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1. FISCAL POLICY AND INCLUSIVE GROWTH

1 ; 1 ; STAT U S O F SOURCES OF STATE REVENUES
GOVERNMENT
FINANCES :
o—( d TR )
.\
1 . 1 . 1 STATE T Taxes on Commodities
ax and Services

FINANCES e oot ) TS )
Why in news?

" < N o2 ' DUR Dividends and profits
2 ) O A I &m@ A ' U STAT ;l:vr:z:: L Fee fo]:'rgdmmpi?lssst-rative
Finances: A Study of]|" REVE Services

Budgets of 20222% x E
OE A1 dopin® with the . L7

Grants from Relief Grants
Pandemic: A Third-Tier T
Dimensiom h &noual

assessment report on the

State governments

finances.

KeyHighlights of report: IMPORTANGE OF STRONG

1 Consolidated Gross Fiscal Deficit (GFBudgeted at3.7%o0 gross STATE REVENUES
domestic product (GDP) of states for 2022 (improvement from Ensure Macrosconomic
4.7%n the revised estimates for 202Q1). Stability o2

1 Combined debt to GDP ratio of States31% at eniflarch 2021
(higher than the20% limit for states by 20223recommended by @xesp Capltal Spending infact
NK Singh Committeeor the FRBM Review Committee).

1 Ratio of interest payment to revenue receiptsincreasing at a
steady pace for last few years, indicatingerosion of debt
sustainability.

1 Market borrowing, the largest component of outstanding debt, «yt Helps in Overall economy
is expected toreach 63%t end-March 2022. il growin

1 The shares ofNational Small Savings Fund (NSSF), loans fror °
banks and financial institutions and public accountsn total Ensure Debt Sustainabilty g}
outstanding liabilities of the States have
declined over the years.

Employment Generation |

1 1525% revenue losan the finances of local R
authorities. o
Other trends in state finance e
e il o o1
1 Increase in Fiscal deficifrom 2.9% (2019 s e Geoide1 lackdows
20) t04.1% of GDP (202Q)or by 2.25 lakh
crore.
1 Increase in aggregatepublic debt of states Pagsons |FA
to 25.1% of GDR 202122, a significant rise for Shortfall in =L
share of untied
from 17.2% of GDFP 201412, state finance funds in central
A s A Z = . ~ . A,z S ransfers to
1 30A0A06 T x1 isQGhi GargedtA states
source of revenue(estimated to be45% of
total revenue receipts or 6.7% of their I
GSDPin 202122 L8] . ,.WT..‘,'C.....
pro rcﬁu . and surcharges
::2 asianmy <0 in Gross Tax
@I Revenue
Lower capital
expenditure
from states
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T Lower property tax AVERAGE SHARE IN TOTAL REVENUE RECEIPTS (IN%)
collection in India

(0-2% of GDP)aS B state’s own tax revenue Share in Central taxes State’s own non-tax revenue
compared to some Grats from the centre

of the developed >~

. R L EIASZASZAS ZAS 2AS AT
countries due to 90310 ,t@é‘ ‘e>le>lele 0
factors like 2010-15 3137‘.'.’.’.’.’ 22.36
property 201520 JA537PNZ@OCO OIS 2789

undervaluation,
incomplete property taxrecords etc.

9 Strain on state finances from Statewned power distribution companies (DISCONM) debt.

Steps taken by Centre and RBI to support states
1 Reform-linked additional borrowing space for 202021 In May 2020, the central government permitted states t
increase their fiscal deficit limit from 3% of GSDF58 of GSDP in 2020.
o Of this 2% increase, an increase of 1% of GSDP was to be permitteccapgaietion of reforms in four areas
(0.25% of @3 for each reform):one nation one ration card, ease of doing business, urban local body, af
power distribution .
I Special Assistance to States for Capital Expenditure for 2022 Under the scheme, states will be provide
interest-free loans of up to Rs15,000 crordn 202122, that need to beaepaid after 50 years
o Of this, R$,000 crore of loans are earmarked for states which carry out disinvestmenf State Public Sector
Enterprises or monetisation/ recycling of infrastructure assets.
I Health Sector. The Central government has released arouRs$. 80,00Qroresto the States under National Health
Mission (NHM) as grants.
1 RBI measures

o Certain relaxations are being permitted with regard to availment @verdraft (OD) facilities.
0 TheWays and Means Advance (WMA) limitsf states have been enhanced.
G~
BALANCE OF PAYMENTS DEC@'DED
o o a
Cyclical fluctuations o i 5
> Increase in borrowings Q
o > Increase in economic growth g
R
o,
Short fall in the exports IS ............. o C——> &
0 J Can 2 ]
s S Influenced |~ 1 | ‘ Long term:
m m IeGd l'O > Inflation
chid CretEa by > A lower standard of living
in population
3
. T = - @
e
Structural Changes in | Short Lerm:v 2
> Increase in domestic o]
the Economy production and employment o
o
- R A— -- p
------------- ° =
Natural Calamites Long term: 2
> The country could become
dependent on export driven

9 oS growth e.g. China) |

International
Capital Movements
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1.1.2. GOVERNMENT SECURITIES {&ECS)

Why in news?

Recently, Reserve Bank of India (RBI) allowsahall retail
investors to invest in government securities (€&ecs) by

— GSEC —

) ©)

I DPATETC CEI O AAAI O1 OO0 RH( Shoritarm Long term T AAO
2A0AEI S$EOAAOG OAEAI A | |
About GSec and Gilt Accounts TREASURY BILLS TREASURY BILLS
. . with original with original

. A Government Security (&ec) § a tradable maturities of less maturities of one

instrument issued by theCentral Governmentor the than one year year or more

State Governments
1 Based onthe time period, GSecs are oftwo types Treasury Bills (T-Bills):

(see image). * T-bills are money market instruments, and hence

in Indi the Central G ti both short-term debt instruments issued by the
T In India, ) e Lenlra overnmen |s,_s_ues _0 ' Government of India and are presently issued in

treasury bills and bonds or dated securities while the  three tenors, namely, 91-day, 182 day and 364

State Governments issue only bonds or dated  days. ) B

securities, which are called thé&tate Development  ° Trr‘f::e”szy bills are zero coupon securities and pay no

I 5

LO?‘nS (,SQL)S . . . ; . ... ° Instead, they are issued at a discount and redeemed R

T )0 AAETT xI AACAO OEA ' 1 C atthe face value at maturity. ET 1

and practically carries noisk of default and, hence, is
calledrisk-free gilt-edged instruments.

1 A "Gilt Account’ means an account opened and
maintained for holding Government securities, by ar
entity or a person permitted by the Reserve Bank of
India.

o )T A A ©dksoriregideAt oulside Indig the activities in the operations/maintenance of Gilt Account
shall be governed by theForeign Exchange Management Ac(FEMA) 2000 and the regulations
framed there under.

Dated G-Secs:

* Dated G-Secs are securities which carry a fixed or
floating coupon (interest rate) which is paid on the
face value, on half-yearly basis.

* Generally, the tenor of dated securities ranges from
5 years to 40 years.

-

~ BENEFITS OF G-SECS |

G-Secs can be sold easily in the secondary market to meet cash
requirements and can be used as collateral to borrow funds in the
repo market

11

Attractive yields from some G-Secs such as SDLs and Special -
Securities (Oil bonds, UDAY bonds) :‘,

Help RBI to manage liquidity in the market through Open Market
Operations

Offers maximum safety as they carry the Sovereign's commitment

Risk free and investor friendly settlement system by using Delivery
versus Payment (DvP) system, i.e. simultaneous transfer of securities
by the seller and funds transfer from the buyer

Flexible investment options to investors through wide range of
maturities (91 days to 40 years)

DELHI | JAIPUR | PUNE | HYDERABAD | AHMEDABAD | LUCKNOW | CHANDIGARH | GUWABA/$ion IAS



www.visionias.in 8468022022

®:

Major Risks involved in holding G

Secs:

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

1 Market risk due to adverse bond R

BOND YIELDS DECE'DED

movement of prices of the

" : e Al
securities from changes irbond % — _ Making equity
yields. e e investments unattractive

) ) Rise in interest Can Can
I Reinvestment riskas cash flows rate/Coupon rate .
e T S Increase lead ||t ®
on a GSec includes a coupon d
every half year and repayment of @ O ue fo to Rise in the cost
principal at maturity. The cash ¢ 5 =, = of capital
. peculation of

flows are required to be economic recovery

reinvested whenever they are
paid, leading to situations of
reinvestments at lower Yyield
prevalent at the time.

Rise in volatility
of the economy

Rise in Inflation

Operational mechanism of GSecs in India

9 IssuingAuthority: RBI, in consultation with the Government of India.
91 Issuing Platform: EKuber, Core Banking Solution (CBS) platform of RBbr G-Secs auctions.
0 All nonEKuber members including nosscheduled Urban Cooperative Banks (UCBs) gaarticipate in
the primary auction through scheduled commercial banks or Primary Dealers (PDs) (called as Primary|
MembersPMs).
1 Clearing AgencyClearing Corporation of India Limited (CCllgcts as the Central Counter Party (CCPg,,
act asaseller tothe buyer andabuyer to the seller of the actual transaction.

Recent initiatives regarding GSecs and their impact/Potential Impact

Initiatives

RBI Retail Direct scheméor individual investors tobid

in primary auctions and buy and sellgovernment

bonds. q

1 The bonds on offer ar&5Secs SDLsand sovereign
gold bonds.

Impact/Potential Impact

1 Broaden Investor Basewith additional investment

avenuefor retail investors.

Financialize the domestic savings.

But unlike small saving schemes of the Union governme

such as the Public Provident Fund or National Savin

1 No fee will be chargedfor any of the services| Certificate, there areno special tax benefits on direct
provided under the scheme. purchase of government bands.

Government Securities Acquisition Programme (G| § It will ensurefinancial stability and prevent crowding

SAP) from RBI with aim to purchase government out.
securities worth Rs 1 lakh crore in the first quarter ¢ 1 Decline in bond yield acts as fillip for the equities
FY22 markets.

Awouoo3 - 9¢ 14

Longterm repo operations (LTROs)vith RBI to provide | 1 Provide longer duration funds to banks ascompared

one-year to threeyear money to banks at the prevailing to the shortterm liquidity by Liquidity Adjustment

repo rate, accepting government securities with Facility (LAF) and the Marginal Standing Facility (MS

matching or higher tenure as the collateral. 1 Lyear and3-yearloans to banks at interest rate simila
to the overnight repo.

Operation Twistfrom RBI withaim to bring down long | 1 Lower longerterm vyields will make savings les

term bond yields.

I With inverse relationship between bond prices
andyields, bonds purchase from RBI puss prices
upwards and the yield comes down.

desirable due to lower interest rates andboost
economy by making loansfor home, vehicles etcless
expensive

Related News

Government Securities (&ecs) to soon join Global Bond Indices
1 Global Bond Index includes investmengrade and government bonds from around the worldwith maturities

greater than one year.

1 G Secis aradeable instrument issued by the Central or state Government3. 0 AAET | x1 AACAO

obligation.

I GSecscarry practically no risk of default and, hence, aocalled riskfree gilt-edged instruments.

© Vision IAS
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1 Benefits of joining global bond indices
o0 Attract foreign inflows in the debt
market, reducing pressure on
commercial banks to absorb
government bonds and build
goodwill for the Indian bond Foreign &———

markets. Investors, 1.9%
o Give strength and stability to INR /

_ Cooperative * Commercial banks
and helpgovernment in its market 1 9 9, A 38 0%

borrowing programme.

Ownership of Indian Government Bonds
across key holders(%)

Others, 13.0% o——

EPFO, 4.0%

Reserve bank,

16.0% —®|nsurances, 25.0%

1.2. TAXATION

1.2.1. RETROSPECTIVE TAXATION

Why in News?

Recently, parliament enacted th&axation Laws (Amendment) Act, 202tb amend the Incometax (IT) Act,

1961and theFinance Act, 201 Zcrapping the 2012 retrospective tax law.

7EAO0 EO 2A001 OPAAOGEOA 4A@AQGETT AT A )T AEA8O A@DAOEAT /

T )0 EO A OAAAExAOA 11 1 EnoleQaxatidd ArdimalieStrdugh ndwor ddditiorall T 6 O
charge on past transactions to overcome the misuse of legal loopholes by companies.

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

1 InIndia, it was introduced irR012 empowering Income tax Department to raise tax demandm capital
gainsarising fromindirect transfer of assetslocated in India.

