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1. FISCAL POLICY AND INCLUSIVE GROWTH 

1.1. STATUS OF 
GOVERNMENT 
FINANCES 

1.1.1. STATE 
FINANCES 

Why in news? 

2") ÒÅÌÅÁÓÅÄ ȰState 
Finances: A Study of 
Budgets of 2021-22ȱ ×ÉÔÈ 
ÔÈÅÍÅ ȰCoping with the 
Pandemic: A Third-Tier 
Dimensionȱȟ ÉÔÓ annual 
assessment report on the 
State governments 
finances. 

Key Highlights of report :  

¶ Consolidated Gross Fiscal Deficit (GFD): Budgeted at 3.7% to gross 
domestic product (GDP) of states for 2021-22 (improvement from 
4.7% in the revised estimates for 2020-21). 

¶ Combined debt to GDP ratio of States: 31% at end-March 2021 
(higher than the 20% limit for states by 2022-23 recommended by 
NK Singh Committee or the FRBM Review Committee). 

¶ Ratio of interest payment to revenue receipts increasing at a 
steady pace for last few years, indicating erosion of debt 
sustainability. 

¶ Market borrowing , the largest component of outstanding debt, 
is expected to reach 63% at end-March 2022.   

¶ The shares of National Small Savings Fund (NSSF), loans from 
banks and financial institutions and public accounts in total 
outstanding liabilities of the States have 
declined over the years. 

¶ 15-25% revenue loss on the finances of local 
authorities.  

Other trends in state finance 

¶ Increase in Fiscal deficit from 2.9% (2019-
20) to 4.1% of GDP (2020-21) or by 2.25 lakh 
crore. 

¶ Increase in aggregate public debt of states 
to 25.1% of GDP in 2021-22, a significant rise 
from 17.2% of GDP in 2011-12. 

¶ 3ÔÁÔÅÓȭ Ï×Î ÔÁØ ÒÅÖÅÎÕÅ is the largest 
source of revenue (estimated to be 45% of 
total revenue receipts or 6.7% of their 
GSDP) in 2021-22. 
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¶ Lower property tax 
collection in India 
(0.2% of GDP) as 
compared to some 
of the developed 
countries due to 
factors like 
property  
undervaluation, 
incomplete property tax records etc. 

¶ Strain on state finances from State-owned power distribution companies (DISCOMs) debt.  

Steps taken by Centre and RBI to support states 

¶ Reform-linked additional borrowing space for 2020-21: In May 2020, the central government permitted states to 
increase their fiscal deficit limit from 3% of GSDP to 5% of GSDP in 2020-21. 
o Of this 2% increase, an increase of 1% of GSDP was to be permitted upon completion of reforms  in four areas 

(0.25% of GSDP for each reform):  one nation one ration card, ease of doing business, urban local body, and 
power distribution .  

¶ Special Assistance to States for Capital Expenditure for 2021-22: Under the scheme, states will be provided 
interest-free loans of up to Rs 15,000 crore in 2021-22, that need to be repaid after 50 years.  
o Of this, Rs 5,000 crore of loans are earmarked for states which carry out disinvestment of State Public Sector 

Enterprises or monetisation/ recycling of infrastructure assets.  

¶ Health Sector: The Central government has released around Rs. 80,000 crores to the States under National Health 
Mission (NHM) as grants. 

¶ RBI measures:  
o Certain relaxations are being permitted with regard to availment of Overdraft (OD) facilities.  
o The Ways and Means Advance (WMA) limits of states have been enhanced. 
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1.1.2. GOVERNMENT SECURITIES (G-SECS) 

Why in news? 

Recently, Reserve Bank of India (RBI) allowed small retail 
investors to invest in government securities (G-Secs) by 
ÏÐÅÎÉÎÇ ÇÉÌÔ ÁÃÃÏÕÎÔÓ ×ÉÔÈ ÔÈÅ ÃÅÎÔÒÁÌ ÂÁÎË ÕÎÄÅÒ ȬRBI 
2ÅÔÁÉÌ $ÉÒÅÃÔȭ ÓÃÈÅÍÅ. 

About G-Sec and Gilt Accounts  

¶ A Government Security (G-Sec) is a tradable 
instrument  issued by the Central Government or the 
State Governments. 

¶ Based on the time period, G-Secs are of two types 
(see image). 

¶ In India, the Central Government issues both, 
treasury bills and bonds or dated securities while the 
State Governments issue only bonds or dated 
securities, which are called the State Development 
Loans (SDLs).  

¶ )Ô ÁÃËÎÏ×ÌÅÄÇÅÓ ÔÈÅ 'ÏÖÅÒÎÍÅÎÔȭÓ ÄÅÂÔ ÏÂÌÉÇÁÔÉÏÎ 
and practically carries no risk of default and, hence, is 
called risk-free gilt -edged instruments. 

¶ A "Gilt Account" means an account opened and 
maintained for holding Government securities, by an 
entity or a person permitted by the Reserve Bank of 
India.  
o )Î ÃÁÓÅ ÏÆ Á ȬPerson resident outside India, the activities in the operations/maintenance of Gilt Account 

shall be governed by the Foreign Exchange Management Act (FEMA), 2000 and the regulations 
framed there under. 
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Major Risks involved in holding G-
Secs:  

¶ Liquidity risk, i.e. inability of an 
investor to liquidate (sell) his 
holdings due to no buyer. 

¶ Market risk due to adverse 
movement of prices of the 
securities from changes in bond 
yields. 

¶ Reinvestment risk as cash flows 
on a G-Sec includes a coupon 
every half year and repayment of 
principal at maturity. The cash 
flows are required to be 
reinvested whenever they are 
paid, leading to situations of 
reinvestments at lower yield 
prevalent at the time. 

Operational mechanism of G-Secs in India 

¶ Issuing Authority:  RBI, in consultation with the Government of India. 

¶ Issuing Platform: E-Kuber, Core Banking Solution (CBS) platform of RBI for G-Secs auctions. 
o All non-E-Kuber members including non-scheduled Urban Cooperative Banks (UCBs) can participate in 

the primary auction through scheduled commercial banks or Primary Dealers (PDs) (called as Primary 
Members-PMs). 

¶ Clearing Agency: Clearing Corporation of India Limited (CCIL) acts as the Central Counter Party (CCP), i.e., 
act as a seller to the buyer and a buyer to the seller of the actual transaction.  

Recent initiatives regarding G-Secs and their impact/Potential Impact  

Initiatives Impact/Potential Impact 

RBI Retail Direct scheme for individual investors to bid 
in primary auctions and buy and sell government 
bonds. 

¶ The bonds on offer are G-Secs, SDLs, and sovereign 
gold bonds.  

¶ No fee will be charged for any of the services 
provided under the scheme. 

¶ Broaden Investor Base with additional investment 
avenue for retail investors. 

¶ Financialize the domestic savings. 
But unlike small saving schemes of the Union government 
such as the Public Provident Fund or National Savings 
Certificate, there are no special tax benefits on direct 
purchase of government bonds. 

Government Securities Acquisition Programme (G-
SAP) from RBI with aim to purchase government 
securities worth Rs 1 lakh crore in the first quarter of 
FY22. 

¶ It will ensure financial stability and prevent crowding 
out. 

¶ Decline in bond yield acts as a f illip for the equities 
markets. 

Long-term repo operations (LTROs) with RBI to provide 
one-year to three-year money to banks at the prevailing 
repo rate, accepting government securities with 
matching or higher tenure as the collateral. 

¶ Provide longer duration funds to banks as compared 
to the short-term liquidity  by Liquidity Adjustment 
Facility (LAF) and the Marginal Standing Facility (MSF). 

¶ 1-year and 3-year loans to banks at interest rate similar 
to the overnight repo. 

Operation Twist from RBI with aim to bring down long-
term bond yields. 

¶ With inverse relationship between bond prices 
and yields, bonds purchase from RBI pushes prices 
upwards and the yield comes down.  

¶ Lower longer-term yields will make savings less 
desirable due to lower interest rates and boost 
economy by making loans for home, vehicles etc. less 
expensive. 

 

Related News  
Government Securities (G-Secs) to soon join Global Bond Indices 

¶ Global Bond Index includes investment-grade and government bonds from around the world with maturities 
greater than one year. 

¶ G- Sec is a tradeable instrument issued by the Central or state Governments. )Ô ÁÃËÎÏ×ÌÅÄÇÅÓ ÇÏÖÅÒÎÍÅÎÔȭÓ ÄÅÂÔ 
obligation. 

¶ G-Secs carry practically no risk of default and, hence, are called risk-free gilt -edged instruments. 
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¶ Benefits of joining global bond indices 
o Attract foreign inflows in the debt 

market, reducing pressure on 
commercial banks to absorb 
government bonds and build 
goodwill for the Indian bond 
markets. 

o Give strength and stability to INR 
and help government in its market 
borrowing programme . 

1.2. TAXATION 

1.2.1. RETROSPECTIVE TAXATION 

Why in News? 

Recently, parliament enacted the Taxation Laws (Amendment) Act, 2021 to amend the Income-tax (IT) Act, 
1961 and the Finance Act, 2012, scrapping the 2012 retrospective tax law. 

7ÈÁÔ ÉÓ 2ÅÔÒÏÓÐÅÃÔÉÖÅ 4ÁØÁÔÉÏÎ ÁÎÄ )ÎÄÉÁȭÓ ÅØÐÅÒÉÅÎÃÅ ×ÉÔÈ ÉÔȩ  

¶ )Ô ÉÓ Á ȬÂÁÃË×ÁÒÄ ÌÏÏËÉÎÇȭ ÔÁØȟ ÕÓÅÄ ÂÙ ÎÁÔÉÏÎÓ ÔÏ remove taxation anomalies through new or additional 
charge on past transactions to overcome the misuse of legal loopholes by companies. 

¶ It allows a country to pass a rule on taxing certain products, items or services and deals and charge 
companies from a time behind the date on which the law is passed. 

¶ In India, it was introduced in 2012, empowering Income tax Department to raise tax demands on capital 
gains arising from indirect transfer of assets located in India. 

Changes introduced by Taxation Laws (Amendment) Act, 2021? 

¶ Amends Section-9 of IT 
Act, 1961 to nullify the 
demands raised for 
indirect transfer  of Indian 
assets made before 28th 
May 2012 on fulfillment of 
specified conditions like 
withdrawal of appeal, 
petition, arbitration etc. in 
this regard. 

¶ Refund of any amount 
paid in these cases without any interest under Section-244A. 

¶ However, offshore transactions involving Indian assets executed after 28th May 2012 are still taxable as 
there is no retrospective application of the law. 

Conclusion 

The new law leads to a more transparent, stable, and predictable taxation regime, sending a positive signal 
to investors on ability of India to sort out legacy issues to improve investments through stable operating 
environment and help in early recovery from COVID-19 by expanding the industrial base for increased tax base, 
higher growth, and work opportunities. 

1.2.2. GLOBAL MINIMUM CORPORATE TAX RATE 

Why in News? 

Recently, the Organisation for Economic Co-operation and Development (OECD) released Two Pillar model 
rules for domestic implementation of 15% global minimum tax. 

Sovereign right to tax and its limits 

¶ Right to tax is a core sovereign power. 

¶ The Constitution of India empowers government to levy or charge taxes 
except by the authority of law. 

¶ Though upheld by Investor-State Dispute Settlement (ISDS) tribunals as well, 
the Bilateral Investment Treaty (BIT) puts certain limits on the right as: 
o Expropriation , i.e., no confiscation or claim on property against owner 

wishes from government 
o Fair and Equitable treatment, i.e., the taxes should not be discriminatory 

¶ In 2016, India framed model BIT, excluding taxation measures from its scope, 
reducing scope of ISDS to interfere in sovereign right to tax. 
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About Global Minimum Corporate Tax  

¶ It is part of the inclusive framework on Base Erosion and Profit Shifting (BEPS) agreed upon by G20 
countries and OECD. 
o BEPS refers to tax planning strategies 

used by MNCs that exploit gaps and 
mismatches in tax rules to artificially 
shift profits to low or no -tax locations 
where there is little or no economic 
activity, resulting in little or no overall 
corporate tax being paid. 

¶ Global Minimum Corporate Tax requires countries to impose a minimum tax on large multinational 
companies (MNCs) to counter efforts by such firms to escape taxes in their country of operations. 

¶ It will apply to -.#Ó ×ÉÔÈ ÒÅÖÅÎÕÅ ÁÂÏÖÅ ΉΩΧΡ ÍÉÌÌÉÏÎ and aims for developing a taxation structure that 
is relevant for a digital and globalized world . 

¶ This includes global companies like Google, Amazon, etc. who will be forced to pay taxes to countries 
based on where their goods or services are sold, regardless of whether they have a physical presence in 
that nation. 

OECD two-pillar plan 

¶ Under the OECD/G20 Inclusive Framework on Base Erosion and Profit Shifting (BEPS), 139 countries (including 
India) and jurisdictions are collaborating to put an end to tax avoidance strategies arising from digitalization and 
globalization of the economy. 

