy 

 Reduces the systemic risk 

Why are foreign investors opposing it? 

 Operational issues due to different geographies - time zones, 
information flow process, and foreign exchange problems 

 Difficulty  to hedge the net India exposure in dollar terms at the end of the day under the T+1 system 

What’s the global scenario? 

 The US Depository Trust & Clearing Corporation (DTCC) highlighted the immediate benefits of T+1, including 
cost savings, reduced market risk, etc. 

 DTCC estimates that a move to T+1 could bring a 41 per cent reduction in the volatility component of National 
Securities Clearing Corporation’s margin 

 In order to move to T+1, industry participants must implement the necessary operational and business changes 
and regulators must be engaged 
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6.7 SEBI - ESG Funds 

Why in news? 

SEBI recently came out with a consultation paper for introducing disclosure norms for ESG (environment sustainability 
and governance) mutual fund schemes. 

What are ESG funds? 

 ESG Mutual Funds are Thematic Mutual Funds that invest in socially responsible companies. 

 ESG funds are those funds whose asset allocation mostly includes shares and bonds of companies that are 
evaluated based on the environmental, social, and governance factors. 

 An organisation is said to be ESG compliant if it meets all the criteria of environmental, social, and governance 
standards. 

 The ESG companies are assessed on their sustainability before they are given the tag. 

 The ESG parameters reflect on an organisation’s culture, the risk involved, and management, among other 
things. 

Criteria included, among others 

Environment: Companies that - 

 put out carbon or sustainability reports 

 Limit harmful pollutants and chemicals 

 Seek to lower greenhouse gas emissions 

 Use renewable energy sources 

Social: Companies that - 

 operate an ethical supply chain 

 support LGBTQ rights and encourages diversity 

 have policies to protect against sexual misconduct 

 pay fair wages 

Governance: Companies that – 

 embrace diversity on their board 

 embrace corporate transparency 

 employ a CEO independent of the board chair 

What are the SEBI’s recent proposals? 

 Earlier in 2017, SEBI had said that sectoral or thematic funds must have at least 80% of investments in specific 
sectors or themes. 

 Now, SEBI has specified that ESG funds should have at least 80% of their total assets in securities following the 
sustainable theme, since these funds fall under the thematic category. 

 The rest 20% assets should not be in stark contrast with the ESG philosophy. 

 The AMCs (Asset Management Companies) should disclose the nature and extent of the scheme’s ESG-related 
objectives and the approach used for screening companies. 

 This will help investors judge if the fund meets their requirements. 

 ESG funds should only invest in companies which have filed Business Responsibility and Sustainability Report 
(BRSR) from October 1, 2022. 

What is the rationale? 

 With the increased emphasis on adopting sustainable growth, there has been a surge in ESG investing globally. 

 ESG assets surpassed $35 trillion by the end of 2020. 
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 The momentum is expected to continue with ESG funds accounting for a third of global assets under 
management in 5 years. 

 Investing based on the ESG theme is beginning to attract higher interest in India too. 

 As per SEBI data, at the end of September 2021, there were 8 ESG thematic equity schemes with assets under 
management (AUM) of ₹12,085 crore. 

 However, the regulation of this segment is at a nascent stage, globally and nationally. 

 SEBI’s recent norms is an effort to tighten the disclosure, strategies and practices of funds based on the ESG 
theme. 

 It will help check ambiguity and usher in transparency. 

6.8 SEBI’s Attempt to Regulate Pricing of New Age Company IPOs 

Why in news? 

The stock market regulator, SEBI is trying to improve the disclosures made by new age technology companies 
approaching the primary market for listing. 

What are the issues over the new age technology companies? 

 The digital companies tend to give precedence to growth over profitability and, therefore, are mostly loss-
making when they approach primary markets. 

 Traditional accounting ratios mandated to be disclosed by the SEBI’s ICDR Regulations under “basis for issue 
price” such as earnings per share, price to earnings ratio and return on net worth of the company are not 
applicable to these loss-making companies and do not help investors in their decision-making process. 

 The shares of many recently listed new-age tech firms crashed heavily during the stock market correction. 

 Investors who picked up the Zomato, Nykaa and Paytm (One97 Communications) IPOs suffered heavy losses as 
their shares collapsed. 

 Investors blame irrational valuations for these losses and SEBI seeks to tighten IPO-pricing rules for new-age 
technology companies. 

What are SEBI’s new rules for IPO pricing of shares of new-age tech firms? 

 SEBI will set up a mechanism for transparent IPO pricing of new-age firms. 

 After SEBI approves these proposals, it will ask new-age companies to justify how they arrived at the pricing of 
their issue. 

 SEBI observed that many companies filing their offer documents for IPOs under ICDR Regulations do not have 
a track record of profits for at least three years. 

 Many of these are new-age tech firms, and SEBI wants non-traditional information such as trends in Key 
Performance Indicators in the past to justify future profitability. 

 Moreover, SEBI seeks information on the company’s past fundraising rounds, disclosure of all presentations 
made to investors before the IPO, and compare share sales before the IPO. 

What suggestions can be given to improve the SEBI’s approach mandate disclosure of alternate 
metrics? 

 Metrics followed by companies- The new age digital companies use different metrics such as app 
downloads, website registrations and traffic, subscribers, etc. to project growth while valuing their shares. 

 It would be difficult for SEBI to list all these metrics for disclosure. 

 Listing key performance indicators- An easier option would be to ask these companies to share in the offer 
document the key performance indicators shared with investors in the pre-IPO funding rounds. 

 Mandating that these metrics be certified by an independent chartered accountant will lend more credibility to 
the numbers. 

 Look back period- A three year look-back period for these disclosures appears enough since many of the 
companies are likely to be start-ups and going back beyond three years may also not present an accurate picture. 
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 Global comparison- It is imperative that the key performance indicators of the issuer are compared with 
global peers listed overseas since domestic listed companies in the digital technologies segment are few. 

 Being aware of the risk premium being attributed to such companies in other markets will greatly help domestic 
investors. 

 Disclosures- The weighted average cost of acquisition of shares issued or allotted in the pre-IPO period can 
be disclosed in the prospectus as it will alert investors regarding allotment to related parties or companies prior 
to the issue. 

6.9 Why SEBI suspended Futures Trading in Agri Products 

What is the issue? 

SEBI has issued directions to stock exchanges in the commodity derivatives segment for immediately suspending trading 
in derivative contracts in key farm commodities for a year. 

What are derivative contracts? 

 Derivative contracts are between two or more parties where the derivative value is based upon an underlying 
asset, in this case agri commodities. 

 The prices of the derivatives are established by the price fluctuations of the underlying assets. 

 Derivatives can be traded on an exchange or over the counter (OTC). 

 Derivatives trading take place when traders speculate on the future price of an asset through buying or selling 
of derivative contracts to maximise profit, as compared to buying the underlying asset outright. 

 Traders also use derivatives for hedging to minimise risk against an existing position. 

 Agri futures and options play a critical role in helping farmers sell the agricultural produce and in hedging 
against adverse price movement. 

 Exchange traded contracts can play a useful role in discovering price in a transparent manner. 

What is the SEBI’s direction about? 

 The Securities and Exchange Board of India (Sebi) has suspended futures and options trading in 7 commodities 
including paddy (non-basmati), wheat, channa, mustard seeds and their derivatives, soybean and its derivatives, 
crude palm oil, and moong for one year. 

 The finance ministry had directed the SEBI to suspend futures trading in the seven commodities amid concerns 
about high food prices, which are at the heart of the country’s elevated inflation. 

 It is believed that speculators have a role in increasing the prices and this need to be discouraged to curb inflation 
and support growth. 

 Following the SEBI directive, the country’s leading commodities exchanges MCX and NCDEX told members 
they have suspended fresh positions on the seven products. 

How alarming is inflation?   

 As per the RBI governor’s recent monetary policy statement, CPI inflation 
went up in October to 4.5% from 4.3% in September. 

 The persistence of high core inflation (i.e., CPI inflation excluding food and 
fuel) since June 2020 has been an area of policy concern as input cost 
pressures could rapidly be transmitted to retail inflation.   

 RBI has projected CPI inflation at 5.3% for FY22. 

 Interventions to curb the rising inflation 

o As prices of edible oil hit near record highs, the Union Government substantially reduced taxes on 
imports of palm, soy and sunflower oil. 

o The Union and State Governments had recently reduced excise duty and VAT on petrol and diesel, 
which was aimed at bringing down inflation through fuel and transportation costs.   

What does the SEBI order mean? 

 No new contract will be introduced until further orders. 
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 In respect of running contracts, no new position will be allowed to be taken and only squaring up of position has 
been allowed. 

 This enables market regulator to take away an effective tool to shield 
users from price volatility and inflation. 

 The imports in such commodities, especially edible oils, would reduce 
in the short term leading to the release of blocked local produce supplies 
into the market, which will cool the prices. 

 The trading suspensions enforced in the past have deterred large 
institutional investors from participating in these contracts. 

 With the commodities banned by SEBI being among the most traded, 
volumes and liquidity on exchanges are bound to drop sharply 

What is the need of the hour? 

 The suspension should be withdrawn at the earliest along with a promise from the Centre that they will not be 
re-imposed in order to create a vibrant derivative market for agricultural commodities. 

 If the Centre is worried about speculation, prices can be curbed through other means such as imposing tighter 
daily limits on sensitive commodities or by increasing trading margins very steeply. 

 The regulator should also speed up efforts to increase trading volumes and participation on exchanges through 
creation of higher awareness among the users and farming community. 

 A liquid market has in-built checks that prevent excessive speculation and trading suspensions are dangerous 
to free markets. 

6.10 Negligent Regulator: On the NSE Fiasco 

Why in news? 

The SEBI’s order relating to the country’s National Stock Exchange (NSE) of India raises more questions than resolving 
the interests of investors in securities. 

What is the background of the issue? 

 The SEBI’s order highlights the regulator’s delay in adjudicating a sensitive matter involving 

o the manner of appointment of a top-level NSE official 

o possible regulatory violations by the then CEO and MD Chitra Ramkrishna in sharing confidential 
internal information with an unknown person 

 The first complaint alleging governance issues in the NSE’s appointment of Anand Subramanian as Chief 
Strategic Adviser was received in 2015. 

 After an exchange of e-mails on the issue between the regulator and the NSE in 2016, SEBI tasked the exchange’s 
board with determining if there had been violations of norms. 

 In 2017, the NSE sent back a report by the board’s Nomination and Remuneration Committee which flagged 
several irregularities pertaining to his appointment including his lack of relevant experience and that Ms. 
Ramkrishna alone had interviewed him. 

 SEBI, in the course of its probe into another matter at the NSE was shocked by the evidence pointing to Ms. 
Ramkrishna sharing sensitive information with an unknown person through mail. 

 The NSE concluded based on findings in a forensic audit by Ernst & Young that this unknown person was none 
other than Mr. Subramanian. 

What is the NSE co-location case? 

 The NSE is facing allegations that some brokers got preferential access through the co-location facility at the 
stock exchange. 

 In 2015, a whistleblower wrote to SEBI alleging that a few brokers were able to log into the NSE systems with 
better hardware specifications while engaged in algorithmic trading, which allowed them unfair access and 
advantage. 
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 The unfair access issue pertains to 2012-14 when NSE used to disseminate price information through a unicast 
system in which information is disseminated to one member after another. 

 It was also said that NSE had allowed non-empanelled Internet Service Provider (ISP) to lay fibre cables on its 
premises for few stock brokers. 

What was the action taken by the SEBI? 

 It took the regulator 40 months to clearly conclude that the unknown person guiding Ms. Ramkrishna was Mr. 
Subramanian 

 He was the biggest beneficiary of the guidance by getting promoted as Group Operating Officer and receiving 
annual pay increases. 

 SEBI acknowledges that it was restricted by the NSE’s dilatory approach in responding to its directions. 

 The board of a Market Infrastructure Institution, charged with safeguarding the trust of millions of investors 
failed to exercise crucial oversight over the conduct of its CEO and SEBI too hardly covers itself in glory. 

 SEBI penalised the exchange and two of its former heads over irregularities in hiring its erstwhile group 
operating officer Anand Subramanian. 

 The exchange said market regulator SEBI has tightened its oversight over market infrastructure institutions 
(MIIs). 

 SEBI has also instituted various changes in the governance structure of MIIs, including board committee 
structures and oversight, tenor of management, accountability for lapses at MIIs, which have strengthened the 
control environment. 

6.11 Corporate Defence Mechanisms to prevent Hostile Takeovers 

Why in news? 

Publicly listed companies are most exposed to threats of a hostile takeover. However, with time, they have come up with 
varied defence mechanisms to prevent such takeovers. 

What is the issue? 

 Recently, billionaire Elon Musk now has said that he wants to buy Twitter outright, taking it private to restore 
its commitment to free speech. 

 Elon Musk currently owns about 9% of Twitter shares. 

 The company's board has resisted this and deployed the “poison pill” mechanism. 

What is a ‘Poison Pill’ defence? 

 A poison pill is officially known as a shareholder rights plan. 

 A poison pill is a defense tactic utilized by a target company to prevent or discourage hostile takeover attempts. 

 Poison pills allow existing 
shareholders the right to purchase 
additional shares at a discount, 
effectively diluting the ownership 
interest of a new, hostile party. 

 Poison pills often come in two forms 

o Flip-in strategy- Allows 
the shareholders, except for 
the acquirer, to purchase 
additional shares at a 
discount. 

o Flip-over strategy- 
Allows the stockholders to 
purchase the shares of the 
acquiring company at a 
deeply discounted price if 
the hostile takeover attempt 
is successful 
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 The mechanism protects minority shareholders and avoids the change of control of company management. 

 Poison pills also often open the door to further negotiations that can force a bidder to sweeten the deal. 

 If a higher price makes sense to the board, a poison pill can simply be cast aside, clearing the way for a sale to 
complete. 

 Twitter’s mechanism- Twitter's plan works by imposing a significant penalty on any investor that builds up 
a stake of at least 15% in the Twitter without the board's approval. 

 If Musk were to hit the 15% threshold, the Twitter board can grant shareholders the right to buy one-thousandth 
of a share of preferred stock for each common share they own, at a price of 210 dollars. 

 That option makes it virtually impossible for anyone to buy Twitter. 

What are the other corporate defence mechanisms to prevent hostile takeovers? 

 Greenmail Defence- In this, the target company pays a premium, known as greenmail, to purchase its own 
shares back at inflated prices from a corporate raider. 

 After accepting the greenmail payment, the raider generally agrees to discontinue the takeover and not buy any 
more shares for a specific time. 

 Crown jewel defence- Crown jewels are the most profitable or valuable corporate units or assets that belong 
to the company. 

 The Crown Jewel Defense strategy is when the target company of a hostile takeover sells its most valuable assets 
to reduce its attractiveness to the hostile bidder. 

 Pac-man defence- It prevents a hostile takeover by initiating a reverse takeover. 

 In a Pac-Man defense, the target firm tries to acquire the company that has made a hostile takeover attempt. 

 The target company could make use of its ‘war chest’ or securing finances from outside for the reverse takeover 
bid. 

 White Knight defence- A white knight is a hostile takeover defense whereby a 'friendly' company acquires a 
corporation at fair consideration when it is on the verge of being taken over by an 'unfriendly' acquirer. 

 The unfriendly bidder is generally known as the "black knight." 

6.12 Shanghai’s Data Exchange to fuel Fourth Industrial Revolution 

Why in news? 

With Shanghai’s launch of data exchange, Chinese companies are starting to join government-backed platforms that 
aim to create open marketplaces for data. 

Why is data so significant? 

 It’s widely perceived that the Fourth Industrial Revolution, 
characterized by a fusion of technologies would undoubtedly be 
driven by data. 

 The digital universe is now expected to be doubled every two years, 
and by 2025, an estimated 463 exabytes of data will be created each 
day globally. 

 A 2011 World Economic Forum report described data as a “new 
asset class” and argued that personal data is generating a new wave 
of opportunity for economic and societal value creation. 

 Data is considered as a new factor of production— a resource like oil that shapes the entire economy. 

What is the history of data exchanges in China? 

 The idea of setting up data exchanges in China began in 2013 when a Chinese businessman named Wang 
Sanshou (nicknamed the ‘Data King’) proposed to set up a platform to trade the big data owned by local 
governments and state-owned enterprises. 

 China’s initial small-scale experiments of data trading, however, failed to reach critical mass. 

 The Guiyang Data Exchange, established in 2015, never saw significant trading volume. 
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 Over the past 6years, about 30 big data trading platforms have been established by various local government 
authorities and private enterprises in China. 

 The Shanghai Data Exchange was established in 2016 and opened for business in November 2021. 

 The Shanghai Data Exchange provides over 20 data products offered for trading with an initial batch of 100 
enterprises signing up as data merchants. 

 The Exchange will incorporate services such as data compliance 
consultation, quality assessment, and asset valuation. 

 It may be the first time major private companies have offered data 
for sale on a Chinese data exchange. 

 The first Shanghai Data Transaction Expert Committee was also 
established, including 31 experts to provide advice and 
professional guidance for data circulation transactions, making 
safety, standardization and order the key features of the 
exchange. 

What are the advantages of data sharing? 

 Problem solving- Businesses can collaborate using data to develop new technologies, insights, and 
capabilities that they would otherwise be unable to solve. 

 One interesting possibility is a hackathon, where external data scientists are given access to the data to work on 
problems defined by industry problem owners for a fixed period. 

 Supply chain optimization- By launching a data-sharing platform that is utilized by supply chain partners, 
supply chain efficiency can be increased by designing processes that will reduce the time. 

 Sector-specific challenges- The availability of trusted data makes it easier to benchmark organizations and 
address sector-specific challenges. 

 This might range from improving safety within specific industries to ensuring adequate capacity on the national 
grid as nations transit towards renewable energy. 

What are the challenges in data sharing? 

 Privacy concerns- Data about people’s behaviour is supposed to be anonymized before sale, but security 
researchers have repeatedly shown that they can use clues in big data sets to identify individuals. 

 Legal hurdles- Absence of data protection architecture is another major concern in many countries. 

 Data recovery- There is the issue of abuse, stemming from the fact that data isn’t a physical item that can be 
recovered once shared. 

 Unfair advantage- Organizations would also be concerned about competitors gaining an unfair advantage 
through access to some of these data. 

 Other challenges- There are many foundational challenges to solve, including standardizing data valuations, 
ensuring the availability of good quality data, etc. 

How to overcome these challenges? 

 Addressing these concerns call for a complex analysis that necessitates the 

o Balancing of multiple elements such as business objectives and measurable benefits 

o Operationalizing the actual sharing of data to reduce overheads and prevent oversharing. 

 A local law specifically for data usage and management covering detailed regulations about how the government 
handles data collected from residents has to be in place. 

o Just weeks ago, the European Union (EU) Parliament and Council reached an agreement on the 
new Data Governance Act (DGA) which lays out a framework for sharing industrial data across the 
bloc. 
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7. EXTERNAL SECTOR 

7.1 All about Exchange Rate 

What is the issue? 

Recently, the Indian rupee hit an all-time low exchange rate of 77.6 against the US dollar. 

What is exchange rate? 

 An exchange rate is the value of one nation's currency versus the 
currency of another nation or economic zone. 

 Typically, exchange rates can be free-floating or fixed.   

 A free-floating exchange rate rises and falls due to changes in the 
foreign exchange market. 

 A fixed exchange rate is pegged to the value of another currency. 

 The rupee’s exchange rate vis-a-vis a particular currency, say the 
US dollar, tells us how many rupees are required to buy a US 
dollar. 

How is the exchange rate determined? 

 Supply and demand of the currency- In a free-market economy, the exchange rate is decided by the supply 
and demand for rupees and dollars. 

 For instance, if the Indians demand more dollars in comparison to Americans demanding the rupee, the 
exchange rate will fall or weaken for rupee and rise or strengthen for dollar. 

 Central bank intervention-In India, the exchange rate is not fully determined by the market. 

 From time to time, the RBI intervenes in the foreign exchange market to ensure that the rupee price does not 
fluctuate too much or that it doesn’t rise or fall too much all at once. 

What determines the rupee’s demand and supply? 

 The rupee’s demand and supply vis-a-vis other currencies is best 
understood by looking at India’s Balance of Payment (BoP). 

 The balance of payments (BOP) is a statement of all transactions made 
between entities in one country and the rest of the world over a defined 
period. 

 It summarizes all transactions that a country's individuals, companies 
and government bodies complete with individuals, companies and 
government bodies outside the country. 

 The balance of payments includes the 

o Current account 

o Capital account 

 Current account- It refers to all transactions that are related to current consumption including a nation's net 
trade in goods and services, its net earnings on cross-border investments, and its net transfer payments. 