Changes introduced by Taxation Laws (Amendment) Act, 20217

1 Amends Section—? of IT | sovereign right to tax and its limits
Act, 1961to n'ulllfy the | ¢ Right to tax is acore sovereign power.
demands raised for | § The Constitution of India empowers government tdevy or charge taxes

indirect transfer of Indian except by the authority of law.

assets made before 28th| 1 Though upheld by InvestosState Dispute Settlement (ISDS) tribunals as wel
May 2012 on fulfillment of the Bilateral Investment Treaty (BIT) putsertain limits on the right as:
specified conditions like o Expropriation, i.e., no confiscation or claim on property against owne
withdrawal of appeal, wishes from government

o Fair and Equitable treatmenti.e., the taxes should not be discriminatoryf
T In 2016, India framednodel BIT, excluding taxation measures from its scope
reducing sope of ISDS to interfere in sovereign right to tax.

petition, arbitration etc. in
this regard.

1 Refund of any amount
paid in these casesvithout any interest underSection244A

1 However,offshore transactions involving Indian assetexecuted after 28th May 2012 arsill taxable as
there is no retrospective application of the law.

Conclusion

The new law leads to a mor&ransparent, stable, and predictable taxation regime, sending a positive signal
to investors on ability of India to sort out legacy issues fprove investments through stable operating
environment andhelp in early recoveryfrom COVIBL9 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 @iperation and Development (OECD) releasddvo Pillar model
rules for domestic implementation of 15% global minimum tax.
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About Global Minimum Corporate Tax

91 It is part of the inclusive framework on BaseErosion and Profit Shifting (BEPSagreed upon by G20

countries and OECD. How a global minimum corporate tax works?

o BEPS refers to tax planning strategie§ ¢ Suppose a company headquartered in Country A i
used by MNCs thatexploit gaps and reporting incomein Country B, where the rate is 11%.
mismatches in tax rules to artificially | § With a global minmum rate of 15% in effec€ountry A
shift profits to low or no -tax locations xI 01 A 00T b OPd OEA OAdBtheA
where there is little or no economic Ai T PATUSO DPOT AZEO AOT I #]
activity, resulting in little or no overall AE £EAOAT AA AAOxAAT #1010
corporate tax being paid. (AN el

9 Global Minimum Corporate Taxequires countries to impose aminimum tax on large multinational
companies (MNCsjo counter efforts by such firmsto escape taxes in their county of operations.

1 ltwilapplyto- . #O0 xEOE OAOAT O Aandalis @Adevelepdaatation striciure that
is relevant for a digital andglobalized world .

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

OECD twepillar plan

1 Under the OECD/G20 Inclusive Framework Base Erosion and Profit Shifting (BEPS)139 countries (including
India) and jurisdictions areollaborating to put an end to tax avoidance strategiesrising fromdigitalization and
globalization of the economy.

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

9 This includes theGloBErules with GIoBE rules to be made part of domestic legislation in 2022.

0 GIloBE rules provide foraxation systemto ensurelarge MNCspay theminimum level of taxon income arising
in each of the jurisdictions in which they operate.

0 RuleswilAOAAOADOB @& applied on profits in any jurisdictiomhenever the effective tax rate is
below minimum 15% rate.

Implications on India

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

1 But it will meanremoval of existing digital service taxes and other unilateral measures by 2028ich as
the equalization levyby India introduced in 2016.

1 Also,Large Indian headquartered MNEs may also need to comply with Pillar ondes, and India will need
to share its taxing right with other countries; and India could end uposing revenue from other not-so-
digitized companiesin the top 100.

1.3. NONTAX REVENUE

Awouoo3 - g9¢ 14

1.3.1. DIRECT MONETISATION OF THE FISCAL DEFICIT

Why in news?

There is a debate whether India should undertakiirect monetisation of the fiscal deficit by Reserve Bank of

India (RBI), given the hurt to its economy caused by second wave GMID19 infections.

Fiscal deficit and its financing

T &EOAAI AAEEAEO 1T AAOOO xEAT OEA cCi GhOobué bilodd &ax AP AT
collection and increased expenditure to mitigate the fallout of pandemic, India recorded a fiscal deficit of

9.3% of GDin 202021 and for 20222 it is put ai6.8% of GDP
91 To finance this fiscal deficit, number of options is available with government (se®ege).

About Direct Monetisation of deficit

1 Direct Monetisation refers to a scenario where aentral bank prints currercy to the tune of
accommodating massive deficit spending by the government.
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1 It happens when the

government privately FINANCING FISCAL DEFICIT
places its bonds with the | |
Central bank, i.e., therRBI

purChaseS government INCURRING DEBT
bonds in the primary | o et it uments
market increasing money like treasury bills and bonds
supply in the system. !
; INDIRECT MONETISATION
0 It may not neces.sa..“ly —I INTERNA.L — Undertaken through Open
involve actual printing (Borrowing within the country) Market Operations (OMOS).
of currency as the RBI buys bonds from the

secondary market by printing

revenue through measures Deficit Priniting of money

Expanding sources of Monetisation of fiscal
I I such as Raising Taxes | I by the Central bank I

fresh to inf

cgntral bank. could EXTERNAL DEBT resh money.fo infuse
S|mply credit the (Borrowing outside the country)
1T OAOT i AT 680 ... . o DIRECT MONETISATION
through an electronic RBI directly purchases.

. government bonds in the primary
accounting entry. market by printing money to

finance the spending needs

T It is referred aSheIiCOpter of the government
money when large sums
of new money are printed to stimuhte an economy during a crisis like a recession.

DIRECT MONETISATION OF DEFICIT IN INDIA

Ways and Means Advances (WMA) Direct Monetisation allowed under
Replaced ad hoc treasury bills from FRBM Act amendment of 2017
Tll.l Early 1997 01 April 1997 2006-201 8 through Escape Clause

Complete prohibition on direct

Automatic Monetisation of deficit o
through Ad-hoc treasury bills 1 9 9 7 2 0 0 6 Monetls:ﬁﬁ:\:g’;?i%&‘:t —

Reasons behind demand of direct monetisation

9 Financing extraordinary recovery programmedrom government through direct liquidity.

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

1 Maintaining financial stability by overcoming issues of limited savings, increase in interest rates and
government borrowing costs if large deficits are financed through issuance ofS8cs.

1 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 ofCall OAOT I AT 06 «
outstanding obligations to some extent by increasing inflation.

Concerns over use of direct monetisation in India

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

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

91 Hurt fiscal prudenceby disincentivizing the fiscal consolidation activities of the Government.

1 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.

1 Depreciation of currencydue to supplydemand imbalance in the currency market. RBould 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? Infrastructure Asset Monetisation Cycle

Recently, Government of India launched thdational
Monetisation Pipeline (NMP)a roadmap for asset monetisation
of various brownfield infrastructure assets across sectars

L N'ew' Existing Assets
. . nrrasiruciure
About Asset Monetisation T Base
1 Also referred as asset or capital recycling, asset A 2o &
monetisation isthe process ofconversion of assé¢s into a8 T

T 0AOO 1T &£ OEA cClebdtAdagitdl Aecelpts,Oit
involvesoffering public infrastructure to the private sector @
or institutional investors to serve three critical objectives | Proceeds from Monetise Existing
o Unlocks value from public investmeniin infrastructure. | Menefisation Assets
0 Taps private sector efficiencies.
o Creation of new sources of revenueby unlocking of

value of hitherto unutilized or underutilized public assets.

1 Itis different from disinvestment as government remains the owner of
the Brownfield Infrastructure Assets (where investment is already | ENLaxCiilele BREleR ClnllHITS
being made, but assets are either languishing or not fully monetized o NULURNIAES TSN @Zr27))

economic value
538 gﬁ

under-utilized) transferred for alimited period OT OT 11T AE O
1 Funds, so received by the public authority, helps government tc
reinvest them in other assets or projects includingocial sector and “Key sectors
other competmg'publlc prlgrltles. . identified by the
0 Italso helps in generating more returns from assets through highe
) ;9= ; government for
operating efficiencies and enhanced user experience offered b s
private sector entity. NMP
About National Monetisation Pipeline (NMP) The top 5 sectors capture
~83% of the aggregate

1 Monetisation of Assets was identified asne of the three pillars for pipeline value. These include:
enhanced and sustainable infrastructure financingin the country Roads followed by Railways,
under the Union Budget 20222. pavrae - Hes pipsings ang

. . . . - Telecom.

1 Accordingly,National Monetisation PipelingNMP) has been planned
to be coterminus with the National Infrastructure Pipeline (NIP, announced in 2019) and helpvalving
a common framework for monetisation of core assets

1 Monetisation through disinvestment and monetisation of noncore assetshave not been includedin the
NMP.

o Core and NorCore AssetsAssets 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 generallynclude land parcels and buildings, can be categorised as #one assets.

1 Thetotal indicative value of NMP for Core Assets of Central Government has been estimated &0 lakh
crore over the 4 year period, FY 202025.

0 It corresponds to 5.4%f the total infrastructure investment envisaged undethe NIPwhich is 111
lakh crore and14%f the proposed outlay forCentre ( 43 lakh crore)

1 Theframework for monetisation of core asset monetisation has three key imperatives:

0 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.

0 Structured partnershipsunder defined contractual frameworks & transparent competitive bidding
where Contractual partners will have to adhere to Key Performance Indicators (KPIs) and
Performance Standards.

1 The assets and transactions identified under the NMP aepected to be rolled outthrough arange of
instruments/models (seeimage on asset monetisation models
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Asset Monetisation Models

Asset Monetisation Models

Direct Contractual Approach

Brownfield PPP models

Obligation to provide service remains with
the public authority, but the day-to-day

-

Structured Financing models

Long Term Lease

Can be adopted in case of sectors such as
telecom etc. where the license to provide an

PT 365 - Economy

infrastructure service is already available
with a private party.

management of the asset is vested with the
private sector.

Operate Maintain Trans-
fer (OMT)

Adopted as Toll Oper-
ate Transfer in Roads

Design Build Finance
Operate Transfer

Infrastructure Investment
Trust (InvIT)

Introduced in India in 2014 and
employed by infrastructure
asset owners to pool in money
from a diverse set of investors

a proposed private
participation initiatives
in railways

Real Estate
Investment
Trusts (REIT)

Operate Maintain Develop
(OMD)

Adopted in India at

Airports Only real estate

projects are
eligible under this
structure.

Steps towards Land Bank
T )T 1 6CO.O00HIPTARIA Al)A3A
" AT OOA | Q|

1.3.3. LAND BANKS
Why in News?

Recently, the Departmenbf Investment andPublicAsset
Management (DIPAM) finalised thestructure of the Land
Bank Companywith task of selling land parcelsowned by
government departments and public sector companies.

What is a Land Bank?

T 10O PORDAEAL) T AOBOOOE
Di OAADAOO I YOXXPEEI]
AOAAOT AA IODOREIOCDH QX A
EAAOAOMAAIAGA Yz 30A

T ))3 AEI O Oi bPOi OEAA

i Land bank is a governmental entity or noprofit
corporation to manage and dispose of vacant
properties, vacant land, or taxdelinquent properties to
ensure more productiveuse of vacant land.

9 Started in 1990s by state governments, by 20hvost
Indian stateseither already had sizeable land banks o
were in the process of creating them.

T .) 4) I, AnUits Gtéategy for New India @ 75
suggested new system using Geographic Informatior
System (GIS) based maps at all levels to cregiee-
approved land banksfor manufacturing facilities.

Information on available land
for prospective investors

GIS Mapping of Industrial
Clusters

Links to State GIS Portals and
State Land Banks

Information about the existing
External and Internal Infrastructure
such as rail, road, connectivity

DELHI | JAIPUR | PUNE | HYDERABAD | AHMEDABAD | LUCKNOW | CHANDIGARH | GUWABA/$ion IAS



®:

www.visionias.in 8468022022

Benefits of a land Bank

|l

Improved Land use efficiencyasland is
ascarce resourcen India with just2.4%
of total land area of the World and18%

i £ OEA 71 01 A60O bi f

Addressing inordinate delay in
disposing Government land due to

various issues of land records, lack o
single comprehensive land database
illegal encroachment etc.

Boost economic growth as evident

from Chha with a staggering 26.07%
contribution from land to economic

growth during 200120089.