¶ The new two -pillar plan will help in domestic implementation of 15% global minimum tax by reforming 
international taxation rules and ensure that multinational enterprises pay a fair share of tax wherever they 
operate. 

¶ This includes the GloBE rules with GloBE rules to be made part of domestic legislation in 2022. 
o GloBE rules provide for taxation system to ensure large MNCs pay the minimum level of tax on income arising 

in each of the jurisdictions in which they operate. 
o Rules will ÃÒÅÁÔÅ Á ȰÔÏÐ-ÕÐ ÔÁØȱ to be applied on profits in any jurisdiction whenever the effective tax rate is 

below minimum 15% rate. 

Implications on India 

¶ According to experts, India is likely to benefit as the effective domestic tax rate is above the threshold, 
and the country would continue to attract investment. 

¶ But it will mean removal of existing digital service taxes and other unilateral measures by 2023 such as 
the equalization levy by India introduced in 2016. 

¶ Also, Large Indian headquartered MNEs may also need to comply with Pillar one rules, and India will need 
to share its taxing right with other countries; and India could end up losing revenue from other not-so-
digitized companies in the top 100. 

1.3. NON-TAX REVENUE 

1.3.1. DIRECT MONETISATION OF THE FISCAL DEFICIT 

Why in news? 

There is a debate whether India should undertake direct monetisation of the fiscal deficit by Reserve Bank of 
India (RBI), given the hurt to its economy caused by second wave of COVID-19 infections.  

Fiscal deficit and its financing  

¶ &ÉÓÃÁÌ ÄÅÆÉÃÉÔ ÏÃÃÕÒÓ ×ÈÅÎ ÔÈÅ ÇÏÖÅÒÎÍÅÎÔȭÓ ÅØÐÅÎÄÉÔÕÒÅ ÅØÃÅÅÄÓ ÉÔÓ ÉÎÃÏÍÅȢ E.g., Due to lower tax 
collection and increased expenditure to mitigate the fallout of pandemic, India recorded a fiscal deficit of 
9.3% of GDP in 2020-21 and for 2021-22 it is put at 6.8% of GDP. 

¶ To finance this fiscal deficit, number of options is available with government (see image). 

About Direct Monetisation of deficit  

¶ Direct Monetisation refers to a scenario where a central bank prints currency to the tune of 
accommodating massive deficit spending by the government.  

How a global minimum corporate tax works? 

¶ Suppose a company headquartered in Country A is 
reporting income in Country B, where the rate is 11%. 

¶ With a global minimum rate of 15% in effect, Country A 
×ÏÕÌÄ ȰÔÏÐ ÕÐȱ ÔÈÅ ÔÁØ ÁÎÄ ÃÏÌÌÅÃÔ ÁÎÏÔÈÅÒ ΦϷ of the 
ÃÏÍÐÁÎÙȭÓ ÐÒÏÆÉÔ ÆÒÏÍ #ÏÕÎÔÒÙ " ÒÅÐÒÅÓÅÎÔÉÎÇ ÔÈÅ 
ÄÉÆÆÅÒÅÎÃÅ ÂÅÔ×ÅÅÎ #ÏÕÎÔÒÙ "ȭÓ ÒÁÔÅ ÁÎÄ ÔÈÅ ÇÌÏÂÁÌ 
minimum rate. 
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¶ It happens when the 
government privately 
places its bonds with the 
Central bank, i.e., the RBI 
purchases government 
bonds in the primary 
market, increasing money 
supply in the system. 

o It may not necessarily 
involve actual printing 
of currency as the 
central bank could 
simply credit the 
'ÏÖÅÒÎÍÅÎÔȭÓ ÁÃÃÏÕÎÔ 
through an electronic 
accounting entry.  

¶ It is referred as helicopter 
money when large sums 
of new money are printed to stimulate an economy during a crisis ɂ like a recession. 

 

Reasons behind demand of direct monetisation 

¶ Financing extraordinary recovery programmes from government through direct liquidity. 

¶ Mitigating deflation and stimulating moderate inflation  through higher people spending.  

¶ Maintaining financial stability by overcoming issues of limited savings, increase in interest rates and 
government borrowing costs if large deficits are financed through issuance of G-Secs.  

¶ Infuse liquidity in the financial system when further interest rate cuts are not possible due to inflationary 
concerns. E.g., Repo rate in India is at 4% since May 2020 to avoid inflation. 

¶ Other Benefits: No increase in future tax burdens and it can reduce the value of a ÇÏÖÅÒÎÍÅÎÔȭÓ 
outstanding obligations to some extent by increasing inflation.  

Concerns over use of direct monetisation in India 

¶ High inflation due to unproductive spending. E.g., in 2008, it led to hyperinflation in Zimbabwe with 
231,000,000% rise in prices in one year. 

¶ Erodes the credibility of RBI and its ability to fulfill its mandate by removing the barriers between 
monetary and fiscal policy.  

¶ Hurt fiscal prudence by disincentivizing the fiscal consolidation activities of the Government. 

¶ Ineffective to  increase liquidity as the money extended by a fiscal program inevitably ends up in the 
banking system, increasing bank reserves at RBI due to reluctance from banks to lend. 

¶ Depreciation of currency due to supply-demand imbalance in the currency market. RBI could step in and 
intervene using its forex reserves. However, running down on forex reserves can ultimately result in a 
balance of payments crisis. 
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1.3.2. NATIONAL MONETISATION PIPELINE 

Why in news? 

Recently, Government of India launched the National 
Monetisation Pipeline (NMP), a roadmap for asset monetisation 
of various brownfield infrastructure assets across sectors. 

About Asset Monetisation 

¶ Also referred as asset or capital recycling, asset 
monetisation is the process of conversion of assets into 
economic value.  

¶ 0ÁÒÔ ÏÆ ÔÈÅ ÇÏÖÅÒÎÍÅÎÔȭÓ ÎÏÎ-debt capital receipts, it 
involves offering public infrastructure to the private sector 
or institutional investors to serve three critical objectives:  
o Unlocks value from public investment in infrastructure. 
o Taps private sector efficiencies. 
o Creation of new sources of revenue by unlocking of 

value of hitherto unutilized or underutilized public assets. 

¶ It is different from disinvestment as government remains the owner of 
the Brownfield Infrastructure Assets (where investment is already 
being made, but assets are either languishing or not fully monetized or 
under-utilized) transferred for a limited period ÔÏ ÕÎÌÏÃË ȰÉÄÌÅȱ ÃÁÐÉÔÁÌȢ 

¶ Funds, so received by the public authority, helps government to 
reinvest them in other assets or projects including social sector and 
other competing public priorities.  
o It also helps in generating more returns from assets through higher 

operating efficiencies and enhanced user experience offered by 
private sector entity.  

About National Monetisation Pipeline (NMP)  

¶ Monetisation of Assets was identified as one of the three pillars for 
enhanced and sustainable infrastructure financing in the country 
under the Union Budget 2021-22.  

¶ Accordingly, National Monetisation Pipeline (NMP) has been planned 
to be co-terminus with the National Infrastructure Pipeline (NIP, announced in 2019) and help in evolving 
a common framework for monetisation of core assets. 

¶ Monetisation through disinvestment and monetisation of non-core assets have not been included in the 
NMP. 
o Core and Non-Core Assets: Assets which are central to the business objectives of an entity and are 

used for delivering infrastructure services to the public/ users are considered as Core Assets. Other 
assets, which generally include land parcels and buildings, can be categorised as non-core assets.  

¶ The total indicative value of NMP for Core Assets of Central Government has been estimated at 6.0 lakh 
crore over the 4 year period, FY 2022-2025.  
o It corresponds to 5.4% of the total infrastructure investment envisaged under the NIP which is 111 

lakh crore and 14% of the proposed outlay for Centre ( 43 lakh crore).  

¶ The framework for monetisation  of core asset monetisation has three key imperatives:  
o Monetisation of rights not ownership, i.e. handing back of assets after end of transaction life. 
o Brownfield de-risked assets with stable revenue generation profile and of critical importance. 
o Structured partnerships under defined contractual frameworks & transparent competitive bidding, 

where Contractual partners will have to adhere to Key Performance Indicators (KPIs) and 
Performance Standards. 

¶ The assets and transactions identified under the NMP are expected to be rolled out through a range of 
instruments/models (see image on asset monetisation models).  
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1.3.3. LAND BANKS 

Why in News? 

Recently, the Department of Investment and Public Asset 
Management (DIPAM) finalised the structure of the Land 
Bank Company with task of selling land parcels owned by 
government departments and public sector companies. 

What is a Land Bank? 

¶ Land bank is a governmental entity or non-profit 
corporation to manage and dispose of vacant 
properties, vacant land, or tax-delinquent properties to 
ensure more productive use of vacant land. 

¶ Started in 1990s by state governments, by 2017 most 
Indian states either already had sizeable land banks or 
were in the process of creating them. 

¶ .)4) !ÁÙÏÇȭÓ, in its strategy for New India @ 75 
suggested new system using Geographic Information 
System (GIS) based maps at all levels to create pre-
approved land banks for manufacturing facilities. 

Steps towards Land Bank 

¶ )Î !ÕÇÕÓÔ ΤΡΤΡȟ .ÁÔÉÏÎÁÌ ')3ȤÅÎÁÂÌÅÄ ,ÁÎÄ 
"ÁÎË ÓÙÓÔÅÍ ×ÁÓ ÌÁÕÎÃÈÅÄ ÂÙ ÉÎÔÅÇÒÁÔÉÏÎ 
ÏÆ )ÎÄÕÓÔÒÉÁÌ )ÎÆÏÒÍÁÔÉÏÎ 3ÙÓÔÅÍ ɉ))3Ɋ ×ÉÔÈ 
')3 3ÙÓÔÅÍÓ ÏÆ ÓÉØ ÓÔÁÔÅÓ ÉÎ ÆÉÒÓÔ ÐÈÁÓÅȢ 

¶ !Ô ÐÒÅÓÅÎÔȟ )ÎÄÉÁ )ÎÄÕÓÔÒÉÁÌ ,ÁÎÄ "ÁÎË ɉ))3Ɋ 
ÐÏÒÔÁÌ ÃÏÖÅÒÓ ÍÏÒÅ ÔÈÁÎ ΥȟΥΧΡ ÉÎÄÕÓÔÒÉÁÌ 
ÁÒÅÁÓȾÃÌÕÓÔÅÒÓ ÃÏÖÅÒÉÎÇ ÁÂÏÕÔ ΦΩΧȟΡΡΡȤ
ÈÅÃÔÁÒÅ ÌÁÎÄ ÁÃÒÏÓÓ ΥΣ 3ÔÁÔÅÓȾ54ÓȢ  

¶ ))3 ÁÉÍÓ ÔÏ ÐÒÏÖÉÄÅ ÔÈÅ ÆÏÌÌÏ×ÉÎÇȡ 
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Benefits of a land Bank 

¶ Improved Land use efficiency as land is 
a scarce resource in India with just 2.4% 
of total land area of the World and 18% 
ÏÆ ÔÈÅ 7ÏÒÌÄȭÓ ÐÏÐÕÌÁÔÉÏÎ. 

¶ Addressing inordinate delay in 
disposing Government land due to 
various issues of land records, lack of 
single comprehensive land database, 
illegal encroachment etc. 

¶ Boost economic growth as evident 
from China with a staggering 26.07% 
contribution from land to economic 
growth  during 2001-2009. 

¶ Boosts Investment by serving as a one-
stop solution to the free and easy 
accessibility of all related industrial information for informed decision making by investors. 

¶ Ease of Doing Business by overcoming issues from LARR Act 2013 which is often seen as impediment in 
land acquisition. 

¶ Other Benefits: Transparency in Land market transactions and reduced burden on judiciary.  