 Capital account- It refers to transactions for investment purposes and consists of a nation's transactions in 
financial instruments and central bank reserves. 

How does the rupee’s exchange rate fluctuate? 

 Crude oil prices- When crude oil prices go up sharply, India would need more dollars to buy crude oil in the 
international market. 

 That would weaken the rupee because India’s demand for dollars would have gone up while the world’s demand 
for the rupee stayed the same. 

 This would show up as a trade deficit as well as the current account deficit in the BoP table. 
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 US central bank’s interest rates- If the US central bank raises its interest rates, global investors who had 
been putting their money in India would consider taking it out and investing in the US. 

 Again, the rupee would weaken and such a transaction would be recorded in the capital account. 

What is the RBI’s role in this? 

 The most important thing about the 
BoP is that the balance of payment 
always balances i.e., a deficit in the 
current account must be balanced by 
a surplus in the capital account, or 
vice versa. 

 RBI plays a crucial role in balancing 
the massive fluctuations. 

 To soften the rupee’s fall, the RBI 
would sell in the market some of the 
dollars it has in its forex reserves. 

 This will soak up a lot of rupees from 
the market, thus moderating the 
demand-supply gap between rupee 
and dollars. 

What will be the impact of a weaker rupee? 

Negative impacts 

 Inflation- The biggest impact of a weakening rupee is on inflation, given India imports more than 80% of its 
crude oil, which is India’s biggest import. 

 Imports- A depreciation of the domestic currency results in higher import costs for the country. 

 India is also heavily dependent on other countries for fertilizers and edible oils and the country’s fertilizer 
subsidy bill is already set to hit a record high of as much as Rs 1.9 trillion this fiscal. 

 Forex reserves- India’s foreign exchange reserves have fallen below $600 billion for the first time in a year as 
the RBI intervened in the forex market to defend the rupee. 

 Foreign education- Foreign travel and overseas education becomes costlier. 

 Interest- The interest burden would increase on foreign currency denominated debt. 

 Investor confidence- A large and rapid devaluation may scare off international investor and makes investors 
less willing to hold government debt 

Positive impacts 

 Exports- Exports become cheaper, more competitive to foreign buyers providing a boost for domestic demand. 

 Local industry- Travel to India gets cheaper and local industry may benefit. 

 Remittance- Those working abroad can gain more on remitting money to their homeland. 

 Current account deficit-It assists in reducing the current account deficit. 

7.2 Dip in Forex Reserves 

What is the issue? 

India’s foreign exchange reserves have now fallen below the $600 billion mark amid capital outflows and strengthening 
dollar. 

What are foreign exchange reserves? 

 Foreign exchange reserves are assets denominated in a foreign currency that are held by a central bank. 

 These may include foreign currencies, bonds, treasury bills, and other government securities. 

 These assets are held to ensure that a central government agency has backup funds if their national currency 
rapidly devalues or becomes all together insolvent. 
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 It helps to check the balance payments and influences the foreign exchange rate of its currency and maintains 
stability in financial markets. 

 The two most popular foreign assets are US dollar-denominated assets and euro-denominated assets. 

 China is the largest foreign currency reserve holder in the world. 

What about the composition of FCAs? 

 The FCAs comprise multi-currency assets 
that are held in multi-asset portfolios as per 
the existing norms conforming to the best 
international practices. 

o The forex reserves include 

o Investments on foreign securities 

o Investments on other central banks 
and the BIS 

o Deposits with commercial banks 
overseas 

o Gold holdings 

What happened to the forex reserves of India? 

 The foreign exchange reserves declined from $642.45 billion (September, 2021) to $597.72 billion (April 2022). 

 The RBI’s special drawing rights and reserve position in the International Monetary Fund also dipped by $33 
million and $26 million. 

 Reasons for the decline 

o Fall in foreign currency assets (FCAs) - The foreign currency assets also include the effect of 
appreciation or depreciation of non-US units like the euro, pound and yen held in the reserves. 

o Appreciation of the US dollar- The demand for dollars remained high as the Russia-Ukraine war 
led to a spike in oil and commodity prices. 

o Capital outflows by foreign portfolio investors (FPIs) - FPIs pulled out $21.43 billion since 
September 2021 as the US Federal Reserve started monetary policy tightening and interest rate hikes. 

o Effect of gold prices- Decline in gold prices has also played a part in the decline in foreign exchange 
reserves. 

What is the impact on the rupee? 

 The rupee depreciated 57 paise and touched a low of 76.96 just below the all-time low of 76.97 to close at 76.92 
against the US dollar. 

 If the rupee slides further, the RBI will be forced to intervene in the forex market by selling dollars from its forex 
reserves. 

 If the RBI gives preference to sustain the forex reserves level, there could be some rupee depreciation in the 
horizon. 

7.3 Towards Fuller Capital Convertibility 

Why in news? 

The process of capital account convertibility is likely to receive a further push this year, as the government and RBI move 
towards allowing greater foreign participation in domestic bond markets. 

What is the capital account convertibility? 

 The balance of payments account, which a statement of all transactions made between a country and the outside 
world, consists of two accounts 

1. Current account 

2. Capital account 
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 While the current account deals mainly with import and export of goods and services, the capital account is 
made up of cross-border movement of capital by way of investments and loans. 

 Capital account convertibility- It means the freedom to conduct investment transactions without any 
constraints i.e. no restrictions on the amount of rupees an Indian resident can convert into foreign currency to 
enable to acquire any foreign asset. 

 Similarly, there should be no restraints on the NRI relative bringing in any amount of foreign currency to acquire 
an asset in India. 

How did the capital account convertibility evolve? 

 Economic liberalisation set in motion by the Narasimham Committee’s recommendations in 1991 put 
India on the path to open the economy. 

 Within five years, the country had moved to a market-determined exchange rate and full current account 
convertibility. 

 The enactment of the Foreign Exchange Management Act, 1999 further liberalised current account, and to some 
extent, capital account transactions. 

 The foreign direct investment (FDI) in India is largely unrestricted and in the past five years, the flow of FDI 
has accounted for almost 50% of total FDI inflows since 1991. 

 During 2021, FPIs invested 10.8 billion dollars in initial public offerings (IPOs) of Indian firms—the highest 
ever amount. 

 In the three decades since liberalisation began, progress on this aspect has remained gradual and the current 
position is a partially open capital account. 

Why is it important? 

 Inflows and outflows of the foreign and domestic capital, which are prone to volatility, can lead to excessive 
appreciation/depreciation of their currency and impact the monetary and financial stability. 

 India’s prudence in opening up its capital account was lauded after the currency crisis in East Asian countries 
in 1997. 

 The SS Tarapore committee’s report on fuller capital account convertibility released in 2006 argued that 
even countries that had comfortable fiscal positions have experienced currency crises and rapid deterioration of 
the exchange rate. 

 The report further points that an excessive appreciation of the exchange rate causes exporting industries to 
become unviable, and imports to become much more competitive, causing the current account deficit to worsen. 

 Efforts taken 

o Increasing the foreign portfolio investment limits in the Indian debt 
markets 

o Introducing the Fully Accessible Route (FAR) — through which NRIs 
can invest in specified government securities without any restrictions 

o Easing of the external commercial borrowing framework by relaxing 
end-user restrictions 

o Allowing Inward FDI in most sectors 

o Allowing outbound FDI by Indian incorporated entities as a multiple of 
their net worth 

How will the fuller convertibility benefit India? 

 Reduction in sterilization costs-Large foreign exchange reserves lead to high sterilisation costs. 

 Bringing some control over India’s sterilisation costs through an opening of the capital account could free up 
almost 1% of GDP in sterilisation costs over time. 

 Economic development- Further liberalisation of the capital account is needed to power the next stage of 
India’s economic development. 

 Limiting sovereign debt to 60% of GDP (as recommended by the NK Singh panel) should be part of economic 
policy in a post COVID-19 world. 

http://www.shankariasacademy.com/
http://www.iasparliament.com/


 www.shankariasacademy.com 

www.iasparliament.com 
        
                                                                                                                   

CHENNAI | SALEM | MADURAI | COIMBATORE                                  DELHI | BANGALORE | THIRUVANANTHAPURAM  

80 

7.4 Fed's Dot Plot 

Why in news? 

The Federal Reserve announced that it will reduce its asset purchases by $15 billion a month in November and December 
2021 which made commentators to look forward to the actual US Fed dot plot on interest rates. 

What is the concern associated with Fed Reserve’s reduction of asset purchase? 

 Tapering means gradual slowing down of purchases of securities and bonds. 

 Once the tapering is complete, the Fed may go for reduction in the size of the balance sheet to slowly remove 
the monetary stimulus. 

 In 2013, a similar announcement led to a ‘tantrum’ across financial markets. 

What is US Fed dot plot? 

 The dot plot is the expected trajectory of interest rate hikes proposed by US Fed members in graphical form. 

 The US Federal Reserve’s Federal Open Market Committee (FOMC) releases its dot plot along with its 
projections on other major economic indicators like GDP, inflation, etc. 

 18 members participate and every member of the committee offers their prediction on where the policy rate 
should be over the next three years. 

 Each member’s interest rate forecast is then plotted on a graph in the form of a dot plot. 

 The dot plot was introduced by the Fed in 2012 and is published four times a year (once a quarter) in March, 
June, September and December. 

Why is it important? 

 The Fed’s dot plot tells the market in advance where interest rates could be heading in future. 

 The dot plot is particularly important because the US central bank has been maintaining its interest rates near 
zero for a prolonged period. 

 The dot plot will give a hint to the markets on when the rate hike cycle may begin and, more importantly, what 
could be the possible pace of increases in rates. 

What does the dot plot say? 

 The dot plot released in June 2021 had shown 12 members out of 18 predicting that rates would remain at the 
current levels of 0-0.25 per cent. 

 But in September, this had come down to nine indicating that the first-rate hike is possible in 2022 itself. 

 It also showed that there could be three rate hikes in 2023. 

7.5 US Inflation and Impact on India 

What is the issue? 

The United States’ Labor Department reported that retail inflation had spiked to 6.2 % in October whereas India’s 
National Statistical Office data showed that retail inflation rose to 4.5 % for the same month. 

What has caused the inflation surge in the US? 

 Increase in demand – the unexpectedly fast recovery spurred an all-round demand from consumers. 

 This recovery was further fuelled by billions of dollars pumped by the government to provide relief to consumers 
and those who lost their jobs and to stimulate demand. 

 Decrease in supply - The pandemic in 2020 led to widespread lockdowns and disruptions across the world. 

 Companies let go of employees and sharply curtailed the production. 

 The supply chains of production spanning several countries and continents were bent out of shape. 

 Since the pace of economic recovery has been much faster than the supply chain recovery, this has worsened the 
mismatch between demand and supply thus triggering a sustained price rise. 
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Why is US inflation a matter of concern? 

 The Federal Reserve, the US central bank, targets an inflation rate of 2 %. 

 The 6.2 % inflation rate in the the US is the largest year-on-year increase in the last three decades. 

 The retail inflation in the US has been rising sharply almost every passing month since May 2020. 

 Hence, the US inflation rate has become a massive concern for its citizens. 

What is happening in India? 

 India was one of those rare major economies where high inflation occurred even before the pandemic. 

 The retail inflation had frequently been above the comfort zone of the RBI between 2 % and 6 % for an extended 
period since late 2019. 

 Despite India entering a technical 
economic recession in 2020, RBI has 
not lowered its benchmark interest 
rates since May 2020 because India’s 
retail inflation has stayed above or 
near the RBI’s upper limit for the last 
two years. 

 It is only in the last couple of months 
that the headline retail inflation rate 
has reduced to below 5 %. 

 While the overall inflation average 
appears manageable at present, the core inflation is now over 6 % which threatens to breach the RBI’s comfort 
zone. 

What will be the impact of US inflation on India? 

 When prices increase globally, it will lead to higher imported inflation i.e. Indians import will become costlier. 

 High inflation in the advanced economies, especially the US, will likely force their central banks to adopt a tight 
money policy which will lead to higher interest rates. 

 So, Indian firms trying to raise money outside India will find it costlier. 

 Also, RBI will have to align its monetary policy at home by raising interest rates domestically. 

7.6 A BIT to Review 

Why in news? 

The Standing Committee on External Affairs submitted its report on the subject ‘India and Bilateral Investment Treaties’ 
on September 10, 2021. 

What are BITs? 

 Bilateral Investment Treaties (BITs) are reciprocal agreements between two countries to promote and protect 
foreign private investments in each other’s territories. 

 BITs encourage foreign investors to invest in a State and there by contributing towards overall developments 
and advancements of the economy. 

 The following are the essential clauses covered under BITs. 

1. Applicability 

2. Fair and Equitable Treatment and Full Protection & Security 

3. National treatment and Most-favored-nation treatment 

4. Expropriation 

5. Dispute settlement mechanisms - between States and between an investor and a State 

What about India’s experiments with BITs? 

 India’s tryst with BITs started in 1994 when it signed its first with the United Kingdom. 
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 It subsequently went on to sign BITs with more than 80 countries. 

 White Industries v. India- India’s love for BITs ended in heartbreak in 2011, when an international tribunal 
ordered India to pay 4.10 million Australian dollars (plus interest and costs) to White Industries under the 1999 
Indo-Australia BIT. 

 India had started receiving notices under various BITs in relation to the retrospective tax amendments and 
cancellation of 2G licenses. 

 In this background, in 2015, India started drafting a new model BIT to replace the existing model Bilateral 
Investment Promotion Agreement (2003). 

 The model BIT was finalized and released in public domain in 2016. 

What is the 2016 model BIT about? 

 Definition of investment- The Model has adopted an ‘enterprise-based’ definition of investment under 
which investment is treated as the one made by an enterprise incorporated in the host state. 

 Under the earlier ‘asset based definition’ of investment, intellectual property and other assets were included. 

 Exclusion of MFN treatment- The foreign investors sued India arguing that they have to get the same 
beneficial treatment given to companies from other countries. 

 In the case of White Industries, the Australian firm has highlighted the MFN status provided under the India-
Kuwait BIT to claim compensation from the government. 

 Full Protection and Security (FPS) - FPS means obligations only relating to physical security of investors 
and to investments. 

 State government as stake holders- Actions of the state Governments are included under the Model BIT. 

 Fair and equitable treatment (FET)- The Model BIT links Fair and Equitable Treatment to international 
laws to counter a broad interpretation and risk misuse. 

 Expropriation- Expropriation means nationalization of assets of foreign companies. 

 The Model BIT provides that the State cannot expropriate or take measures equivalent to expropriation, except 
“for reasons of public purpose” in accordance with the procedure established by law and on payment of adequate 
compensation. 

 Non-Discriminatory treatment- Investors can avail non-discriminatory compensation in circumstances 
like armed conflict, natural disasters and in the state of national emergency. 

 Transparency- The Model BIT requires the Parties to ensure that all the laws, regulations, procedures and 
administrative rulings covered in the BIT are published or are available for interested persons. 

 Corporate Social Responsibility (CSR)- The Model BIT mandates foreign investors to voluntarily adopt 
internationally recognized standards of CSR. 

 International arbitration- The aggrieved investor should use all local remedies as well as negotiations and 
consultations initiating arbitrations against the host State. 

 Investor can use outside remedies only five years after resorting to all domestic arrangements. 

 Excludes matters relating to taxation- The model BIT approved by the cabinet excludes matters relating 
to taxation. 

What is wrong with the model BIT? 

 Limited liability- The sole focus on the entire model BIT is to limit the liability for the host state and raise the 
bar required to bring a claim under the BIT. 

 Definition of investment- It narrows down the definition of “investment” and removes much of the 
protections that investors largely rely upon. 

 The enterprise based definition is riddled with vague qualifications such as “certain duration”. 

 Fair and equitable treatment- It has been replaced with protections that require steep thresholds to be 
invoked. 

 MFN- The well-recognized doctrine of Most-Favoured Nation is also absent. 
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 Exclusion of matters relating to taxation- The Vodafone tax experience is reflected in the model BIT 
where taxation measures have been exempted from the protections offered under the BIT. 

 International arbitration- The biggest disappointment of the model BIT is the insistence on exhausting the 
domestic remedies for at least 5 years before commencing arbitration under the BIT. 

 Issues for Indian companies- Indian companies investing abroad will also have similar limitations on 
protections and be subject to the local judicial bottlenecks. 

What is the context of reviewing India’s approach towards BITs? 

 Frequent sueing- Since the White Industries case, foreign investors have sued India around 20 times for 
alleged BIT breaches. 

 This made India the 10th most frequent respondent-state globally in terms of investor-state dispute settlement 
(ISDS) claims from 1987 to 2019 (UNCTAD). 

 2016 Model BIT- India adopted a new Model BIT in 2016, which marked a significant departure from its 
previous treaty practice. 

 Future BITs- India is in the process of negotiating new investment deals (separately or as part of free trade 
agreements) with important countries such as Australia and the U.K. 

What are the recommendations of the Standing Committee? 

 Expedition of existing negotiations- The Committee noted that India has signed very few investment 
treaties (with only 4 countries) after the adoption of the Model BIT. 

 It recommends fastening the existing negotiations and concluding the agreements at the earliest because a delay 
might adversely impact foreign investment. 

 FDI- The committee recognises the potential of BITs in attracting foreign direct investment (FDI). 

 The committee recommends that India should sign more BITs in core or priority sectors to attract FDI. 

 It will require an overhauling of India’s extant treaty practice that focuses on safeguarding certain kinds of 
regulatory measures from ISDS claims rather than limiting BITs to specific sectors. 

 Fine-tuning Model BIT- The Model BIT gives precedence to the state’s regulatory interests over the rights of 
foreign investors. 

 The Model BIT should be recalibrated by tightening the language of the existing provisions to limit the discretion 
of ISDS arbitral tribunals and striking a balance between investment protection and the state’s right to adopt 
bonafide regulatory measures for public welfare. 

 Capacity building- The committee recommends bolstering the capacity of government officials in the area of 
investment treaty arbitration. 

 There is a need for an institutionalised mechanism for capacity-building through the involvement of public and 
private universities that have competence in this field. 

 The government should also consider establishing chairs in universities to foster research and teaching activities 
in international investment law. 

What does this call for? 

 Changing laws retroactively (Vodafone and Cairn suing India), annulling agreement in the wake of imagined 
scam (taking away S-band satellite spectrum from Devas), and the judiciary’s weakness in getting its act together 
(the White Industries case), etc. reflects India’s poor governance. 

 Greater regulatory coherence, policy stability, and robust governance structures to avoid ISDS claims is the need 
of the hour. 

 The government should assemble an expert team to review the Model BIT. 

7.7 Rupee-Rouble Trade Arrangement 

Why in news? 

In the wake of sanctions against Russia, debates have been mounting for pushing the Rupee-Rouble trade arrangement. 
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What is rupee-rouble trade? 

 Rupee-rouble trade is a payment mechanism which can allow Indian exporters to be paid in Indian rupees for 
their exports to Russia instead of standard international currencies such as dollars or euros. 

 Under this arrangement, a Russian bank will need to open an account in an 
Indian bank while an Indian bank will open its account in Russia. 

 Both sides can then mutually agree to hold currency worth a specified amount in 
the local currencies in their respective accounts. 

 There has to be a notional value of equivalence, say in euro or dollar, to which 
the value of the rupee and rouble will be pegged and the exchange value has to 
be mutually decided. 

 India has attempted the rupee-rouble payment mechanism with Russia on a very small scale for a few items like 
tea in normal times. 

 A rupee-rial payment mechanism, however, had successfully worked in India’s trade with Iran when economic 
sanctions were imposed on the country by a number of Western nations in 2012. 

How critical is the rupee-rouble mechanism for India?   

 It is important for India to have an alternative payment mechanism in 
place with Russia as many western countries have blocked several 
Russian banks from accessing the Society for Worldwide Interbank 
Financial Telecommunication (SWIFT). 

 An estimated 500 million dollar is pending for goods already shipped by 
Indian exporters whose payment is not possible through the regular 
SWIFT channel. 

 A rupee payment mechanism could play a pivotal role in deciding 
whether Indian exporters will get their payments and if trading can be 
continued with Russia. 

What problems may crop up? 

 Value fluctuations- The fluctuation in the value of rouble could make it difficult to implement the rupee-
rouble payment mechanism. 

 It will be difficult to decide a fair exchange rate between the rupee and the rouble. 

 The rouble has weakened by more than 38% against the dollar this year. 

 If the value of the rouble continues falling sharply, then trading may not happen as the rouble in the Indian 
bank’s Russian account will lose value. 