Boosts Investmentby serving as ane-

stop solution to the free and easy

Right to Fair Compensation and Transparency in Land Acquisitiof
Rehabilitation andResettlement (LARR) Act 2013

1
1

4EA ' AO OADPI ARAAA , AT A ' ANOE
I A0 POI DEAEBAI £ DPAAO O GAAWD O
Al AOOEI AGA Ai 0601 ADEA AARRA

OEOi OCE OEA AANOEOEOEiI T8 3
AARBAOCRD 1T &£ OOCAT AU 1T ©oE AEDA
%IEOIT1 AT OA1T )i DPAAO ! OOAOOI 4

i

DAIEAAA OI
#1171 DPAT OAOGET 1
£ 60 OEi A0 OEA
AAOA 1T £# BOAAT AOAAS

1 A0 OOHBAGI AU 1 A 1/ORT © AA
I AT AT x 10A O\GA NBIE OET C DIOETDIOAIT O\
joooq bDHOI EAAOGO AT A 1TpPb A
Al i PAT EAOS

OEA DPAT PI A AEEAA(
A OERA AlAN GEQX
i AOEAO OAI OA

accessibility of all related industrial information for informed decision making by investors.

Ease of Doing Businesby overcomingissues from LARR Act 2013 which is often seen as impediment in

land acquisition.

Other Benefits: Transparencyin Land market transactions andeduced burden on judiciary

DISINVESTMENT DEC@'DED

i) [ hien R RS UE
zl

As a measure of Fiscal Policy :

> reducing the fiscal burden on the
exchequer

> improving public finances

> when government wants to move
out of non-essential services

As an administrative measure:

> To encourage investments

> To improve efficiency and productivity

> To encourage ownership by domain expert
(e.g., Sale to Air India to TATA)

> To induce competition

Can
be done

Better management and
introduction of best practices

........................ »
Can improved investor sentiments
------------ and increased investments
lead to

Less government and more
governance

Improved efficiency and
productivity

Improved services for
consumer

Greater responsiveness
towards consumers
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1.4. INCLUSIVE GROWTH

1.4.1. NATIONAL MULTIDIMENSIONAL POVERTY INDEX

Why in News? =
®lational Multidimensional Poverty Index: gt

Baseline Report and Dashboail

collaboration with UNDPand Oxford Poverty Low Savings

and OPHLI. @. oy

United Nations Development Programme oD arands

(UNDP)

1 Leading United Nations organization HQ: % °- [
New YorK), UNDPworks to end the injustice Pepulation =9 ..~ i °
of poverty, inequality, and climate change. Economic growth Low Income

1 It plays acritical role in helping countries 4 =
towards SDGswith work concentrated on 3 Eﬂ .-

main focus aeas:

- Regional —
0 Sustainable development Inequalities -~
o Democratic governance and peacs F Gaussd Can \\.. it}

building cw T \ by lead : S.ubsfa;dg.rd
o Climate and disaster resilience Climatic \—' to living condition
Oxford Poverty and Human Development factors o |
Initiative (OPHI) -
i Itis aneconomic researchcenter within the eLE’Q i
Oxford Department of International High illiteracy,
Development at the University of Oxford. Cﬂsfe'sg:,o Xt;lsneroble =0
1 It aims to build and advance a morg Poor academic
systematic methodological and economic C achievements

framework for reducing multidimensional
DLOIAOOL‘JH cOi 61 AAA E OVSE,??C'L"l?erm
and values.

1 /0()80 caicH ARBRGK ET ! 3
capability approach and works to i
implement it by creating real tools that H'gé‘xge‘:: |t ocket
inform policies to reduce poverty.

Multidimensional Poverty Index |Pimensions| ;.. Deprived if living in the household where | Weight

) Nutrition Any(Atduh lfnder 70‘yeoArs of age or any child for whom there is /6
ﬂ It was deve|0ped in 2010 by < M nutritional information is undernourished.
Child Any Adult under the age of 18 years has died in the family in the
UI\tlDP t.and OPHas ta Eovertdy Health Mortality | five-year period preceding the survey. Yo
estimation measure 10 balse
z A = A St Years of | No household member aged ‘school entrance age + Six* years
El 5. $ 000 Al A ?{ Schooling | or older has completed at least six years of schooling. /6
DeVQ'Opment Report dﬁ School Any school-aged child is not attending school up to the age at /6
1 TheHeadcount or incidence of | Education |Attendance| which he/she would complete class eight.
MPI iS based Onthl’ee macro Cooking The household cooks with dung, wood, charcoal or coal. 118
dimensionsof poverty as: Fuel
1 Sanitation | The household's sanitation facility is not improved (according to
o health’ education  and SDG guidelines) or it is improved but shared with other house- 1/18

living standards, covering holds.

l
10 indicators of acute A Drinking | The household does not have access to improved drinking water
depl’ivations faced by a Water (according to SDG Guidelines) or improved drinking water is at 1/18

least a 30-minute walk from home, round trip.

person SimU|taneOUS|Y- Standard Electricity | The household has no electricity.

; of /18
ﬂ M Pl Valuev_arles fromo _to 1and living Housing | At least one of the three housing materials for roof, walls and
if a person Is deprlved in &ird floor are inadequate : the floor is of natural material and/orthe| /18
. roof and/or walls are of natural or rudimentary material.

or more of ten (weighted)
i Assets The household does not own more than one of these assets:
|nd|Cat0rS, the gIObal MPI . radio, television, telephone, computer, animal cart, bicycle, 1/18
identifies them asé -0 ) bl motorbike or refrigerator, and does not own a car or truck.
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0 Itis calculated bymultiplying the poverty headcount by the intensity of poverty.

T )T T®AAT -0) TPTZd 511 AOEET ¢ AEOMAiaviadrankd askdut& OET EA

109nations with MPI valueof 0.12327.9% populatiormsmultidimensionally poor).

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

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

National Multidimensional Poverty Index by NITI Aayog

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

1 The major difference from Global MPI in National MPI is the inclusion of two additional indicators, i.e.,
antenatal careand bank accountunder the dimensions ohealth and standard of living.

T 4EEO AAOAI ET A OAPI OO0 T £ )1 Akaded dh th&EE®rénde pAriodiod2015@ O E|i
of the National Family Health Survey (NFHS)

1 The MPI constitutes aet of poverty measures.These measures are explained as follows.

Dimension Weights Indicator Deprived if

A household is considered deﬁmved if any child between the ages of 0 to 59 months or
woman between the ages of 15 to 49 years or man between the ages of 15 to 54 years-for
| whom nutritional information is available - is found to be undernourished.

y A child adolescent under 18 years of age has died in the family in the five-year period
preceding the survey.

y A household is deprived if any woman in the household who has given birth in the 5 years
Ereceding the survey, has nof received at least 4 antenatal care Visits for the most recent

irth, or has not received assistance from trained skilled medical personnel durint the most
recent childbirth.

Noht even one member of the houshold aged 10 years or older has completed six years of
schooling.

Alny school-aged child is not attending school up to the age at which he/she would complete
class 8.

A household cooks with dung, agricultural crops, shrubs, wood, charcoal or coal.

The household has unimproved or no sanitation facility or it is improved but shared with
other household.

The household does not have access to improved drinking water or safe drinking water is at
least a 30-minute walk from home (as a round trip).

Standard
of Living The houdehold has no electricity.

The household has inadequate housing: the floor is made of natural materials or the roof or
wall are made of rudimentary materials.

The household does not own more than one of these assets: radio, TV, telephone, computer,
animal cart, bicycle, motorbike, or refrigerator and does not own a car or truck.

No household member has a bank account or post office account.

Keyfindings from National MPI

Based onNational MPI headcount ratioand intensity of India, States UTsand all thedistricts, the major
findings of it are:

1 National MPI:At 0.118vith Rural MPlat 0.155and Urban MPlat 0.04 (MPI ranges from0 to land highe
values imply higher poverty).

9 Highest Poverty States/UT<Bihar with 51.91% of the population as poor, followed by Jharkhand and Uttar
Pradesh.

1 Lowest Poverty States/UTsKerala with 0.71% of the population as poor, followed by Puducherry and
Lakshadweep

Earlier attempts to define Poverty in India
f InIndia,Dadabhai Naorojin190h ET EEO Al | E "O0OKE ORO®BU2 @1 & BIEA) BAEA
poverty in Prelndependence India.
o It was followed byNational Planning Committee (NPC) in 19387 AT OAAU 01 Ad défineEpoverly
lines.
 Postindependence,Planning Commission Working Groujin 1962 Dandekar and Rathin 1971Alagh Committee
in 1979; Lakdawala Committem 1993; Tendulkar Committeén 2009and Rangarajan Committeen 2014
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1.4.2. FINANCIAL INCLUSION

Why in news?

2AAAT O1 URh 2")
first composite Financial
Inclusion Index (Flindex).

» Bank branches

» Number of ATMs

» Banking correspondents

o » Point-of-sales terminals etc.

Access

» Frequency of account
» Credit ‘

@ » Insurance -
» Cashless and mobile
» Remittances efc.

About Financial Inclusion
Index (FII)

1 Fll is a comprehensive
index to capture the
extent  of financial i
inclusion across  the st
country asrecommended
by RBI under its National

swaegy o . ""“@ FINANCIAL INCLUSION DEC@'DED

FINANCIAL INCLUSION .

1 It incorporates details of T
banking, investments, e s - E
insurance, postal as well as  Access to financial Reduction i
the pension sector in Institutions extreme poverty
consultation with the s T
government and regulators. " """" s

1 It captures information on - Lq\f~1-cos:f:| A Beiger h:;!'geﬁ'ng of
. . . Inancial proauc
various aspects of financial = M

inclusion on a scale from 0 to Can be Can \\ = g g
100, where 0 represents enabled lead |/

T
l‘é‘é‘.’) ........

complete financial exclusion Agent-based by to Inculcates habit
L . . banking to save
and 100 indicates full financial
inclusion. EE e AR S ’ &
i There are three broad E -
. . ocumen | d ital
parameters with  certain simplification "Cffo"rﬁmic::' a

assigned weights z access
(35%), usage (45%) and qualit
(20%)with 97 indicators.

Increasing Reduction in cash

) y

 TheFH T AA@ Al AOI technology econom

base year reflecting penciggiey P
cumulative efforts of al e °
stakeholders over the years Accses 16 ol
towards financial inclusion. credit

Other initiati ves towards financial Inclusion

By RBI National Strategy for Financial Inclusion (NSFI) 202824 to expand and sustainthe financial
inclusion processat the national level through a broadconvergence of action involving all the
stakeholdersin the finandal sector.

National Strategy for Financial Education (NSFE) 202025to enable various sections of the
population to develop knowledge, skills, attitude and behavioumwhich are needed to manage thei
money better and to plan for their future.

By Government| Pradhan Mantri Jeevan Jyoti Bima Yojana (PMJJB) people in the age group of 18 to 50 year|
having abank account

Pradhan Mantri Suraksha Bima Yojana (PMSBf6) people in the age group 18 to 70 years with
bank account

Atal Pension Yojana (APYfpr all saving bank/post office saving bank account holders in the agi
group of 18 to 40 years

Pradhan Mantri JarDhan Yojana (PMJDYas a National Mission for Financial Inclusion tensure
access to financial services anaffordable manner.

Objectives of the scheme:
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1 Toensure accas to various financial servicedike access taneed based creditinsurance and
pension to the excluded sections.e.,weaker sections andow-income groups.

I Use of technologyto lower cost and widen the reach of financial sector.

PMJDY Performance in ldsSeven years

I 43.04 Crore accounts openefly 2021 with more than half women.
o0 Out of them, 86.5% accountare operative.