 

 

 

 

Right to Fair Compensation and Transparency in Land Acquisition, 
Rehabilitation and Resettlement (LARR) Act 2013 

¶ 4ÈÅ !ÃÔ ÒÅÐÌÁÃÅÄ ,ÁÎÄ !ÃÑÕÉÓÉÔÉÏÎ !ÃÔȟ ΣΪΫΦȢ 

¶ !ÃÔ ÐÒÏÖÉÄÅÓ ÆÏÒ 3ÏÃÉÁÌ )ÍÐÁÃÔ !ÓÓÅÓÓÍÅÎÔ ɉ3)!Ɋ ÓÔÕÄÙ ÔÏ ÍÁÐ 
ÁÎÄ ÅÓÔÉÍÁÔÅ ÃÏÓÔÓ ÁÎÄ ÂÅÎÅÆÉÔÓ ÔÏ ÔÈÅ ÐÅÏÐÌÅ ÁÆÆÅÃÔÅÄ 
ÔÈÒÏÕÇÈ ÔÈÅ ÁÃÑÕÉÓÉÔÉÏÎȢ 3)! ÉÓ ÍÁÎÄÁÔÏÒÙ ÆÏÒ ÁÌÌ ÐÒÏÊÅÃÔÓ 
ÅØÃÅÐÔ ÉÎ ÃÁÓÅÓ ÏÆ ÕÒÇÅÎÃÙ ÏÒ ÆÏÒ ÉÒÒÉÇÁÔÉÏÎ ÐÒÏÊÅÃÔÓ ×ÈÅÒÅ ÁÎ 
%ÎÖÉÒÏÎÍÅÎÔÁÌ )ÍÐÁÃÔ !ÓÓÅÓÓÍÅÎÔ ÉÓ ÒÅÑÕÉÒÅÄȢ 

¶ !ÌÌ ÁÃÑÕÉÓÉÔÉÏÎÓ ÒÅÑÕÉÒÅ ÒÅÈÁÂÉÌÉÔÁÔÉÏÎ ÁÎÄ ÒÅÓÅÔÔÌÅÍÅÎÔ ÔÏ ÂÅ 
ÐÒÏÖÉÄÅÄ ÔÏ ÔÈÅ ÐÅÏÐÌÅ ÁÆÆÅÃÔÅÄ ÂÙ ÔÈÅ ÁÃÑÕÉÓÉÔÉÏÎȢ 

¶ #ÏÍÐÅÎÓÁÔÉÏÎ ÆÏÒ ÔÈÅ Ï×ÎÅÒÓ ÏÆ ÔÈÅ ÁÃÑÕÉÒÅÄ ÌÁÎÄ ÓÈÁÌÌ ÂÅ 
ÆÏÕÒ ÔÉÍÅÓ ÔÈÅ ÍÁÒËÅÔ ÖÁÌÕÅ ÉÎ ÃÁÓÅ ÏÆ ÒÕÒÁÌ ÁÒÅÁÓ ÁÎÄ Ô×ÉÃÅ ÉÎ 
ÃÁÓÅ ÏÆ ÕÒÂÁÎ ÁÒÅÁȢ 

¶ !ÃÔ ÓÔÉÐÕÌÁÔÅÓ ÍÁÎÄÁÔÏÒÙ ÃÏÎÓÅÎÔ ÏÆ ÁÔ ÌÅÁÓÔ ΩΡϷ ÏÆ 
ÌÁÎÄÏ×ÎÅÒÓ ÆÏÒ ÁÃÑÕÉÒÉÎÇ ÌÁÎÄ ÆÏÒ 0ÕÂÌÉÃȤ0ÒÉÖÁÔÅȤ0ÁÒÔÎÅÒÓÈÉÐ 
ɉ000Ɋ ÐÒÏÊÅÃÔÓ ÁÎÄ ΪΡϷ ÆÏÒ ÁÃÑÕÉÒÉÎÇ ÌÁÎÄ ÆÏÒ ÐÒÉÖÁÔÅ 
ÃÏÍÐÁÎÉÅÓȢ 
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1.4. INCLUSIVE GROWTH 

1.4.1. NATIONAL MULTIDIMENSIONAL POVERTY INDEX 

Why in News? 

)Î ΤΡΤΣȟ .)4) !ÁÙÏÇ ÒÅÌÅÁÓÅÄ )ÎÄÉÁȭÓ ÆÉÒÓÔ 
ȬNational Multidimensional Poverty Index: 
Baseline Report and Dashboardȭ ÉÎ 
collaboration with UNDP and Oxford Poverty 
and OPHI. 

United Nations Development Programme 
(UNDP) 

¶ Leading United Nations organization (HQ: 
New York), UNDP works to end the injustice 
of poverty, inequality, and climate change. 

¶ It plays a critical role in helping countries 
towards SDGs with  work concentrated on 3 
main focus areas: 
o Sustainable development 
o Democratic governance and peace 

building 
o Climate and disaster resilience 

Oxford Poverty and Human Development 
Initiative (OPHI)  

¶ It is an economic research center within the 
Oxford Department of International 
Development at the University of Oxford.  

¶ It aims to build and advance a more 
systematic methodological and economic 
framework  for reducing multidimensional 
ÐÏÖÅÒÔÙȟ ÇÒÏÕÎÄÅÄ ÉÎ ÐÅÏÐÌÅȭÓ ÅØÐÅÒÉÅÎÃÅÓ 
and values.  

¶ /0()ȭÓ ×ÏÒË ÉÓ ÇÒÏÕÎÄÅÄ ÉÎ !ÍÁÒÔÙÁ 3ÅÎȭÓ 
capability approach and works to 
implement it by creating real tools that 
inform policies to reduce poverty. 

Multidimensional Poverty Index 
(MPI) 

¶ It was developed in 2010 by 
UNDP and OPHI as a poverty 
estimation measure to be used 
ÉÎ 5.$0ȭÓ ÆÌÁÇÓÈÉÐ (ÕÍÁÎ 
Development Report. 

¶ The Headcount or incidence of 
MPI is based on three macro 
dimensions of poverty as: 
o health, education and 

living standards, covering 
10 indicators of acute 
deprivations faced by a 
person simultaneously. 

¶ MPI value varies from 0 to 1 and 
if a person is deprived in a third 
or more of ten (weighted) 
indicators, the global MPI 
identifies them as Ȭ-0) ÐÏÏÒȭȢ  
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o It is calculated by multiplying the poverty headcount by the intensity of poverty . 

¶ )Î Ȭ'ÌÏÂÁÌ -0) ΤΡΤΣȡ 5ÎÍÁÓËÉÎÇ ÄÉÓÐÁÒÉÔÉÅÓ ÂÙ ÅÔÈÎÉÃÉÔÙȟ ÃÁÓÔÅ ÁÎÄ ÇÅÎÄÅÒȭȟ India was ranked at 62 out of 
109 nations with MPI value of 0.123 (27.9% population as multidimensionally poor). 

¶ For first time. Global MPI is disaggregated by ethnicity or race (for 40 countries with available 
information), by caste (for India) and by gender of the household head (for 108 countries) 

¶ Top 5 countries with MPI: India (2015/16) at 381 millions, followed by Nigeria at 93 million, Pakistan, 
Ethiopia, Democratic Republic of the Congo. 

National Multidimensional Poverty Index by NITI Aayog 

¶ Part of Global Indices for Reforms and Growth (GIRG) initiative, the latest Index is based on the MPI from 
UNDP and OPHI. 

¶ The major difference from Global MPI in National MPI is the inclusion of two additional indicators, i.e., 
antenatal care and bank account under the dimensions of health and standard of living. 

¶ 4ÈÉÓ ÂÁÓÅÌÉÎÅ ÒÅÐÏÒÔ ÏÆ )ÎÄÉÁȭÓ ÆÉÒÓÔ ÅÖÅÒ ÎÁÔÉÏÎÁÌ -0) ÍÅÁÓÕÒÅ ÉÓ based on the reference period of 2015-16 
of the National Family Health Survey (NFHS). 

¶ The MPI constitutes a set of poverty measures. These measures are explained as follows.  

Key findings from National MPI 

Based on National MPI headcount ratio and intensity of India, States, UTs and all the districts, the major 
findings of it are: 

¶ National MPI: At 0.118 with Rural MPI at 0.155 and Urban MPI at 0.04 (MPI ranges from 0 to 1 and higher 
values imply higher poverty). 

¶ Highest Poverty States/UTs: Bihar with 51.91% of the population as poor, followed by Jharkhand and Uttar 
Pradesh. 

¶ Lowest Poverty States/UTs: Kerala with 0.71% of the population as poor, followed by Puducherry and 
Lakshadweep. 

Earlier attempts to define Poverty in India 

¶ In India, Dadabhai Naoroji in 1901ȟ ÉÎ ÈÉÓ ÂÏÏË Ȭ0ÏÖÅÒÔÙ ÁÎÄ ÔÈÅ 5Î-"ÒÉÔÉÓÈ 2ÕÌÅ ÉÎ )ÎÄÉÁȭ ÍÁÄÅ ÆÉÒÓÔ ÁÔÔÅÍÐÔ ÔÏ ÄÅÆÉÎÅ 
poverty in Pre-Independence India. 

o It was followed by National Planning Committee (NPC) in 1938 ÁÎÄ Ȭ"ÏÍÂÁÙ 0ÌÁÎȭ ÉÎ ΣΫΦΦ to define poverty 
lines. 

¶ Post-Independence, Planning Commission Working Group in 1962; Dandekar and Rath in 1971; Alagh Committee 
in 1979; Lakdawala Committee in 1993; Tendulkar Committee in 2009 and Rangarajan Committee in 2014. 
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1.4.2. FINANCIAL INCLUSION 

Why in news? 

2ÅÃÅÎÔÌÙȟ 2") ÒÅÌÅÁÓÅÄ )ÎÄÉÁȭÓ 
first composite Financial 
Inclusion Index (FI-Index). 

About Financial Inclusion 
Index (FII) 

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

¶ It incorporates details of 
banking, investments, 
insurance, postal as well as 
the pension sector in 
consultation with the 
government and regulators. 

¶ It captures information on 
various aspects of financial 
inclusion on a scale from 0 to 
100, where 0 represents 
complete financial exclusion 
and 100 indicates full financial 
inclusion. 

¶ There are three broad 
parameters with certain 
assigned weights ɀ access 
(35%), usage (45%) and quality 
(20%) with 97 indicators. 

¶ The FI-)ÎÄÅØ ÄÏÅÓÎȭÔ ÈÁÖÅ Á 
base year reflecting 
cumulative efforts of all 
stakeholders over the years 
towards financial inclusion. 

Other initiati ves towards financial Inclusion 

By RBI National Strategy for Financial Inclusion (NSFI) 2019-2024 to expand and sustain the financial 
inclusion process at the national level through a broad convergence of action involving all the 
stakeholders in the financial sector. 

National Strategy for Financial Education (NSFE) 2020-2025 to enable various sections of the 
population to develop knowledge, skills, attitude and behaviour which are needed to manage their 
money better and to plan for their future. 

By Government Pradhan Mantri Jeevan Jyoti Bima Yojana (PMJJBY) for people in the age group of 18 to 50 years 
having a bank account 

Pradhan Mantri Suraksha Bima Yojana (PMSBY) for people in the age group 18 to 70 years with a 
bank account 

Atal Pension Yojana (APY) for all saving bank/post office saving bank account holders in the age 
group of 18 to 40 years 

Pradhan Mantri Jan-Dhan Yojana (PMJDY) as a National Mission for Financial Inclusion to ensure 
access to financial services in an affordable manner. 
Objectives of the scheme:  
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¶ To ensure access to various financial services like access to need based credit, insurance and 
pension to the excluded sections i.e., weaker sections and low-income groups. 

¶ Use of technology to lower cost and widen the reach of financial sector. 
PMJDY Performance in last Seven years 

¶ 43.04 Crore accounts opened by 2021 with more than half women. 
o Out of them, 86.5% accounts are operative. 

¶ Two-third  of the accounts are in rural and semi-urban areas with nearly 5 crore PMJDY account 
holders 
receiving direct 
benefit transfer 
(DBT) from the 
Government 
under various 
schemes. 

¶ Deposits under 
accounts 
increased about 
6.38 times from 
2015 to 2021. 

Jan Dhan Darshak 
App 

¶ It provides a citizen centric platform for locating banking touch points such as bank branches, 
ATMs, Bank Mitras, Post Offices, etc. Over 8 lakh banking touch points have been mapped on 
the GIS App. 

¶ It is also being used for identifying villages which are not served by banking touch points within 
5 km 

1.5. KEY CONCEPTS AND INFORMATION ON FISCAL POLICY 

Debt to GDP 
Ratio 

¶ It is the ratio of a country's public debt to its gross domestic product (GDP). It indicates a 
ÃÏÕÎÔÒÙȭÓ ÁÂÉÌÉÔÙ ÔÏ ÐÁÙ ÂÁÃË ÉÔÓ ÄÅÂÔÓȢ 
o Fiscal Responsibility and Budget Management (FRBM) Act mandated debt-to-GDP ratio of 

the Centre to be brought down to 40% and that of states to 20% by 2024-25. 

Fiscal Deficit ¶ It is the difference between the total income of the government (total taxes and non-debt capital 
receipts) and its total expenditure.  
o Fiscal Deficit = Total expenditure of the government (capital and revenue expenditure) ɀ 

Total income of the government (Revenue receipts + recovery of loans + other receipts).  
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Strategic ɀ 
Non-strategic 
sector 
bifurcation  

¶ Guidelines for Central Public 
Sector Enterprise (CPSE) 
Disinvestment Released by 
Ministry of Finance.  

¶ New Guidelines aims at 
privatization, merger, 
closure or subsidiarization of 
non-strategic CPSEs to 
implement new PSE Policy. 

¶ Main objective: Reduce 
financial burden on 
government, introduce, 
competition and market 
discipline, encourage wider 
share of ownership etc. 

ITAT e-dwar ¶ It is an e-filing portal of Income Tax Appellate Tribunal (ITAT) launched by Ministry of Law. 

¶ It will enhance the accessibility, accountability, and transparency in the day to day working of 
the ITAT with other benefits of economization of the use of paper, savings in costs, and 
rationalization of the fixation of cases leading to quicker disposal of cases. 

Place of 
Effective 
Management 
(POEM) 

¶ With increased exodus of businesses and families by HNI individuals post Covid-19, the risks of 
flouting POEM has increased. 

¶ Under Section 6 of the IT Act, POEM is defined as "a place where key management and 
commercial decisions that are necessary for the conduct of the business of an entity as a whole 
are, in substance, made." 