 Strategic ramifications- At present, there is only a sanction against the use of SWIFT and nothing to bar 
India from trading with Russia using alternatives such as a rupee-rouble payment mechanism. 

 But, if the sanctions turn product-specific, then it may be difficult for India to use this arrangement. 

 The US and the EU are already unhappy with India for abstaining at the UN Security Council and the UN Human 
Rights Commission on all resolutions that criticise Russia for invading Ukraine. 

 If India helps Russia go against economic sanctions, it may then be accused of siding with Russia and this could 
hurt New Delhi’s diplomatic relations with the Western powers. 

7.8 India’s Import Duty Cut on Cooking Oils 

What is the issue? 

The timing of reduction of import duty by the government has affected the balance between the interests of farmers and 
consumers. 

What is the reason for duty reduction? 

 High price edible oil 

 High food inflation 

 Onset of festive season 
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 This urged the central government to reduce the import duty on crude and refined palm oil, soybean oil and 
sunflower oil between 16.5 % to 19.25% with effect from October 14 upto March 31, 2022. 

 The rumours in the market in the last few days have already discounted the domestic price and this may further 
reduce the price of refined oil by Rs 6 to 8 per kg. 

What is the trend of edible oil imports in India? 

 Yellow Revolution started during early 1990s aimed at self-sufficiency in oilseeds but it could not be sustained 
beyond a short period. 

 India is the fourth largest producer of oilseeds accounting for 10% of the global production. 

 India is the world’s largest edible oil buyer. 

 Of the imported edible oils, share of palm oil is about 63% followed by soybean oil and sunflower oil. 

 The production of oilseeds is 
concentrated in the Central and Southern 
parts of India, mainly in the states of 
Madhya Pradesh (27.89%), Rajasthan 
(21.49%), Maharashtra (14.84%), 
Gujarat, Andhra Pradesh and Karnataka. 

 The groundnut, rapeseed-mustard and 
soyabean accounts for 87 per cent of 
production of oilseeds in the country 
during 2018- 19. 

 According to SEA, import of vegetable 
oils during September 2021 is reported at 
1,762,338 tons compared to 1,061,944 
tons in September, 2020, i.e. up by 66%. 

 Palm Oil imports in September 2021 are 
at 12.62 lakh tons which is the highest in 
any single month since India started 
importing Palm Oil in 1996. 

 Soft Oils import decreased due to high 
prices of soybean and sunflower oils in international market. 

What will be the impact of tax reduction? 

 Indian households prefer indigenously extracted groundnut, sunflower, mustard, rapeseed and sesame oil and 
use palm oil as a low-cost supplement. 

 Hence the palm oil may end up in the processed food and restaurant industries more than ordinary households. 

 The recent measure will put oilseed farmers and the domestic solvent extraction industry in a difficult situation. 

 This is because the farmers are now harvesting kharif soya and groundnut crop and reduction in import duty 
may affect the farmers’ realisation for their produce. 

How can the situation be eased? 

 The government needs reliable data on evolving production and demand trends, and imported inventory for a 
more proactive decision-making. 

 India’s central procurement mechanism, buffer stock policies and public distribution system need to focus more 
on proteins, fats and processed foods that are taking up a higher share of the household budget. 

 A more flexible PDS system has to be in place to balance the interests of farmers and consumers. 

 Importing limited quantities of packaged cooking oils for PDS distribution may supress the pre-festival spiral 
in cooking oils. 

 India needs to become Atmanirbhar in edible oils to reduce the dependence on imports. 
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7.9 Gold Imports and the Sleight of Hand 

Why in news? 

Duty-free gold imports meant for exports after value-addition is being routed to the domestic market and such diversion 
must be checked.  

What is the issue? 

 An average of 170 tonnes of duty-free gold are imported every year that has found its way into domestic 
consumption. 

 This translates to approximately 7 billion dollars of imports, with customs duty of 700 million dollar and GST 
of 300 million dollar foregone every year. 

 The haul seized from exporters in Hyderabad, Gandhinagar, Mumbai and Kolkata helps set the context to a 
phenomenon that goes largely undetected. 

 The number of cases caught in these instances is surprisingly lower than the conventional smuggling channels 
such as hand-carry and cross-border/ sea routes. 

How it is done? 

 The gold is bought from a bank duty-free for export, the manufacturer makes plain jewellery, which typically 
takes eight days, and sells it in the domestic market against exchange of a bar. 

 The bar would go back to the manufacturer, thereby showing 
work-in-progress for exports. 

 Before the end of the 90th day, gold-coated jewellery with 
underlying copper is exported and that batch is sold in the 
domestic market as plain jewellery. 

 In principle, one could turn the stock at least eight times before 
exporting and also, at the end, earn the duty differential. 

 The entire machinery is well-orchestrated and pre-decided, 
thereby earning the approval of Indian Customs, and making the 
export legally proper. 

 In spite of the minimum value-addition norm in place, the value of the export shipment is kept lower and 
invariably remains undetected in an online system monitored by risk protocols. 

 Recently, many nominated banks/agencies have been slapped with penalties as they were the importers on 
record and, consequently, supplied gold to the exporters. 

 The source of the problem rests with the buyer of duty-free gold and not the nominated banks/agencies that 
supply gold to them. 

 The investigations conducted by the Directorate of Revenue Intelligence (DRI) highlights the differential duty 
liability on the nominated banks/agencies and not the exporters, who allegedly indulge in the fraud. 

What does the law mandate? 

 The Customs law mandates that for making a tax demand beyond the period of two years of import, there needs 
to be a collusion or suppression of facts on the part of the importer. 

 Unfortunately, with the demand being slapped on the nominated bank/agency, the cases do not stand legal 
scrutiny in the absence of any evidence. 

 The exporter, on the other hand, having got away with a small penalty and no duty demand is perpetually 
tempted to repeat it. 

 Gold smuggling continues unabated under the watch of the regulators, making this a challenge. 

What is the way out? 

 The only possible solution to this is to remove the tax arbitrage and mandate that only GST registered jewellers 
or those that have unique ID for being a manufacturer for exports can take up manufacturing of jewellery for 
export purpose. 

 There has to be a mechanism in place whereby the nominated agencies/banks are able to track the remittances 
received by the exporter. 
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 The India International Bullion Exchange could provide a solution to this problem by shifting the liability 
completely over to the exporter. 

 The exporters need to be mandated to buy gold through the exchange platform against duty bond and linking it 
with the remittance. 

7.10 India’s 400 Billion Dollar Exports Record 

Why in news? 

The value of India’s exports in the financial year 2021-22 hit 400 billion dollars which would translate into a growth of 
about 41% from the pandemic-hit year of 2020-21. 

How significant is the attainment of India’s 400 billion dollar exports target? 

 According to data from the RBI, outbound merchandise trade had clocked 330.1 billion dollars in 2018-19 before 
slipping to 313.4 billion dollars in 2019-20. 

 India’s achievement of 400 billion dollar export target refers to exports of only the goods, and does not include 
services. 

Reasons for achieving the 400 billion dollar exports target 

 Diversification of procurement- The world is shifting its global procurement preferences to diversify their 
dependence on China- Australia, which is in trade 
battle with China has made way for India taking 
exports up 94% this year. 

 Higher prices- The higher prices of commodities 
and oil helped drive up the value of exports, with 
petroleum products exports jumping over 141%. 

 Domestic sector growth- Some of India’s 
industrial sectors performed as well, for instance, 
engineering exports have jumped 46.5% to 
cross100 billion dollars for the first time. 

What about imports and the trade deficit? 

 Even as exports may rise nearly 120 billion dollars 
this year, India’s imports have shot up to record levels and could end up nearly 200 billion dollars over 2020-
21’s import. 

 The trade deficit could be around 190 billion dollars, sharply higher than recorded in the pandemic year. 

 At present, imports are gaining greater momentum than exports. 

What does the $400 billion number hide? 

 Low levels of exports as a percentage of GDP- In absolute terms, India’s merchandise exports had 
reached the 305 billion dollar mark in 2011-12 which was 17% of India’s GDP at that time. 

 Since then the weakness of India’s export performance over GDP growth can be seen. 

 Low base effect- What made this surge in 
exports even more relevant was the fact that it is 
coming after two years of contraction (in 2020 
and 2021). 

 The same happened in the immediate aftermath 
of the Global Financial Crisis of 2009. 

 An outlier in the recent trend- In the past 10 
financial years, India’s exports have contracted 
on five occasions but the recovery wasn’t as 
sharp. 

 This year’s sharp recovery is thus an outlier and 
begs the question of whether it is an outlier in the 
recent trend. 
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 Not a broad-based recovery- Most of the commodity groups (chemicals and products, agriculture) grew at 
a rate lower than the overall average. 

 Increase in value or volume- The value of India’s exports could go up for three reasons: 

o Prices of exported goods are going 

o The volume going up (or) 

o A combination of both volume and prices going up. 

 The 400 billion dollar figure essentially refers to the value of exports and doesn’t say anything about the 
contribution of volume increase. 

 Worries over global growth, inflation and demand for India’s exports- The government has asserted 
that this jump in exports is a result of a detailed strategy which targeted specific countries for specific exports. 

 Apart from domestic policy focus, India’s exports received a boost from a surge in global demand (overall 
economic recovery and loose monetary policy by the developed worlds). 

What are the risk factors for Indian exports in the coming year? 

 It is expected that the rupee will weaken over 2022-23, which in turn could be a minor perk for exporters. 

 The Ukraine-Russia conflict may create some more opportunities for Indian farm produce exports, especially 
for crops like wheat and maize. 

 But this would be compensated by a sharp rise in India’s energy import bill as well as increase in costs of 
importing edible oils whose production is dominated by the two nations at war. 

 There is a possibility for ‘term-of-trade’ shock, with elevated trade and current account deficits and sustained 
pressure on the rupee. 

 The high shipping rates, container shortages and re-alignment of trade routes around the Black Sea will pose a 
challenge. 

 Need of the hour- A swift conclusion of Free Trade Agreement pacts with countries like the U.K., Australia 
and Canada, could create easier market access in these large markets. 

 Exporters are waiting for a long-overdue revision of the Foreign Trade Policy for 2015-20, that has now been 
extended. 

 The RBI Governor has pointed out that India’s foreign exchange reserves are robust and can finance higher 
current account deficits if needed. 

7.11 Turning to Trade Winds 

Why in news? 

India announced the signing of a Comprehensive Economic Partnership Agreement with the United Arab Emirates 
(UAE). 

Why is the India-UAE trade deal significant? 

 Towards trade liberalism- The India-UAE CEPA is the first comprehensive trade agreement signed by the 
current ruling government since it came to power in 2014. 

 Tariff reduction/elimination- Although UAE’s average tariffs on goods are low, the highest slab being 5 %, 
the fact that these tariffs will be immediately eliminated on 90% of traded goods is encouraging. 

 Edge over other countries- This would erode the tariff advantage enjoyed by smaller economies such as 
Bangladesh and Vietnam in items like garments, footwear and gems & jewellery, resulting in greater market 
opportunities for India. 

 Market access- The pact will also provide wider access to the much larger Arab and African markets for Indian 
businesses. 

 Boosts confidence- Sealing the CEPA with the UAE in a record time of 88 days will give India greater 
confidence in pursuing the ongoing FTA negotiations with trade partners such as the UK, Canada, Australia and 
the EU. 

 Competition- CEPA is likely to increase the competitiveness of Indian products worth an estimated 26 billion 
dollars that are currently subjected to 5% import duty by the UAE. 
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 Boosts service sector- The services sector could also see substantial gains. 

What are the salient features of the agreement? 

 The India-UAE CEPA covers commitments in trade in goods, trade in services, technical barriers to trade, 
dispute settlement, telecom, customs procedures and pharmaceuticals. 

 Chapters on digital trade, government procurement and IPR have been included for the first time by India in a 
trade agreement. 

 A separate annexe on pharmaceuticals has been incorporated to facilitate access to Indian pharmaceutical 
products for the first time. 

 The agreement has stringent rules of origin and value addition 
norms to prevent third-country imports for making their way into 
India from the UAE, a global trading hub, at concessional duties. 

 To protect sensitive sectors where increased competition may 
hurt livelihoods, India has placed 10% of tariff lines in the 
negative list that would not be subject to tariff cuts. 

 Import duties will be brought down to 0% on 90% of India’s 
exports to the UAE immediately on implementation of the pact 
and 97% of tariff lines over the next five years. 

 India will bring down import duties on about 65% of tariff lines 
immediately and on 90% of tariff lines in 10 years. 

 India has also agreed to give the UAE a tariff-rate quota of 200 tonnes on gold, where import duty will be 1% 
point less than the tariff charged for the rest of the world. 

 Two-way investment flows and remittances is a major source of foreign exchange earnings for India given the 
large Indian workforce in the UAE. 

What can be inferred from India’s approach? 

 The free trade pact is a tacit acknowledgment that India needs to strengthen its trade ties with existing partners 
by lowering tariff walls and obtaining more favourable access for its exports in order to boost trade and economic 
output. 

 Even as India sought to promote atmanirbharta or self-reliance, the pandemic depressed domestic consumption 
demand, dragging down overall economic output. 

 Exports on the other hand have rebounded strongly, with growth outpacing even the pre-pandemic levels. 

 The Government’s renewed push to negotiate its bilateral free trade agreements is a welcome change and signals 
that India is keener to strengthen trade ties with individual partner countries on equitable terms rather than be 
tied into multilateral pacts. 

 With multiple other FTAs in the pipeline, India has a fresh opportunity to reset its trade ties with the 
international community. 

7.12 The Mauritius route of Tax Evasion 

What is the issue? 

The Financial Action Task Force (FATF) has removed Mauritius from its ‘grey list’ of countries which may indirectly 
lead to higher investment to India from the Island nation. 

What is the status of Mauritius in FATF’s list? 

 Mauritius was put on the list in February 2020 for its weak system to counter money laundering and terror 
financing. 

 Mauritius has been one of the largest contributors of FDI to India but due to this restriction RBI had last year 
directed that financial firms should not be set up with funds from Mauritius. 

 Mauritius has strengthened its anti-money laundering and terror financing process and has addressed related 
technical deficiencies to meet the commitments in its FATF action plan. 

 FATF, therefore, informed that Mauritius is no longer subject to its increased monitoring process. 
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Why was Mauritius preferred for routing foreign investments into India? 

 India-Mauritius double tax avoidance agreement (DTAA)– DTAA is a tax treaty signed between India 
and another country so that taxpayers can avoid paying double taxes on their income earned from the source 
country as well as the residence country. 

 This allowed foreign investors to avoid capital gains tax on investments. 

 Weak regulatory system in Mauritius - Loose regulations have made it easy for companies to round-trip 
money into India through name-plate entities. 

 But with the adoption of the General Anti Avoidance Rules in 2017 and changing of the DTAA which removed 
the tax benefits, the Mauritius route has become less attractive. 

 Towards the beginning of 2012, FPIs from Mauritius were the largest holders of Indian equity and debt 
instruments but Mauritius has slipped to second position in the last five years. 

 Foreign direct investors are also increasingly preferring the Singapore route where the regulations are tighter. 

 After the US, Mauritius is the second largest route for inflow from foreign portfolio investors. 

What will be the implications of removing Mauritius from the grey list? 

 Removal of Mauritius from grey listing will help regain its status as a financial centre. 

 This would enable Indian non-banking and other financial services companies to receive FDI from funds and 
vehicles incorporated by international investors in Mauritius. 

 It is also expected that now there would be less scrutiny by custodian banks on the 'beneficial ownership’ (BO) 
of Mauritius vehicles coming in as FPI and FDI. 

 Many offshore funds continue to prefer Mauritius which is comparatively inexpensive and serves as a gateway 
for investments in African countries. 

7.13 What Market Balancing Act by Domestic Institutions Signals? 

What is the issue? 

When global markets witnessed a sell-off and FPIs pulled out a net of Rs 30,255 crore, Domestic Institutional Investors 
(DIIs) counter-balanced this by emerging as net investors. 

What led to this volatility? 

 Amid panic over the emergence of the Omicron variant of the coronavirus, equity markets witnessed a global 
sell-off. 

 The markets were already under pressure because of the continued surge of infections in Europe. 

 Their fall was also driven by anxiety that the US central bank may wrap up its stimulus programme and raise 
interest rates sooner than earlier expected. 

 As top-line companies came under intense selling pressure, the benchmark Sensex at BSE crashed by 4.24%, to 
close at a three-month low on Friday last week. 

 Over eight trading sessions, the FPIs pulled out a net of over Rs 30,000 crore, and they were net sellers on each 
of these days. 

What are Domestic Institutional Investors (DIIs)? 

 Domestic institutional investors are those institutional investors which undertake investment in securities and 
other financial assets of the country they are based in. 

 The domestic institutional investors use pooled funds to trade in securities and assets of their country. 

 These investment decisions are influenced by various domestic economic as well as political trends. 

 The DIIs —mainly banks, insurance companies and mutual funds were net positive on each of these 8 trading 
sessions. 

 Domestic institutions follow the policy of ‘buy when others sell’ and they are long-term players and utilise every 
opportunity to get stocks cheap. 
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What does DII inflow indicates when FPIs are selling? 

 Continued investment by DIIs indicates that funds of retail investors are flowing into mutual funds and other 
market-related instrument. 

 It also indicates the confidence of retail investors in the economy and growth, especially with an additional boost 
coming from the festival season and pent-up demand. 

 Over the last 7 years, mutual funds have emerged as a strong domestic investment category and have often 
played a counterbalancing role when FPIs have been selling. 

What is the source of DIIs’ funds? 

 Funds invested by DIIs are mostly from retail investors who contribute to various schemes of insurance 
companies and mutual funds. 

 The assets under management (AUM) of equity schemes touched Rs 12.96 lakh crore as October 2021. 

 There has been increase in number of demat accounts, mutual fund folios and number of SIPs. 

 Insurance companies are also major investors in the market and they invest on a long-term basis of 10-15 years. 

 LIC alone normally invests around Rs 50,000 crore every year. 

How should retail investors view this? 

 Notable improvements in the economy were noted by the following indicators. 

o A sharp expansion in the manufacturing purchasing manufacturers; index (PMI) for November 

o Strong GDP growth data for the second quarter 

o High GST collections over the last 3-4 months 

o Low oil prices 

 When the market falls on global factors, it is a great opportunity for investments. 

7.14 Etching a Trade Line to Bond beyond Oil 

Why in news? 

India has embarked on a new free trade agreement (FTA) journey with renewed zeal and vigour specially prioritizing 
the UAE. 

What is India’s approach towards FTAs is now? 

 India’s approach towards FTAs is now focusing more on gaining meaningful market access and facilitating 
Indian industry’s integration into global value chains. 

 Minister of Commerce and Industry Piyush Goyal has emphasized that India would no longer be signing trade 
agreements just to join a group, but the new approach of FTA negotiations would respond to the need of new 
emerging dynamics in international trade and the Indian economy. 

 Under the revamped FTA strategy, the Government of India has prioritised at least 6 countries or regions to 
deal with –UAE, United Kingdom, European Union, Australia, Canada, Israel and a group of countries in the 
Gulf Cooperation Council (GCC). 

 The early harvest deal is to be enlarged into a comprehensive FTA in due course of time. 

 At the same time, the UAE too announced in 2021, its intent to pursue bilateral economic agreements with 8 
countries (India one among them) within one year. 

Why UAE is considered as an economic hub? 

 The UAE has emerged as an important economic hub not just within the context of the Middle East/West Asia, 
but also globally. 

 Strategic location- The UAE, due to its strategic location, has emerged as an important economic centre in 
the world. 

 Diversification of economy- The UAE, through its ‘Vision 2021’, has sought to diversify its economy and 
reduce its dependency on oil. 
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 Since 2012, growth has been led by the non-hydrocarbon sectors reflecting the successful diversification of the 
economy. 

 Although the UAE has diversified its economy, ‘the hydrocarbon sector remains very important followed by 
services and manufacturing. 

 Service sector- Within services, financial services, wholesale and retail trade, and real estate and business 
services are the main contributors. 

How India and the UAE relation evolved? 

 The beginning- India and the UAE established diplomatic relations in 1972. 

 Strategic partnership- The visit of the Prime Minister, Narendra Modi to the UAE in August 2015 marked 
the beginning of a new strategic partnership between the two countries. 

 Comprehensive strategic partnership- During the visit of the Crown Prince of Abu Dhabi in 2017 as the 
chief guest at India’s Republic Day celebrations, it was agreed that bilateral relations were to be upgraded to a 
comprehensive strategic partnership. 

 Comprehensive economic partnership- This gave momentum to launching negotiations for an India-UAE 
comprehensive economic partnership agreement, eventually launched in 2021. 