1 Two-third of the accounts are in rural and senruirban areaswith nearly 5 crore PMJDY accoun|

holders
receiving direct { PRADHAN MANTRI JAN DHAN YOJNA (PM)DY)

benefit transfer
(DBT) from the

Universal accessto % Pension Scheme for
GO(;/emment_ banking services l& iit unorganized sector
unaer various

schemes
D i nder Basic savings bank
! a(:ecpoojn'iz unde Creation Offo‘e:it KN et A ?cc?unt \;vith overdraft
guarantee fun 4 ' acility of Rs. 10,000 to
increased about 6 PILLARS every household
OF PM)DY

6.38 times from
2015 to 2021. T =
Jan Dhan Darshak f,}’:,ag’:g'?,,' likkracy @ ﬁ Micro-Insurance
App
9 It provides acitizen centric platform for locating banking touch points such asbank branches,
ATMs, Bank Mitras, Post Offices, etc. Over 8 lakh banking touch points have been mappe
the GIS App.
1 Itis also beingused for identifying villages which are not served by banking touch pointg/ithin
5 km

1.5. KEY CONCEPTS ANINFORMATION ON FISCAL POLICY

Debt to GDP| { It is the ratio of a country'spublic debt to its gross domestic product (GDP)It indicates a

Ratio AT O1 OOUB O AAEI EOU O DAU AAAE EOO AAAOOS8

o0 Fiscal Responsibility and Budget Management (FRBM) Act mandatkstbt-to-GDP ratio of
the Centre to be brought down to 40%nd that of states t020% by 20225,

Fiscal Deficit | § Itis the difference between the total income of the government (total taxes and netebt capital

receipts) and its total expenditure.

o Fiscal Deficit = Total expenditure of the government (capital and revenue expendituge)
Total income of the government (Revenue receipts + recovery of loans + other receipts)|

FISCAL DEFICIT DECE’DED

L o
>

High Capital Economic growth
Expenditure by demand creation
B3 ) Short Term
9?6 [0 oo > P e ’
Low revenue / Can be Crowds-in
realization i < caused investment
b
e % y
= . =
Low revenue
: Debt
expenditure -
like subsidies accumulation
Long Term
comaedl AR S ® . b
Higher
Unprecedented kAo

events like Covid-19
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Strategic Z | 1 Guidelines forCentral Public o=
Non-strategic Sector Enterprise  (CPSE) f? asnnttt

sector Disinvestment Released by U ! 1 .&
bifurcation Ministry of Finance. BANKING, ATON.I;?:

T New Guidelines aims at A:lf:)s_l;rl'\m%h sffcfema\r:}n
privatization, merger, SERVICES DEFENCE
closure or subsidiarization of STRATEGIC
non-strategic CPSEs to X H
implement new PSE Policy. SECOTRS

f Main objective: Reduce : UNDER THE :
financial burden on i POLICY :
government, introduce, ~(unnn N
competition and market ]
discipline, encourage wider PE:SBVLEEF:;M T
share of ownership etc. COAL, AND. | TELECOMMUNICATION

OTHER ., ___..-“
MINERALS
ITATe-dwar 91 Itis aneiling portal of Income Tax Appellate Tribunal (ITAT) launched by Ministry of Law.

91 It will enhance theaccessibility,accountability, and transparencyin the day to day working of
the ITAT with other benefits ofeconomization of the use of paper savings in costs, and
rationalization of the fixation of casesleading to quicker disposal of cases.

Place of | 1 With increased exodus of businesses and families by HNI individuglsst Covid19, the risks of
Effective flouting POEM has increased.

Management | § Under Section 6 of the IT ActPOEM is defined as "alace where key management anc
(POEM) commercial decisions that are necessary for the conduct of the business of an entity as a wk

are, in substance, made."

I It was introduced in 201-18to curb practice of limiting the scope for the Indian tax authorities
by attificially shifting insignificant or isolated events related to control and management outsic
India to avoid residential status and thereby tax in India.

Supplementar | 1 The additional grant required to meet the required expenditure of the government is called

y grant Supplementary GrantsThis grant is mentioned undeArticle 11%®f the Constitution.
Gini N 1 Gini coefﬂm_enhsapgpqlar _tool % INCOME
Coefficient to measureincome distribution

inequalities globally.

o} LoreEFz | curve |tst_ thef 100 =4 Gini
graphical representation o Co-efficient
this inequality and
intimately related to the
Gini coefficient. i o

I Gini coefficient ranges from 0 L A

(or 0%) to 1 (or 100%), with ( A+B

represerting perfect equality | 50 A

and 1 representing perfect

inequality. B

25 =
| 1 1 1 °/o POP
100 75 50 25
K-shaped 1 K-shaped recovery happensihen different sections of an economy recover at starkly different
recovery rates. While certain industries and individuals pull out of a recessiothers stagnate.

1 ) 1 A Fed éstate sector sees Khaped recovery wherethe residential segment experienced
healthy growth, the office segment remained lacklustre.

I K shaped recovery is alsmbserved in Job market Lowerskilled workers lost their jobs
AEODPOI Pi1 OOEI 1 AGAT Uh xEEI A ETA 11 OOAO AOAI
sectors.
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Economy recovers
but activity perma-

Recovery slower
than
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Recovery longer
than V shape,
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Spending surge
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pre-crisis levels

Restrictions lifted

fers as more cases
paralyse economy
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Economy never
fully recovers
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LIVE Chat Option. They can also note down their doubts & questions and convey to our
classroom mentor at Delhi center and we will respond to the queries through phone/mail.
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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 thddEA CT OAOT i AT O priviatizéd mo& AfQhk IPdbizA1 1 U

Sector Banks (PSBsgnd keep itspresence to a bare minimum
Benefits of PSBs Privatization

1
1
)l

T

Concerns over PSBs Privatization

Better human resource managementhrough increased professanal management.
Improved competitivenessdue 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 coveragand help them to retain and attract Urban and

semrurban consumers.

Domestic Systemically Important Banks (E3IBs)

1

D-SIBs are the banks considered &so big to fail by
RBI due to their size, crosgirisdictional activities,

complexity and lack of substitute and interconnection.
Banks whoseassets exceed 2% of GDP are consider
part of this group such asSBI,ICICI Bank, HDFC Ban

continues toremain DSIB
As per the framework, from 2015, theentral bank has
to disclose names of banks designated as-$8IB.

Concerns over safety of depositslue to removal of thesovereign guaranteebehind the PSB.

Macroeconomic effects of bank failuresas happened in the past, leading thank nationalisationin 1969.

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

1 Reduced empoyment opportunities for the
youth, especially people from deprived
sections with reservation.

1

il

Recent Steps to strengthen

PSBs

1 Enhanced Access and
Service Excellence (EASE N

was started inFY1%s part
of PSBsreforms Agenda,
based on a uniquékeforms

Decrease in
savings due to
consumption

Index.
o For 2022, new Bad Loans and
. limited corporate
reforms are designed investment
under EASE 4.0 to

further the agenda of
customer-centric
digital transformation

Degrowth in PSBs
net interest income

and deeply embed C® o

digital farld datg \int’o Credit rationing to

03" OO0 x AUO targeted sectors
Launch of

PSBloansin59minutes.com
and adoption of the Trade
Receivables Discounting

CREDIT GROWTH DEC@'DED

Financial
deepening

Resources from
savers to borrowers,
. productive investment
Constrained Canlead || opportunity
by to ¢

R,

Positive investment
sentiment

------------- © [

Support small
businesses in
operational liabilities

. Greater access to
institutionalised credit

System (TReDS) for digital lending for MSME&nd retail customers

Empowerment of bank Boardsto recruit the bank's Chief Risk Officer from the market, anarket-linked

compensation

Infusion of Rs3.17 lakh crore by the Governmerind Mobilisation of over Rs. 2.49dkh croreby the banks

themselves etc.
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2.1.2. PROMPT CORRECTIVE ACTION (PCA)

Why in news?

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

More on News

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

9 It will cover All Deposit Taking NBFCENBFC<D, Excluding Government Companies]; Alon-Deposit
Taking NBFCs in Middle, Upper and Top LayedBFCAND) 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

T PCA is a framework under whichfinancial m
institutions, usually banks and now NBFCs a Enable supervisory

. X . . intervention to
well, with weak financial metrics are put under maintain overall
watch by the RBI. financlal

1 It was first introduced in 2002as a structured
early-intervention mechanism for banks that
become under capitalised due to poor asset Objectives of the
quality, or vulnerable due to loss of profitability. = PCA Framework "i/;

f It was last reviewed in 2017based on the .
recommendations of theFinancial Stability and ~ Alertregulator, Effeciie manket
Developmert Council and the Financial Sector  depositors to checking| ?:;“'
Legislative Reforms Commission. ke Assets (NPA)

Important changes in the PCA Framework for Banks

1 Parameters:Three parametersCapital, Asset Quality and Leveragéo be monitored under the revised
framework with three risk thresholds, from 1 to 3,in the increasing order of severity.
0 The revised framework hasemoved return on assets as an indicator.

1 Applicability: Toapplyon all banks operating in India including foreign banksperating through branches
or subsidiaries based on bre&cof risk thresholds of identified indicators.
0 However,payments banks and small finance banks (SFBs) have been remofredh the list of lenders

where prompt corrective action can be initiated.

1 Entry: PCA Framework will apply based on thAudited Annual Fnancial Results and the ongoing
Supervisory Assessment made by RBir if circumstances so warrant.

9 Exit: Based on theSupervisory comfort of RBland no breaches in risk thresholdsn 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. | Special Supervisory Actions:
1 Promoters/Owners/Parent (in the case dbreign banks) to | Strategy related
bring in capital. 1 Governance related
I Restriction on issue of guarantees or taking on otherly Capital related
contingent liabilities on behalf of group companiesdnly for |  Credit risk related
CIC3 i  Market risk related
1
1
1
1

Risk Threshold 2 |In addition to mandatory actions of Threshold 1, HR related
91 Restriction on branch expansiondomestic and/or overseas Profitability related
Risk Threshold 3 |In addition to mandatory actions of Threshold 1 & 2, Operations/Business related
91 Appropriate restrictions on capital expenditure, other than Any other
for technological upgradation within Board approved limits.
I Restrictions/reduction in variable operating costs (For
NBFCs)
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However even under PCAhanks are allowed to invest in government securitiether high-quality liquid
investments.

About NBFCs and their Regulation

T

NBFCs also knownas nonbank financial institutions, are entities that provide certaifbank like and
financial services but do not hold a bankidgenseandexcludesentities with agriculture activity, industrial
activity, purchase or sale of any goods (other than securities) pgncipal businessor providing any service

and sale/purchase/construction of immovable O
PCA FRAMEWORK For NBFCs-D Ty
[

property.
o0 Principal Business is the financial activity and NEEC s ND

which consists of more than 50% of
company assetsandover P b E £ E
income.

INDICATOR

RISK

THRESHOLD 1

Upto 300 bps

RISK
THRESHOLD 2

More than 300
bps but upto

RISK
THRESHOLD 3

More than 600

. ~ - A Cuplful to risk below the bps below
NBFCs difference from banks NBFCSA AT weighted requiatory SO0 PPSBelow L tory
assets ratio minimum CRAR 9 Y minimum CRAR

accept demand deposits; NBFCs amot part

minimum CRAR

o s oA CRAR [currently, CRAR tly, CRAR
of payment and settlement system and\ A | (CRaR) 5% but 212%)  Lcurrently, CRAR [C”"e:g,ozl
. . . <12% but 29%]
issue cheques drawn on itself; andDICGC T
™ . . . ore an
facility is not availableto depositors of NBFCs. Upfo 200 bps | N pifunte | | Jore than 400
i below the boste) bps below the
Regulation: NBFCs areregulated by RBI Tieri Capital reguietory ?:0 ps[fow i
2 A g e regulato
although some NBFCs are regulated ISEBI, ROES P T L i mininom Tior |
. . . apital Ratio A Capital Ratio
IRDAI, National Housing Banletc. to avoid [currently, Tier | [CC::ZS: R?:;; e et
dual regulation. cl:;;:.;cl:z:g; cgpnolyém.o Capital Ratio
Systemically important NBFCSNBFCs whose <I0% but 28%] g% but 26%] e
asset size is of 500 crore or more are N:;'no-i‘r
considered as systemically imptant NBFCs. assets (NNPAS)
Example. Power Finance Corporation Limitec inchr'fdins >6%but <9%  >9% but <12% >12%
.e . : non-performing
(I?ECL), Rural Electrification = Corporatior ™ = e
Limited (RECL) etc. (NPIs)

Regulation of NBFCs: Revised Sca#3ased Regulatory (SBR) Framework

1 Recently, Reserve Bank of India (RBI) introduced a revissmhlebased regulatory framework for norbanking

q E’:}%Z?al E[:r?(;nparzlveizéleFr((:aZ)ljlatory Scale Based Approach-Introducing Scale Based Framework
framework (to come into effect o
from 01 October 2022 they will be Empty Top Layer- Supervisory direction
subjected to a ScaleBased
Regulatory (SBR) Frameworkwith y About 25-30 Upper
Fourlayers based on tteir size, New Category g Lorﬂ NBFCs through a
actlv|ty and percelved nsklness (See Bank-Like R’egulotion Upper Layer NBFCs iltering process
Image). . (NBFC-UL) Equivalent to
I Base Layer:It include NBFCH&D : NBEC-ND-S! &
. B Arbitrages
with asset S|z.e'pelow 1000 crgnd Fr’ngrgz d Middle Layer NBFCs NBFC-D
NBFCs in activities a$2P lending (NBFC-ML)
Account Aggregator, Non- / B - - - Equivalent to
Operative Financial Holding TETSN[E h[):f t
o wi reshoia a
Company and NBFCsnot availing Base Layer NBFCs (NBFC-BL) 21000 crore
public funds and no customer
interface.
. . . NBFC
I Middle Layer: All deposit taking -

1 Upper Layer:Top ten NBFCs in terms of their asset size and NBFCs identified by RBI as warranting enh:
regulatory framework; and
I Top Layerildeally to remain empty but RBI can populate it if substantial increase in the potential systemic risk fr

The newSBR frameworkalso introduced changes te

I Extant NPA classificatiorto be 90 days byMarch 2026for all categories of NBFCs
1 Ceiling ofRs 1 crore per borrowein IPO funding;
9 Atleast oneDirector with experience in a bank/NBFC;

NBFCs; NBF@$D with asset size of Rs 1000 cr or more; NBFCs in activitiesStendalone Primary Dealers
Infrastructure Debt Fund, CICs, Housing Finance Companies and Infrastructure Finance &ues

NBFCs in the upper layer.