¶ It was introduced in 2017-18 to curb practice of limiting the scope for the Indian tax authorities 
by artificially shifting insignificant or isolated events related to control and management outside 
India to avoid residential status and thereby tax in India. 

Supplementar
y grant 
 

¶ The additional grant required to meet the required expenditure of the government is called 
Supplementary Grants. This grant is mentioned under Article 115 of the Constitution. 

Gini 
Coefficient 

¶ Gini coefficient is a popular tool 
to measure income distribution 
inequalities globally.  
o Lorentz curve is the 

graphical representation of 
this inequality and 
intimately related to the 
Gini coefficient. 

¶ Gini coefficient ranges from 0 
(or 0%) to 1 (or 100%), with 0 
representing perfect equality 
and 1 representing perfect 
inequality.  

K-shaped 
recovery 

¶ K-shaped recovery happens when different sections of an economy recover at starkly different 
rates. While certain industries and individuals pull out of a recession, others stagnate. 

¶ )ÎÄÉÁȭÓ real estate sector sees K-shaped recovery where the residential segment experienced 
healthy growth, the office segment remained lacklustre. 

¶ K shaped recovery is also observed in Job market: Lower-skilled workers lost their jobs 
ÄÉÓÐÒÏÐÏÒÔÉÏÎÁÔÅÌÙȟ ×ÈÉÌÅ ÊÏÂ ÌÏÓÓÅÓ ÁÒÅÎȭÔ ÁÓ ÓÉÇÎÉÆÉÃÁÎÔ ÆÏÒ ÏÆÆÉÃÅ ×ÏÒËÅÒÓ ÉÎ ÆÉÎÁÎÃÉÁÌȟ ÓÅÒÖÉÃÅ 
sectors. 
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2. BANKING AND MONETARY POLICY 

2.1. BANKING  

2.1.1. PRIVATIZATION OF PUBLIC SECTOR BANKS 

Why in news? 

Recently, the Finance secretary said that ÔÈÅ ÇÏÖÅÒÎÍÅÎÔ ×ÉÌÌ ȰÅÖÅÎÔÕÁÌÌÙȱ privatize most of the Public 
Sector Banks (PSBs) and keep its presence to a bare minimum.  

Benefits of PSBs Privatization 

¶ Better human resource management through increased professional management. 

¶ Improved competitiveness due to autonomous decision making (no government interference). 

¶ Promote innovation and expertise development for cost effective services and higher customer 
satisfaction. 

¶ Improved assets quality and efficiency of debt coverage and help them to retain and attract Urban and 
semi-urban consumers. 

Concerns over PSBs Privatization 

¶ Financial exclusion of the weaker sections 
due to profit driven private banks with 
concentration largely around the 
metropolitan/urban areas.  

¶ Reduced employment opportunities  for the 
youth, especially people from deprived 
sections with reservation. 

¶ Concerns over safety of deposits due to removal of the sovereign guarantee behind the PSB. 

¶ Macroeconomic effects of bank failures as happened in the past, leading to bank nationalisation in 1969. 

Recent Steps to strengthen 
PSBs 

¶ Enhanced Access and 
Service Excellence (EASE) 
was started in FY19 as part 
of PSBs reforms Agenda, 
based on a unique Reforms 
Index. 
o For 2021-22, new 

reforms are designed 
under EASE 4.0 to 
further the agenda of 
customer-centric 
digital transformation 
and deeply embed 
digital and data into 
03"Óȭ ×ÁÙÓ ÏÆ ×ÏÒËÉÎÇȢ 

¶ Launch of 
PSBloansin59minutes.com 
and adoption of the Trade 
Receivables Discounting 
System (TReDS) for digital lending for MSMEs and retail customers 

¶ Empowerment of bank Boards to recruit the bank's Chief Risk Officer from the market, on market-linked 
compensation 

¶ Infusion of Rs.3.17 lakh crore by the Government and Mobilisation of over Rs. 2.49 lakh crore by the banks 
themselves etc. 

Domestic Systemically Important Banks (D-SIBs) 

¶ D-SIBs are the banks considered as too big to fail  by 
RBI due to their size, cross-jurisdictional activities, 
complexity and lack of substitute and interconnection.  

¶ Banks whose assets exceed 2% of GDP are considered 
part of this group such as SBI, ICICI Bank, HDFC Bank 
continues to remain D-SIB. 

¶ As per the framework, from 2015, the central bank has 
to disclose names of banks designated as D-SIB. 
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2.1.2. PROMPT CORRECTIVE ACTION (PCA) 

Why in news? 

Recently, RBI issued revised norms for commercial banks that are to be placed under the Prompt Corrective 
Action (PCA) framework with effect from January 1, 2022. 

More on News 

¶ RBI has also issued Prompt Corrective Action (PCA) Framework for Non-Banking Financial Companies 
(NBFCs) to tighten regulation over weaker NBFCs. 

¶ It will cover All Deposit Taking NBFCs [NBFCs-D, Excluding Government Companies]; All Non-Deposit 
Taking NBFCs in Middle, Upper and Top Layers (NBFCs-ND) including Core Investment Companies (CICs) 
[Excluding - (i) NBFCs not accepting/not intending to accept public funds; (ii) Government Companies, (iii) 
Primary Dealers and (iv) Housing Finance Companies]. 

About PCA 

¶ PCA is a framework under which financial 
institutions , usually banks and now NBFCs as 
well, with  weak financial metrics are put under 
watch by the RBI. 

¶ It was first  introduced in 2002 as a structured 
early-intervention mechanism for banks that 
become under capitalised due to poor asset 
quality, or vulnerable due to loss of profitability. 

¶ It was last reviewed in 2017 based on the 
recommendations of the Financial Stability and 
Development Council and the Financial Sector 
Legislative Reforms Commission. 

Important changes in the PCA Framework for Banks 

¶ Parameters: Three parameters, Capital, Asset Quality and Leverage, to be monitored under the revised 
framework with three risk thresholds, from 1 to 3, in the increasing order of severity.  
o The revised framework has removed return on assets as an indicator. 

¶ Applicability: To apply on all banks operating in India including foreign banks operating through branches 
or subsidiaries based on breach of risk thresholds of identified indicators. 
o However, payments banks and small finance banks (SFBs) have been removed from the list of lenders 

where prompt corrective action can be initiated. 

¶ Entry: PCA Framework will apply based on the Audited Annual Financial Results and the ongoing 
Supervisory Assessment made by RBI; or if circumstances so warrant. 

¶ Exit: Based on the Supervisory comfort of RBI and no breaches in risk thresholds in any of the parameters 
for four continuous quarterly financial statements, one of which should be Audited Annual Financial 
Statement (subject to assessment by RBI); 

Corrective actions prescribed after a bank or NBFC is placed under PCA 

Mandatory and Discretionary actions by RBI 

Specifications Mandatory actions Discretionary actions 

Risk Threshold 1 ¶ Restriction on dividend distribution/remittance of profits. 

¶ Promoters/Owners/Parent (in the case of foreign banks) to 
bring in capital. 

¶ Restriction on issue of guarantees or taking on other 
contingent liabilities on behalf of group companies (only for 
CICs) 

Special Supervisory Actions: 

¶ Strategy related 

¶ Governance related 

¶ Capital related 

¶ Credit risk related 

¶ Market risk related 

¶ HR related 

¶ Profitability related 

¶ Operations/Business related 

¶ Any other 

Risk Threshold 2 In addition to mandatory actions of Threshold 1,  

¶ Restriction on branch expansion; domestic and/or overseas 

Risk Threshold 3 In addition to mandatory actions of Threshold 1 & 2,  

¶ Appropriate restrictions on capital expenditure, other than 
for technological upgradation within Board approved limits. 

¶ Restrictions/reduction in variable operating costs (For 
NBFCs) 
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However even under PCA, banks are allowed to invest in government securities/other high-quality liquid 
investments. 

About NBFCs and their Regulation 

¶ NBFCs, also known as nonbank financial institutions, are entities that provide certain-bank like and 
financial services but do not hold a banking license and excludes entities with agriculture activity, industrial 
activity, purchase or sale of any goods (other than securities) as principal business or providing any service 
and sale/purchase/construction of immovable 
property. 
o Principal Business is the financial activity 

which consists of more than 50% of 
company assets and over 5ΡϷ ÉÆ ÉÔȭÓ ÇÒÏÓÓ 
income.  

¶ NBFCs difference from banks: NBFCs ÃÁÎȭÔ 
accept demand deposits; NBFCs are not part 
of  payment and settlement system and ÃÁÎȭÔ 
issue cheques drawn on itself; and DICGC 
facility is not available to depositors of NBFCs. 

¶ Regulation: NBFCs are regulated by RBI 
although some NBFCs are regulated by SEBI, 
IRDAI, National Housing Bank etc. to avoid 
dual regulation. 

¶ Systemically important NBFCs: NBFCs whose 
asset size is of  500 crore or more are 
considered as systemically important NBFCs. 
Example. Power Finance Corporation Limited 
(PFCL), Rural Electrification Corporation 
Limited (RECL) etc. 

Regulation of NBFCs: Revised Scale-Based Regulatory (SBR) Framework 

¶ Recently, Reserve Bank of India (RBI) introduced a revised scale-based regulatory framework for non-banking 
financial companies (NBFCs). 

¶ Under the revised regulatory 
framework (to come into effect 
from 01 October 2022), they will be 
subjected to a Scale-Based 
Regulatory (SBR) Framework with 
Four-layers based on their size, 
activity and perceived riskiness (see 
image). 

¶ Base Layer: It include NBFCs-ND 
with asset size below 1000 cr and 
NBFCs in activities as- P2P lending, 
Account Aggregator, Non-
Operative Financial Holding 
Company and NBFCs not availing 
public funds and no customer 
interface. 

¶ Middle Layer: All deposit taking 
NBFCs; NBFCs-ND with asset size of Rs 1000 cr or more; NBFCs in activities as- Standalone Primary Dealers, 
Infrastructure Debt Fund, CICs, Housing Finance Companies and Infrastructure Finance Companies; 

¶ Upper Layer: Top ten NBFCs in terms of their asset size and NBFCs identified by RBI as warranting enhanced 
regulatory framework; and 

¶ Top Layer: Ideally to remain empty but RBI can populate it if substantial increase in the potential systemic risk from 
NBFCs in the upper layer. 

The new SBR framework also introduced changes to-  

¶ Extant NPA classification to be 90 days by March 2026 for all categories of NBFCs;  

¶ Ceiling of Rs 1 crore per borrower in IPO funding;  

¶ At least one Director with experience in a bank/NBFC;  
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¶ Changes in Capital Guidelines for NBFC in Middle and Upper Layer; 

¶ Revised Governance guidelines (e.g., Chief Compliance Officer) and prudential guidelines on Credit 
concentration/Sensitive Sector Exposure etc. 

2.1.3. PAYMENT BANK 

Why in news?  

RBI accorded Scheduled Bank status to number of Payment Banks like Paytm Payments Bank, Airtel Payments 
Bank etc. 

Scheduled Bank status and its Benefits 

¶ Scheduled Banks are the banks included in the Second Schedule of Reserve Bank of India Act, 1934. 
o This includes Scheduled Commercial Banks and Scheduled Co-operative Banks 

¶ Scheduled Bank status allows banks to explore new business opportunities, take part in Request for 
Proposals issued by the government and other large corporations, primary auctions, fixed-rate and 
variable rate repos and reverse repos. 

¶ They can also participate in Marginal Standing Facility and will be eligible to partner in government-run 
financial inclusion schemes. 

¶ They are eligible for refinancing facility from the  RBI at the bank rate, acquire membership to clearing 
house, and get access to currency storage facility. 

About Payment Bank 

¶ Suggested by Nachiket Mor committee in 2013, it is a bank 
registered under Companies Act, 2013 and licensed under 
Banking Regulation Act, 1949. 

¶ Minimum paid-up equity capital of the payments bank is 
100 crores and it is required to maintain a minimum capital 

adequacy ratio of 15%. 

¶ Promoters of the payments bank should hold at least 40% 
of its paid-up equity capital for the first 5 years. 

o Promoter/promoter group can have Joint Venture with 
an existing SCB. 

¶ They operate on a smaller scale ×ÉÔÈ ÎÏ ÃÒÅÄÉÔ ÒÉÓË ɉÃÁÎȭÔ 
advance loans or issue credit cards). 

¶ It can accept demand deposits (up to Rs 1 lakh), offer 
remittance services, mobile payments/transfers/ 
purchases and other banking services  

¶ They maintain Cash Reserve Ratio (CRR) with RBI and 
invest in eligible government securities/ treasury bills under Statutory Liquid Ratio (SLR). 

¶ They can access inter -bank uncollateralised call money market and collateralized repo and CBLO market for 
temporary liquidity management. 

¶ Recently, SEBI allowed the payment banks to act as investment bankers, i.e. to work in raising capital for 
corporations, governments, or other entities like Goldman Sachs, Morgan Stanley. 

2.1.4. DEPOSIT INSURANCE AND CREDIT GUARANTEE CORPORATION (DICGC) 
(AMENDMENT) ACT, 2021 

Why in news?  