What about the trade and investment between the two countries? 

 The India-UAE total trade merchandise has been valued at 52.76 billion dollars for the first nine months of the 
fiscal year 2021-22, making the UAE India’s third largest trading partner. 

 The aim is to boost bilateral merchandise trade to above 100 billion dollars and services trade to 15 billion dollars 
in five years. 

 India is on the verge of creating history by reaching 400 billion dollars of merchandise export. 

 India is aiming to achieve the 1 trillion dollar of merchandise exports and 1 trillion dollar of services exports by 
the year 2030. 

 Many Indian companies have set up manufacturing units either as joint ventures or in Special Economic Zones 
for cement, building materials, textiles, engineering products, consumer electronics, etc. 

 Both the UAE and India are aggressively pursuing FTAs with several important countries. 

What is the significance of this trade agreement with the UAE? 

 A trade agreement with an important country such as the UAE would help sustain the export growth 
momentum. 

 A trade agreement is also an enabler for two-way investment flows. 

 The UAE is the ninth biggest investor in India while many Indian companies have also invested in the tourism, 
hospitality, catering, health, retail, and education sectors of the UAE. 

 As part of the GCC, the UAE has strong economic ties with Saudi Arabia, Kuwait, Bahrain, and Oman, meaning 
the UAE shares a common market and a customs union with these nations. 

 Under the Greater Arab Free Trade Area (GAFTA) Agreement, the UAE has free trade access to Arab 
and African countries. 

 This FTA with the UAE will pave the way for India to enter the UAE’s strategic location, and have relatively easy 
access to the Africa market and its various trade partners. 

 It can help India to become a part of that supply chain especially in handlooms, handicrafts, textiles and pharma. 

What is the way ahead? 

 The UAE tariff structure is bound with the GCC, and the applied average tariff rate is 5%. 

 Therefore, the scope of addressing Non-Tariff Barriers becomes very important. 

 The reflection of NTBs can be seen through Non-Tariff Measures which have mostly been covered by Sanitary 
and Phytosanitary and Technical Barriers to Trade. 

 Notifications related to consumer information, labelling, licensing or permit requirements and import 
monitoring and surveillance requirements pose a challenge for Indian exporters. 
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 The FTA agreement must try to bring more transparency and predictability in the use of NTBs so that their 
compliance becomes less cumbersome. 

8. GENERAL ECONOMY 

8.1 Looming Oil Crisis 

What is the issue? 

U.S. President Joe Biden announced a ban on all crude oil and natural gas imports from Russia into the US, while the 
UK announced that it would phase out imports of Russian oil by the end of the year. 

Why were oil prices rising even before the Ukraine crisis? 

 Crude oil prices have fluctuated quite sharply over the last two years in the wake of the pandemic. 

 The oil prices hit a low of $16 per barrel on April 22, 2020. 

 It has risen nearly 58% from about $51.8 per barrel to about $81 at 
close in October, 2021. 

 They have been steadily rising even before the Ukraine conflict 
caused them to skyrocket. 

 Recovery in global demand as the world economy recovers from the 
pandemic is a major reason for increase in prices. 

 Russia has been holding back from providing additional supplies of 
natural gas to Europe. 

 Supply restrictions maintained by the OPEC+ grouping have kept 
international oil prices high. 

 A shortage of gas in Europe and Asia has boosted demand for oil for 
power generation. 

 Continued underinvestment in oil and gas exploration because of the 
public and regulatory aversion to fossil fuels adds to the issue. 

 It is into this already tight global oil market that the US ban has come 
into effect. 

How big a player is Russia in the global oil market? 

 Share- The US has the highest share in global output followed closely by Russia and Saudi Arabia, these three 
controlling almost 45% of all oil. 

 Within OPEC, it is Saudi Arabia that dictates. 

 Exports- Russia’s share in global exports is around 12%. 

 Russia supplies close to 5 million barrels a day to the global market and a ban will immediately tighten the 
market further. 

 Quality- The other dimensions to this gap include the quality of crude oil apart from the viability and cost of 
transportation. 

o For example, unlike Russian oil, Venezuela oil has more impurities and it requires a more complex type 
of refineries. 

 Cost of production- The individual country’s cost of production also plays a key role. 

o Most oil fields in the US produce at 40 dollar a barrel, while those in Russia produce at around 20 dollar 
and those in Saudi Arabia at around 15 dollar a barrel. 

 Russian supplies are not only the second-biggest, they are also the second-cheapest and of better quality than 
what a replacement like Venezuela may provide. 

What are the challenges in meeting the gap? 

 Strategic reserves- Strategic reserves are good enough only for emergencies. 
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 The top three countries in terms of such reserves are the US, China and Japan which have around 1500 million 
barrels. 

 At an average daily global consumption of 95 million barrels a day, that’s roughly 20-odd days of oil. 

 It is an open question how far China will share globally. 

 Venezuela’s case- Venezuela has the world’s largest oil reserves but the country’s oil-producing apparatus is 
in disrepair due to the government’s mismanagement and harsh US sanctions. 

 Also, oil-producing companies in Venezuela are in debt and most don’t even have good quality drilling 
equipment. 

 Iran issue- Iran will not increase output unless it gets the nuclear deal with the US. 

 Coming together of states- Since individual production levels are quite low, several countries will have to 
come together and still they may not come anywhere close to matching the levels that Russia produces. 

 Others- Scaling the production will take time, money and effort. 

What is the case of dependence of the US and its European allies on Russian energy imports? 

 The US imports less than 10% of its energy 
requirement from Russia but European countries are 
much more heavily dependent on Russia. 

 Germany is not just the most-industrialised economy 
but also the biggest decision-maker in the EU 
accounting for over 40% of that country’s oil needs. 

 Unlike India, which gets most of its energy from coal 
(75%) and oil (10%) and very little from natural gas, 
Germany gets 25% from natural gas again hugely 
imported from Russia. 

 Even if other countries come to Germany’s rescue by 
providing LNG, Germany has no LNG terminals and is 
completely dependent on natural gas pipelines from 
Russia. 

8.2 Managing the Crude Price Pressure 

Why in news? 

Surging oil prices constitute visible terms of trade shock and will necessitate skilled macro management. 

What are the channels through which the Russia-Ukraine conflict will impact economy? 

 The negative terms of trade shock from higher commodity prices, particularly oil 

 A direct trade channel to the affected region 

 An indirect trade channel from weaker global growth 

 The tightening of financial conditions and capital flows as global risk appetite wanes 

What is the trend in crude prices? 

 Crude prices have surged well past a 110 dollar per barrel and as the conflict gets more entrenched, crude could 
remain elevated for much longer. 

 This would constitute a large, negative terms of trade shock to India to the tune of 1.2% of GDP. 

 The size of the commodity shock rises once higher prices for coal and gas imports are included. 

What will be the implications on Indian economy? 

 Crude prices have surged well past a 110 dollar per barrel and as the conflict gets more entrenched, crude could 
remain elevated for much longer. 

 This would constitute a large, negative terms of trade shock to India to the tune of 1.2% of GDP. 

 The size of the commodity shock rises once higher prices for coal and gas imports are included. 
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 The situation is similar to an adverse supply shock to the economy that simultaneously impacts growth, inflation 
and the current account deficit (CAD). 

 Growth- The growth impact will manifest through 

o constraints on fiscal space 

o household purchasing power being impinged 

o firm margins coming under pressure 

 The quantum of the growth impact will depend on how the shock is distributed across the fiscal, households and 
firms. 

 The excise duty cuts will absorb the shock from oil and this year’s budget, therefore, forecasted lower excise 
duties collections and has less spending space. 

 Impact on government finances - A surge in crude prices tends to increase India’s expenditure and 
adversely affects the fiscal deficit. 

 It also impacts the current account deficit — a measure of value of imported goods and services exceeding the 
value of those exported. 

 Impact on market - Sectors including refining, lubricants, aviation and tyres are sensitive to oil price 
movement. 

 Rise in crude oil prices impact their input raw material cost and profitability thereby hurting their share prices. 

 Impact on inflation - Rise in prices could lead to a surge in inflation, forcing the RBI to go for liquidity 
tightening measures followed by rate hikes. 

 An increase in crude prices means an increase in the cost 
of producing and transporting goods thus adding to 
inflation. 

 Impact on stocks - A sharp surge in oil prices can 
create short-term panic in the equity markets. 

 Equities often deliver more than the expected inflation 
that the oil surge may lead to. 

 Impact on bonds - Sustained high inflation can result 
in rising yields and falling bond prices. 

 For bonds, central bank policies will play a far greater 
role than the direct impact of rising oil prices. 

 In sectors where oil is a major cost component, a 
negative reaction on returns can be expected. 

 Impact on currency - Rising crude prices tend to 
depress the rupee as India being a major importer of oil. 

 It will lead to expansion in the import bill as it is expected that Brent crude can test the $ 90/barrel mark. 

 Crude import accounts for nearly 20% of India’s import bill. 

 External balances- Oil at 100 dollars will leave a tangible imprint on India’s external balances. 

 CAD- The October-December CAD is tracking 3% of GDP and the CAD is likely to stay close to those elevated 
levels in the coming quarters if crude is in triple digits. 

 The RBI has a war chest of foreign currency reserves, so there is no imminent threat to macroeconomic stability 
but the current account and balance of payments needs close monitoring. 

 Depreciation of rupee- The widening of the CAD and associated BoP pressures will create some depreciation 
pressures on the rupee. 

 A persistent negative term of trade shock will argue for a weaker equilibrium real effective exchange rate. 

How should policy respond in the wake of terms of trade shock? 

 Allowing real depreciation of currency- Policymakers should let the rupee reach the new equilibrium in 
a gradual and non-disruptive manner 
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 This is because it will facilitate the necessary expenditure switching to reduce imports, boost exports and help 
narrow an elevated CAD. 

 A real depreciation of the currency that acts as a shock absorber for the economy is the optimal response to a 
negative terms of trade shock. 

 While a real deprecation can be expansionary, it can also be inflationary generating an aggregate demand boost 
in the wake of an adverse supply shock. 

 All this will contribute to inflationary pressures, and will warrant a commensurate monetary policy response. 

 Excise duty cut- Cutting excise duties would buffer the impact on households and protect consumption, but 
potentially result in a larger hit to demand by shrinking fiscal space to spend. 

 If the government doesn’t cut duties, this will mean higher retail prices that can harden inflationary 
expectations, increasing the challenges for monetary policy. 

 Disinvestment- As soon as markets begin to stabilise, authorities must plough ahead with planned asset 
sales/disinvestment to create more fiscal headroom. 

 The new equilibrium will inevitably need some combination of a weaker rupee, higher rates, and judicious fiscal 
management. 

 Reducing import dependence- Policymakers must seriously consider systematically hedging crude price 
imports in global markets to protect the economy from periods of outsized volatility, apart from the medium-
term objective of reducing our dependence on imported crude. 

8.3 High LPG Prices are Scorching the Air Pollution Fight 

What is the issue? 

The sustained rise in the price of LPG cylinders has been a burden in the budget of many households for more than a 
year now. 

What is the trend of the price of LPG refills? 

 The price of LPG refills has risen by more than 50% to over Rs. 900 per cylinder in November this year compared 
to around Rs. 600 over the past year. 

 With no refill subsidies in place since May 2020 many households are now slipping back to polluting solid fuels 
such as firewood and dung cakes.   

What measures were taken to boost clean fuel? 

To tackle the issue of solid fuels, the Government of India launched the Pradhan Mantri Ujjwala Yojana in 2016. 

 It is a scheme of the Ministry of Petroleum & Natural Gas for providing LPG connections to women from 
BPL households, SC/ST, PMAY, AAY, Most backward classes, tea garden, forest dwellers and those residing in 
islands. 

 The target under the scheme was to release 8 Crore LPG 
connections to the deprived households by March 2020. 

 Ujjwala 2.0 – It was launched in 2021 to provide 1 crore 
additional PMUY connections to those low-income families who 
could not be covered under the earlier phase of PMUY. 

o Apart from a deposit-free LPG connection, a free refill 
worth over Rs 800 and a free stove will be provided 

o Requires minimal paperwork 

o Migrants will not be required to submit any address 
proof to get the benefit 

o Self-declaration is enough for both ‘family declaration’ and as a ‘proof of address’ 

 Other initiatives 

o National Programme on Improved Chulha was launched in 1984 backed by training programs. 

o PAHAL scheme was launched in 2013 providing LPG subsidy directly to the beneficiary’s account. 

How far have we managed to dissuade households from biomass? 
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 As per the India Residential Energy Survey (IRES) 2020, LPG has now replaced biomass as the most common 
cooking fuel in India. 

 Nearly 85% of Indian homes have an LPG connection 
and 71% use it as their primary cooking fuel, 
compared to only 30% a decade back. 

 This could be attributed to 

o The success of the Ujjwala, 

o Consumption-linked subsidies 

o Gradual strengthening of the LPG 
distributorship 

 But around 30% of Indian households continue to 
rely on biomass as their primary cooking fuel, mainly due to high LPG prices and another 24% stack LPG with 
biomass. 

 Rural areas, particularly among States such as Bihar, Jharkhand, Chhattisgarh, Madhya Pradesh, Odisha and 
West Bengal and urban slums are the critical hotspots where the use of biomass for cooking is widely prevalent. 

 Easy availability of free biomass and lack of home delivery of LPG refills further reduce the efficacy of LPG as a 
reliable and affordable option. 

What more need to be done to improve the progress further? 

 LPG refill subsidies- At the current refill prices, an average Indian household would have to spend around 
10% of its monthly expense on LPG to meet all its cooking energy needs. 

 The subsidies on LPG refill for low-income households have to be restored. 

 An effective price of Rs. 450 per LPG refill could ensure that the average share of actual household expenditure 
on cooking energy matches the pre-pandemic levels. 

 Targeting beneficiaries- The Government can explore diverse approaches to identify beneficiaries such as 
limiting the subsidy provision to 7 to 8 LPG refills annually and excluding well-to-do households using robust 
indicators. 

 Lowering the income-based exclusion limit for LPG subsidy from Rs. 10 lakh a year or excluding families owning 
a non-commercial four-wheeler vehicle can significantly reduce the number of eligible beneficiaries. 

 Timely availability of LPG- Only half of the rural LPG users receive home delivery of LPG refills, while the 
rest have to travel miles to procure a cylinder. 

 There is a need to strengthen the LPG supply chain and enforce timely service delivery, particularly in States 
with a large number of Ujjwala connections and slum population. 

 This can be complemented by higher incentives for rural distributors. 

 Self-help groups could also be involved to help aggregate demand and create jobs in distant areas. 

 Market for biomass- The Government needs to pilot initiatives for promoting the use of locally available 
biomass in decentralised processing units that manufacture briquettes and pellets. 

 For instance, the National Thermal Power Corporation recently invited applications to supply biomass pellets 
to fire their power stations 

 The Government can incentivise the participation of entrepreneurs and households under the Sustainable 
Alternative Towards Affordable Transportation (SATAT) scheme. 

 This would help enhance local income and livelihood opportunities, in turn encouraging rural families to use 
LPG on a regular basis. 

8.4 Enforcing Contracts Key to ‘Ease Of Business’ 

What is the issue? 

Enforcement of contracts is seen as the potential area for rapidly boosting India’s global ranking in the World Bank’s 
Ease of Doing Business Index. 

What is India’s progress in enforcing contracts? 

http://www.shankariasacademy.com/
http://www.iasparliament.com/


 www.shankariasacademy.com 

www.iasparliament.com 
        
                                                                                                                   

CHENNAI | SALEM | MADURAI | COIMBATORE                                  DELHI | BANGALORE | THIRUVANANTHAPURAM  

98 

 India ascended to 63rd position in 2020 from 142nd position in 2014 

 India’s progress has see improvement in a few parameters, mainly in resolving insolvency 

 But it has remained stagnant at 163 in enforcement of contracts 

Enforcing contracts indicator measures the time and cost for resolving a commercial dispute through a local first-
instance court and evaluates whether each economy has promoted quality and efficiency in the court system 

Why does enforcing contracts matter? 

 Rule of law and effective protection of rights  promotes 
economic and social progress 

 More developed credit markets and a higher level of 
development overall 

 Rapid growth of small firms 

 Improves the business climate, foster innovation, attract 
foreign direct investment and secure tax revenues 

What steps have been taken to enforce contracts? 

 Justice Department has launched Enforcing Contracts Portal that aims to promote ease of doing business 
and improve Contract Enforcement Regime in the country 

 Two high level task forces in NITI Aayog has been set up to give recommendations for a policy framework for 
enforcement of contracts and an effective conciliation mechanism 

 The government has decided to scrap the ‘retrospective taxation amendment’ of 2012 strengthening the trust 
between government and industry 

 Use of Alternate Dispute Resolution (ADR) to declog India’s legal case pendency 

 India is also a signatory to the New York Convention  for recognition and enforcement of foreign arbitral 
awards 

 Centre and State governments decided to review and systematically phase out over 6,000 tedious compliances 

 While India has consistently improved its score in EoDB, there is still a long way to go 

8.5 Cross Border Insolvency Reforms 

Why in News?                                                                

Insolvency and Bankruptcy Code 2016 is now set for another amendment to expand the scope of the Code to include 
cross-border insolvency matters. 

What is Cross-border insolvency? 

 Cross-border insolvency involves a situation where an insolvent debtor has assets or creditors in more than one 
country. 

 Thereby, it transcends the confines of a single legal system. 

 The issue is when different countries have conflicting domestic bankruptcy and insolvency regimes, governed 
by principles of territorialism. 

 There is also the issue of lack of co-operation amongst foreign courts and statutory agencies. 

What is UNCITRAL Model Law? 

 United Nations Commission on International Trade Law proposed the UNCITRAL Model Law on Cross Border 
Insolvency to deal with such issues. 

 The proposal was adopted in 1997 at the 13th session of UNCITRAL held in Vienna. 

 It can be adopted by countries with modifications, which suit their domestic context. 

 It has provisions allowing foreign insolvency courts, and officials access to domestic courts (and vice versa). 

 It also provides for recognition of orders and judgments passed by insolvency courts located in foreign 
jurisdictions. 
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 Increasing cross-border trade, prompted several Asian nations (Myanmar, the Philippines, Republic of Korea 
and many more) to adopt the Model Law in the last decade. 

 The Model Law has till date been adopted by 49 countries. 

What are the efforts taken by India for Cross-border insolvency? 

 The Insolvency and Bankruptcy Code (IBC) 2016 is regarded as landmark legislation. 

 A Model Law has been tweaked to suit India’s context and requirements. 

 The draft rules were first released in October 2018 by the Insolvency Law Committee (ILC). 

 The MCA constituted a Cross-Border Insolvency Rules and Regulations Committee (CBIRC) to make 
recommendations to the draft rules. 

 Notable features include its applicability to corporate debtors and personal guarantors. 

 It is also indicated that financial service providers and pre-packaged process may be outside the proposed 
framework. 

Why Cross-border insolvency reform is essential now? 

 Economic growth since the 1990s has been driven by LPG reforms. 

 Increased interdependence of economies has resulted in high levels of cross-border investments, foreign 
borrowing, and movement of people across countries. 

 So the risk of failure is also no longer restricted to a single economy. 

 Financial risks are transmitted through global markets and the absence of a comprehensive framework to deal 
with cross-border risks hampers prospective businesses and investments. 

 The Joint Parliamentary Committee, while reviewing the draft IBC Bill in 2016, emphasised the need for a cross-
border resolution framework. 

 Adoption of the Model Law by economies such as Brazil (2020), serves as a strong signal to India. 

What are the challenges associated? 

 Enforcement of foreign judgments - The Code of Civil Procedure (CPC) supports recognition and 
enforcement of foreign judgments. 

 CPC is used despite the wide differences in interpretation given by the Indian courts in dealing with foreign 
judgments. 

 The use of these provisions involves going through already heavily backlogged Indian courts. 

 Since insolvency matters need timely addressing, this would be both time-consuming and costly. 

 Bilateral agreements - The IBC envisages entering into bilateral agreements and issuance of letters of 
request to foreign courts by Adjudicating Authorities. 

 Negotiating such agreements with countries entails time, effort and costs. 

 Our previous experience shows that bilateral economic arrangements have not always given the desired results. 

 Arriving at an agreement applicable to several countries is challenging because of several flavours of insolvency 
frameworks across countries. 

 Issues with non-reciprocating countries - Settlement of insolvency matters with non-reciprocating 
countries requires filing new suits. 

 Along with it come the capacity constraints in terms of the coordination between insolvency practitioners, 
greater delays in understanding, interpreting and expanding scope of laws, and increased transaction costs. 