DELHI | JAIPUR | PUNE | HYDERABAD | AHMEDABAD | LUCKNOW | CHANDIGARH | GUWABA/$ion IAS



(’ » www.visionias.in 8468022022

1
1

Changes irCapital Guidelinedor NBFC in Middle and Upper Layer;
Revised Governance guidelines (e.g., Chief Compliance Officer) andorudential 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 P&8dgments Bank, Airtel Payments
Bank etc.

Scheduled Banlkstatus and its Benefits

T

T

ScheduledBanksare the banksncluded in theSecond Schedul®f Reserve Bank of India Act, 1934

0 This includesScheduled Commercial Banks and Scheduled-Querative Banks

Scheduled Bank status allows banks to explore new business oppuities, take part inRequest for
Proposalsissued by the government and other large corporationggrimary auctions, fixed-rate and
variable rate reposand reverse repos

They can also participate iMarginal Standing Facilityand will be eligibleto partner in government-run
financial inclusion schemes

They are eligible forefinancing facility from the RBIlat the bank rate, acquire membershipto clearing
house, and getaccess to currency storage facility

1

About Payment Bank

Suggested byNachiket Mor committee in 2013it is a bank
registered under Companies Act, 2018nd licensed under

. q i Provid
Banking Regulation Act, 1949. Alei ':::l;:s mlcm:dn
Minimum paid-up equity capital of the payments bank is en ::;m

100 croresand it is required to maintain a minimuroapital
adequacy ratioof 15%
Promoters of the payments bank should hold at least0%
of its paid-up equity capitalfor the first 5 years

Significance of
payments bank

Awouoo3 - g9¢ 14

o Promoter/promoter group can haveloint Venture with :;::::;;; Increase
an existing SCB penetration
z A S P o = " of technology
Theyoperate on a smaller scalxk EOE | | AOAA
advance loans oissue credit cards). Geagraphios]
It can accept demand deposits (up to Rs 1 lakh), offer footprint as 25%
mandatory to have

remittance  services, mobile payments/transfers/ presence in

purchasesand other banking services unbanked areas

They maintain Cash Reserve Ratio (CRR) with R&hd

invest in eligible government securitiesfeasury bills underStatutory Liquid Ratio (SLR).

They can accester-bank uncollateralised call money marketand collateralized repo and CBLO marketor
temporary liquidity management.

Recently, SEBI allowed the payment banks to act as investment bamskd.e. to work inraising capital for
corporations, governments, or other entities like Goldman Sachs, Morgan Stanley.

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

Why in news?

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

recurrently.
About DICGC
1 DICGC is wholly owned subsidiary of the RBI created under the DICGC Act, 1961 eputy Governor
of RBI as its eyofficio Chairman.
1 Governed by the provisions of th®ICGC Act of 196hd DICGC General Regulations of 1981CGC is liable
to pay theinsured deposit amountto depositors of aninsured bank
9 It registers a bank as insured immediately and automatically igsuance of banking license.
1 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 bankgeconstruction or any other arrangement
under a scheme, oMerger or acquisitionby another bank.

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

1 In the last budget, the deposit insurance cover was increased frort lakh to 5 lakh per depositor per
bank, fully protecting 98.1%f the total 252.6 crore account®r 50.9%of total assessable depositas at
end-March 2021.

o Internationally, fully protected accounts are around 80% and-20% of total assessable deposits.
0 Bankgroup wise, the percentage of insured deposits v&vis total deposits is 84% for RRBs, 70% for
cooperative banks, 59% for SBI, 5#PSBs, 40% for private sector banks and 9% for foreign banks.

Key Features of DICGC (Amendment) Act, 2021

9 Introduction of interim payments from DICGQo these depositors with 90 days (max) timeline.

91 Provisions forpenal interestin case of delay to engre timely repayment from banks to DICGC.

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

T %i PT xAO $)#' #80 "1 AOA O1 AAEAO A ddrarodpayoutiodit e A£OT |
terms.

INSOLVENCY AND BANKRUPTCY CODE
2.2. ASSET Q UALITY AND o covers: Al individuals, companies, Limited Liability Partnerships
R EST RU CT URIN G (LLPs) and partnership firms.

0 The insolvency resolution process can be initiated by any
of the stakeholders of the firm: Firm/ Debtors/ Financial or

2.2.1. INSOLVENCY AND  Operational creditors/ Employees.
BANKRUPTCY CODE (IBC)
Pillars of IBC
Why in News?
Recently, the parliament passedinsolvency and | Insolvency Information | | Adjudicating | |Insolvency
Bankruptcy Code (Amendment) Bill 202tb Pre- Professionals | | Utilities (IUs): | | Authorities: and
. ,| (IPs) and Store facts National Bankruptcy
Packaged InsolvencyResolution Process (PPIRP; insolvency about lenders | | Company Law | |Board of India
for corporate MSMEs Professional and terms of Tribunal (NCLT) | |(IBBI):
Agencies lending in forinsolvency | Regulates
Insolvency and Bankruptcy Code (IBC) (IPAs): Class electronic cases of service
of regulated databases and | | companies providers (IPs,
1 TheIBC, 201rovides forresolution of stress | professionals | | used by the and Limited IPAs, IUs) as
assets of a company, a limited liability |toactas Adjudicating Liability well as
. . ’ . intermediaries | | Authority to Partnerships transactions-
partnershlp, a proprletorshlp, or partnership | "\ . (LLPs) and Bty
firm, or an individual insolvency ‘default’. Debt Recovery | | Corporate
resolution National Tribunals (DRTs) | |Insolvency
1 In over 5 years of its operation, it has createc | process. E-Governance | |forindividuals | |Resolution
an insolvency ecosystemin India under the (Srf”gf)?stﬁd- C'“dt " E’:mcess't
. H (=3 IS The arrnersni orporate
National Company Law Appellate Tribunas ey i : uni)dc:tion,
Appellate Authority via its pillars (see image). registered by Individual
. . . IBBI under the Insolvency, and
What is Prepackaged insolvency resolution? Code. Individual
Bankruptcy.

1 A prepacked insolvency  resolution
mechanism is a process wherein a resolution arrangement is agreed upon between the distressed
corporate debtor (CDs) and lender before approachinthe National Company Law Tribunal (NCLT) for
bankruptcy proceedings.

91 It follows a debtor-inpossession modeland gives legal sanction to a plan agreed among banks,
promoters, and the buyer.

1 It also protects fromfraudulent activities/mismanagementby alowing Committee of Creditors(CaoC) to
make an application for change in the management of the company and pass control to the resolution
professional via 66% voting.

o0 CoC is composedf financial creditors to the Corporate Debtor (CD) or operational creditorsn the
absence of unrelated financial creditors

9 It allows for a Swiss challenge to the resolution plarsubmitted by a CD allowing third party to submit
resolution plan,in case @erational 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 | Debtors remain in control of their distressed Company is managed by the resolutiol
during insolvency firm. professional.
Completion Deadlines 120 day®f the commencement date. 270 daydrom the commencement date.
Process of resolution of | Distressed company enters into direc] Resolution through open bidding system!.
the debt agreement between securedcreditors and

the existing owners or outside investors.

In 2019 the Insolvency and Bankruptcy Board of India (IBBI) set up a working group Toacking Outcomes of
Insolvency and Bankruptcy Code, 2016 (IB@so known asGN Bajpai committee

Cross Border Insolvency
1 Another issue of IBC in dealing with special circumstances in which an insolvent debtor has assets and/or cre(
in more than ore country.
1 Regulated by Section 234 and 235 of IBC, they adénoc in natureand susceptibleto delay.
0 Section 234empower Central Governmentto enter into bilateral agreementswith other countries to resolve
situations about crossborder insolvency, and
o0 Section 235allows Adjudicating Authority to issue aletter of request to a court or competent authority to
deal with a request for evidence or action in connection with insolmey proceedings under IBC in countrie
with agreement under Section 234.
1 The absence of standardized cross border insolvency framework gives rise to complexities and raises numb
issues such as:
o0 Extent of access to assetheld in a foreign country foran insolvency administrator,
o Priority of payments, i.e.,whether local creditors to have access to local assets before funds go to the forei
administration or not,
0 Recognition of the claims of local creditorsn a foreign administration,
o Recognition and enforcement of local securities taxation system over local assets where a foreig
administrator is appointed etc.
1 Based oninsolvency Law Committeeof 2018 recommendations, a robust cross border insolvency framewain
be created by adopting the United Nations Commission on International Trade Law (UNCITRAL) with ceri
modifications to suit Indian context.

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

Why in News?

Awouoo3 - g9¢ 14

To resdve the legacy NPAs and clean up the bank books, two new related entitiS®\RCL and IDRCL were
incorporated in 2021 under debt management agreement.

More on News

9 Despite various resolution mechanisms(g., IBC, SARFAESI Act, Debt Recovery Tribunals etc.) and 28
Asset Reconstruction Companies (ARCEggacy NPAss still a big concern. To resolve it,
0 NARCIwill function as anARC(majorly owned by PSBswith Canara Banlas Sponsor), incorporated
in July 2021to aggregate and acquire stressed assets; and
0 IDRCLwill serve as a service companynjorly owned by Private Sector Bank&1%Yest with PSBs],
incorporated in September 2021, to manage and dispose of the assets.
1 NARCL with a finite life 0% yearswith IDRCL term being céerminus to NARCL.
About Asset Reconstruction and ARC
T ' OOAO OAAI T OOOOAOGEIT EO AAZEZET AA AO OOEA AANOEOEOE
financial assistance by an ARGrfrealization of such financial assistance.
1 InIndia, ARCs are incorporated under tt@ompanies Actand registered with RBI undesection 3of the

Securitizationand Reconstruction of Financial Assets and Enforcement of Security Inter€SARFAESI),
Act 2002

Resolution Process

1 NARCL will acquire assets of aroun@ lakh croreby making an offer to Lead Bank, with Lead Bank to run
A Sviiss Challengé DB OT AAOO O1 ET OEOA 1 OEAO !2#07" EAAAOO O

being dedared as greferred bidder.
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1 The assets will be acquired by NARCL in th P —_ o
. . ° 'ay management Recovery by Sale/lease,

underlying trusts, with IDRCL to prepare and foe Satlareiirvinag erstt

suggest the proposed restructuringfesolution OO takeover, restructuring or

lan, strategies, etc. for each of them. Lending Bank ARC | security enforcement

p 1 g 1 b
[saas]
it

1 Theasset acquisitionandresolution will happen

within the RBI Framework for ARCs Offer SRs* after

acquisition of asset Borrower

o E.g., Asset acquisition within the extant to QB

regulations of RBI undef.5:85 structurg15%

in Cash and 85% in Security Receipts or SR @

1 Based on international practices like Malaysie ol

and UK, SRs issued by NARCL willdaeked by (to hold assets)
Government (up to 30,600 crore) for
credibility and providing acontingency buffer. *SR or Seurity receipt is a receipt/security, issued by an ARC to any

QBs on purchase/acquisition of an undivided right, title or interest in

f Valid for 5 years, the government will charge ¢ |~ " "=
@Uarantee fe&:) on the amount it guarantees, **QB or Qualified buyer represents the corporate entities like Fls,

: BT R ] Insurance Company, Bank, Trustee, AMC etc. or any category of
WhICh will mcreas_e annua”y to incentivize early non-institutional investors specified by RBI or by SEBI
and timely resolution.