Deposit Insurance and Credit Guarantee Corporation (DICGC) (Amendment) Act, 2021 has been in news 
recurrently.  

About DICGC 

¶ DICGC is a wholly owned subsidiary of the RBI created under the DICGC Act, 1961 with Deputy Governor 
of RBI as its ex-officio Chairman. 

¶ Governed by the provisions of the DICGC Act of 1961 and DICGC General Regulations of 1961, DICGC is liable 
to pay the insured deposit amount to depositors of an insured bank. 

¶ It registers a bank as insured immediately and automatically on issuance of banking license. 

¶ For all insured banks, Payment of deposit insurance premium to DICGC is compulsory and DICGC pays the 
insured deposit amount to depositors in situations like- 
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o Liquidation (sale of all assets on closing down of the bank), Reconstruction or any other arrangement 
under a scheme, or Merger or acquisition by another bank. 

¶ It covers all commercial banks, including Payment Banks, Small Finance Banks, Regional Rural Banks, 
Foreign Bank branches in India, Local Area Banks and Co-operative Banks in all States and Union 
Territories. 

¶ In the last budget, the deposit insurance cover was increased from 1 lakh to 5 lakh per depositor per 
bank, fully protecting 98.1% of the total 252.6 crore accounts or 50.9% of total assessable deposits as at 
end-March 2021. 
o Internationally, fully protected accounts are around 80% and 20-30% of total assessable deposits. 
o Bank-group wise, the percentage of insured deposits vis-à-vis total deposits is 84% for RRBs, 70% for 

cooperative banks, 59% for SBI, 55% for PSBs, 40% for private sector banks and 9% for foreign banks. 

Key Features of DICGC (Amendment) Act, 2021 

¶ Introduction of interim payments from DICGC to these depositors with 90 days (max) timeline. 

¶ Provisions for penal interest in case of delay to ensure timely repayment from banks to DICGC. 

¶ Removal of earlier ceiling of 15 paise (0.15%) on premium and DICGC to notify the ceiling on premium with 
prior RBI approval. 

¶ %ÍÐÏ×ÅÒ $)#'#ȭÓ "ÏÁÒÄ ÔÏ ÄÅÆÅÒ ÄÕÅ ÒÅÐÁÙÍÅÎÔÓ ÆÒÏÍ ÉÎÓÕÒÅÄ ÂÁÎËÓ ÁÆÔÅÒ insurance pay out on its own 
terms. 

2.2. ASSET QUALITY AND 
RESTRUCTURING 

2.2.1. INSOLVENCY AND 
BANKRUPTCY CODE (IBC) 

Why in News? 

Recently, the parliament passed Insolvency and 
Bankruptcy Code (Amendment) Bill 2021 to Pre-
Packaged Insolvency Resolution Process (PPIRP) 
for corporate MSMEs. 

Insolvency and Bankruptcy Code (IBC)  

¶ The IBC, 2016 provides for resolution of stress 
assets of a company, a limited liability 
partnership, a proprietorship, or partnership 
firm, or an individual  

¶ In over 5 years of its operation, it has created 
an insolvency ecosystem in India under the 
National Company Law Appellate Tribunal as 
Appellate Authority via its pillars (see image). 

What is Pre-packaged insolvency resolution? 

¶ A pre-packed insolvency resolution 
mechanism is a process wherein a resolution arrangement is agreed upon between the distressed 
corporate debtor (CDs) and lender before approaching the National Company Law Tribunal (NCLT) for 
bankruptcy proceedings.  

¶ It follows a debtor-in-possession model and gives legal sanction to a plan agreed among banks, 
promoters, and the buyer. 

¶ It also protects from fraudulent activities/mismanagement by allowing Committee of Creditors (CoC) to 
make an application for change in the management of the company and pass control to the resolution 
professional via 66% voting. 
o CoC is composed of financial creditors to the Corporate Debtor (CD) or operational creditors in the 

absence of unrelated financial creditors 

¶ It allows for a Swiss challenge to the resolution plan submitted by a CD, allowing third party to submit 
resolution plan, in case operational creditors are not paid 100% of outstanding dues.  
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Differences between PIRP and Corporate Insolvency Resolution Process (CIRP) 

Criteria PIRP CIRP 

Control of the firm 
during insolvency  

Debtors remain in control of their distressed 
firm. 

Company is managed by the resolution 
professional. 

Completion Deadlines 120 days of the commencement date. 270 days from the commencement date. 

Process of resolution of 
the debt 

Distressed company enters into direct 
agreement between secured creditors and 
the existing owners or outside investors. 

Resolution through open bidding system. 

In 2019, the Insolvency and Bankruptcy Board of India (IBBI) set up a working group for Tracking Outcomes of 
Insolvency and Bankruptcy Code, 2016 (IBC), also known as GN Bajpai committee.  

Cross Border Insolvency 

¶ Another issue of IBC in dealing with special circumstances in which an insolvent debtor has assets and/or creditors 
in more than one country. 

¶ Regulated by Section 234 and 235 of IBC, they are ad-hoc in nature and susceptible to delay.  
o Section 234 empower Central Government to enter into bilateral agreements with other countries to resolve 

situations about cross-border insolvency, and 
o Section 235 allows Adjudicating Authority  to issue a letter of request  to a court or competent authority to 

deal with a request for evidence or action in connection with insolvency proceedings under IBC in countries 
with agreement under Section 234. 

¶ The absence of standardized cross border insolvency framework gives rise to complexities and raises number of 
issues such as: 
o Extent of access to assets held in a foreign country for an insolvency administrator, 
o Priority of payments, i.e., whether local creditors to have access to local assets before funds go to the foreign 

administration or not, 
o Recognition of the claims of local creditors in a foreign administration, 
o Recognition and enforcement of local securities, taxation system over local assets where a foreign 

administrator is appointed etc. 

¶ Based on Insolvency Law Committee of 2018 recommendations, a robust cross border insolvency framework can 
be created by adopting the United Nations Commission on International Trade Law (UNCITRAL) with certain 
modifications to suit Indian context. 

2.2.2. NATIONAL ASSET RECONSTRUCTION COMPANY LIMITED (NARCL) AND 
INDIA DEBT RESOLUTION COMPANY LIMITED (IDRCL) 

Why in News?  

To resolve the legacy NPAs and clean up the bank books, two new related entities- NARCL and IDRCL were 
incorporated in 2021 under debt management agreement. 

More on News 

¶ Despite various resolution mechanisms (e.g., IBC, SARFAESI Act, Debt Recovery Tribunals etc.) and 28 
Asset Reconstruction Companies (ARCs), Legacy NPAs is still a big concern. To resolve it,  
o NARCL will function as an ARC (majorly owned by PSBs with Canara Bank as Sponsor), incorporated 

in July 2021, to aggregate and acquire stressed assets; and 
o IDRCL will serve as a service company [majorly owned by Private Sector Banks (51%), rest with PSBs], 

incorporated in September 2021, to manage and dispose of the assets. 

¶ NARCL with a finite life of 5 years with IDRCL term being co-terminus to NARCL. 

About Asset Reconstruction and ARC 

¶ !ÓÓÅÔ ÒÅÃÏÎÓÔÒÕÃÔÉÏÎ ÉÓ ÄÅÆÉÎÅÄ ÁÓ ȬÔÈÅ ÁÃÑÕÉÓÉÔÉÏÎ ÏÆ ÂÁÎËÓȾÆÉÎÁÎÃÉÁÌ ÉÎÓÔÉÔÕÔÉÏÎÓ ÒÉÇÈÔ ÏÒ ÉÎÔÅÒÅÓÔ ÉÎ ÁÎÙ 
financial assistance by an ARC for realization of such financial assistance.  

¶ In India, ARCs are incorporated under the Companies Act and registered with RBI under section 3 of the 
Securitization and Reconstruction of Financial Assets and Enforcement of Security Interest (SARFAESI), 
Act 2002. 

Resolution Process  

¶ NARCL will acquire assets of around 2 lakh crore by making an offer to Lead Bank, with Lead Bank to run 
Á ȬSwiss Challengeȭ ÐÒÏÃÅÓÓ ÔÏ ÉÎÖÉÔÅ ÏÔÈÅÒ !2#ÓȾ"ÉÄÄÅÒÓ ÔÏ ÂÅÔÔÅÒ .!2#, ÁÎÃÈÏÒ ÏÆÆÅÒȟ ÂÅÆÏÒÅ .!2#, 
being declared as a preferred bidder. 
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¶ The assets will be acquired by NARCL in the 
underlying trusts, with IDRCL to prepare and 
suggest the proposed restructuring/ resolution 
plan, strategies, etc. for each of them. 

¶ The asset acquisition and resolution will happen 
within the RBI Framework for ARCs.  
o E.g., Asset acquisition within the extant 

regulations of RBI under 15:85 structure (15% 
in Cash and 85% in Security Receipts or SRs). 

¶ Based on international practices like Malaysia 
and UK, SRs issued by NARCL will be backed by 
Government (up to 30,600 crore) for 
credibility  and providing a contingency buffer. 

¶ Valid for 5 years, the government will charge a 
Ȭguarantee feeȭ on the amount it guarantees, 
which will increase annually to incentivize early 
and timely resolution. 

¶ NARCL will reconstruct only those assets which are 100% provided for by the lenders and not classified as 
fraud or amid a liquidation process. 

2.3. MONETARY POLICY 

2.3.1. RBI SURPLUS TRANSFER 

Why in News? 

Recently, the Reserve Bank of India (RBI) approved the transfer of 99,122 crore as surplus (excess of income 
over expenditure) to the central government from its reserves. 

How does RBI generate surplus? 

2")ȭÓ )ÎÃÏÍÅ 3ÏÕÒÃÅÓ ɉϷ ÃÏÎÔÒÉÂÕÔÉÏÎɊ 2")ȭÓ %ØÐÅÎÄÉÔÕÒÅ ɉϷ ÃÏÎÔÒÉÂÕÔÉÏÎɊ 

¶ Other income from foreign sources (41%) including 
Profit/Loss on sale and redemption of foreign 
securities, Gain/Loss from forex transactions among 
others.  

¶ Return from domestic sources (33%) which include 
interest on Loans and Advances, interest on Liquidity 
Adjustment Facility (LAF) operations etc.  

¶ Return from foreign sources (19%) which include 
interests from foreign currency deposits, interest on 
Repo/Reverse Repo transactions etc. 

¶ Other income from domestic sources (7%) including 
Profit/Loss on sale and redemption of Rupee 
securities, Commission among others.  

¶ Provisioning of risks ÉÎ 2")ȭÓ ÒÅÓÅÒÖÅÓ ɉΨΥϷɊȡ It 
includes-  
o Contingency Fund (CF), funded largely from the 
2")ȭÓ ÐÒÏÆÉÔÓȟ ÉÔ ÉÓ ÔÈÅ ÓÅÃÏÎÄ ÂÉÇÇÅÓÔ ÆÕÎÄ 
designed to meet contingencies from exchange 
rate operations and monetary policy decisions. 

o Asset Development Fund (ADF) includes 
provisions made towards investments in 
subsidiaries and associated institutions and to 
meet internal capital expenditure. 

¶ Agency charges (15%) which include commission to 
banks, primary dealers etc.  

¶ Printing of notes (12%) 

¶ Employee cost (10%) 

2")ȭÓ ÔÏÔÁÌ ÅØÐÅÎÄÉÔÕÒÅ ÉÓ ÏÎÌÙ ÁÂÏÕÔ ΣȾΩÔÈ ÏÆ ÉÔÓ ÔÏÔÁÌ ÎÅÔ ÉÎÔÅÒÅÓÔ ÉÎÃÏÍÅȟ thereby generating surplus. 

How does RBI transfer surplus to the government?  

¶ RBI surplus transfers to the Central Government are done in accordance with Section 47 (Allocation of 
surplus profits) of the Reserve Bank of India Act, 1934. 

¶ The amount of surplus to be transferred is revised time to time based on ÃÏÍÍÉÔÔÅÅȭÓ recommendation 
and RBI needs. 
o Committees on RBI Surplus Transfer: V Subrahmanyam in 1997, Usha Thorat in 2004 and Y H Malegam 

in 2013 and Bimal Jalan Committee in 2018. 

¶ Under the present revised Economic Capital Framework or ECF from Bimal Jalan Committee the amount 
of surplus that the RBI must transfer to the Centre is determined by two factors  as: 
o Realized equity (essentially existing amount in CF) to be maintained within a range of 6.5% to 5.5% of 
ÔÈÅ 2")ȭÓ ÂÁÌÁÎÃÅ ÓÈÅÅÔ ÁÎÄ ÔÒÁÎÓÆÅÒ ÔÈÅ ÅØÃÅÓÓ ÁÍÏÕÎÔ from it. 

o Economic capital (essentially CGRA) to be kept in the range of 20-24.5% of the balance sheet and rest 
should be transferred to government. 
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Why RBI surplus has gone up sharply this year? 

¶ Lower expenditure as RBI has chosen to maintain the lowest required buffer (CF at 5.5%). 