What are the benefits of having a Cross-border insolvency framework? 

 Dispute settlement. 

 Access to assets held abroad in foreign subsidiaries. 

 Information sharing and cooperation of foreign agencies and reduce litigations across jurisdictions. 

 Encompasses suitable timelines, skilled professional capacity, and coordination requirements. 
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 Indicates clear supportive measures available to foreign jurisdictions in India. 

 Indian creditors and investors lending/investing aboard will also benefit from a clearly defined resolution 
mechanism. 

8.6 Issues of Cartelisation 

What is the issue? 

The Competition Commission of India has slapped a penalty of Rs.873 crore on three beer companies as well as All-
India Brewers Association and 11 individuals for colluding to fix beer prices for between 2009 and 2018. 

What is a cartel? 

 According to CCI, a “Cartel includes an association of 
producers, sellers, distributors, traders or service 
providers who, by agreement amongst themselves, 
limit, control or attempt to control the production, 
distribution, sale or price of, or, trade in goods or 
provision of services”. 

 The International Competition Network defines a 
cartel as “an agreement between competitors to 
restrict competition”. 

 The agreement that forms a cartel need not be formal 
or written. 

 Cartels are mostly secret conspiracies. 

How do cartels work? 

 According to ICN, four categories of conduct are 
commonly identified across jurisdictions. 

1. price-fixing 

2. output restrictions 

3. market allocation 

4. bid-rigging 

 The recent issue of brewing companies is an example 
of price fixing where the competitors colluded 
together to fix the prices. 

How do cartels hurt? 

 Cartel raises the price above the competitive level 
and reduces output. 

 Cartel either force some consumers out of the market by making the commodity more scarce or by earning 
profits that free competition would not have allowed. 

 A cartel shelters its members from full exposure to market forces, reducing pressures on them to control costs. 

 It undermines the overall economic efficiency and innovations. 

How to stop the spread of cartelization? 

 Cartels are not easy to detect and identify. 

 Providing a strong deterrence to the cartels that are found guilty in the form of a monetary penalty that 
exceeding the amount gained by the cartel can stop its spread although it is difficult to ascertain the profits 
gained by them. 

8.7 WTO’s 12th Ministerial Conference 

Why in news? 

The World Trade Organization's 12th Ministerial Conference (MC12), a forum to ensure trade rules will take place from 
30 November to 3 December 2021. 
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What is the WTO Conference (MC12)? 

 The WTO is an inter-governmental organization for negotiating trade agreements, settling trade disputes, 
monitoring trade policies and delivering technical assistance on trade to developing countries. 

 The Ministerial Conference is the highest decision making body of the WTO. 

 Trade ministers generally meet at the Ministerial Conference every two years, but MC12 was postponed due to 
COVID-19. 

 MC12 will be chaired by Timur Suleimenov, the Kazakhstan President’s Envoy for International Trade. 

What will happen at the WTO Conference in December? 

MC12 Multilateral Discussions 

 Vaccines and other critical supplies - Vaccine distribution, export restrictions, trade facilitation and 
improved transparency in medical supply chains needs to be discussed. 

 Temporary intellectual property (IP) waivers have been debated. 

 Saving fish stocks - Negotiations have been ongoing since 2001 to eliminate harmful fishing subsidies and a 
revised text is being discussed ahead of MC12. 

 Food and Agriculture - Developing countries are keen to see a permanent solution preventing challenges to 
government food purchase programmes when these breach certain trade-distorting limits. 

 Some countries are also pushing to reduce farming subsidies and some for new market access talks. 

 Electronic tariffs - A temporary prohibition on customs duties on electronic transmissions is up for debate 
again. 

MC12 Plurilateral Discussions 

 Services trade - 65 WTO members accounting of 90% of global services trade have agreed to cut red tape in 
the way they regulate services. 

 Its implementation could result in small businesses benefiting from an additional 2-3% cost reduction compared 
to large firms. 

 Sustainable trade - Three sustainable trade coalitions will be launched on environmental sustainability, 
phasing out fossil fuel subsidies and on tackling plastic pollution. 

 Boosting investment - Negotiations are looking at issues like streamlining the administrative procedures to 
make an investment in a country. 

 Going digital - Talks on digital trade continue with text finalized on spam, e-signatures, e-contracts, consumer 
protection and open government data and paperless trading. 

 Addressing gender inequalities - A group of WTO members will issue a joint declaration on improving 
gender-disaggregated data for better trade policymaking and ensuring gender-mainstreaming in the WTO’s 
development work. 

In which issues does India have major stake? 

 WTO reforms on special and differentiated treatment  (S&DT) of developing countries 

 Public procurement for food security 

 Response to Covid-19 

 A patent waiver proposal floated by India and South Africa to fight the pandemic 

What is India’s stand on S&DT? 

 India is concerned that developed nations are pushing on reforms that would dilute provisions on S&DT (special 
and differential treatment) for developing countries 

 S&DT allows developing and less developed countries to enjoy certain benefits such as longer time periods for 
implementing agreements and binding commitments, measures to increase trading opportunities, etc. 

 Currently, any WTO member can designate itself as a developing country and avail these benefits but developed 
countries believe that self-declaration will put the WTO on a path to failed negotiations and institutional 
irrelevance. 
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 However, India is open to discussions on classification of developing countries. 

 India’s best strategy at the ministerial is to make constructive suggestions on strengthening WTO as it has vital 
interests in a rules-based multilateral trading order while firmly standing up for the developing world. 

8.8 Unaddressed Status of Gig Workers 

What is the issue? 

As the status of gig workers regarding their engagement by service aggregators remains largely unaddressed at present, 
it would have several ramifications for the fast-growing gig economy in India. 

What is the status of gig workers in India? 

 According to industry estimates, India’s gig workforce comprises 15 million workers employed across industries 
such as software, shared services and professional services. 

 The surge in demand for gig workers, particularly in the shared services and logistics segments, in the aftermath 
of the pandemic led to mushrooming of job discovery platforms specifically targeting this area. 

 Service aggregators have identified gig workers as independent contractors without any underlying employment 
relationship but exercise extensive control on them. 

 But their work has all aspects that form the basic tenet of employer-
employee relationship in terms of 

o the manner and timeline of delivering services 

o the fixation and collection of service charges 

o the availability of personnel at the behest of the service 
aggregator 

o the regulation of their conduct under internal policies 

o the directions of service aggregators on what needs to be done and how the work needs to be done 

 The employer and worker relationship is enforced in terms of Industrial Disputes Act, 1947, where the driver is 
performing a ‘skilled’ work of driving a cab through which the cab aggregator is delivering its services to the end 
consumers and earn profits. 

 Cab aggregator- Cab driver tensions- The drivers are demanding 

o The inclusion of a minimum base fare 

o Increased per-km fee from cab aggregators 

o Inclusion in the employer-employee relationship 

o Against the constantly changing conditions relating to 
the incentive payments to the drivers 

o Against the hectic work hours, 

o Against the withdrawal of concession and privileges, etc. 

Is there any legislation in India to deal with gig workers? 

 Unorganised Workers’ Social Security Act, 2008 – It aims to provide for the social security and welfare 
of unorganised workers. 

 It defines “unorganised sector” as an enterprise owned by individuals or self-employed workers and engaged in 
the production or sale of goods/service of any kind, where the enterprise employs less than ten number of 
workers. 

 It does not directly provide any entitlements to unorganised workers, rather it states that the Centre shall come 
up with schemes for their benefit on matters relating to life and disability cover, health and maternity benefits, 
old age protection, etc. 

 It provides for the constitution of National and State Social Security Board by the Central and State governments 
respectively. 

 It is unclear if gig workers would fall within the purview of the Act. 

 The Code on Social Security, 2020- It recognises gig workers as a new occupational category. 
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 It defines gig worker as a person who performs work or participates in work arrangement and earns from such 
activities, outside of the traditional employer-employee relationship. 

 The code does not seek to grant the status of ‘employee’ to gig/platform workers 

 It only envisages special social security schemes for them which may be framed by the Union government on 
matters relating to life and disability cover, health and maternity benefits, wherein contributions may be 
required from service aggregators. 

 The Code on Wages, 2019- It provides for universal minimum wage and floor wage across organised and 
unorganised sectors, including gig workers. 

 Motor Vehicle Aggregator Guidelines, 2020- It states that aggregators are obligated to obtain a health 
insurance and a term insurance for each driver engaged by them 

 It also ensures that such drivers are not logged in for an aggregate of more than 12 hours on any day. 

What has been the role of judiciary in this respect? 

 In 2017, the Delhi Commercial Driver Union filed a writ petition before the Delhi High Court alleging poor 
working conditions faced by cab drivers and seeking recognition of such drivers as employees of cab aggregators. 

 However, the petitioner withdrew the writ petition later with liberty to approach the appropriate government 
for making a reference under the Industrial Disputes Act, 1947. 

 This issue currently remains pending judicial scrutiny and legislative examination. 

 Recently, the Supreme Court took cognizance of the writ petition filed by the Indian Federation of App-Based 
Transport Workers that seeks coverage of gig workers within the labour laws applicable to the organised sector 
or declaration of gig workers as being covered under the UW Act. 

 The court issued notice to the Centre to respond to the contentions and relief sought under the writ petition 
within 4 weeks. 

What is the need of the hour? 

 The court may adopt an integrated approach to look into a comprehensive set of factors governing the 
engagement of gig workers by service aggregators. 

 It may examine the international jurisprudence on the issue, including the decisions rendered by the competent 
courts in the US and the UK. 

8.9 The Care Economy 

Why in news? 

Care work is vital for economies in general and India needs to have a strategy and action plan for improved policies. 

What is care economy? 

 The care economy refers to the paid and unpaid labor and services that 
support caregiving in all its forms. 

 Care work encompasses direct activities such as feeding a baby or nursing an 
ill partner, and indirect care activities such as cooking and cleaning. 

 It also encompasses a range of sectors such as education, health, and social 
work involving teachers, nurses, community health workers, social workers, 
and domestic workers. 

Why is there an increasing demand for care work? 

 Demographic transition- Demographic transition in low- and middle-income countries will lead to a higher 
proportion of the elderly at the expense of the working-age population. 

 Urbanisation- Urbanisation is changing the traditional joint-family structure to nuclear, single-parent, and 
transnational households, alienating them from community care bonds. 

 Climate change- Climate change has caused water scarcity and rural food distress which increases care burden 
on women and children. 
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What is the significance of care economy? 

 The importance of care work is covered in various international commitments such as the SDGs and the 
International Labour Organization (ILO)’s Centenary Declaration. 

 Work balance- ILO’s report highlights the importance of maternity, paternity, and special care leave, which 
help balance women’s and men’s work and family responsibilities throughout their lives. 

 Employment- According to the International Trade Union Confederation (2019), an investment of 2 % GDP 
in care in India would create 11 million jobs, of which 32.5 % would be garnered by women. 

 Health outcomes- Workplaces that provide time, income security and space for undertaking care services 
such as breastfeeding, enable positive nutrition and health outcomes. 

 Aging in dignity- Nurturing elderly care services will deliver the benefits of aging in dignity and independent 
living as the population grows older. 

What is the status of care services? 

 Maternity leave- Maternity leave is a universal human and labour right. 

 India offers 26 weeks of maternity leave, against the ILO’s standard mandate of 14 weeks. 

 But, this coverage extends to only a tiny proportion of women workers in formal employment in India, where 
89% of employed women are in informal employment as given by ILOSTAT. 

 Paternity leave is not provided in many countries, including India.   

 Globally, the average paternity leave is 9 days, which further aggravates inequity. 

 Child care- India has a long history of mandating the provision of creches in factories and establishments but 
there is limited information on its actual implementation. 

 Though childcare and anganwadi workers undertake important work, they lack 
recognition as workers and do not have requisite access to workers’ rights and 
entitlements in India. 

 Domestic workers- Important developments such as Sexual Harassment of 
Women at Workplace (Prevention, Prohibition and Redressal) Act, minimum 
wage schedule in many States, etc. have been extended. 

 However, domestic workers face challenges in accessing decent work. 

 They became ad hoc care workers during the novel coronavirus pandemic without adequate social or health 
protection measures. 

 According to the Government’s 2019 estimates, 26 lakh of the 39 lakh domestic workers in India are female. 

What is the need of the hour? 

 Action plan- In consultation with the relevant stakeholders, the government needs to conceptualise a strategy 
and action plan for improved care policies, care service provisions and decent working conditions for care 
workers. 

 Public good- Care work should be viewed as a collective responsibility and public good. 

 Investment- Investing in a combination of childcare infrastructure and parental leave policies will have a 
higher maternal employment to population ratios. 

 Gender-inclusive economic growth- Recognising AWWs, ANMs, ASHAs, domestic help, etc. as formal 
sector workers would allow their economic contribution to be counted in the GDP. 

 ILO’s ‘Decent Work Agenda’ principles emphasis on recognising the value of unpaid care work. 

 Reducing gender-based income inequalities- India’s average female daily wage was 59 % of the male 
wage in 1993-94 and improved to 72 %in 2018-19. 

 5R framework- The ILO proposes a 5R framework for decent care work centred around achieving gender 
equality. It urges on 

1. Recognition 

2. Reduction of unpaid care work 
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3. Redistribution of unpaid care work 

4. Rewarding care workers and decent work 

5. Representation in social dialogue and collective bargaining. 

8.10 Universal Basic Income’s Time has Come 

What is the issue? 

With large inequalities and rising concern that technology could widen these inequalities and change the nature of work, 
universal basic income (UBI) has come under more serious consideration. 

What is UBI? 

 A universal basic income (UBI) is an unconditional and universal right to a basic income to cover the needs of 
the people, just by virtue of being citizens. 

 The main features of UBI are that it should be universal and not targeted, it should be unconditional and not 
tied to work or employment and it should be in cash. 

 UBI is envisaged as a method of redistribution of resources from the rich to the poor. 

 It is envisaged as providing all persons (especially, the poor) with an income to lead a dignified life, with basic 
needs taken care of. 

What is the need for a UBI? 

 Social Justice - UBI promotes many of the basic values of a society which respects all individuals as free and 
equal. 

 Poverty Reduction - Conditional on the presence of a well-functioning fnancial system, a Universal Basic 
Income may simply be the fastest way of reducing poverty. 

 Agency - The poor in India have been treated as objects of government policy. An unconditional cash transfer 
treats them as agents, not subjects. 

 By taking the individual and not the household as the unit of beneficiary, UBI can also enhance agency, 
especially of women within households. 

 Administrative Effciency - It is a way of ensuring that state welfare transfers are more effcient so that the 
state can concentrate on other public goods. 

 Widening inequality- Inequality is at an all-time high that prompts UBI to become an integral part of fiscal 
policy. 

 Economic growth- It seems clear that economic growth will likely be sustainably lower than over the past 50 
years which stresses the need for a UBI. 

http://www.shankariasacademy.com/
http://www.iasparliament.com/


 www.shankariasacademy.com 

www.iasparliament.com 
        
                                                                                                                   

CHENNAI | SALEM | MADURAI | COIMBATORE                                  DELHI | BANGALORE | THIRUVANANTHAPURAM  

106 

What is the link between the global growth and UBI? 

 Population growth- Population growth has been slowing in China and India and the fertility rates are falling 
in most of the developed world. 

 World Bank forecasts global population growth to fall from 1.03% this year to 
0.5% in 2050 (and further to 0.03% in 2100). 

 Thus, economic growth in the future will be lower than in the past, unless there 
is game-changing productivity growth.   

 Productivity growth- Several technologies such as smart phones, smart 
homes, AI, block chain technology, etc. might increase the productivity. 

 Over the past 50 years or so, productivity enhancing technologies such as personal computers, the internet and 
mobile phones have made us three times more productive than each individual was in 1961. 

 While it is impossible to assess whether productivity gains in the future will be higher, lower, or same as in the 
past, it is important to note that gains from productivity appear to reduce in time. 

 The running average of annual productivity gains has fallen from 3.47% in 1966 to 1.90% today. 

 Both economic growth and productivity growth have been quite volatile, but population growth has been 
declining steadily. 

 If average productivity growth in the future is assumed to match that in the past, the global growth will likely be 
lower than this about 50% of the time. 

 Recessions (or recessionary conditions) will be much more frequent than in the last 50 years. 

 During recessions, growth slows down, people lose jobs, companies fold, interest rates fall and inequality 
increases. 

 The public policy needs to recognise which is why UBI is an idea whose time has come. 

How can the UBI be implemented? 

 Implementing UBI will require both sensible planning of existing benefits and higher taxes to ensure sustainable 
government surpluses. 

 Many governments are already grappling with effective ways to raise taxes. 

 The best way to implement UBI without harming growth is to increase taxes sharply on assets and capital-based 
income while actually reducing direct and indirect taxes. 

 Since the growth is currently strong with more job openings and most companies in the organised sector doing 
well and with the interest rates rising, the timing for introducing UBI couldn’t be better. 

8.11 Notes for India regarding the Digital Trade 

What is the issue? 

In 2021, Australia, Japan, and Singapore, co-convenors of the plurilateral Joint Statement Initiative (JSI) on e-
commerce, welcomed the substantial progress made at the talks over the past three years. 

What is Joint Statement Initiative (JSI)? 

 JSIs are a negotiating tool initiated by a group of WTO Members who seek to advance discussions on certain 
specific issues without adhering to the rule of consensus decision-making involving the whole WTO 
membership. 

 They are open to any WTO Member. 

 At the present, there are several active JSIs. 

 The first Joint Statement on Electronic Commerce was released at the 11th Ministerial Conference in Buenos 
Aires in 2017 with 71 signatory members. 

 During the 2019 World Economic Forum Annual Meeting in Davos, 76 members announced a Second Joint 
Statement. 

 The co-facilitators of the JSI on e-commerce are Australia, Japan and Singapore. 
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What are the global rules on digital trade? 

 Although the WTO emerged in 1994, it was only at the 2nd Ministerial Conference (1998) that members agreed 
on core rules for e-commerce regulation. 

 A temporary moratorium was imposed on customs duties relating to the electronic transmission of goods and 
services and has been renewed continuously. 

 The members also agreed to set up a work programme on e-commerce across four issue areas at the General 
Council: 

o Goods 

o Services 

o Intellectual property 

o Development 

 In 2017 the JSI was brokered to initiate exploratory work on the trade-related aspects of e-commerce. 

 Several countries, including developing countries, signed up in 2019 despite holding contrary views to most JSI 
members on key issues. 

 Surprise entrants, China and Indonesia, argued that they sought to shape the rules from within the initiative 
rather than sitting on the sidelines. 

What are the challenges? 

 Membership- Even though JSI members account for over 90% of global trade, over half of WTO members 
continue to opt out of these negotiations. 

 Unlike the General Council Work Programme, which India and South Africa have attempted to revitalise in the 
past year, the JSI does not include all WTO members. 

 Weakening of domestic policymaking - They fear of being forced into accepting global rules that could 
weaken domestic policymaking and economic growth. 

 Concerns of India and South Africa- India and South Africa have pointed out that the JSI contravenes the 
WTO’s consensus-based framework, where every member has a voice and vote regardless of economic standing. 

 Free flow of data- Several countries have imposed data localisation mandates that compel corporations to 
store and process data within territorial borders. 

 In India, several payment card companies, including Mastercard and American Express, were prohibited from 
issuing new cards for failure to comply with a 2018 financial data localisation directive from RBI. 

 The Joint Parliamentary Committee (JPC) on data protection has recommended stringent localisation measures 
for sensitive personal data and critical personal data in India’s data protection legislation. 

 But, the developed world looking to access new digital markets are of the view that these restrictions impose 
unnecessary compliance costs, thus hampering innovation and amounting to unfair protectionism. 

 Disagreement regarding domestic laws- Developed countries believe that the domestic laws on disclosure 
of source code affects innovation, whereas developing countries believe it is essential for algorithmic 
transparency and fairness. 

What choices does India have now? 

 India’s global position is reinforced through narrative building by political and industrial leaders alike. 

 Policymaking for India’s digital economy is at a critical juncture. 

 Hastily signing trade obligations could reduce the space available to frame appropriate policy. 

 But, sitting out of trade negotiations will mean that the digital trade issue will continue unchecked, through 
mega-regional trading agreements such as the Regional Comprehensive Economic Partnership 
(RCEP) and the Comprehensive and Progressive Agreement for Trans-Pacific Partnership 
(CPTPP). 

 Exceptions to digital trade rules, such as ‘legitimate public policy objective’ or ‘essential security interests’, could 
be negotiated to preserve policymaking where needed. 
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 Taking a cue from the Digital Economy Partnership Agreement (DEPA) between Singapore, Chile, and 
New Zealand, India can push for a framework where countries can pick and choose modules with which they 
wish to comply. 