1 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 80,122 croreas surplus (excess of income
over expenditure) to the central government from its reserves.
How does RBI generateurplus?
2")Y80 )T AT T A 31 O0OAAO jpb A2")80 %@bAl AEOOOA jp Ail1O0
1 Other income from foreign sources (41%hcluding | § Provisioning of risks E 1 2")860 O0AI©
Profit/Loss on sale and redemption of foreigr includes
securities, Gain/Loss from forex transactions amon o Contingency Fund (CE)funded largely from the
others. 2")860 DOI ZEOOR EO EO
1 Return from domestic sources (33%yhich include designed to meet contingencies from exchangge
interest on Loans and Advances, interest on Liquidi rate operations and monetarypolicy decisions.
Adjustment Facility (LAF) operationstc. 0 Asset Development Fund (ADF) includes
1 Return from foreign sources (19%jvhich include provisions made towards investments ir
interests from foreign currency deposits, interest or] subsidiaries and associated institutions and t
Repo/Reverse Repo transactions etc. meet internal capital expenditure.
1 Other income from domestic sources (7%icluding | T Agency charges(15%) which include commission {
Profit/Loss on sale and redemption of Rupe; banks, primary dealers etc.
securities, Comndsion among others. 9  Printing of notes (12%)
1 Employee cost (10%)
2")60 Oi OA1 AopAT AEOOOA EO 111 U thedkby @eralingSuipkis. | £ EOO

How does RBI transfer surplus to the government?

1 RBI surplus transfers to the Central Government are doneaacordance with Section 4{Allocation of
surplus profits) of the Reserve Bank of India Act, 1934.
f  The amount of surplus to be transferred is revised time to time based 8ni | | E O€xdnfn@r@ation
and RBI needs.
0 Committees on RBI Surplus Transfe¥ Subrahmanyam in 1997, Usha Thorat in 2004 and Y H Malegam
in 2013 and Bimal Jalan Committee in 2018.
1 Under the presentrevised Economic Capital Framework or EGom Bimal Jalan Committe¢ghe amount
of surplusthat the RBI must transfer to the Centrés determined bytwo factors as:
0 Realized equity(essentially existing amount in CF) tbe maintained withina range 0f6.5% to 5.56%
OEA 2")80 AAI AT AA OEAAO fdhih OOAT OEAO OEA ABAAOO
o Economic capital(essentially CGRA) to be kept in the rangé 20-24.5%f the balance sheet and rest
should be transferred to government.

DELHI | JAIPUR | PUNE | HYDERABAD | AHMEDABAD | LUCKNOW | CHANDIGARH | GUWABA/$ion IAS



(’ » www.visionias.in 8468022022

Why RBI surplus has gonap sharply this year?

1 Lower expenditure as RBI has chosen to maintain tHewest required buffer (CF at 5.5%).

1 Higher incomefrom its Open Market Operationsand asizeable rise in forex reserves.

1 Contribution from Targeted long term repo operations (TLTROS).e. targeted longterm repo operationsused to
infuse cash in the banking systenfor on-ending to specific sectors.

¢808¢8 ). $)! 03 &/ 2%8 2 %3 %26 %3
Why in News?

In 2021, Indian Foreign Exchange reserves hit new lifetime high of aroW8$ 642 billion making India the

fourth largest Forex reserveholder after China, Japan and Switzerland
PURPOSE OF FOREX RESERVES
About Foreign ExchangeReserves

-
1 Foreign Exchange Reserves, also known Berex Reserves are [ e nE
assets held on reserve by a central bank in foreign currencies. e ] 9 .
1 Mostly dominated byforeign currency assets it can also include \U
other_lnstrL_Aments like bonds, treasury bills, Gold Reserves, Speci|  EXCHANGE RATE JSUPPORY
Drawing Rights at IMF etc. MANAGEMENT pPOLICY

1 Due to US dollarusein settlement of international transactions,
currency assets are dominated by dollar among various currencig e WITHSTAND EXTERNAL
L. . MARKET SHOCK 4
(Euro, British pound, Japanese Yen and Chinese Yuan)
9 Vital forglobal trade and commerce Forex reserves serve number,

of purposes 6ee image). A$/ GAIN INVESTORS CONFIDENCE

ON LIQUIDITY AND MEETING
Reasondor recentrise in Indian Forex Reserves ‘bd‘ EXYERHAL OBUIGATIONS
9 High Foreign Capital Flow from Rising FDland Foreign Portfolio A
Investment (FPI) etc. ASSIST GOVERNMENT ON N
1 Reduced Capital outflowdue to reduced consumptions under OTHER NEEDS aﬁ

Covid19 and curbs on foreign traveleading to record BoP surplus.
1 Recordremittances from its Diasporain lasttwo years(above US$80billion), and
1 Massive Liquidity Injectionby USA through stimulus measures against economic impact of pandemic.

Arguments for maintaining High ForexReserves

1 Reduced risk from External Vulnerabilitiesuch asVolatile Oil Prices, high outflow of hot money (FPIs),

1 Exchange Rate Managemerthrough occasional RBI interventiorto curb excessive volatility,

 Generate) 1 OA Cbifidearéthrough AAET EOQU O1 Cdetent Adcolidk DefiditahdE rininixe
the impact of justabove Junk Categoryrating and net negative international investment position of -
12.9% of GDP,

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

9 Liquidity against domestic and global Economic Riskike High banking NPAs corporate bond market
crisis due to IL&FS payment default or the Covl® related uncerinties,

1 Cushion against monetary stimulus withdrawafor US Fed in near future; avoidingxternal sector crisis
with over 10%urrency fluctuation as happened earlier

Arguments againstmaintaining High Forex Reserves

1 Atabove US$600 billion, Forex reserves are higher than euternal debt obligations andenoughto cover
more than 15months of our projected 202122imports,

1 Low returns on Forex reserves usuallyaround 1%or lessdue to near zero interest rates in advanced
economies,

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

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

1 Shows lack of confidence from government on its economy resilience soundnessof macroeconomic
management and its rrasuresto raisecapital or exports.
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MONEY SUPPLY DEC©@ DED

Change in price levels

Due to
government’s policies:
> Monetization of fiscal deficit
> Expansionary fiscal policy

Change in
business cycles

Is

Can
S influenced  _o . |l :
uenced affect | - I
Due policies of RBI: bY T
> Expansionary monetary policy Increase in
> When the central Banks print purchasing power
more money
------------------------ S B
O O i
(€D Increase ininvestments
Other economic factors:
>Increased lendingby banks o
> Net inflow of funds from abroad
Decrease in interest
rates

Increase in demand
of labour

2.4. KEY CONCEPTS AND INFORMATION OMANKING AND
MONETARY POLICY

Non-Performing Asset | When a loan whose speCIAL MENTION PRINCIPAL/INTEREST PAYMENT
principal or interest ACCOUNT & PARTLY/WHOLLY DUE
payment is overdue

for less than 90 days | SMA-0 1-30 Days
it comes under the | SMA-1 31-60Days
purview of Special ' SMA-2 1290 Dave
Mention  Accounts

(SMA).

9 Itis aloan or advance for which thprincipal or interest payment remains overdue for
a period of 90 days.
1 Banks are required taelassify NPAs further into Substandard, Doubtful and Loss asset
0 Substandard assetsAssets which have remained NPA for a ped less than or
equal to 12 months.
0 Doubtful assets Assets which have remained in the substandard category for
period of 12 months
0 Loss assets It is considered uncollectible and of such little value that i
continuance as a bankable asset is not wanted, although there may be some
salvage or recovery value.
Capital Adequacy Ratio § It governs the capital that a bank ought to hold as a percentage of its total assets. C
(CAR) is also known as Capital to Risk (Weighted) Assets Ratio (CRAR)
Leverage ratio 9 It shows how much a lender has stretched itself in borrowing funds to generate incom
The more the leverage, the riskier the turf on which the lender stands.
Return on assets (RoA)| 1 It measures profitability, derived from net income (profjt as a percentage of total

assets.
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Haircut 1 Haircut refers to the lower-than-market value placed on an asset being used &
collateral for a loan.
Colending 1 Colending or coorigination is aset-up where banks and norbanks enter into an

arrangement for the joint contribution of credit for priority sector lending.

Provisioning coverage| 9
ratio (PCR)

PCR is ratio oprovisioning to gross nonperforming assetsand indicates theextent of
funds a bank has kept aside to covéoan losses

Platform for Regulated | 9
Entities for Integrated
Supervision and
Monitoring (PRISM) q

PRISM is aveb-based endto-end workflow automation system from RBIto strengthen
compliance by supervised entities (SEs), including banks and ndwanking financial
companies.

PRISM include$unctionalities (inspection; compliance; incident functionality for cybel
security; complaints; and returns functionalities)yith built -in remediation workflow s,
time tracking, notifications and alerts, management information system (MIS) reports
and dashboards.

Regulatory Sandbox 1

Regulatory Sandbox (RS) refers tdive 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.

o0 RS allows market participants teollect evidence on the benefits and risks of new
financial innovations, while carefully monitoring and containing their risks.

I Objective of the RS i$o foster responsible innovation in financial services, promote
efficiency and bring benefit to consumers.
Consumer Confidence| § Itis conducted by the Reserve Bank of India (RBI).
Survey (CCS) 1 CCS seekgualitative responses from households, regarding their sentiments on the

general economic situation, employment scenario, pde level, households" income
and spendingwhich 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 rounc
IESHo capture inflation expectations and consumer confidence, which provide usefu
inputs for its monetary policy.

The survey aims at capturingubjective assessments oprice movements and inflation,
of about 6,000 households, based on theindividual consumption baskets, across 1!
cities.

The survey seeks quantitative as well as qualitative responses from households.
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3. PAYMENT SYSTEMS AND FINANCIAMARKETS
3.1. PAYMENT SYSTEMS

3.1.1. MICROFINANCE REGULATIONS

Why in news?

Increase in
human
resource

productivity >

Promoting
. . . financial
The RBI has proposed a new regulatory regime for microfinanc inclusion ).

with uniform set of guidelines for all lenders.

About Microfinance OBJECTIVES OF

Asset MICROFINANCE

creation Poverty

1 Microfinance is abanking serviceprovided to unemployed il

or low-ncome individuals or groupsto help them to work
their way out of poverty by undertaking income generating
activities.

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

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

1 Indian Microfinance:Unlike a pardlel evolution in other parts, Indian microfinance evolved in relationship
with public banks though linkage between SeHielp Groups (SHGs), NGOs and banks.

9 Starting from SHGBank linkage programme of 1992\ndian
i EAOT £ET AT AA 11 OAI gkdt With ke@ly 10D

Women

Improvement in
empowerment

standard of
living

Portfolio Geographical Distribution

PT 365 - Economy

million accounts and outstanding credit obver 1 lakh crore
1 Apart from SCBs, small finance banks, RRBs;operative
banks, NBFCs and NBfFIs also provide microfinance.

0 NBFCGMFI is a non-deposit taking NBFCwith minimum
net owned fund of 5 crore ( 2 crore for NBF@/FIs &
registered in the North Eastern Region) and having
minimum 85 per cent of its net assetgassets other than
cash, bank balances and money market instruments)
OEA

T AOOGOA

Proposed framework for Regulation of MFls

Single uniform setof regulations for allRegulated entities (RES)

of RBIwith changes as:

== East and North-east

BEE West N North

## Central

Parameters Existing Regulatory framework for NBFEMFIs | Proposed changes in regulatory framework

Definition of Borrower with annual household income not Same criteriashall beextended to all REor the

Microfinance exceeding 1,25,000 for rural and 2,00,000 | purpose of thecommon definition with addition of

borrower for urban and semurban areas. Board approved policyfrom all REs enumerating
factors considered for assessment of househol
income.

Limits on Total indebtedness of the borrower does not| Link the loan amount to household income ir

household exceed 1,25,000 (excluding loan for educatiol terms of debt-income ratio, with all REs to ensure

indebtedness | and medicalexpenses). that the EMI a household has to pay does ng
exceed50%of its income.

Nature of Collateral free loans without any prepaymen| The cdlateral free nature of microfinance loans

loans penalty. shall be extended to all REs.

Limit on Earlier, Loan amount limit of 1,25,000with | All limits shall be withdrawn

number of Minimum tenure of 24 monthsfor loans above

loans, loan 30,000.

amount and Also,no more than two NBFGMFIs can lend to

tenure the same borrower; and at least50% of loans

are given for income generation activities
Repayment Microfinance borrowers of NBF@/IFIs are| Board approved policy will provide the flexibility of
periodicity permitted to repay weekly, fortnightly or | repayment periodicity to microfinance borrowers
monthly instalments as per their choice. as per requirement of REs.
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Pricing of
micro loans

No ceiling on interest rate oONBFGMFIs with:
Board of each NBF®IFI to adopt aninterest

Maximum interest charged by an NBF@FI
shall be the lower ofz i

9 the cost of funds plus a margin cap df0%
for MFIs with loan portfolio of 100 crore

rate model based on relevant factors (cost of
funds, risk premium and margin) to determine

or aboveand 12% for others

1 The average base rate of the five largeg
commercial banks by assets multiplied b| 1
2.75.

the rate of interest to be charged for loans ang
advances.