¶ Higher income from its Open Market Operations and a sizeable rise in forex reserves. 

¶ Contribution from Targeted long term repo operations (TLTROs), i.e. targeted long-term repo operations used to 
infuse cash in the banking system for on-lending to specific sectors. 

ςȢσȢςȢ ).$)!ȭ3 &/2%8 2%3%26%3 

Why in News? 

In 2021, Indian Foreign Exchange reserves hit new lifetime high of around US$ 642 billion, making India the 
fourth largest Forex reserve holder after China, Japan and Switzerland. 

About Foreign Exchange Reserves 

¶ Foreign Exchange Reserves, also known as Forex Reserves, are 
assets held on reserve by a central bank in foreign currencies. 

¶ Mostly dominated by foreign currency assets, it can also include 
other instruments like bonds, treasury bills, Gold Reserves, Special 
Drawing Rights at IMF etc. 

¶ Due to US dollar use in settlement of international transactions, 
currency assets are dominated by dollar among various currencies 
(Euro, British pound, Japanese Yen and Chinese Yuan). 

¶ Vital for global trade and commerce, Forex reserves serve number 
of purposes (see image). 

Reasons for  recent rise in Indian Forex Reserves 

¶ High Foreign Capital Flow from Rising FDI and Foreign Portfolio 
Investment (FPI) etc. 

¶ Reduced Capital outflow due to reduced consumptions under 
Covid-19 and curbs on foreign travel, leading to record BoP surplus. 

¶ Record remittances from its Diaspora in last two  years (above US$ 80billion), and 

¶ Massive Liquidity Injection by USA through stimulus measures against economic impact of pandemic. 

Arguments for  maintaining High Forex Reserves 

¶ Reduced risk from External Vulnerabilities such as Volatile Oil Prices, high outflow of hot money (FPIs), 

¶ Exchange Rate Management through occasional RBI intervention to curb excessive volatility, 

¶ Generate )ÎÖÅÓÔÏÒÓȭ Confidence through ÁÂÉÌÉÔÙ ÔÏ ÆÉÎÁÎÃÅ )ÎÄÉÁȭÓ Current Account Deficit and minimize 
the impact of just above Junk Category rating and net negative international investment position of -
12.9% of GDP, 

¶ Help emerge as Regional Leader through increased ability to open currency swap lines for others, (e.g. 
SAARC nations, as done in 2012 through currency swap mechanism), 

¶ Liquidity against domestic and global Economic Risks like High banking NPAs, corporate bond market 
crisis due to IL&FS payment default or the Covid-19 related uncertainties, 

¶ Cushion against monetary stimulus withdrawal for US Fed in near future; avoiding external sector crisis 
with over 10% currency fluctuation as happened earlier 

Arguments against maintaining High Forex Reserves 

¶ At above US$600 billion, Forex reserves are higher than our external debt obligations and enough to cover 
more than 15 months of our projected 2021-22 imports, 

¶ Low returns on Forex reserves- usually around 1% or less due to near zero interest rates in advanced 
economies, 

¶ Large infrastructure  financing needs of India to meet development aspirations and utilize young 
demography. 

¶ Risks of High opportunity  and fiscal costs of sterilization of liquidity, i.e., unused excessive cash 
despite development needs, poverty and large youth population, 

¶ Shows lack of confidence from government on its economy resilience, soundness of macroeconomic 
management and its measures to raise capital or exports. 
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2.4. KEY CONCEPTS AND INFORMATION ON BANKING AND 
MONETARY POLICY 

Non-Performing Asset ¶ When a loan whose 
principal or interest 
payment is overdue 
for less than 90 days, 
it comes under the 
purview of Special 
Mention Accounts 
(SMA).  

¶ It is a loan or advance for which the principal or interest payment remains overdue for 
a period of 90 days. 

¶ Banks are required to classify NPAs further into Substandard, Doubtful and Loss assets. 
o Substandard assets: Assets which have remained NPA for a period less than or 

equal to 12 months. 
o Doubtful assets: Assets which have remained in the substandard category for a 

period of 12 months 
o Loss assets: It is considered uncollectible and of such little value that its 

continuance as a bankable asset is not warranted, although there may be some 
salvage or recovery value. 

Capital Adequacy Ratio 
(CAR) 

¶ It governs the capital that a bank ought to hold as a percentage of its total assets. CAR 
is also known as Capital to Risk (Weighted) Assets Ratio (CRAR).  

Leverage ratio ¶ It shows how much a lender has stretched itself in borrowing funds to generate income. 
The more the leverage, the riskier the turf on which the lender stands. 

Return on assets (RoA) ¶ It measures profitability, derived from net income (profit) as a percentage of total 
assets. 
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Haircut ¶ Haircut refers to the lower -than-market value placed on an asset being used as 
collateral for a loan.  

Co-lending ¶ 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. 

Provisioning coverage 
ratio (PCR) 

¶ PCR is ratio of provisioning to gross non-performing assets and indicates the extent of 
funds a bank has kept aside to cover loan losses 

Platform for Regulated 
Entities for Integrated 
Supervision and 
Monitoring (PRISM) 

¶ PRISM is a web-based end-to-end workflow automation system from RBI to strengthen 
compliance by supervised entities (SEs), including banks and non-banking financial 
companies. 

¶ PRISM includes functionalities  (inspection; compliance; incident functionality for cyber 
security; complaints; and returns functionalities), with built -in remediation workflow s, 
time tracking, notifications and alerts, management information system (MIS) reports 
and dashboards. 

Regulatory Sandbox ¶ Regulatory Sandbox (RS) refers to live testing of new products or services in a 
controlled/test regulatory environment for which regulators may (or may not) permit 
certain regulatory relaxations for the limited purpose of the testing. 
o RS allows market participants to collect evidence on the benefits and risks of new 

financial innovations, while carefully monitoring and containing their risks. 

¶ Objective of the RS is to foster responsible innovation in financial services, promote 
efficiency and bring benefit to consumers. 

Consumer Confidence 
Survey (CCS) 

¶ It is conducted by the Reserve Bank of India (RBI). 

¶ CCS seeks qualitative responses from households, regarding their sentiments on the 
general economic situation, employment scenario, price level, households'' income 
and spending which provides useful inputs for monetary policy. 

Inflation Expectations 
Survey of Households 
(IESH) 

¶ Recently, the Reserve Bank of India (RBI) announced the launch of the next round of 
IESH to capture inflation expectations and consumer confidence, which provide useful 
inputs for its monetary policy.  

¶ The survey aims at capturing subjective assessments on price movements and inflation, 
of about 6,000 households, based on their individual consumption baskets, across 18 
cities.  

¶ The survey seeks quantitative as well as qualitative responses from households.  
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3. PAYMENT SYSTEMS AND FINANCIAL MARKETS 

3.1. PAYMENT SYSTEMS 

3.1.1. MICROFINANCE REGULATIONS 

Why in news? 

The RBI has proposed a new regulatory regime for microfinance 
with uniform set of guidelines for all lenders. 

About Microfinance 

¶ Microfinance is a banking service provided to unemployed 
or low-income individuals or groups to help them to work 
their way out of poverty by undertaking income generating 
activities. 

¶ Features: Lending of small amounts of loans without any 
collateral and flexible repayment schedule. 

¶ Origin: Microfinance largely originated from works of NGOs 
with Bangladesh Grameen Bank as first microfinance institution in 1983. 

¶ Indian Microfinance: Unlike a parallel evolution in other parts, Indian microfinance evolved in relationship 
with public banks though linkage between Self-Help Groups (SHGs), NGOs and banks.  

¶ Starting from SHG-Bank linkage programme of 1992, Indian 
ÍÉÃÒÏÆÉÎÁÎÃÅ ÍÏÖÅÍÅÎÔ ÉÓ ÎÏ× ×ÏÒÌÄȭÓ ÌÁÒgest with nearly 102 
million accounts and outstanding credit of over 1 lakh crore. 

¶ Apart from SCBs, small finance banks, RRBs, Co-operative 
banks, NBFCs and NBFC-MFIs also provide microfinance. 
o NBFC-MFI is a non-deposit taking NBFC with minimum 

net owned fund of 5 crore ( 2 crore for NBFC-MFIs 
registered in the North Eastern Region) and having 
minimum 85 per cent of its net assets (assets other than 
cash, bank balances and money market instruments) in 
ÔÈÅ ÎÁÔÕÒÅ ÏÆ ȬÑÕÁÌÉÆÙÉÎÇ ÁÓÓÅÔÓȭ 

Proposed framework for Regulation of MFIs 

Single uniform set of regulations for all Regulated entities (REs) 
of RBI with changes as: 

Parameters Existing Regulatory framework for NBFC-MFIs Proposed changes in regulatory framework 

Definition of 
Microfinance 
borrower  

Borrower with annual household income not 
exceeding 1,25,000 for rural and 2,00,000 
for urban and semi-urban areas.  

Same criteria shall be extended to all REs for the 
purpose of the common definition  with addition of 
Board approved policy from all REs enumerating 
factors considered for assessment of household 
income. 

Limits on 
household 
indebtedness 

Total indebtedness of the borrower does not 
exceed 1,25,000 (excluding loan for education 
and medical expenses). 
 

Link the loan amount to household income in 
terms of debt-income ratio, with all REs to ensure 
that the EMI a household has to pay does not 
exceed 50% of its income. 

Nature of 
loans 

Collateral free loans without any prepayment 
penalty. 

The collateral free nature of microfinance loans 
shall be extended to all REs.  

Limit on 
number of 
loans, loan 
amount and 
tenure 

Earlier, Loan amount limit of 1,25,000 with 
Minimum tenure of 24 months for loans above 

30,000. 
Also, no more than two NBFC-MFIs can lend to 
the same borrower; and at least 50% of loans 
are given for income generation activities 

All limits shall be withdrawn  
 
 

Repayment 
periodicity  

Microfinance borrowers of NBFC-MFIs are 
permitted to repay weekly, fortnightly or 
monthly instalments as per their choice.  

Board approved policy will provide the flexibility of 
repayment periodicity to microfinance borrowers 
as per requirement of REs. 
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Pricing of 
micro loans 

Maximum interest charged by an NBFC-MFI 
shall be the lower of ɀ 

¶ the cost of funds plus a margin cap of 10% 
for MFIs with loan portfolio of 100 crore 
or above and 12% for others;  

¶ The average base rate of the five largest 
commercial banks by assets multiplied by 
2.75.  

 

No ceiling on interest rate of NBFC-MFIs with: 

¶ Board of each NBFC-MFI to adopt an interest 
rate model based on relevant factors (cost of 
funds, risk premium and margin) to determine 
the rate of interest to be charged for loans and 
advances. 

¶ Like other NBFCs, NBFC-MFIs will also be 
guided by fair practices code and to ensure 
disclosure and transparency of interest rates. 

Exemptions to 
not-for -profit 
companies 

Exemption from registration requirements to 
ÔÈÏÓÅ ȬÎÏÔ ÆÏÒ ÐÒÏÆÉÔȭ ÍÉÃÒÏÆÉÎÁÎÃÅ ÃÏÍÐÁÎÉÅÓ 
(registered under Section 25 of the Companies 
Act, 1956 (Section 8 of the Companies Act, 
2013)) which are: 

¶ engaged in providing credit not exceeding 
50,000 for a business enterprise and 
1,25,000 for meeting the cost of a 

dwelling unit to any poor person and 

¶ not accepting public deposits. 

¶ registered under Section 8 of the 
Companies Act, 2013; 

Exemption to ÔÈÏÓÅ ȬÎÏÔ ÆÏÒ ÐÒÏÆÉÔȭ ÍÉÃÒÏÆÉÎÁÎÃÅ 
companies which are- 

¶ engaged in providing collateral-free loans to 
households with annual household income of 

1,25,000 and 2,00,000 for rural and 
urban/semi urban areas respectively,  

¶ EMIs of loans does not exceed 50 per cent of 
the household income and 

¶ having asset size of less than 100 crore. 

3.1.2. FACTORING IN INDIA  

Why in news? 

Recently, Factoring Regulation (Amendment) Act, 2021 was in news. 

About Factoring 

¶ Factoring is a transaction where an entity sells its receivables (dues from a customer) to a third party (a 
ȬÆÁÃÔÏÒȭ ÌÉËÅ Á ÂÁÎË ÏÒ ."&#Ɋ ÆÏÒ ÉÍÍÅÄÉÁÔÅ ÆÕÎÄÓȢ 

¶ An important source of liquidity worldwide, especially for MSMEs facing liquidity issues, the Factoring 
Regulation Act, 2011 provides for a legal framework on factoring. 

¶ It allows four types of entities to engage in factoring business, i.e. Banks, NBFCs, Statutory Corporations 
and Companies.  

¶ But only 7 NBFCs (called NBFC-Factors) received factoring business registration from RBI due to condition 
of factoring as principal business, i.e. NBFCs need to have its- 
o Financial assets in the factoring business constitute at least 50% of its total assets and income derived 

from factoring business is not less than 50% of its gross income. 

¶ To liberalize the restrictive provisions and ensure strong regulatory mechanism, the amendment act was 
enacted (in line with recommendations of UK Sinha Committee or Expert Committee on MSMEs) with RBI 
notifying its significant regulations. 