 Since, the WTO plays a critical role in global governance and is vital to India’s strategic interests, negotiating 
without surrendering domestic policy-making holds the key to India’s digital future. 

9. INFRASTRUCTURE 

9.1 Gati Shakti National Master Plan 

Why in news? 

Prime Minister Narendra Modi has launched the ambitious Rs 100 lakh crore Gati Shakti Master Plan to provide multi-
modal connectivity to more than 1,200 industrial clusters. 

What is Gati Shakti? 

 The plan aims to transfer India into a hub of world class infrastructure by providing integrated and seamless 
connectivity for movement of people, goods and services. 

 A digital platform will be created to bring 16 ministries including rail and roadways together for integrated 
planning and coordinated implementation of infrastructure projects. 

 Comprehensiveness: It will incorporate the existing infrastructure schemes of different departments and 
state governments like Bharatmala, Sagarmala, inland waterways, UDAN etc. 

 Analytical -It will offer 200 layers of geospatial data, including on existing infrastructure as well as geographic 
information about forests, rivers and district boundaries. 

 Dynamic: The portal will allow various government departments to track the progress of various projects in 
real time and at one centralised place. 

 Prioritization: Different Departments will be able to prioritize their projects through cross–sectoral 
interactions. 

 Optimization- For the transportation of goods from one place to another, the plan will help in selecting the 
most optimum route in terms of time and cost. 

 Synchronization: PM GatiShakti will help in synchronizing the activities of each department in a holistic 
manner by ensuring coordination of work between them. 

 The project will be spearheaded by the logistics division in the commerce ministry and the implementation will 
be monitored by a monitoring group under the Department for Promotion of Industry and Internal Trade 
(DPIIT). 

What are the targets to be achieved under Gati Shakti? 

 11 industrial corridors and two new defence corridors in Tamil Nadu and Uttar Pradesh 

 4G connectivity in all villages 

 Increasing renewable energy capacity to 225 GW from 87.7 GW 

 Expanding the national highway network to 2 lakh km 

 Increasing length of transmission network to 4,54,200 circuit km 

 Creation of 220 new airports, heliports and water aerodromes 

 Increasing cargo handling capacity of railways to 1,600 million tons from 1210 million tons 

 Adding 17,000 km to gas pipeline network 

 202 fishing clusters/harbours/landing centres and more 

What are the existing challenges in the infrastructure creation? 

 Lack of coordination between different Departments 

 Wasteful expenditure 
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 Time-taking approval process 

 Multiplicity of regulatory clearances 

 Hostile land acquisitions 

 Difficulties in getting environmental clearance 

What will be the benefits of the Gati Shakti plan? 

 The plan aims to build Next Generation Infrastructure which will improve Ease of Living as well as Ease of 
Doing Business. 

 It will facilitate the last mile connectivity of infrastructure and also reduce travel time for people. 

 It will provide the public and business community information regarding the upcoming connectivity projects, 
other business hubs, industrial areas and surrounding environment 

 The plan enables the investors to plan their businesses at suitable locations leading to enhanced synergies. 

 It will create multiple employment opportunities and give a boost to the economy. 

 It will improve the efficiency of port operations and cargo handling capacity and cut the vessel turnaround time. 

 Studies estimate that logistics costs in India are about 13-14% of GDP as against about 7-8% of GDP in developed 
economies. 

 The plan will improve the global competitiveness of local products by cutting down the logistics costs and 
improving the supply chains. 

9.2 Monetising Surplus Land held by State 

Why in news? 

The Union cabinet has recently approved the creation of a National 
Land Monetisation Corporation to monetise the surplus land holdings 
of Central Public Sector Enterprises and other government agencies. 

What is National Land Monetisation Corporation (NLMC)? 

 National Land Monetisation Corporation (NLMC) will be a 
wholly owned government of India company. 

 It will have an initial authorised share capital of Rs 5000 crore 
and paid-up share capital of Rs 150 crore. 

 It will undertake monetisation of surplus land and building assets of Central Public Sector Enterprises (CPSEs) 
and other Government agencies in pursuance of the Budget Announcement for 2021-22. 

 The new entity will work as an asset manager for lands 
owned by the Union government and CPSEs. 

 There will be a chief executive officer (CEO) and a technical 
team to facilitate land monetisation. 

What is the need for creating a land monetisation 
corporation? 

 Identification- A detailed and comprehensive inventory 
of the state’s land holding will help identify the surplus land 
and push for monetising 

 Database- It will also help create a database for potential 
investors. 

 Clarity- Properly marked land parcels with geographical 
identifiers, clearly demarcated boundaries, and 
establishment of legality of title will provide greater clarity 
and certainty to private investors. 

 Efficient monetisation- Collating the lands hold by 
public sector entities under a single entity will lead to a more 
efficient monetisation drive, and better utilisation of these assets. 
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 Revenue generation- Proceeds from the monetisation of these assets will help generate additional resources, 
boosting government coffers. 

 Land supply- Auctioning off surplus land will increase the supply of land, which may address the issue of the 
artificial scarcity of land and could depress prices thus having a moderating effect on costs of projects. 

What are the issues grappling the entity? 

 Estimation of surplus- The estimation of surplus land may be a 
contentious issue as ministries, departments, and public sector 
entities may be reluctant to demarcate land parcels as surplus. 

 Litigations- The corporation will have to grapple with issues such 
as the absence of clear titles, ongoing litigation, and muted investor 
interest. 

 Encroachments- There is also the issue of the encroachment of 
government land to contend with. 

9.3 Don’t Scrap the SEZ Act 

Why in news? 

The FM’s Budget-speech announcement that new legislation would replace the SEZ Act came as a shock amid reports 
that the government was considering a new lease of life for SEZs. 

What is a SEZ? 

 A special economic zone (SEZ) is an area in a country that is subject to different economic regulations than other 
regions within the same country. 

 Asia’s first Export Processing Zone (EPZ) was established in 1965 at Kandla, Gujarat state. 

 In India, the Special Economic Zones (SEZs) Policy was announced in 2000. 

 SEZs in India functioned from 2000 to 2006 under the provisions of the Foreign Trade Policy and fiscal 
incentives were made effective through the provisions of relevant statutes. 

 The Special Economic Zones Act was passed in 2005. 

 Objectives 

o generation of additional economic activity 

o promotion of exports of goods and services 

o promotion of investment from domestic and foreign sources 

o creation of employment opportunities 

o development of infrastructure facilities 

 Once an SEZ has been approved by the Board of Approval and Central Government has notified the area of the 
SEZ, units are allowed to be set up in the SEZ. 

What are the incentives for setting up in an Indian SEZ? 

 Duty free import and domestic procurement of goods for the development, operation, and maintenance of your 
company/SEZ unit 

 100% income tax exemption on export income for first five years, 50% for five years thereafter, and 50% of the 
export profit reinvested in the business for the next five years 

 Exemption from  GST and levies imposed by state government (supplies to SEZs are zero rated under the IGST 
Act, 2017, meaning they are not taxed) 

 Exemption from Minimum Alternate Tax (MAT) 

 Single window clearances for all state and federal government approvals 

 Exemption in electricity duty and tax on sale of electricity by certain states in India 

 Presence of customs officer in the SEZs to facilitate and expedite the trade processes 

 Offering land to SEZ developers at concessional rates by some states. 
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What is the current status of SEZs in India? 

 With 425 formal approvals, 376 SEZs have been notified in the country. Of this, 268 are in operation. 

 SEZs host over 5,600 units and provide employment to 2.6 million. 

 They also contribute around 20% of exports. 

 Vast industrial infrastructure covering 57,000 hectares of land is already 
up in the country developed chiefly with private investments. 

 In the April-December 2021 period, exports from SEZs increased by 25% 
to 93 billion dollars. 

 UNCTAD report suggests that SEZ exports did not rise at a faster rate than 
overall exports even before the pandemic.  

 It appears that SEZs have ceased to be attractive after the tax holiday for units and developers was wound down 
between 2017 and 2020. 

 The proliferation of Free Trade Agreements between 2005-15 robbed SEZs of their advantages, as importers 
outside SEZs benefited from zero-rated imports without being subject to Domestic Tariff Area (DTA) related 
restrictions. 

Why are SEZs so significant? 

 Provides employment oppurtunities 

 Promotes export 

 Supports  FDI and industrial growth 

 Aids in diversification 

 Provides scope for spatial rejuvenation, 

 Contributes to urbanisationand border development 

 Promote sregional integration and international relations 

What measures were taken by the government to revamp SEZs? 

 The government constituted a committee headed by Mr Baba Kalyani, in 2018 to study the existing SEZs of 
India and prepare a policy framework to adopt strategic policy measures. 

 Recommendations of the Baba Kalyani committee 

o Rename SEZs in India as 3Es- Employment and Economic Enclave 

o Framework shift from export growth to broad-based employment and economic growth 

o Separate rules and procedures for manufacturing and service SEZs 

o Ease of Doing Business (EoDB) in 3Es such as one integrated online portal for new investments 

o Extension of Sunset Clause and retaining tax or duty benefits 

o Unified regulator for IFSC 

o Dispute resolution through arbitration and commercial courts 

What is the Budget proposal on SEZs? 

 The Budget says that the SEZ Act will be replaced by a new legislation that will enable large existing and new 
industrial enclaves to optimally utilise available infrastructure and enhance competitiveness of exports. 

 It will enable the States to become partners in development of enterprise and service hubs. 

 It also says that customs administration in SEZs will be fully IT-driven. 

 An infra cluster approach is proposed rather than one based on export subsidies which will be open to WTO 
challenge. 

 The new SEZ legislation will have single window clearance and provide high class infrastructure. 

 The new dispensation for SEZ, being considered by the government, could allow domestic units to come up in 
the unutilised area of SEZs and co-exist with SEZ units with proper monitoring. 
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 The suggestion of permitting SEZ units to do job work for DTA units for better capacity utilisation may also now 
be implemented. 

What are the criticisms against replacing the SEZ Act? 

 The promise of a distinct set of rules is appealing as it encompasses 

o single-window governance 

o high-class infrastructure 

o a secured environment in a geographically delineated area 

 Leveraging the SEZs requires a strong bureaucratic understanding of the philosophy and prerequisites 
underlying the SEZs and strategic competencies to make the right choices to implement the policy effectively. 

 In the policy circles of India, SEZs are still seen from the conventional lens of direct tax incentives. 

 It is assumed that the SEZs have lost relevance and identity after the sunset clause has set in. 

 Following orthodox thinking, the government’s focus is on improving India’s ranking in the World Banks’ ease 
of doing business index. 

 Various SEZ firms rated security, government inference, and corruption as obstacles. 

 One of the most serious obstacles is the policy restrictions on domestic sales. 

 This is not allowing firms to avail economies of scale and insure against the export market risks. 

What is the way forward? 

 The way forward is not to replace the SEZ Act but to make SEZs favourable investment destinations. 

 Domestic sales- There is a need to allow SEZ firms to sell domestically after refunding the duties foregone on 
imported materials. 

 Local sales strengthen SEZs’ linkage with regional industries due to the incentive to localise and facilitate 
technological transfer from SEZs to domestic companies. 

 China used this policy very effectively to create domestic production capability. 

 Local currency- The IT firms must be allowed to provide domestic market services in rupee rather than the 
foreign currency. 

 Incentives- Production/investment/employment-linked incentives can be offered to firms in the SEZs to 
incentivise growth, and create a level playing field with the rest of the firms. 

 The competition can be unleashed in the domestic markets instead of protecting from SEZ firms. 

9.4 The SilverLine Project 

Why in news? 

The critical voices have grown in strength against the Kerala government’s SilverLine rail project. 

What is the SilverLine rail project? 

 The proposed 529.45-km line will link Thiruvananthapuram in the south to Kasaragod in the north, covering 11 
districts through 11 stations. 

 When the project is completed, one can travel from Kasaragod to Thiruvananthapuram in less than four hours 
at 200 km/hr compared to 12 hours now. 

 The deadline for the project, being executed by the Kerala Rail Development Corporation Limited (KRDCL), is 
2025. 

 KRDCL, or K-Rail, is a joint venture between the Kerala government and the Union Ministry of Railways created 
to execute big railway projects. 

What are the positives of the proposed project? 

 Reduces the pressure on Kerala’s heavily choked 1,800 km highways 

 Fast high quality connectivity 
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 Substantial reduction in road accidents due to decongestion on road 

 Benefits the tourism industry due to the efficient movement of visitors between destinations at economic rates 

 Savings in fuel consumption 

 Clean mode of transport with reduction in Greenhouse gas emissions due to a shift from conventional transport 
to SilverLine 

 Introduction of RORO facilities leads to transport of vehicles such as trucks, lorries, etc. in an environment 
friendly manner 

 Last mile connectivity by providing cab 
feeder services, share auto services, eBus 
services, bicycle/bike rental schemes 

 E-charging facilities for individual electric 
vehicles 

 Connecting IT corridors – Technopark and 
Infopark 

 Direct and indirect employment 
opportunities during construction period 
and post project operation period 

What are the concerns related to the project? 

 The burden of debt financing of the project could impact State finances substantially. 

 The displacement and generous rehabilitation of about 10,000 families from the 1,200 hectares of private land 
is a major concern. 

 Environmental concerns exist over the embankments elevating the track approximately for 300 km and 
availability of construction material aggregates. 

 Kerala’s steep drainage is oriented east to west and many speculate that the embankment may enhance the 
intensity of ambient flooding although the project provides leeways every 500 metres. 

 The SilverLine is, however, exclusively insufficient to answer the State’s traffic crisis. 

 The Government has not yet made the detailed project report public, a standard practice which brings 
transparency to large-scale public infrastructure projects. 

What approach is needed? 

 Kerala needs an integrated sectoral appraisal and synthesis of its competing traffic corridor proposals viewed 
simultaneously as civic amenities and investment projects. 

 An integrative approach might address the concerns. 

 Kerala also needs to harmoniously develop its eco-friendly waterways which can decongest the clogged highways 
by another 15%. 

 A progressive and knowledgeable society like Kerala should engage in meaningful discussions rather than highly 
polarised debates. 

9.5 Infrastructure push for Railways 

What is the issue? 

The National Rail Plan prepared by Indian Railways along with other projects can have a transformative effect in the 
infrastructure of railway system. 

What are the recent optimisms in the railway sector? 

 Indian Railways recorded the highest ever annual freight loading of 1,233 million tonnes (mt) in 2020-21, 
exceeding the preceding year’s 1,210 mt. 

 Railway staffs have operationalised the Oxygen Expresses, delivering more than 30,000 tonnes of liquid medical 
oxygen amidst the pandemic. 

 

http://www.shankariasacademy.com/
http://www.iasparliament.com/


 www.shankariasacademy.com 

www.iasparliament.com 
        
                                                                                                                   

CHENNAI | SALEM | MADURAI | COIMBATORE                                  DELHI | BANGALORE | THIRUVANANTHAPURAM  

114 

What is the National Rail Plan about? 

 National Rail Plan (NRP) for India aims  to create a ‘future ready’ Railway system by 2030 

 Keeping the year 2050 as the horizon, NRP charts out a strategic grid for Railways to follow for the short term 
(up to 2024), medium term (up to 2031) and long-term. 

 Intends to increase modal share of the Railways in freight to 45%. 

 Reduce the transit time of freight substantially by increasing average speed of freight trains to 50Kmph. 

 Identify new Dedicated Freight Corridors and new High Speed Rail Corridors. 

 A cumulative outlay for the entire plan period 2021-51  is estimated at  Rs.38,20,516 crore. 

Does the expectation in the document appear realistic? 

 The aim to grab 45 % of the country’s freight market by 2030 (from the current 26 %) which is predicated on its 
carrying capacity appears unrealistic. 

 NRP’s bold statement that the revenue surplus generated by the Railways would be adequate to finance future 
capital investment post 2030 is under question. 

How can the railways achieve the ambitious objectives set out in the NRP? 

 Need to address productivity and efficiency indices in order to maximise resource utilisation and improve 
average system velocity. 

 Need to cater to freight transport demand of other commodities (non-conventional as well as conventional high-
value) through appropriate interventions for enhancing the modal share. 

 A single window, end-to-end solution for logistics services as demanded by the customers. 

 Partnering of Railways with logistics service providers to leverage their superior market access and flexible 
parcel sizes through consolidation services. 

9.6 Railways on the Right Track on Train Manufacture 

Why in news? 

In the latest Budget, there was an announcement of 400 new-generation Vande Bharat trains to be built in three years. 

What are Vande Bharat trains? 

 Vande Bharat is a semi-high speed (maximum speed of 160 kmph), indigenously designed and manufactured 
train each of 16 coaches. 

 The train is self-propelled as they do not require an engine. 

 Also dubbed as Train 18, they operate without a locomotive and are based on a propulsion system called 
distributed traction power technology. 

 Distributed power gives the train higher acceleration and deceleration compared to loco-hauled trains, which 
take a much longer time to reach top speed or to gradually come to a halt. 

 The first Vande Bharat was manufactured by the Integral Coach Factory (ICF), Chennai, in about 18 months as 
part of the ‘Make in India’ programme, at a cost of about ₹100 crore. 

 It has an intelligent braking system with power regeneration for better energy efficiency thereby making it cost, 
energy and environment efficient. 

 The current Vande Bharat trains have seating only in two classes — chair car and executive chair car. 

 It incorporate passenger amenities including on-board WiFi entertainment, GPS-based passenger information 
system, CCTVs, automatic doors, rotating chairs and bio-vacuum type toilets. 

 Currently, two Vande Bharat Expresses are operational —one between New Delhi and Varanasi and the other 
from New Delhi to Katra. 

What is the government’s approach towards the railways? 

 The massive jump in investments in railway projects reflects the government’s resolve to invest in key sectors 
of the economy. 
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 It is clear that the government is betting strongly on Vande Bharat trains. 

 While 104 rakes would be manufactured mainly at the ICF and its other factories, there is speculation that the 
400 trains were to be manufactured by rolling stock majors of the world and their associates in India. 

 However, the government is not following up on its recent radical projects like 

o Operation of private trains 

o Corporatisation of the Railways’ production units (PUs) into a corporation called Indian Railways 
Rolling Stock Company 

 Also, efforts by the Railways to engage major rolling stock manufacturers through a tender for modern train sets 
under PPP at Kancharapara had ended in vain. 

What big moves lie ahead? 

 Recently, there was news of tendering for a massive 90,000 freight wagons at a cost of ₹30,000 crore. 

 This was followed by the notice to manufacture 1,200 locomotives at its Dahod factory in PPP mode. 

 It has become increasingly clear that the government would pursue its vision to order 400 trains from the private 
sector at a cost of ₹52,000 crore. 

 The Railways has floated a large tender of around ₹26,000 crore for the procurement of 200 upgraded 
equivalents of Vande Bharat trains to be built by a contractor in ICF and at Latur factory. 

 It is expected that bids would be called for another lot of 200 aluminium Vande Bharat trains since aluminium 
trains are lighter, aesthetically-superior and more energy-efficient. 

 But, a judicious mix of government and private play for manufacture of trains is necessary. 

9.7 Telecom Reforms 

Why in news? 

The Cabinet has approved a set of structural and procedural measures to address the issues faced by the telecom sector. 

How did the financial condition of the telecoms deteriorate? 

 In 1999, the government decided to shift from a fixed to a revenue-sharing 
model for the telecom sector. 

 Telecom players would pay a certain percentage of their Adjusted Gross 
Revenue (AGR), earned from telecom and non-telecom revenues, as licence 
and spectrum fee. 

 In 2003, the Department of Telecom (DoT) raised the demand for AGR 
payments altering the calculation of AGR. 

 The telcoms approached the Telecom Disputes Settlement Appellate Tribunal 
(TDSAT) in 2006 which rejected the government’s contention. 

 The Centre moved the Supreme Court where the court held that DoT’s 
definition of AGR was the correct one, and that the telcoms must pay the AGR, 
interest and penalty on non-payment. 

 The judgment came when the telecom sector was reeling under stress due to 
intense competition from Reliance JioInfocomm. 

What are the key reforms? 

Structural Reforms 

 A four-year moratorium on payment of dues on adjusted gross revenue (AGR) and on payment of spectrum 
purchased in past auctions, barring the 2021 auction 

 Option to telecoms to pay the interest amount arising due to the deferment of payment by way of equity. 

 Rationalization of Adjusted Gross Revenue (AGR) - Non-telecom revenue will be excluded from the definition 
of AGR. 

 Rationalization of Bank Guarantees (BG) - Huge reduction in BG requirements (80%) against License Fee and 
other similar Levies. 
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 Rationalization of interest rates and removal of penalties. 