Like other NBFCs, NBH@FIs will also be
guided by fair practices code and to ensur
disclosure and transparency dhterest rates.

Exemptions to
not-for profit
companies

Exemption from registration requirements to| Exemption o OET OA 011 & &I O
OET OA 011 06 A& O bOI AE| companies which are
(registered under Section 25 of the Compani€el 1 engaged in providing collaterafree loans to
Act, 1956 (Section 8 of the Companies Ac households with annual household income o
2013)) which are: 1,25,000 and 2,00,000 for rural and
1 engaged in providing credit not exceeding urban/semi urban areas respectively,
50,000 for a business enterprise an( I EMlIs of loans does noexceed 50 per cent of
1,25,000 for meeting the cost of ¢ the household income and
dwelling unit to any poor person and 91 having asset size of less thanl00 crore.
not accepting public deposits.
registered under Section 8 of the
Companies Act, 2013;

= =

3.1.2. FACTORING IN INDIA

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

About Factoring

1

1

Major Amendments in the act:

1

1

Factoring is a transaction where an eryi sells its receivables (dues from a customer) to a third party (a

OEFAAOQI 086 T EEA A AATE 10O "&#Q &£ O Ei Tl AAEAOGA £0i1

An important source of liquidity worldwide, especially for MSMEs facing liquidity issues, tectoring

Regulation Act, 201ftrovides for a legal framework on factoring.

It allows four types of entities to engage in factoring business, i.8anks, NBFCs, Statutory Corporations

and Companies.

But only 7 NBFCs (calledBFCGFactors) received factoring business registration fromB due to condition

of factoring as principal businessi.e. NBFCs need to haveits

0 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 oJK Sinha Committeer Expert Committee on MSME}pwith RBI

notifying its significant regulations.

Removing the factoring as principal business criterido increase number of NBFCs eligible for factoring

G9¢ 1d

>
@)

Awouooy

business,

Streamlining factoring processto 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) platforfwsregister 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.

""" OFEAAOI OET ¢ AOOET AOGOS A

with international definitions.

Gave regulation making power to RBbn 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

53.13.1. ACCOUNT AGGREGATOR SYSTEM LAUNCHED TO BOLSTER LENDING ECOSYS}TEI\/I

1 Account Aggregator (AA) systems adata-sharing U N D E RSTAN Dl N G TH E

sys_temto revolutionize investing and credrF. _ ACCOUNT AGGREGATOR FRAMEWORK
1 It involves an account aggregator, a financial

entity to consolidate all the financial data of an The Account Aggregator by RBI/SEBI/PFRDA/IRDA
individual and present it inreader friendly manner will facilitate consented sharing of financial
with analysisof different financial holdings. information in real-time

M 5 T A A O O E A 2" ) | A O F] S ¥Y - Requestfordata —Consenttoshare —Encrypted data flow 11

Banking Finacial Company Account Aggregator
i 2AO0OA00A "AT EQqQ $EOAAODE Providers Users

0 Account Aggregator as a special class of NBF < 782 Pow-Based
under section 45! of RBI Act to- Enable easy Bk 11l ; S
sharing of financial data, Provide inbuilt| mutelFona il @, Personal

House =2 \=’ Finance
consent framework for users etc. - Dgi':u‘:::re;s - Management
i1 Significance: Help firms to assess the Insurance ? B\ (NBFC account JN ﬁ% Wealth

creditworthiness of small businesses, recommend, v S90eeoste) i

wealth management product to individual, or Tax/GST (5 ®_ Rob

9 P PI‘:::form =, ‘ A:iv?sors

tailor an insurance policy for a family.

0 No other country in the world has developed
such thorough datasharing framework that can be deployed to cover over 50 million businesses and
over a billion people.

13.13.2. REAL TIME GROSS SETTLEMENT (RTG
'NATIONAL ELECTRONIC FUND TRANSFER (N [qenrs
|PAYMENT SYSTEMS OPENED FOR-BANKS

Happens in batches.
Settlement Settlements occur

Real-time and

f RBI has allowed NotBanks (like Prepaid Payment every 30 minutes instantaneous
Instrument issuers, card networks, White label ATV
operators) to participate in its Centralized Payment Minimum: Rs 1

Maximum: No limit.
SyStemS (CPS)' However, individual

1 CPSomprises ofRTGS and NEFT systems, bativned Transaction  banks may set their  Minimum: Rs 2 lakh

limits own limits for each Maximum: No limit
and operated by the RBI. transaction and the

1 Till now,only Banks were allowedto use both payment amount transacted

systemsand veryfew select nonbanks are approved to R da’f . :
participate in CP$ such as clearing corporations of o i for online N Rorontu
stock exchanges, select financial institutions (NABARL  -14/6%% A fee may be charged A fee may be
for NEFT d i charged if done via
EXIM Bank) etc. . oll;ank's b::;ec;la bank’s branch
1 Under new ruleshon-Bankswill be —
o0 Allotted a separate Indian Financial System Ced Transferring small transfers ofiigh-value
. amounts, especially to amounts.
(IFSC); When t tl t F le: payi
o acurrent account will be opened with the RBin its S e il | e e mties
core banking system (&uber); friends goods for your
0 asettlement accountmaintained with the RBI etc. Susinne
53.13.3. INITIATIVES TAKEN BY THE GOVERNMENT FOR PAYMENT SYSTEMS
e-RUPI 1 OAR50) 6 eldettdnidvbucher based digital payment systemwhich isperson-specificand

purpose-specific payments system.

1 It is developed by theNational Payments Corporation of Indiaon itsUPI platform, in
collaboration with the Department of Financial Services, Ministry okBlth & Family Welfare
and National Health Authority.

9 It is backed by existing Indian rupee as underlying assetbut it is different from a virtual
currency as it ispecific to a purpose i.e.closer to a voucherased payment system
o Prepaid innature, these vouchers are like-gift cards and the cards code can be share

via SMS or as QR code.
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Payments 1 Recently, RBI decided to extend the coverage of PIDF scheme by including street veng
Infrastructure identified as part of the PM Street Vendor's AtmaNirbhar Nidhi (PM SVANidhi Schemé&gin
Development 1 and tier2 centres as beneficiaries

Fund (PIDF)| § About PIDF scheme

Scheme o PIDF intends tesubsidizedeployment of payment acceptance infrastructurein Tier3 to

Tier6 centres with special focus oNortheast.
o0 It envisages creating0 lakh new touch pointsevery year for digital payments.
Framework for | 1 Issued by RBI under provisions dfayment and Settlement Systems Act 200Tramework

Payment Service placesminimum standardsto manage risks inoutsourcing of paymentand/or settlement-
Operators related activities from PSOs
(PSOs) 1 PSO means person who operates anauthorized payment system. E.g.,Clearing Corporation

of India Ltd., National Payments Corporation of India, VISA are some ofaléhorized PSOs.

1 Earlier,RBI allowed PSOs to take direct membership dentralizedPayment Systemssuch
as RTGS and NEFT.

Framework for | T Released by RBinder Payment and Settlement Systems Act, 2007, the framewoi&kaimed

Offline  Digital at pushing digital transactions in ruraland semiurban areas.

Payments 1 It will enable small value digital payments in offline mode using cards, walletrsd mobile
device and allowedface-to-face mode only i.e., offine payments of up to Rs 200 per
transaction, subject to thetotal limit of Rs 2,000

1 Offline payment transactions may be offereavithout an additional factor of authentication
(AFA) and2 " )inbe@rated ombudsman schemawill be applicable for grievance redressal.

Bharat Interface |1 " EOOAT EAO AAAT T A OEA AEOOO Alfddits@@old respdnse,

for Money - (QR) code andsecondcountry after Singapore to have BHIMUPI acceptance at merchant
Unified locations.

Payments 1 About BHIMUPI

Interface (BHIM- o BHIM50) E Oreg-timd Hiditd Payment system for safe, easy & instant digital
UPI) payments.

o Developed (in 2016) and operated BYPC) BHIM application(app) powers multiple bank
accounts into asingle Virtual Payment Address (UPI IDyith services like instant bank
to-bank payments, bill payment, Scan and Pay, Request Money etc. via mobile nurabe
UPI ID only.

HARBINGER 207 ) O E @rst gl6byl Backathonx EOE OEA OEAI A 031 AOOAO $ECE
Z Innovation for | that have the potential to
Transformation 1 Make digital payments accessible to the undeserved.

1 Enhance the ease of payments and user experience.

9 Strengthen digital payments security and promoting custonmeprotection.
Card 1 Aimed for improving safety and security of payment system, RBleferred the
Tokenization implementation of tokenisation of cards for online transactions by six months i.e., till June 3

2022.

1 Tokenisation is a process by whicbard details are replaced by a unique code or token
allowing online purchases to go throughvithout exposing card details.
1 The token is used for contactless card transactions at poinf-sale (PoS) and for QR codg

DAUI AT OO xEOE | AOAEAT 080 AAOAAAOAS

1 It makes payment secure as only random numbers rather than card details are shared \
merchants.
Reserve Bank off 1 The composite RBDPI Index has grown
India - Digital from 207.84 of March 2020 to 270.59 in
Payment Index March 2021. Thisdemonstrated rapid
(RBIDPI) adoption and deepening of digital

payments across the country in recent Payment Performance

years. 45% "

1 RBFDPI was launched ir2021with March _.—‘c:nsume,

2018 as base year. et eccceeom@mn” _ _Centricty-05%

1 RBIDPI comprise$ broad parametergwith PI - Supply ’,' :

number of sub-parameters) (refer Side 15% ¢° .
infographic). e 1 Payment

/' | Enablers 25%

e 1

¢ Pl- Demand

Side 10% :

1

i
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3.2. FINANCIAL MARKETS

3.2.1. SOCIAL STOCK EXCHANGE

Why in News? SOCIAL STOCK EXCHANGE

After recommendations

of the technical Group, ﬁ“‘ s
SeCUI’I'[IeS al’ld EXChange '““1 Invest monzy in Help raise e
Board of India(SEB) has |  iwesiors [ ieenc) e >> sl e >> Enterprises

laid the framework for

Social Stock Exchanges it 2 4
(SSE) ﬂ< Is?:]cc;i;c;?d_ :('D $ <€Ge' I:stejwnh_ %

About  Social  Stock securifies s
Inshfuhonol Y P Voluntary
Exchanges (SSE) Investors Organisations

9 SSE functions as regulated funding platform to allow ForProfit Social Enterprises (FPEs) and rAfotr -

profit organizations(NPO) with a social purpose, to raise funds

0 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 SSEimpact investorscan buy stake in the form of bonds fromdted organizations.

It provides a mechanism tgreserve the social and environmental mission of the organizationgjiving

the investors opportunities to mitigate socio-economic problemsthrough investments that also have the

potential to produce financialreturns.

1 Examples of prominent SSESJK (Social Stock Exchange), Canada (Social Venture Connexion), South
Africa (South African Social Investment Exchange), Singapore (Impact Investment Exchange).

= =4

Framework for SSE includes

1 SSE will work under theegulatory ambit of SEBlas aseparate segmentof the existing stock exchanges.

1 Based onl5 broad eligible social activitieapproved by SEBI, NPOs engaged in those activitieay raise
funds through equity, Zero Coupon Zero Principal Bonds, Mutual Funds e#dter registering with SSE.

1 SEBI will engage with NABARD, SIDBI and stock exchanges towards institwicgpacitybuilding fund
with a corpus of 100 crore.

1 Social audit shall be mandatedor socialenterprises raising funds/registered on SSE.

Why do weneed an SSE?

1 Improved market access to capitafor enterprises that seek to deliver a positive change in society.
1 Improved Transparency and accountabilitwith Better Project Implementation due to monitoring.
1 Help governmentin achieving the developmentagoals by leveraging private sector participation.

3.2.2 REGULATORY DEVELOPMENTS FROM SEBI
About SEBI ] weta gfaygfa sk fafsea @18

)] Securities and Exchange Board of India

1 SEBI (HQMumbai) was constituted in1988through a Government of India resolution.

1 In1992 it became astatutory body through the Securities andExchange Board of India Act, 1992

1 It acts as amarket regulator to promote and regulate the securities marketand protect the interests of
investors in securities
0 To do so, it has three main powers eQuastJudicial, QuasExecutiveand QuastiLegislative.

1 In 2015 the commodity markets regulation was also given to SEBI by mergingorwards Market
Commissionwith SEBI.

Regulatory Developments

Gold SEBI announced framework for settingp a gold exchangethat will provide investors security in the|

Exchange form of electronic gold receipts (EGR).