Major Amendments in the act: 

¶ Removing the factoring as principal business criteria to increase number of NBFCs eligible for factoring 
business, 

¶ Streamlining factoring process to prevent dual financing frauds and empower government to specify time 
period for registration of invoice and satisfaction of charge upon it, 

¶ Allow Trade Receivable Discounting System (TReDS) platforms to register charge directly with Central 
Registry of Securitization Asset Reconstruction and Security Interest (CERSAI) on behalf of the factors 
using the platform.  
o It will improve the operational efficiency of the process, promote TReDS and reduce procedural 

burden on factors. 

¶ Amend definitions ÏÆ ȰÁÓÓÉÇÎÍÅÎÔȱȟ ȰÆÁÃÔÏÒÉÎÇ ÂÕÓÉÎÅÓÓȱ ÁÎÄ ȰÒÅÃÅÉÖÁÂÌÅÓȱ ÔÏ ÂÒÉÎÇ ÔÈÅÍ ÉÎ ÃÏÎÓÏÎÁÎÃÅ 
with international definitions. 

¶ Gave regulation making power to RBI on the manner of granting certificate of registration under Section 
3, and the manner of filing of particulars of transactions with the Central Registry by TReDS entities on 
behalf of factors under Section 19 
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3.1.3. OTHER DEVELOPMENTS IN THE PAYMENT SYSTEMS 

3.1.3.1. ACCOUNT AGGREGATOR SYSTEM LAUNCHED TO BOLSTER LENDING ECOSYSTEM 

¶ Account Aggregator (AA) system is a data-sharing 
system to revolutionize investing and credit. 

¶ It involves an account aggregator, a financial 
entity to  consolidate all the financial data of an 
individual and present it in reader friendly manner 
with  analysis of different financial holdings. 

¶ 5ÎÄÅÒ ÔÈÅ 2") !ÃÔȟ ΣΫΥΦȟ 2") ÒÅÌÅÁÓÅÄ ÔÈÅ Ȱ.ÏÎ-
Banking Financial Company - Account Aggregator 
ɉ2ÅÓÅÒÖÅ "ÁÎËɊ $ÉÒÅÃÔÉÏÎÓȟ ΤΡΣΨȱ ×ÉÔÈ 
o Account Aggregator as a special class of NBFC 

under section 45-I of RBI Act, to- Enable easy 
sharing of financial data, Provide inbuilt 
consent framework for users etc. 

¶ Significance: Help firms to assess the 
creditworthiness of small businesses, recommend 
wealth management product to individual, or 
tailor an insurance policy for a family. 
o No other country in the world has developed 

such thorough data-sharing framework that can be deployed to cover over 50 million businesses and 
over a billion people. 

3.1.3.2. REAL TIME GROSS SETTLEMENT (RTGS) & 
NATIONAL ELECTRONIC FUND TRANSFER (NEFT) 
PAYMENT SYSTEMS OPENED FOR NON-BANKS 

¶ RBI has allowed Non-Banks (like Prepaid Payment 
Instrument issuers, card networks, White label ATM 
operators) to participate in its Centralized Payment 
Systems (CPS). 

¶ CPS comprises of RTGS and NEFT systems, both owned 
and operated by the RBI. 

¶ Till now, only Banks were allowed to use both payment 
systems and very few select non-banks are approved to 
participate in CPS, such as- clearing corporations of 
stock exchanges, select financial institutions (NABARD, 
EXIM Bank) etc. 

¶ Under new rules, non-Banks will be  
o Allotted a separate Indian Financial System Code 

(IFSC);  
o a current account will be opened with the RBI in its 

core banking system (e-Kuber);  
o a settlement account maintained with the RBI etc. 

3.1.3.3. INITIATIVES TAKEN BY THE GOVERNMENT FOR PAYMENT SYSTEMS  

e-RUPI ¶ ȰÅ-250)ȱ ÉÓ ÁÎ electronic voucher based digital payment system which is person-specific and 
purpose-specific payments system. 

¶ It is developed by the National Payments Corporation of India on its UPI platform, in 
collaboration with the Department of Financial Services, Ministry of Health & Family Welfare 
and National Health Authority. 

¶ It is backed by existing Indian rupee as underlying asset but it is different from a virtual 
currency as it is specific to a purpose, i.e. closer to a voucher-based payment system. 
o Prepaid in nature, these vouchers are like e-gift cards and the cards code can be shared 

via SMS or as QR code. 
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Payments 
Infrastructure 
Development 
Fund (PIDF) 
Scheme 

¶ Recently, RBI decided to extend the coverage of PIDF scheme by including street vendors 
identified as part of the PM Street Vendor's AtmaNirbhar Nidhi (PM SVANidhi Scheme) in tier -
1 and tier-2 centres as beneficiaries. 

¶ About PIDF scheme 
o PIDF intends to subsidize deployment of payment acceptance infrastructure in Tier-3 to 

Tier-6 centres with special focus on Northeast. 
o It envisages creating 30 lakh new touch points every year for digital payments. 

Framework for 
Payment Service 
Operators 
(PSOs) 

¶ Issued by RBI under provisions of Payment and Settlement Systems Act 2007, framework 
places minimum standards to manage risks in outsourcing of payment and/or settlement-
related activities from PSOs. 

¶ PSO means a person who operates an authorized payment system. E.g., Clearing Corporation 
of India Ltd., National Payments Corporation of India, VISA are some of the authorized PSOs. 

¶ Earlier, RBI allowed PSOs to take direct membership of Centralized Payment Systems, such 
as RTGS and NEFT. 

Framework for 
Offline Digital 
Payments 

¶ Released by RBI under Payment and Settlement Systems Act, 2007, the framework is aimed 
at pushing digital transactions in rural and semi-urban areas. 

¶ It will enable small value digital payments in offline mode using cards, wallets and mobile 
device and allowed face-to-face mode only, i.e., offline payments of up to Rs 200 per 
transaction, subject to the total limit of Rs 2,000. 

¶ Offline payment transactions may be offered without an additional factor of authentication 
(AFA) and 2")ȭÓ integrated ombudsman scheme will be applicable for grievance redressal. 

Bharat Interface 
for Money - 
Unified 
Payments 
Interface (BHIM-
UPI) 

¶ "ÈÕÔÁÎ ÈÁÓ ÂÅÃÏÍÅ ÔÈÅ ÆÉÒÓÔ ÃÏÕÎÔÒÙ ÔÏ ÁÄÏÐÔ )ÎÄÉÁȭÓ 50) ÓÔÁÎÄÁÒÄÓ for its quick response 
(QR) code and second country after Singapore to have BHIM-UPI acceptance at merchant 
locations. 

¶ About BHIM-UPI 
o BHIM-50) ÉÓ )ÎÄÉÁȭÓ real-time digital payment system for safe, easy & instant digital 

payments. 
o Developed (in 2016) and operated by NPCI, BHIM application (app) powers multiple bank 

accounts into a single Virtual Payment Address (UPI ID) with services like- instant bank-
to-bank payments, bill payment, Scan and Pay, Request Money etc. via mobile number or 
UPI ID only. 

HARBINGER 2021 
ɀ Innovation for 
Transformation 

)Ô ÉÓ 2")ȭÓ first global hackathon ×ÉÔÈ ÔÈÅ ÔÈÅÍÅ Ȭ3ÍÁÒÔÅÒ $ÉÇÉÔÁÌ 0ÁÙÍÅÎÔÓȭȟ ÔÏ ÄÅÖÅÌÏÐ ÓÏÌÕÔÉÏÎÓ 
that have the potential to  

¶ Make digital payments accessible to the under-served. 

¶ Enhance the ease of payments and user experience.  

¶ Strengthen digital payments security and promoting customer protection. 

Card 
Tokenization 

¶ Aimed for improving safety and security of payment system, RBI deferred the 
implementation  of tokenisation of cards for online transactions by six months i.e., till June 30, 
2022. 

¶ Tokenisation is a process by which card details are replaced by a unique code or token, 
allowing online purchases to go through without exposing card details. 

¶ The token is used for contactless card transactions at point-of-sale (PoS) and for QR code 
ÐÁÙÍÅÎÔÓ ×ÉÔÈ ÍÅÒÃÈÁÎÔȭÓ ÄÁÔÁÂÁÓÅȢ 

¶ It makes payment secure as only random numbers rather than card details are shared with 
merchants. 

Reserve Bank of 
India - Digital 
Payment Index 
(RBI-DPI) 

¶ The composite RBI-DPI Index has grown 
from 207.84 of March 2020 to 270.59 in 
March 2021. This demonstrated rapid 
adoption and deepening of digital 
payments across the country in recent 
years. 

¶ RBI- DPI was launched in 2021 with March 
2018 as base year.  

¶ RBI-DPI comprises 5 broad parameters (with 
number of sub-parameters) (refer 
infographic).  
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3.2. FINANCIAL MARKETS 

3.2.1. SOCIAL STOCK EXCHANGE 

Why in News? 

After recommendations 
of the technical Group, 
Securities and Exchange 
Board of India (SEBI) has 
laid the framework for 
Social Stock Exchanges 
(SSE). 

About Social Stock 
Exchanges (SSE) 

¶ SSE functions as a regulated funding platform to allow For-Profit Social Enterprises (FPEs) and not-for-
profit organizations (NPO) with a social purpose, to raise funds.  
o At present, avenues through which the social sector (FPEs and NPO) receive funding include 

Corporate Social Responsibility (CSR), impact investing, philanthropic/Government grants etc.  

¶ At SSE, impact investors can buy stake in the form of bonds from listed organizations. 

¶ It provides a mechanism to preserve the social and environmental mission of the organizations, giving 
the investors opportunities to mitigate socio-economic problems through investments that also have the 
potential to produce financial returns. 

¶ Examples of prominent SSEs: UK (Social Stock Exchange), Canada (Social Venture Connexion), South 
Africa (South African Social Investment Exchange), Singapore (Impact Investment Exchange). 

Framework for SSE includes 

¶ SSE will work under the regulatory ambit of SEBI as a separate segment of the existing stock exchanges. 

¶ Based on 15 broad eligible social activities approved by SEBI, NPOs engaged in those activities may raise 
funds through equity, Zero Coupon Zero Principal Bonds, Mutual Funds etc. after registering with SSE. 

¶ SEBI will engage with NABARD, SIDBI and stock exchanges towards instituting a capacity-building fund 
with a corpus of 100 crore. 

¶ Social audit shall be mandated for social enterprises raising funds/registered on SSE. 

Why do we need an SSE? 

¶ Improved market access to capital for enterprises that seek to deliver a positive change in society. 

¶ Improved Transparency and accountability with Better Project Implementation due to monitoring. 

¶ Help government in achieving the developmental goals by leveraging private sector participation. 

3.2.2 REGULATORY DEVELOPMENTS FROM SEBI 

About SEBI  

¶ SEBI (HQ: Mumbai) was constituted in 1988 through a Government of India resolution. 

¶ In 1992, it became a statutory body through the Securities and Exchange Board of India Act, 1992. 

¶ It acts as a market regulator to promote and regulate the securities market and protect the interests of 

investors in securities. 

o To do so, it has three main powers of- Quasi-Judicial, Quasi-Executive and Quasi-Legislative. 

¶ In 2015, the commodity markets regulation was also given to SEBI by merging Forwards Market 

Commission with SEBI. 

Regulatory Developments  

Gold 
Exchange 

SEBI announced framework for setting up a gold exchange that will provide investors security in the 
form of electronic gold receipts (EGR). 

¶ EGRs will be traded, cleared, and settled like other securities and will help in efficient and 
transparent price discovery, investment liquidity, and assurance in the quality of gold 
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Algo Trading SEBI is working to regulate Algo Trading due to issues of preferential access and its misuse for 
systematic market manipulation. 

¶ Algorithmic trading or Algo trading  is a computer assisted buying and selling of stocks using 
pre-programmed computer strategies to execute buy and sell trades based on set parameters, 
instructions or market pattern and conditions. 

¶ Commonly used for high-volume orders at high speed, around 50% of the daily trading volume 
in Indian stock markets is through advanced form of algo trading. 

Sweat Equity Securities and Exchange Board of India (SEBI) has relaxed the quantum of sweat equity that can be 
issued by new-age technology companies listed on the Innovators Growth Platform (IGP).  

¶ Sweat equity refers to shares issued by a company to its employees for non-cash consideration. 
Startups and promoters typically use it to fund their companies 

T+1 
Settlement 
Cycle 

SEBI (Securities and Exchange Board of India) has introduced an optional T+1 settlement cycle for 
the markets. 

¶ To come into force on January 01, 2022, T+1 means that settlements will have to be cleared within 
one day of the actual transactions taking place. 

¶ Potential benefits: Increased market liquidity and trading turnover with reduced settlement risk 
and broker defaults 

3.2.3. BONDS IN NEWS 

)ÎÄÉÁȭÓ ÆÉÒÓÔ 
Euro-
denominated 
Green Bond 

Recently, Power Finance Corporation Ltd (PFC), ÌÅÁÄÉÎÇ ."&# ÉÎ ÐÏ×ÅÒ ÓÅÃÔÏÒȟ ÉÓÓÕÅÄ )ÎÄÉÁȭÓ ÆÉÒÓÔ 
ΉΥΡΡ ÍÉÌÌÉÏÎ Ω-year Euro Green Bond. 