 Tenure of spectrum has been increased from 20 to 30 years. 

 100% Foreign Direct Investment (FDI) under automatic route permitted in Telecom Sector 

 No Spectrum Usage Charge for spectrum acquired in future spectrum auctions 

Procedural Reforms 

 Auction calendar fixed - Spectrum auctions to be normally held in the last quarter of every financial year. 

 Cumbersome requirement of licenses were replaced with self-declaration 

 Paper Customer Acquisition Forms will be replaced by digital storage of data 

 Know Your Customers (KYC) reforms such as permission of Self-KYC (App based) 

What will be the impact of the reforms? 

Impact on telecoms 

 It will provide relief by easing liquidity and cash flow. 

 The four year moratorium will provide short-term relief to debt-laden Vodafone Idea and Bharti Airtel. 

 Streamlining of auction calendar and removal of spectrum usage charges might bring down the dues outgo and 
help telcoms plan their auction purchase. 

 Ease of doing business promoted by removing the requirement of licenses. 

 100% FDI under automatic route will promote investments. 

Impact on Government 

 It will face some revenue loss in the next four financial years because of the moratorium. 

 Receipts from spectrum usage charges, licence fee levies and other levies will have to be forgone for the next 4 
years. 

 Option of converting the due into equity will be a challenge for the government to sell the stake later if market 
conditions do not improve. 

9.8 India’s Power Crisis 

What is the issue? 

Despite high coal production, thermal power plants in India are suffering from 
shortages. 

Is India heading towards a power crisis? 

 Several States across the country are expected to face coal 
shortages that might lead to power shortages in the coming weeks. 

 India had faced a similar energy crisis in October 2021, but the crisis 
this around may be worse with peak power demand expected to rise 
higher due to increasing temperatures. 

 Reasons for this crisis 

o Depleting coal supplies at thermal power plants 

o High global thermal coal prices ( the prices of coal are over 
350% higher year on year) 

o Below normal imports 

o Interruption in coal supply mainly due to heavy rains 

o High demand for coal (Demand for coal has increased by 9% 
over the previous year) 

o Temperature rise 
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What is the current status of coal stocks? 

 Coal fired plants makeup nearly 70% of India’s power source mix. 

 As per the National Power Portal, both imported coal-based (ICB) power plants and domestic coal-based power 
plants were facing critical stocks. 

 As per the Central Electricity Authority report, of the 
total 173 thermal power plants in the country, 100 
thermal power plants' coal stock situations are critical. 

 The total stocks available were 23.17 million tonnes 
(MT) against a daily requirement of 2.76 MT. 

 The stocks at this level will last for less than nine days. 

 On October 4, 16 thermal power plants with a power 
generation capacity of 17,475 MW (mega watts) had zero 
days of coal stock. 

 An additional 45 thermal power plants with a power 
generation capacity of 59,790 MW had coal stock only 
for up to two days. 

 It is way below the government recommendations of holding 14 days worth of coal stock. 

 The non-pithead plants or plants which are not located close to coal mines have critical levels of stock i.e under 
8 days.  

 States like Gujarat and Maharashtra already declaring load shedding (the deliberate shutdown of electric power 
in a part or parts of a power-distribution system, generally to prevent the failure of the entire system when the 
demand strains the capacity). 

What is the reason behind India’s coal shortage? 

 Increased power demand - A sharp uptick in power demand as the economy recovers from Covid-19 
pandemic coupled with supply issues have led to coal shortage. 

 India consumed 124 billion units of power in August 2021 compared to 106 billion units of power in August 
2019. 

 Supply crunches - Lower than normal stock accumulation by thermal power plants in the April-June period 
is another reason. 

 Continuous rainfall in coal bearing areas in August and September caused fewer despatches of coal from coal 
mines. 

 Fall in imports – There has been sharp fall in imports due to high international prices. 

 Non-payments of coal dues - The non-payments of coal dues by States such as Maharashtra, Rajasthan, 
Tamil Nadu, Uttar Pradesh and Madhya Pradesh also resulted in inadequate supplies. 

What will be the impact of coal shortage? 

 The electricity shortages could delay India’s economic reopening. 

 It might lead to downscaling of business productions. 

 India’s population and under developed energy infrastructure will mean the power crisis could hit long and 
hard. 

What steps has the government taken to tackle this problem? 

 Revised coal stocking norms- The government has issued revised coal stocking norms, which mandate the 
power plants to maintain sufficient stocks at all times 

 Constitution of Groups- An Inter-Ministerial Sub Group with senior officials from Ministries of Power, Coal, 
Railways, CEA, CIL and SCCL meet regularly to take various operational decisions to enhance supply of coal to 
thermal power plants. 

 Imports- Power Ministry has advised power plants to import about 36 MT coal for blending during 2022-23 
with a view to build sufficient coal stock at power plants. 
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 Monitoring- The Ministry has a Core Management Team (CMT) to ensure close monitoring of coal stocks at 
thermal power plants. 

 Role of Coal India- Coal India, the state-owned miner claims that it has ramped up supplies to thermal power 
plants by nearly 12% annually. 

 The government is pressing thermal plants with captive coal mines to boost their coal output to meet their own 
demand. 

 The Power Ministry is trying to expedite the start of production from a number of mines that already have all 
requisite clearances. 

 The government has also boosted the number of rakes of coal being transported to thermal power plants daily. 

Why is this crisis recurring every year? 

 Lack of coordination- The lack of coordination between various ministries involved in the process such as 
Power Ministry, Coal Ministry and Railways is the foremost reason. 

 Blaming game- The Coal Ministry blames the Indian Railways for non-availability of adequate rakes. 

 Similarly, the Railways has pointed out the mismanagement in loading and unloading of rakes by the Coal India. 

 Poor planning- Despite high coal production and despatch miners, the supply at power plants has still not 
gone above 15 days in the last six months which implies poor planning. 

What is the way forward? 

 State run Coal India and NTPC Ltd. can work together to raise the output from mines. 

 India has to ramp its imports despite the financial cost. 

 Advance preparation and ensuring sufficient stocks ahead of monsoons is a well-known strategy. 

9.9 Need to Cure Discoms’ Health 

What is the issue? 

With the threat of climate change looming, nations have to relook and reconfigure their energy sourcing basket to ensure 
it is Clean and Green. 

What is the status of energy consumption in India? 

 According to The Energy Statistics India 2021 report published by MoSPI, India is one of the largest 
producer and consumer of coal in the world. 

 The consumption of energy from Coal and Lignite was highest which accounted for about 45.34% of the total 
consumption during 2019-20 followed by Crude Oil (32.76%) and Electricity (14.3%). 

What efforts have been taken to diversify the energy basket? 

 India has been carving out its own strategy to make energy produced from other sources including renewable 
more accessible. 

 Amendments to Energy Conservation Act, 2001 – It aims to enhance the demand for renewable energy 
at the end-use sectors such as industry, buildings, 
transport etc. 

 It defines minimum share of renewable energy in the 
overall consumption by the industrial units or any 
establishment. 

 There will be provision to incentivise efforts on using 
clean energy sources by means of carbon saving 
certificate. 

 The proposed amendments would facilitate development 
of carbon market in India and prescribe minimum 
consumption of renewable energy either as direct 
consumption or indirect use through grid. 

 This will help in reduction of fossil fuel based energy consumption and carbon emission to the atmosphere. 
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 Bail-out option - The government has tried the bail-out option — UDAY and the recent ₹900 billion injection 
into the Discoms. 

 Draft Electricity Act - The government tried to plug the holes through 

o Direct Benefit Transfer 

o Cost reflecting tariffs 

o Mandatory filling of average cost of supply (ACS)-average revenue realised (ARR) annually 

o Contract enforcement 

 COP26 pledge – In the CoP26, Prime Minister Narendra Modi announced enhanced targets for India to 
combat climate change. 

o Increase India’s non-fossil fuel energy capacity to 500 gigawatt (GW) by 2030; 

o By 2030, meeting 50 per cent of its energy requirements from renewable sources; 

o Reducing its total projected carbon emissions by 1 billion tonne from now till 2030; 

o Bring down the carbon intensity of its economy to less than 45 per cent by 2030; 

o Achieving its target of net zero by 2070. 

What are the challenges in successful implementation of the government measures? 

 The success depends on how the distribution utilities (Discoms) which are the weakest link in the power space 
respond to the reform measures. 

 The Centre’s earlier attempts at strengthening the distribution side has not really succeeded. 

 Since the Centre has not involved the States and Discoms directly, successful deregulation of the sector is under 
suspicion. 

 The gvernment’s bail-out option hasn’t really made any change on the dues the Discoms owe to the power 
generators. 

 The draft Electricity Act has also hit resistance from the Discoms. 

 According to the Central Electricity Authority (CEA), in 2019, India, will increase the electricity generation from 
renewable to roughly 12% by 2021. 

o  It means that India need to increase this further to meet the 50% electricity generation target by 2030. 

 The solar energy installed capacity in the country has to go up to 280 GW and wind energy capacity to 140 GW 
to achieve the target set in the COP26 Summit. 

What has to be done regarding the telecom sector? 

 Without fixing the health of the Discoms the solar target is tough to reach and process may not be easy. 

 Capacity addition and the last mile connect are the twin objectives that needed focus. 

 The other option is to take a route which eliminates the critical involvement of Discoms in the sale of power. 

 The government is leaning towards trading of power (exchange-focused) but needs to keep a keen eye on it 
turning speculative. 

 The government is trying to introduce the market mechanisms but that is new for the Indian power sector but 
it has to be understood to reach the lofty target by 2030. 

9.10 Developing an Efficient Logistics Ecosystem 

What is the issue? 

Exports allow developing countries to grow, create more jobs, become more competitive but it needs several pre-
requisites such as an efficient logistics ecosystem and integration of domestic firms in global value chains. 

How can the logistics sector be better understood? 

 LPI -The World Bank publishes the Logistics Performance Index (LPI), a composite index and benchmarking 
tool to analyse how efficiently supply chains in an economy connect firms to international opportunities. 

 India was ranked 44 out of 160 countries on the LPI in 2018. 
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 The LPI measures performance along the logistics supply chain within a country and offers two different 
perspectives - international and domestic. 

 Under LPI, countries are ranked on a perception-based global survey of ground operators in the logistics sector 
such as freight forwarders and carriers. 

 It allows countries to identify opportunities and challenges with respect to trade logistics and take steps for 
improving performance. 

 

 LEADS -The Ministry of Commerce and Industry has also crafted the Logistics Ease Across Different States 
(LEADS) 2021 to analyse the business environment in all State/UTs pertaining to infrastructure, policy, and 
regulatory regime for improving logistics efficiency in India. 

 It analyses the domestic and EXIM logistics ecosystem of the state. 

 The overall index is based on twenty-one indicators including seventeen perception 
indicators and four objective indicators. 

 Gujarat, Haryana and Punjab have emerged as the top performers in the LEADS 
2021 index. 

 Within the North Eastern States and Himalayan Region, Jammu and Kashmir is the top ranker followed by 
Sikkim and Meghalaya. 

 Delhi stands at the top rank among Other UTs. 

What are the limitations of LPI for diverse developing countries like India? 

 Neglects critical factors-The LPI is calculated by taking a weighted average of scores on core indicators with 
the weights for all indicators being almost identical. 

 The index does not consider the relative criticality of factors like 
the quality of trade infrastructure and the border wait time over 
ability to trace consignments. 

 Flaws in a perception based survey- Serious flaws in terms 
of subjectivity and recency bias were common in perception 
based surveys as the industry perception may not represent the 
wider intra-country logistics setup. 

 This is especially true for poor countries, which often rely on 
traditional operators whose service levels are often not as high 
and broad as operators functioning in multiple regions. 

 Neglects efficiency- The efficiency of internal supply chains 
in India is largely ignored by the international LPI rankings. 

 Influence of government policy- The perception of both 
domestic and international logistics operators is greatly 
influenced by government policy which operates differently for 
goods moved domestically compared to those meant for export. 
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 Access issues -The LPI scores also reflect access issues outside the country under assessment, such as transit 
difficulties, which cannot be eliminated through domestic reforms. 

 Natural deterrents- Comparison between countries differing in factors like geography, terrain, 
resource base and economic activity act as natural deterrents for the development and management of a robust 
logistics infrastructure requires a more detailed narrative. 

How can the LEADS 2021 complement LPI for achieving the logistic reforms? 

 Objective and perception-based indicators- LEADS 2021 focusses on both domestic and international 
trade and use a combination of objective parameters along with perception-based indicators. 

 The objective indicators assess the enabling initiatives implemented by State/UT(s) in the logistics sector while 
the Index employs secondary datasets to capture logistics infrastructure, services, and facilities. 

 Methodology- The LEADS’s methodology can effectively complement LPI by capturing the perspective of 
logistics professionals and account for local contextual variables such as capital outlays to build transport 
infrastructure, capacity of logistics services, regulatory environment, etc. 

 Inclusion of diversity- LEADS distinctly ranks North-East, Himalayan States/UT(s) from the rest of India. 

 This is followed by clustering of States based on their geographic proximity to analyse policy and investment 
decisions on logistics infrastructure. 

 Recommendations- While ranking of States/UT(s), LEADS lays down recommendations to fare better in 
subsequent versions and reviews actions against suggestions in the previous report. 

 The LEADS also enlists best practices for States/UT(s) to learn from. 

9.11 Boosting Container Cargo Traffic 

Why in news? 

India is losing revenue on nearly a quarter of its own container cargo every year and much of this loss is of ports on the 
eastern coast. 

What is India’s transshipment status? 

 Transshipment is the movement of a container or cargo from one vessel (feeder vessel) to another (mainline 
vessel) while in transit to its final destination. 

 In 2019, Indian ports handled around 16 million twenty-foot equivalent units (TEUs) of container traffic. 

 About 75% of these were gateway containers (operate directly from the port of origin to the port of destination), 
while 25% were transshipment containers. 

 About 3.5 million TEUs were transshipped at ports outside India. 

 The key international ports handling Indian transshipped containers are Colombo, Singapore and Klang in 
Malaysia. 

What are the reasons for the loss of revenue? 

 No transshipment hub- The loss is primarily because India does not have a transshipment hub of its own 
around the southern tip. 

 Unavailability of vessels- There is an unavailability of 
mainline vessel calling at these ports. 

 Role of international ports- The east coast also loses 
transshipped container cargo to international ports. 

 Colombo benefits majorly from India’s loss, taking 27-31 % and 
most of the east coast ports, such as Kolkata, Haldia, Vizag and 
VO Chidambaranar, are losing mainline/direct traffic to Colombo. 

 Additional losses- Apart from the losses from handling 
transshipment containers originating/destined for India, income 
from vessel-related charges and employing manpower is also lost. 

 Higher logistics cost- The transshipment cost also leads to 
higher logistics cost to the shipper, where the additional freight and handling cost get loaded to the overall cost. 
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What is the case for developing transshipment hub in India? 

 The existing Indian ports that could be weighed for development into a transshipment hub are VO 
Chidambaranar , Cochin and Vizhinjam. 

 The cost per container needs to be cheaper to the mainline vessel operator for recognising a port location as a 
transshipment port. 

 If the transshipment facility is available at Tuticorin and Vizhinjam, it is equally beneficial to halt at these 
location as at Colombo. 

What are the steps involved in developing the ports as transshipment hub? 

 The ports can be developed into transshipment hub through the key parameters 

 Attracting an anchor shipping line- The shipping lines’ key selection parameters are proximity to the 
mainline maritime route and deep-draft availability. 

 Competitive/discounted tariff by the port terminal operator- The Major Port Authorities Act, 2021, 
and new model concession agreement give private operators at the major ports flexibility to charge market-
driven tariffs. 

 Lower vessel-related tariffs 

 Availability of adequate parcel size- The hinterland available to these two ports stretch to the entire east 
coast of India, along with parts of the west coast. 

 Governance framework- It is for the productive port operations (IT-enabled systems for Customs and 
taxation). 

 Mechanisation- It includes automation level at berths, easy and efficient handling, storage, faster turnaround 
time, and faster evacuation through excellent road/rail connectivity. 

 Ancillary services- It includes services such as bunkering, crew change, international airport and hotels. 

What are the benefits of setting up a transshipment hub? 

 Reduction in logistic costs- It will reduce the logistics for shippers, as the origin or destination lap of the 
container would either be on road/rail or on domestic/coastal route. 

 Boosts container traffic- It will boost higher container coastal traffic. 

 Promotes integration- It will ensure greater integration with world trade, leading to more lines calling the 
country and also opening direct access to the developed markets. 

 Increased efficiency- There would be a significant increase in efficiency and throughput, leading to keener 
competition from other ports in the country. 

9.12 Waterways for freight transport. Will it work? 

What is the issue? 

India has an extensive network of cost-effective and environment-friendly inland waterways which are highly 
underutilized for freight transport and hinterland connectivity. 

Which are the key inland waterways? 

 The Ministry of Ports, Shipping and Waterways has declared 111 waterways (5 existing and 106 new) as National 
Waterways (NWs) under the National Waterways Act, 2016. 

 The Inland Waterways Authority of India (IWAI) says 25 of the 111 National Waterways (NWs) are fit for cargo 
and passenger traffic and developmental activities are underway for 13. 

 The Ganga-Bhagirathi-Hooghly River system designated as National Waterways 01 is 1,620 km long and runs 
across Uttar Pradesh, Bihar, Jharkhand, and West Bengal. 

 Gujarat, Kerala, Goa, Assam, and Andhra Pradesh are also among the states that have inland waterways under 
development. 

How will they help the economy? 

 Inland water transport is significantly cost-efficient compared to rail and road transport. 
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 Development of inland waterways transport will also help with the de-congestion of overcrowded rail and road 
networks in India. 

 Already, the development of inland waterways 
has been effective in increasing the movement 
of cargo by about 13% in 2020-21, compared to 
2019-20. 

 Using inland waterways wherever feasible 
could help lower transportation costs and 
time. 

 This will have a spillover effect on 
manufacturing and export competitiveness as 
the price of most items also depends on 
transportation cost. 

 India’s logistics cost as a share of GDP is 
estimated to be at around 14% and the Centre’s 
goal is to bring it down below 10%. 

How’s India promoting Inland waterways? 

  The Jal Marg Vikas Project for increasing the capacity of waterways was undertaken by the IWAI, and was 
approved by the Cabinet Committee on Economic Affairs on 3 January 2018. 

 To promote inland waterways as a supplementary mode of transport, the Ministry of Ports, shipping, and 
waterways last year waived user charges for a period of three years. 

 The government also came up with digital solutions such as CAR-D (Cargo Data) Portal and PANI Portal. 

 CAR-D (Cargo Data) Portal - It is a web-based portal for the collection and compilation, analysis, and 
dissemination of all cargo and cruise movement data of NWs to the stakeholders. It is expected to promote ease 
of doing business. 

 PANI Portal or the Portal for Asset and Navigation Information is an integrated solution that compiles river 
navigation and infrastructure information on a single platform. 

 The portal provides detailed information such as the fairways, infrastructure facilities, cross-river structures, 
and emergency services. 

 The Inland Vessels Bill 2021 is tabled in the Lok Sabha to promote economic  and safe  transportation and to 
bring uniformity in the law. 

How it helps regional trade? 

 Bangladesh - The addition of 7 new ports of call on each side of India and Bangladesh is expected to increase 
the accessibility of inland water transport mode for trade and result in growth of traffic on the national 
waterways. 

 Nepal - Inland waterway mode has been agreed for inclusion in the trade treaty between India and Nepal. 

 Bhutan - Stone exporters from Bhutan have identified inland waterways as an alternative mode 
of transportation. 

 The IWAI supervised the first movement which was successfully executed in July 2019. 

9.13 Resource Management Measures 

Why in news? 

The Finance Minister’s budget speech on land resource management to strengthen the land governance will impact the 
economy positively and will have a ripple effect across sectors. 

What is the status of earlier land reforms? 

 e-procurement- The computerisation and digitisation of land records, undertaken in the recent past, has 
enabled the e-procurement of wheat and paddy in the states through the minimum support price scheme. 

 Easy assessment- It is convenient for the mandi administration to make an assessment of the food crop sown 
and the foodgrain produced by individual farmers on the basis of survey entries. 
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 Ease in transportation- The long queues of tractors crowding the mandis, is not seen these days. 

 Transactional efficiencies - The payments under the Pradhan Mantri Kisan Samman Nidhi Yojana (PM-
Kisan) are being done on the basis of computerised land records. 

 Ease of living- The ease of living of the farming community has been positively impacted. 

 Relief and rehabilitation- Proper and updated computerised land records are extremely essential for relief 
and rehabilitation in the case of land acquisition. 