1 EGRs will bdraded, cleared,and settled like other securities andwill help in efficient and
transparent price discovery, investment liquidity, and assurance in theuality of gold
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Algo Trading

SEBI is working to regulate Algo Trading due to issues of preferential access and its misuse¢

systematic market manipulation.

91 Algorithmic trading or Algo trading is acomputer assistedbuying and selling of stocks using
pre-programmed computer strategiesto execute buy and sell trades based et parameters,
instructions or market pattern and conditions.

1 Commonly used for highvolume orders at high speed, aroun80% of the daily trading volume
in Indian stock markets is trough advanced form of algo trading.

Sweat Equity

Securities and Exchange Board of India (SEBI) helaxed the quantum of sweat equitythat can be

issued by newage technology companies listedn the Innovators Growth Platform (IGP).

1 Sweat equity refersto shares issued by a company to its employees for nerash consideration.
Startups and promoters typically use it to fund their companies

T+1
Settlement
Cycle

SEBI (Securities and Exchange Board of Indiads introduced an optionalT+1 settlement cycldor

the markets.

1 Tocome into force on January 01, 2022;1 means that settlements will have to be cleared with
one day of the actual transactions taking place.

1 Potential benefits: Increased market liquidity and trading turnover with reduced settlement ris

and broker defaults

3.2.3. BONDS IN NEWS

YT AEAG O
Euro-
denominated
Green Bond

Recently, Power Finance Corporation Ltd (PFC), AAAET ¢ . " &# EI DI xAO
'HY PP | #ehrEUd GreertBond
1 In green bonds,the money raised by the issuer are earmarked towardsfinancing “green'

b Ol E Wdrénéwiable energy, clean transportation etc
9 Started by developmen banks like European Investment Bank and World Bank in 2007, the f
ever green bond of India was launched byfes Bankin 2015.

Floating Rate
Funds

1 Floating ratefunds are those funds whobuy bonds with changing interest rates according to
the changing rates in the economy.

I Seen huge inflows in recent months due to expectations of rise in interest rates, floating rat
insulate investorsfrom lossesdue to rate hikes.

I According to SEBI rule5% of the corpus of floating rate funds must be in&ted in floating
rate instruments.

Social Impact
Bonds

1 SIB is aontract with public sector or governing authority, whereby it pays for better social
outcomesin certain areas anghasses on part of savings achieved to investors.

1 SIBis not a bond, per seince repayment and return on investment depend upon achieveme
of desired social outcomesif objectives are not achieved, investors receive neither a returr
nor repayment of principal.

It is also known a$?ayfor-Success contracts.
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Memorandum of Understanding (MoU) with theUnited Nations Development Programme
(UNDP) Indiato cecreate) 1 AEA8 O AEOOO 31 AEAI )i pAAO "1

Inflation Index
Bonds (lIB)

1 Amid hardening inflation,RBI asked financial institutions to sense the possible demand for Il
o Globally, IIBs were first issued in 1981 in WKindia, RBI issued I11Bs (linked to WPI) in 201
IIB provides the investor a constant returnirrespective ofthe level of inflation in the economy.
Main objective of Inflation Indexed Bonds it provide a hedge and to safeguard the investor
against macroeconomic risksn an economy.

o Inflation index used in [IBsnay be WPI or CPI.

= =4

3.2.4. DEVELOPMENTS IN RELATI® TO STOCK EXCHANGES

NSE Prime 1 NSE has launched NSE Prime as a m@nporate governance initiative.
1 NSE Primes a framework that prescribesigher standards of corporate governance for listed
companiesthan those required by regulations.
91 Itis open for all the NSHisted companies to adoptoluntarily .
1 Benefits: Raise the bar for corporategovernance standards in India; Enabievestors to identify
companies that have voluntarily signed up for higher standards of corporate governanc
Broaden the quality of investorsin listed companies etc.
NSEShine First for India, the NSEhine is @lockchain platform for gold bullion launched by the National Stock
Bullion Exchange (NSE) withainfluxin support with India Gold Policy CentrélGPC) and théndian Bullion
Blockchain and* A x A 1Adsariation(IBJA).
Platform 1 The platform will provide adata framework for bullion bar integrity for settlement of Gold
derivatives contracts
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T It will also help in ensuringlata security, data integrity, anddata traceability for each bullion
bar ID at any point of time.
GUAREX 1 National Commodity and Derivatives Exchange Limited (NCDEXinched agrindex futures
contract GUAREX.
I GUAREX isa price-basedindex tracking the price movement in the futures contractsof its
underlyingi.e., Guar Seed and Guar Gum Refined Splits on a rexale basis.
o Itis) T AEAG O A£E OO @gri@dmmoditiesbaskeET AAG EIT
T India is thexi Ol AGO 1 AOCAOO ' OAO bDBUWABADEA AARD
(RajasthanE O OE A tdpipodué@d.U 6 O
1 NCDEX is Eading agricultural commodity exchangein India.
Anchor 1 Life Insurance Corp. of India (LIC) is looking taise upto 25000 crore from anchor investors
Investor Anchor investors are
! institutional INITIAL PUBLIC OFFERING DEC@'DED
investors who are
invited to subscribe @" Cr=za S ° ;@;'h
the shares before To raise capital Emerge as a vibrant
the Initial Public Z emerging economy
Offers (IPOs). s 00| N &
o Each anchor  To enhance public o
investor needs s i; holps i
to invest a oS \ the
minimum of Rs ; \\¢ompany  country// i o 6‘m/[].
To avail cheaper s
10 crore. credit Improve overall
T Anchor investors are o °°;$g;g;f,§e<;vgg?,gcel
essentially brought in Uzt credibility
to enhance the To hire better i °
confidence of Sifloyes
investors and gauge sl
the demand for the market
IPQin the market.
Escrow 1 Recently,Securities and Appellate Tribuna(SAT) allowedNational Stock ExchangegNSE) to
Account withdraw Rs 6,085 crore deposited by it in an escrow account.
91 Itis an account where funds or assets are held in trust bthird party whilst two or more parties
complete a transaction.
o It offers benefits likeovercoming uncertainty on ability to meet obligations andacilitating
custody of cash, securities and other collateralbased on the transaction type.

3.3. KEY CONCEPTS AND INFORMATION ON PAYMENT SYSTEMS AND

FINANCIAL MARKETS

Stagflation 9 Stagflation is an economic situation in which th@aflation rate is high, economic growth rate
slows, andunemployment remains steadily high.

o0 It creates adilemma for government since most actions designed to lower inflatiormay
raise unemployment levelsand policies designed to decrease unemployment may worse
inflation.

Legal Entity | § Recently, RBI made thé.El mandatory for crossborder transactions for capital or current
Identifier (LEI) account transactionsworth Rs 50 crore and above.
1 LEIl is &0character, alpha-numeric codebased on thelSO 17443tandard from International

Organization for Standardization (ISO).

1 Itis used touniquely identify parties to financial transactions worldwide, improving thequality
and accuracy of financial data reporting systemfor better risk management.
T )080 EOOOAT AA Al AGlobad BegaE Entity Odeifiel BoOnilation AGLEIF)

established by theFinancial StabilityBoardin 2014.

Equalization 1 Equalisation levy is by its definition &vy to equalise the tax component of a resident €
Levy commerce company as well as a neresident ecommerce company

1 )T AEA EITYNOA EOMWOEG 1 in Hindnde Act2620, bggitming A 2D20.
Financial 91 It is abi-annual report that reflects risks tofinancial stability and the resilienceof financial
Stability system.
Report (FSR)
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Wholesale 1 Released b

Price Index Office  of they INFLATION DEC DED

(WPI) Economic
Adviser, é_%@ o
Department for
Promotion  of Exc?lfp'mney
Industry and
Internal  Trade, Q) @i 9
WPI measures
average changen Ag,g;‘;?:é‘;,'ﬁ“g{,‘;g;’f purc gglu':ge power
the prices of ==
commodities for =] p— = * Ao N i Q
vel o eatly o FoRltin > Canbe ~ Can peczs i

Economic growth i~ triggered lead e
stage . of by f ?/ _____________ o
transactions. el ¢ O
f The commodities N Debtors gain,
covered under it ngl;:;g\%vifur::nem Credrltors lose
FIENEEaE—. . |} o
3 Major Groups: @ o T
Primary Articles, _Reducedde,XPorfs,
Fuel and Power Supply shocks increased imports
and s
Manufactured ‘U
products. Structural
bottlenecks

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

1 Weights given to each commodity covered in the WPI baskebesed on the value of production
adjusted for net imports. WPI basketloes not cover services.

1 The base year of Alhdia WPI has been revised fro@004-05 to 20112
Network for | 1 RBI joined theNetwork for Greening 2 .
Greening the the Financial System (NGFSps a Green Finance Comprises
Financial member.
System § Launched at theParisOne Planet

Summit in 2017, NGFS isgeoup of
central banks and supervisorswilling
to share best practicesand Mobilize
mainstream finance to support the

transition towards a sustainable Hiancihg shdtesh Financing of
economy investments (incl. public green

preparatory and policies.

capital costs).

Green financial system.

SCORES portall 1 SCORES is amline platform designed to help investors to lodge their complaints with SEB
against listed companies and intermediaries.

Variable 1 Recently, theK.P. Krishnan expert committee on feasibility of Variable Capital Company (VC
Capital for fund management in the International Financial Services Centre recommended its V|
Company adoption as vehicle by IFSCA.

(VCC) 1 VCCsis aalternative form of corporate vehicle from companies, unit trusts and LLPs which ca

be setup as astandalone fundor anumbrella fund with multiple sub-funds.

1 It can help in building theoverall financial services ecosystenas it dispenses with some of the
key limitations of companies and LLPs with higher regulatory standards than those applicable
trusts.
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Pension Fund| 1 The Pension Fund Regulatory and Development Authority (PFRDA) has registeved 23% jump
Reguhtory and in the subscriber base under its two flagship pension schemes4&.7 mn by the end of April
Development 2021
Authority About PFRDA
(PFRDA) 1 PFRDA (HQDelhi) was established in 2003 through the Government of India resolution |

;‘W’g promote, develop and regulate the pension secton India.

p'r&] 1 It became astatutory body through the Pension Fund Regulatory & Development Authority
e B— Act, passed in 2018nd notified in2014

1 It regulates NPSand any other pension schemenot regulated by any other enactment.
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4. EXTERNAL SECTOR
18p8 ).$)! 83 %80/ 243

Why in news?

2 AAAT Ol Uduarterlyf exgorisdetdss $100 bn markor the first time as a result of sector specific
interventions taken by the government during the COVID crisis.

More on Exports

1 Government has setmerchandise export target of $400 billionfor the year 20222 and overall export
target of $1 trillionexports by 2027
1 Fourpoint strategy from government to boost exports.

4 0A1T AO ET AEAB8O 1 OAOAI I

trade

T YTAEA8O 1 OAOAIT I Agpi 000
(merchandise and

services combined) in
201920 were US$ 526.6
billion as against US$
538.1 billionn 201819.
1 ) 1 AEhateOin world
exports has increased
from 0.6% in 1991 to 1.7%
in 2018 but remains paltry
Al i PAOAA xEOE #EETAGO0
x 5Yp AT A 538 x YP8
0 India ranked 18thon
the list of the top
exporting countries
worldwide in 2019.
1 As percentage of GDP,
YT AEA8O Agdml 000 AOA AAT O
18 per cent of GDP.
1 ) 1 A geAigeStrade has
been a major driver of its exportsdue to its high growth and services trade surplus has been financing
Al T T 060 XPb T £ )T AEA3O | AOAEAT AEOA OOAAA AAZEAEOD
Initiatives from Department of Commerce to boost Indi@d O %@D1 000 EICOEthes#/ 6) $ 701
1 Extension of Import Validity period and Export Obligation period in Advance Authorizations for relief for
exporters.
1 Export of medical supplies to the worldsuch asHydroxychloroquineand Paracetamol, N95 masks, 2/3 ply surgic
masks, alcohcbased sanitizers, PPE etc.
1 Enhanced Ease of Doing Busineshrough electronic governance and foreign trade facilitation for instance
electronic platform for Preferential Certificate of Origin (QO) was released.
AT DOETT 1T &£ 4AAET EAAT 2ACcOI AGETTQ j420q AT A 10AIl ¢
Fast track mechanism for trade remedyto promote transparency, efficiency, and expeditious relief to thg¢
domestic industry, such as the-8ling facility for anti-dumping investigations.
1 Developing Districts as Export Hubshrough measures like preparation of State export strategy/ policy by &
State/UT Governments, product/service identification in each District, and preparation of District Export Act
Plans DEAPs) by DGFT among others.
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