¶ In green bonds, the money raised by the issuer are earmarked towards financing `green' 
ÐÒÏÊÅÃÔÓȭ like renewable energy, clean transportation etc. 

¶ Started by development banks like European Investment Bank and World Bank in 2007, the first 
ever green bond of India was launched by Yes Bank in 2015. 

Floating Rate 
Funds 

¶ Floating rate funds are those funds who buy bonds with changing interest rates according to 
the changing rates in the economy. 

¶ Seen huge inflows in recent months due to expectations of rise in interest rates, floating rates 
insulate investors from losses due to rate hikes. 

¶ According to SEBI rules, 65% of the corpus of floating rate funds must be invested in floating 
rate instruments. 

Social Impact 
Bonds 

¶ SIB is a contract with public sector or governing authority, whereby it pays for better social 
outcomes in certain areas and passes on part of savings achieved to investors. 

¶ SIB is not a bond, per se, since repayment and return on investment depend upon achievement 
of desired social outcomes; if objectives are not achieved, investors receive neither a return 
nor repayment of principal. 

¶ It is also known as Pay-for -Success contracts. 

¶ The Pimpri Chinchwad Municipal Corporation (PCMC) in -ÁÈÁÒÁÓÈÔÒÁȭÓ 0ÕÎÅ ÄÉÓÔÒÉÃÔ signed a 
Memorandum of Understanding (MoU) with the United Nations Development Programme 
(UNDP) India to co-create )ÎÄÉÁȭÓ ÆÉÒÓÔ 3ÏÃÉÁÌ )ÍÐÁÃÔ "ÏÎÄ ɉ3)"ɊȢ 

Inflation Index 
Bonds (IIB) 

¶ Amid hardening inflation, RBI asked financial institutions to sense the possible demand for IIB. 
o Globally, IIBs were first issued in 1981 in UK. In India, RBI issued IIBs (linked to WPI) in 2013. 

¶ IIB provides the investor a constant return irrespective of the level of inflation in the economy.  

¶ Main objective of Inflation Indexed Bonds is to provide a hedge and to safeguard the investor 
against macroeconomic risks in an economy. 
o Inflation index  used in IIBs may be WPI or CPI. 

3.2.4. DEVELOPMENTS IN RELATION TO STOCK EXCHANGES  

NSE Prime ¶ NSE has launched NSE Prime as a new corporate governance initiative. 

¶ NSE Prime is a framework that prescribes higher standards of corporate governance for listed 
companies than those required by regulations. 

¶ It is open for all the NSE-listed companies to adopt voluntarily . 

¶ Benefits: Raise the bar for corporate governance standards in India; Enable investors to identify 
companies that have voluntarily signed up for higher standards of corporate governance; 
Broaden the quality of investors in listed companies etc. 

NSE-Shine 
Bullion 
Blockchain 
Platform 

First for India, the NSE-Shine is a blockchain platform for gold bullion launched by the National Stock 
Exchange (NSE) with Chainflux in support with India Gold Policy Centre (IGPC) and the Indian Bullion 
and *Å×ÅÌÅÒÓȭ Association (IBJA). 

¶ The platform will provide a data framework for bullion bar integrity  for settlement of Gold 
derivatives contracts. 
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¶ It will also help in ensuring data security, data integrity, and data traceability for each bullion 
bar ID at any point of time. 

GUAREX ¶ National Commodity and Derivatives Exchange Limited (NCDEX) launched agri-index futures 
contract GUAREX. 

¶ GUAREX is a price-based index tracking the price movement in the futures contracts of its 
underlying i.e., Guar Seed and Guar Gum Refined Splits on a real-time basis. 
o It is )ÎÄÉÁȭÓ ÆÉÒÓÔ ÓÅÃÔÏÒÁÌ ÉÎÄÅØ ÉÎ Agri-commodities basket. 

¶ India is the ×ÏÒÌÄȭÓ ÌÁÒÇÅÓÔ 'ÕÁÒ ÐÒÏÄÕÃÅÒ ÁÃÃÏÕÎÔÉÎÇ ÆÏÒ ΪΡ-85% ÏÆ ÔÈÅ ×ÏÒÌÄȭÓ ÏÕÔÐÕÔ 
(Rajasthan ÉÓ ÔÈÅ ÃÏÕÎÔÒÙȭÓ top producer). 

¶ NCDEX is a leading agricultural commodity exchange in India. 

Anchor 
Investor 

¶ Life Insurance Corp. of India (LIC) is looking to raise upto 25000 crore from anchor investors. 

¶ Anchor investors are 
institutional 
investors who are 
invited to subscribe 
the shares before 
the Initial Public 
Offers (IPOs).  
o Each anchor 

investor needs 
to invest a 
minimum of Rs 
10 crore. 

¶ Anchor investors are 
essentially brought in 
to enhance the 
confidence of 
investors and gauge 
the demand for the 
IPO in the market. 

Escrow 
Account 

¶ Recently, Securities and Appellate Tribunal (SAT) allowed National Stock Exchange (NSE) to 
withdraw Rs 6,085 crore deposited by it in an escrow account. 

¶ It is an account where funds or assets are held in trust by a third party whilst two or more parties 
complete a transaction. 
o It offers benefits like overcoming uncertainty on ability to meet obligations and facilitating 

custody of cash, securities and other collaterals based on the transaction type. 

3.3. KEY CONCEPTS AND INFORMATION ON PAYMENT SYSTEMS AND 
FINANCIAL MARKETS 

Stagflation ¶ Stagflation is an economic situation in which the inflation rate  is high, economic growth rate 
slows, and unemployment remains steadily high.  
o It creates a dilemma for government since most actions designed to lower inflation may 

raise unemployment levels, and policies designed to decrease unemployment may worsen 
inflation. 

Legal Entity 
Identifier (LEI) 

¶ Recently, RBI made the LEI mandatory for cross-border transactions for capital or current 
account transactions worth Rs 50 crore and above.  

¶ LEI is a 20-character, alpha-numeric code based on the ISO 17442 standard from International 
Organization for Standardization (ISO). 

¶ It is used to uniquely identify parties to financial transactions worldwide, improving the quality 
and accuracy of financial data reporting systems for better risk management. 

¶ )ÔȭÓ ÉÓÓÕÁÎÃÅ ÁÎÄ ÕÓÅ ÉÓ ÒÅÇÕÌÁÔÅÄ ÂÙ Global Legal Entity Identifier Foundation (GLEIF), 
established by the Financial Stability Board in 2014. 

Equalization 
Levy 

¶ Equalisation levy is by its definition a levy to equalise the tax component of a resident e-
commerce company as well as a non-resident e-commerce company. 

¶ )ÎÄÉÁ ÉÎÔÒÏÄÕÃÅÄ Ȭ%ÑÕÁÌÉÓÁÔÉÏÎ ,ÅÖÙ ΤȢΡȭ ɉ%, ΤȢΡɊ in Finance Act 2020, beginning 1 April 2020. 

Financial 
Stability 
Report (FSR) 

¶ It is a bi-annual report that reflects risks to financial stability and the resilience of financial 
system. 
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Wholesale 
Price Index 
(WPI) 

¶ Released by 
Office of the 
Economic 
Adviser, 
Department for 
Promotion of 
Industry and 
Internal Trade, 
WPI measures 
average change in 
the prices of 
commodities for 
bulk sale at the 
level of early 
stage of 
transactions. 

¶ The commodities 
covered under it 
are divided under 
3 Major Groups: 
Primary Articles, 
Fuel and Power 
and 
Manufactured 
products. 

¶ The prices tracked 
are ex-factory price for manufactured products, agri-market (mandi) price for agricultural 
commodities and ex-mines prices for minerals. 

¶ Weights given to each commodity covered in the WPI basket is based on the value of production 
adjusted for net imports. WPI basket does not cover services. 

¶ The base year of All-India WPI has been revised from 2004-05 to 2011-12. 

Network for 
Greening the 
Financial 
System 

¶ RBI joined the Network for Greening 
the Financial System (NGFS) as a 
member. 

¶ Launched at the Paris One Planet 
Summit in 2017, NGFS is a group of 
central banks and supervisors willing 
to  share best practices and Mobilize 
mainstream finance to support the 
transition towards a sustainable 
economy. 

SCORES portal ¶ SCORES is an online platform designed to help investors to lodge their complaints with SEBI 
against listed companies and intermediaries. 

Variable 
Capital 
Company 
(VCC) 

¶ Recently, the K.P. Krishnan expert committee on feasibility of Variable Capital Company (VCC) 
for fund management in the International Financial Services Centre recommended its VCCs 
adoption as vehicle by IFSCA. 

¶ VCCs is an alternative form of corporate vehicle from companies, unit trusts and LLPs which can 
be set-up as a standalone fund or an umbrella fund with multiple sub-funds. 

¶ It can help in building the overall financial services ecosystem as it dispenses with some of the 
key limitations of companies and LLPs with higher regulatory standards than those applicable to 
trusts. 
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Pension Fund 
Regulatory and 
Development 
Authority 
(PFRDA) 

 

¶ The Pension Fund Regulatory and Development Authority (PFRDA) has registered over 23% jump 
in the subscriber base under its two flagship pension schemes at 42.7 mn by the end of April 
2021 

About PFRDA 

¶ PFRDA (HQ: Delhi) was established in 2003 through the Government of India resolution to 

promote, develop and regulate the pension sector in India. 

¶ It became a statutory body through the Pension Fund Regulatory & Development Authority 

Act, passed in 2013 and notified in 2014. 

¶ It regulates NPS and any other pension scheme not regulated by any other enactment. 
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4. EXTERNAL SECTOR 

τȢρȢ ).$)!ȭ3 %80/243 

Why in news? 

2ÅÃÅÎÔÌÙȟ )ÎÄÉÁȭÓ quarterly exports cross $100 bn mark for the first time as a result of sector specific 
interventions taken by the government during the COVID crisis. 

More on Exports 

¶ Government has set merchandise export target of $400 billion for the year 2021-22 and overall export 
target of $1 trillion exports by 2027. 

¶ Four-point strategy from government to boost exports. 

 

4ÒÅÎÄÓ ÉÎ )ÎÄÉÁȭÓ ÏÖÅÒÁÌÌ 
trade 

¶ )ÎÄÉÁȭÓ ÏÖÅÒÁÌÌ ÅØÐÏÒÔÓ 
(merchandise and 
services combined) in 
2019-20 were US$ 526.6 
billion  as against US$ 
538.1 billion in 2018-19. 

¶ )ÎÄÉÁȭÓ share in world 
exports has increased 
from 0.6% in 1991 to 1.7% 
in 2018 but remains paltry 
ÃÏÍÐÁÒÅÄ ×ÉÔÈ #ÈÉÎÁȭÓ 
ͯΣΥϷ ÁÎÄ 53ȭ ͯΫϷȢ 
o India ranked 18th on 

the list of the top 
exporting countries 
worldwide in 2019. 

¶ As percentage of GDP, 
)ÎÄÉÁȭÓ ÅØÐÏÒÔÓ ÁÒÅ ÁÂÏÕt 
18 per cent of GDP. 

¶ )ÎÄÉÁȭÓ services trade has 
been a major driver of its exports due to its high growth and services trade surplus has been financing 
ÁÌÍÏÓÔ ΧΡϷ ÏÆ )ÎÄÉÁȭÓ ÍÅÒÃÈÁÎÄÉÓÅ ÔÒÁÄÅ ÄÅÆÉÃÉÔȢ 

Initiatives from Department of Commerce to boost IndiaȭÓ %ØÐÏÒÔÓ ÉÎ ÔÈÅ #/6)$Ⱦ0ÏÓÔ-COVID times 

¶ Extension of Import Validity period and Export Obligation period in Advance Authorizations for relief for 
exporters. 

¶ Export of medical supplies to the world such as Hydroxychloroquine and Paracetamol, N95 masks, 2/3 ply surgical 
masks, alcohol-based sanitizers, PPE etc. 

¶ Enhanced Ease of Doing Business through electronic governance and foreign trade facilitation for instance, 
electronic platform for Preferential Certificate of Origin (COO) was released.  

¶ !ÄÏÐÔÉÏÎ ÏÆ 4ÅÃÈÎÉÃÁÌ 2ÅÇÕÌÁÔÉÏÎÓ ɉ42ÓɊ ÁÎÄ 1ÕÁÌÉÔÙ #ÏÎÔÒÏÌ /ÒÄÅÒÓ ɉ1#/ȭÓɊ. 

¶ Fast track mechanism for trade remedy to promote transparency, efficiency, and expeditious relief to the 
domestic industry, such as the e-filing facility for anti-dumping investigations. 

¶ Developing Districts as Export Hubs through measures like preparation of State export strategy/ policy by all 
State/UT Governments, product/service identification in each District, and preparation of District Export Action 
Plans (DEAPs) by DGFT among others. 






























































































































