What land governance initiatives were mentioned in the budget? 

 ULPIN- Each land parcel or plot is assigned a unique identification number called the Unique Land Parcel 
Identification Number (ULPIN). 

 It is also called as the “Aadhaar for land”. 

 The agencies and services can use the land database from anywhere 
in the country to authenticate a beneficiary’s identity for the 
purpose of delivery of services. 

 For the farmer and the individual land holder, it would facilitate 
and enable access to information relating to his entitlements 
through various means like kiosks and mobile phones. 

 This framework, integrated with Aadhaar, will put a check on 
Benami and fraudulent transfers. 

 NGDRS- The National Generic Document Registry System (NGDRS), also called One Nation One Registration 
Software System is a major initiative for online urban property registration. 

 It is only at the time of the final execution of the registration document that the physical presence of the buyer 
and seller is mandatory as per Section 32A of the Registration Act. 

 Since the processes are online, there is a higher degree of transparency in the transaction which reduces disputes 
and fraudulent transactions. 

 NGDRS cuts into the costs, time and processes in registration drastically. 

 Transliterating land records- The objective of transliterating the land records in any language under 
Schedule VIII of the Constitution is to break the linguistic barriers in land records. 

 Presently, land records are largely in regional languages. 

How significant are the reforms mentioned in the Budget speech? 

 The budget speech has underscored the significant role land resource management and governance is expected 
to play in the resurgence of the national economy in the upcoming years. 

 It has strengthened the belief that the use of technology for land governance is strategically convenient and 
acceptable approach when states are implementing schemes. 

 It has emphasised that reformative land governance initiatives will positively impact the citizen as well as other 
sectors of the economy. 

 But all of these will depend on how readily and effectively states take up the land governance initiatives. 

9.14 PLI Scheme for Specialty Steel 

Why in news? 

The Union Cabinet recently approved the Production Linked Incentive (PLI) Scheme for specialty steel with an outlay 
of Rs 6,322-crore. 

What is the PLI scheme? 

 For target segments, the scheme provides incentive of 4% to 6% on incremental sales over the base year for 
goods manufactured in India. 

 Apart from inviting foreign companies to set shop in India, it encourages local companies to set up (or expand 
existing) manufacturing units. 
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 The scheme came in line with the National Policy on Electronics 2019 to position India as a global hub for 
Electronics System Design and Manufacturing (ESDM). 

 Objectives: 

1. Encourage local production 

2. Reduce India’s dependency on imports and cut the import bill 

3. Boost export earnings 

4. Increase the share of manufacturing to 20% by 2025.   

How is the performance so far? 

The progress of the PLI scheme has been somewhat slow. 

 Of the 13 sectors for which outlays have been finalised, guidelines need 
to be framed for a few. 

 In others, the industry’s concerns need to be addressed. 

 For textile products and automobiles, the schemes are awaiting Cabinet approval. 

 But the auto sector hugely relies on imports for a range of components and is one of the country’s biggest 
employers. 

What is the recent PLI scheme for speciality steel? 

 The PLI incentive is expected to boost the domestic production of 
specialty steel by - 

i. attracting significant investment 

ii. infusing technology and know-how 

iii. promoting exports 

 It will apply for the following 5 indicative product categories: 

1. Coated/Plated Steel Products 

2. High Strength/ Wear resistant Steel 

3. Specialty Rails 

4. Alloy Steel Products and Steel wires 

5. Electrical Steel 

What is the rationale? 

 There is a huge gap in India between the production of steel 
and value-added steel i.e., speciality steel. 

 But speciality steel has various strategic applications like 
defence, space, power, etc. 

 So, there is a reliance on imports leading to heavy forex outflow 
given the higher average price per tonne for speciality steel.   

 To address this, the direct fiscal incentives in the form of ‘PLI’ 
aims to boost manufacturing of speciality steel in India. 

 Applicants have also been given the flexibility to avail other 
Central and State incentives alongside the PLI scheme for their 
investments. 

Expected outcome 

1. Increase production of speciality steel by 140% by FY27, over 
the baseline period of FY20. 

2. Reduced import dependence to the tune of 76% 

3. Increase in exports by 244% 

4. Compete with Korea and Japan leading in the sector 
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What lies ahead? 

 For the PLI scheme to work in all the 13 sectors identified, the government must work harder to satisfy the 
manufacturers’ needs. 

 The PLI outlay must deliver returns in the form of jobs and worthwhile import substitution, enabling the 
economy to become part of some global supply-chains. 

9.15 Production Linked Incentive Scheme for Textile Sector 

Why in news? 

The Union Cabinet approved a Production-Linked Incentive (PLI) scheme for the textile sector worth Rs 10,683 crore. 

What is the scheme about? 

 Aim - To attract fresh investment of Rs 19,000 crore and an additional turnover of Rs 3 lakh crore in the textile 
sector 

 Duration of the scheme – 5 years 

 Segments covered - High value Man-Made Fibre (MMF) fabrics 
(viscose, polyester, and acrylic), garments and technical textiles 

Technical textiles are engineered products with a definite functionality which  are 
manufactured using natural as well as man-made fibres. 

They have enhanced properties such as higher tenacity, excellent insulation, 
improved thermal resistance, etc. 

 The incentives have been categorised into two investment levels. 

1. Any person (firm / company) willing to invest minimum  Rs. 300 
Crore in Plant, Machinery, Equipment and Civil Works 
(excluding land and administrative building cost shall be eligible 
to apply for the first part of the scheme 

2. In the second part any person firm / company) willing to invest 
minimum  Rs. 100 Crore shall be eligible to apply 

 Priority - investment in Aspirational Districts, Tier 3, Tier 4 towns, and 
rural areas 

Why is the scheme so significant? 

 Help Indian companies to emerge as Global Champions 

 Create additional employment of over 7.5 lakh people directly and several 
lakhs more for supporting activities since textile sector is capital intensive 

 Pave way for participation of women in large numbers 

 Result in fresh investment 

 Prioritise backward areas 

 Positively impact especially States like Gujarat, UP, Maharashtra, Tamil 
Nadu, Punjab, AP, Telangana, Odisha etc 

 MMF has contributed less than 30% of the country’s $35.6 billion in overall sectoral exports in 2017-18 

 So the scheme is significant to bolster support for the MMF segment 

What are the government initiatives to boost technical textiles market? 

 National Technical Textiles Mission,2020 - to position India as a global leader in technical textiles by 
focussing on R&D, skill development, market development and export promotion of technical textiles 

 Government of India allows 100% FDI under automatic route 

 Technotex India - a flagship event organised by Ministry of Textiles, in collaboration with FICCI 
comprising  of exhibitions, conferences and seminars with participation of  global stakeholders 
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 Harmonized System of Nomenclature (HSN) Codes for Technical Textile - to monitor the data of 
import and export, provide financial support and other incentives to manufacturers 

 Scheme for Integrated Textile Park (SITP), 2005 - To boost 
entrepreneurship by providing financial support and state-of-the-art 
infrastructure 

 Technology Mission on Technical Textiles- entailed the creation of 
eight Centres of Excellence to provide infrastructure support 

 Amended Technology Upgradation Fund Scheme (ATUFS), 
2016 - to improve exports and indirectly promote investments in the 
textile machinery. 

9.16 Semiconductor Chips Shortage 

What is the issue? 

From delayed car deliveries to a supply shortfall in home appliances to costlier smartphones, businesses and consumers 
are facing the brunt of an unprecedented shortage in semiconductor chips 

Why did the chip shortage occur? 

 Covid-19 pandemic and the subsequent lockdowns across the world forced shut crucial chip-making facilities 

 Higher Demand for chips from laptop and electronic device-makers due to increased telecommuting and home 

 Monopoly producers i.e South Korea dominate the chip-manufacturing 
industry 

 Sanctions against Chinese tech companies 

 US-China trade war 

 Rollout of 5G infrastructure 

 Panic buying to shore up stocks has driven up the costs of even the 
cheapest components of microchips 

 A winter storm in Texas and a factory blaze at a Japanese fabrication 
unit 

What is its impact? 

 Triggering a structural change in the procurement policies of global manufacturers 

 Long-term supply contracts are being signed by automakers 

 Firms like Samsung, Tata Group are sinking huge investments into semi-conductor production 

 The US, Europe and China have committed billions in subsidy to on-shoring production 

What option does India have? 

 Since, chip fabrication is capital-intensive (an average sized facility costs $7-10 billion) with long gestation and 
rapid technology, it appears infeasible for India to strive for full self-sufficiency on chip fabrication 

 But, government-owned semi-conductor facilities already operated by ISRO and DRDO can be expanded and 
upgradeed 

 Attract global consumer electronics manufacturers by showcasing the  high-potential consumer electronics 
market and skilled talent pool in R&D 

 Production-linked incentive scheme will be an apt vehicle for this 

9.17 Smart Cities Mission 

Why in news? 

The government has announced that 80 of the 100 planned Integrated Command and Control Centres have been set up, 
with the rest to be completed by August 15. 
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What is the Smart Cities Mission? 

 Smart city is defined as a one that makes optimal use of all the interconnected information available to better 
understand and control its operations and optimise the use of limited resources. 

 Smart Cities Mission was launched in 2015 under the Ministry of Housing and Urban Affairs. 

 The Mission is operated as a Centrally Sponsored Scheme. 

 Objective- To promote cities that provide core infrastructure, clean and sustainable environment and give a 
decent quality of life to their citizens through the application of smart solutions. 

 100 cities have been selected to be developed as Smart Cities through a two-stage competition. 

 Area based development- It includes city improvement (retrofitting), 
city renewal (redevelopment) and city extension (greenfield development). 

 Key focus areas 

o Construction of walkways, pedestrian crossings, cycling tracks 

o Efficient waste-management systems 

o Integrated traffic management and assessment 

 Assessment of indices- It also assesses various indices to track urban development such as the Ease of Living 
Index, Municipal Performance Index, City GDP framework, Climate Smart Cities assessment framework, etc. 

 Fundamental principles of Smart Cities 

 Community at the Core 

 More from less 

 Co-operative and Competitive Federalism 

 Integration, Innovation , Sustainability 

 Technology as a means 

 Convergence 

What is an Integrated Command and Control Centre (ICCC)? 

 The Smart Cities Mission includes setting up ICCCs for each 
smart city. 

 Monitoring- These ICCCs are designed to enable authorities to monitor the status of various amenities (water, 
power supply, traffic movement, city connectivity and internet infrastructure, etc.) in real time. 

 Operations management- The ICCC acts of a smart city acts as a “nerve centre” for operations management. 

 Data processing- The ICCC is the nodal point of availability of all online data and information relating to 
smart services included in a smart city. 

 War rooms- During the pandemic, they also served as war-rooms for Covid-19 management. 

 Link with CCTNS- The ICCCs are linked to the CCTNS (Crime and Criminal Tracking Networks and 
Systems) network under the Ministry of Home Affairs. 

What is the current status of the Smarts Cities Mission? 

 The project had an initial deadline of 2021 for the first lot of 20 smart cities out of the 100 selected. 

 The cities were selected over a period of two years between 2016 and 2018, each with a deadline of completion 
within five years from the time of their selection. 

 On the recommendation of NITI Aayog, the timeline was extended last year until 2023 due to delays caused by 
the pandemic. 

 According to Ministry data, the SCM has so far covered over 140 public-private partnerships, 340 smart roads, 
78 vibrant public places, 118 smart water projects and over 63 solar projects.  

 The Ministry noted that almost 100% of these projects have been work-ordered. 

 Currently, the Centre is preparing a 60-point action plan. 
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 The Ministry of Housing and Urban Affairs has begun work to finalise its recommendation for providing ICCCs 
as a service to states and smaller cities. 

 The Ministry is also aiming to finalise an ICCC model and implement a pilot project across 6 states — Uttar 
Pradesh, Maharashtra, Karnataka, Madhya Pradesh, Rajasthan and Tamil Nadu. 

9.18 Need For Good Urbanisation 

What is the issue? 

The Covid situation has reinforced that good urbanisation is the most powerful technology for poverty reduction.  

What are the causes of urbanisation? 

 Poor infrastructure 

 Lack of productivity - 50% of our population in rural areas generate 
only 18% of the GDP 

 Poverty 

 Poor quality of education without bilingual possibilities 

 Poor quality of healthcare 

 Caste discrimination in villages 

What are the issues with urbanisation? 

 Inadequate planning – Causes congestion , pollution and aggravates the problems during disasters like flood 

 Non-scalable infrastructure –Pressure on resources such as land, capital  limits the scope of scaling the 
infrastructure 

 Unaffordable housing – Leads to unhygienic living conditions and multiplication of slums 

 Poor public transport – Tokyo has one-third of Japan’s population but planning has ensured that essential 
workers don’t commute more than two hours 

 Dependence of local governments - only 13 per cent and 44 per cent of the budget of rural and urban bodies 
was raised themselves 

 Policy distortion – Separate central rural and urban ministries hampers the continuity and efficiency of 
policies 

 Lack of power and resources with the local governments 

 Men-only migration - leaves women with the burden of farm work, taking care of children and elderly , 
having no access to health services and no emotional support from the spouse 

 Pollution – Noise pollution and air pollution are serious issues in cities especially in Delhi 

 21 of the world's 30 cities with the worst air pollution are in India, according to 2019 World Air Quality Report 

 Water scarcity - In four metros (Kolkata, Delhi, Chennai & Mumbai) only 30% of dirty water is treated 

How can a good urbanisation promoted? 

 More devolution of powers and resources by the states to the local governments is in need. 

http://www.shankariasacademy.com/
http://www.iasparliament.com/


 www.shankariasacademy.com 

www.iasparliament.com 
        
                                                                                                                   

CHENNAI | SALEM | MADURAI | COIMBATORE                                  DELHI | BANGALORE | THIRUVANANTHAPURAM  

130 

 Instead of debating on whether cities are hostile to migrants and infection hotspots they must be empowered to 
deliver economic justice for women, children and vulnerable. 

9.19 Improving Cold Chain Systems 

Why in news? 

Robust cold chain systems are an investment in India’s future pandemic preparedness. 

What has the pandemic reminded us? 

 India accounts for the second highest caseload of COVID-19 globally. 

 The nation had to take on the task of rolling out one of the largest vaccination drives in the world which is not 
new to India. 

 India’s Universal Immunization Programme (UIP), launched in 1985 to deliver routine immunization, 
showcased its strengths in managing large-scale vaccine delivery. 

 But the pandemic reminded us that vaccines alone do not save lives, vaccination does. 

 While we have set up a strong service delivery network, the pandemic showed us that there were weak links in 
the chain, especially in the cold chain. 

What is the need for a cold chain system? 

 Cold chain system augments the immunization landscape. 

 It will be the only way to ensure access to the last mile with life-saving 
vaccines. 

 It reduces vaccine wastage thus reducing the cost implications. 

 It also aids in achieving the immunization targets. 

 Robust cold chain systems are an investment in India’s future pandemic 
preparedness. 

What about the cold chain management in India? 

 Nearly half the vaccines distributed around the world go to waste, in large part due to a failure to properly 
control storage temperatures. 

 In India, close to 20% of temperature-sensitive healthcare products arrive damaged or degraded because of 
broken or insufficient cold chains, including a quarter of vaccines. 

 India’s UIP comprises upwards of 27,000 functional cold chain points of which 3% are located at the district 
level and above while the remaining 95% are located below the district level. 

 The Health Ministry has been digitizing the vaccine supply chain network in recent years through the use of 
cloud technology, such as with the Electronic Vaccine Intelligence Network (eVIN). 

 The role played by supportive infrastructure for cold chain such as a regular supply of electricity is essential for 
which the potential of solar-driven technology must be explored. 

MAINS PRACTICE QUESTIONS 

 

1. Having consistently improved its score in Ease of Doing Business, there is a still a long way ahead for India in 
making better progress. Explain 

2. Despite the uncertainties, it is rational for the Monetary Policy Committee to support the recovery of the 
economy and be in line with the projected inflation. Discuss 

3. A citizen may be financially included but may not be financially integral part of the Indian economy. Analyse in 
the context of financial inclusion 

4. Card Tokenization can enhance customer confidence on digital payments, also making payment transaction 
convenient. Elaborate 

5. The creation of bad banks will enable the growth of the Indian economy in various ways. Do you agree with this 
view? Comment 
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6. Discuss the possible and feasible fiscal strategies that are required for sustaining the economic growth of the 
country. 

7. A fool-proof cyber security system needs to become a primary focus for a rapidly digitizing Banking, Financial 
services, and insurance (BFSI) system. Examine 

8. North Eastern Region offer tremendous potential in terms of growth and development of the services sector. 
Examine 

9. The government needs to invest in transport and logistics to put India’s exports on a sustained growth path. 
Substantiate 

10. The Indian GI economy can be a platform for India to showcase to the world a model for comprehensive 
development in various ways. Explain 

11. Explain the measures that can be adopted by the Government of India to make public debt sustainable in the 
medium to long term. 

12. With the Gati Shakti National Master Plan, India’s economic growth can find renewed momentum through 
major infrastructure upgrades. Explain 

13. With gig economy expanding in India, trace the development of rights available to gig workers and evaluate the 
role of "gig worker organizations" in protecting their rights. 

14. In spite of spending on infrastructure, policies need to minimize the income loss from the impact recent 
pandemic. Discuss 

15. Automation is the fourth irreversible trend after globalization, digitization, and mobility. Discuss the measures 
to be incorporated into the process framework to make the trends sustainable. 

16. The volatility of cryptocurrencies makes them remain only as speculative assets and not a medium of exchange. 
Analyze 

17. For better digital lending, Reserve bank of India must arm itself with necessary technology and technical 
expertise to track lending applications. Examine 

18. India’s service revolution has shown that industrialization is not the only route to rapid economic development. 
Do you agree with this view? Comment’ 

19. RBI’s decision of extending Prompt Corrective Action (PCA) to non-banking financial companies (NBFCs) can 
strengthen financial system of the country. Discuss 

20. e-shram is right step in giving protecting informal workers which needs to be strengthened by restructuring 
social security and social protection programmes. Elaborate 

21. Infrastructure investment trusts are steadily making inroads into the Indian financial markets as an instrument 
of choice for power sector infrastructure. Discuss 

22. The goal of achieving high economic growth rate in the country relies heavily on infrastructure spending. 
Analyse 

23. To what extent the unemployment in India impinges on the quality of the economic recovery. Analyse 

24. As India is facing major demand deficiency, the Government of India needs to step in to increase the public 
spending. Explain 

25. Access to data in a trusted ecosystem can be instrumental in creating value and promote equitable access to 
digital and data economy. Examine 

26. Corporate Social Responsibility funding can be invested to create a better social transformation in the country. 
Discuss 

27. To truly enhance the sustainability of MSMEs, the regulators should allow more fin-tech companies to 
participate in TreDS platform. Explain 

28. The incidence of unclaimed bank deposits can be minimized via meaningful cooperation between commercial 
banks and customers. Discuss 

29. It is expected that a holistic view, keeping in mind the government’s schemes on investment and trade 
governance, would inform future negotiations as well as review of existing trade agreements of India 

30. If the post offices in the country can act as e-commerce facilitators, it could have multiplier effects on the Indian 
economy. Discuss 

http://www.shankariasacademy.com/
http://www.iasparliament.com/


 www.shankariasacademy.com 

www.iasparliament.com 
        
                                                                                                                   

CHENNAI | SALEM | MADURAI | COIMBATORE                                  DELHI | BANGALORE | THIRUVANANTHAPURAM  

132 

31. A micro-credit push by banking sector will be another step towards welfare for those at the bottom of the 
pyramid. Elaborate 

32. The punishing tax policy on crypto currencies is aimed at shielding investors until regulations for crypto trading 
are framed. Discuss 

33. Gati Shakti will help develop a transport system that optimises cost and fuel efficiency through seamless multi-
modal movement transport. Explain 

34. India’s Intellectual Property Rights regime requires a comprehensive make over. Do you agree with this view? 
Comment 

35. Banking system needs to factor in the climate risks in order to attain the goal of carbon neutrality by 2070. 
Discuss 

36. With the rapid development of fin-tech revolution, converting regulations into algorithms could be the road 
ahead for financial regulators. Explain 

37. Digitalising MSMEs sector not only provide significant contribution to the economy but also enable a transition 
to cleaner forms of energy. Examine 

38. Do you think that the online market place is hurting small business entrepreneurs and consumers? Comment 

39. For safe foods there is a need to develop lab infrastructure in states. Justify this statement. 

40. The road sector has important lessons for other infrastructure sectors and for Indian infrastructure in general 
to mobilize financial resources. Explain 
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