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Economy
DecodingtheOCCRPO6s Adani report
Subject: Economy
Section: Capital market
Introduction:
1 In March 2023, th&upreme Court of India ordered investigations into tedani-Hindenburg matter.

1 The investigations were directed at ®ecurities and Exchange Board of India%EBI) and anExpert Committee to
examinepotential violations of securities regulations.

1 The Organized Crime and Corruption Reporting Project (OCCRP) has done an independent.investigation into the

case.
Rule 19A and its Significance:

1 Rule 19A0of the Securities Contracts (Regulation) Rules 195i8 a crucial regulation inserted through an amendmen
2010under the Continuous Listing Requirement”

1 The rule mandates thatrery company listed in the Indian stock market must maintain a minimum of 25 peent
public shareholding.

1 Inthis context, public" is defined within the rule, encompassimglividuals other.than "the promoter and promoter
group".
o0 The "promoter group" includes thespouse of the person, parents, siblings,” children, subsidiaries, 0
as®ciates of the company.

1 It plays a vital role in ensuring that a sufficientmber of shares of a listed company are available for trading in the
stock market.

1 This facilitategprice discovery.

1 Violations of Rule 19A may suggegiotential issues’like stockprice manipulation and insider trading, which can
undermine théntegrity of the equity market.

Key Organizations and Terms:
OCCRP (Organized Crime and Corruption Reporting Project):

1 Aninternationahon-profit organization of investigative journalists.

1 Specializes irexposing corruption, money laundering, and organized crime

1 Collaborates with news outlets worldwideto publish-indepth investigative reports.
SEBI (Securities and Exchange Board of India):

1 India’s regulatory authority faecurities. and cormodity markets was established under tBecurities and Exchange
Board of India Act, 1992.

1 Regulates and supervises market activitie® protect investors and ensure market integrity.

1 Enforcessecurities laws and issues'guidelindsr market participants.

1 Promotegransparency, fairness, and efficiency in the Indian financial markets.
Directorate of Revenue Intelligence (DRI):

1 A government agency under t@entral Board of Indirect Taxes and Customs, Department of Revenue, Ministry of
Finance

1 < Responsibldor investigating customs, excise, and taselated offenses.
9 Focuses on curbing smuggling, tax evasion, and illegal financial activities.
91 Works to ensureompliance with customs and taxation laws.

SCRR 1957 (Securities Contracts (Regulation) Rules 1957):

1 A comprehensive rulebook governing securities transactions in India undeecheties Contracts (Regulation) Act,
1956.

1 Contains provisions related tading, listing, and regulation of securities.
1 Provides thdegal framework for the functioning of théndian securities market.
Continuous Listing Requirement:

1 A regulatory framework that stipulates ongoing obligations for listed companies undekisting Obligations and
Disclosure Requirement (LODR)Regulations.

1 Includes rules related wmorporate govenance, financial reporting, and disclosures.
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1 Aims to maintain market integrity amqmotect investor interests.
1 Requires companies to meet specific criteria to remain listed on stock exchanges.
Tax Haven-Based Shell Companies:

1 Entities registered inurisdictions with low taxes and strict financial secrecy laws, often subject to internatiofpal
agreements and conventions against tax evasion.

9 Often used for legitimate tax planning lmain also be exploited for illegal financial activities.

1 May facilitatetax evasion,money laundering, and concealment of beneficial ownershgybject to international anti
money laundering standards.

Foreign Portfolio Investors (FPIs):
1 Foreign entities, including institutional investors and individualgst in the securities markets of.anether country.
9 Oftensubject to regulations and reporting requirements by the host country's regulatory bodye.g., SEBI in India.
Economic Interest Shareholder:

1 A term referring to a shareholder or entity thatds an economic offinancial interest in a company oftendistinct
from legal ownership.

1 May have a stake in ttampany's profits, losses, or financial performance without necessarily holding the formal
legal title to shares.

Ultimate Beneficiary Ownership:

1 A concept relaté to identifying and verifying the actual individuals or entities that ultimately benefit from or
control an asset or entity particularly in cases of complex ownership. structures.

1 Often a focus ofanti-money laundering (AML) and know-your-customer (KYC)‘regulations to prevent hidder
ownership andllicit financial activities.

Round Tripping

1 Moneyleaves the countrythrough various channels suchiaiated invoices; payments to shell companies overseag,
the hawala routeand so on. After cooling its headserseas for a while, this money returns in a freshly laundered fajrm;
thus completing a rounttip.

1 How does the money return to India?

9 It could be invested in offshore funds that in timvest.in Indian assets TheGlobal Depository Receipts (GDR)and
Participatory Notes (P-Notes)are some of the other routes that have been used in the past.

1 Participatory notes @Rotes) aréssued by registered foreign portfolio investorgFPIs) to overseas investors who wigh
to be apart of the Indian stock market without registering themselves under SEBHirectly after going through a dug
diligence process.

1 Global Depository Receipts (GDRis any instrument in the form of a depository receipt or certificate created byl the
Overseas Depository Bank outside India asslieéd to nomesident investors against the issue of ordinary shareg or
Foreign Currency Convertible Bonds of issuing company.

CBDCs can make payments acrodsorders efficient: Das
Subject: Economy

Section: Monetary Policy
In News RBI Governor highlights the benefits ¢ooss border payments from adoptionof the Central Bank Digital Currencieg
(CBDCs).
Key Points
1/ Central Bank Digital Currency (CBDC), digital currency, can help in making cross border payments more efficient

1 .The key challenges to existing crassrder payments continued to bégh cost, low speed, limited access and
insufficient transparency.

1 Adoption of theCentral Bank Digital Curren cies (CBDCs) can make crosborder payments efficient.

1 Faster, cheaper, more transparent, and more inclusivelmodsr payment services would deliver widespread beneffits
to people and economies worldwidelt would also support economic growth, internatbnal trade and financial
inclusion.

1 Instant settlement feature, | believe, CBDCs can play an important role in makindardss payments cheaper, fastdir
and more secure.

1 They can help in reducing illicit finance risk; forex and technology solutionsuoency settlement; and technology
solutions for multilateral crodsorder CBDC platforms.

1 India is one of the few countries which have launched CBDC pilots in both wholesale and retail segments
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1 Way ahead
o Developing solutions and technologies for mutialal crosshorder CBDC platforms which could contribute t
interoperability across muttBDC platforms or domestic payment systems;

0o Reduce operational cost; and increase efficiency, while ensuring consistency in standards across |multif
jurisdictions
What is CBDC?
1 The term centrabank digital currency (CBDC) refers to the virtual form of a fiat currency.
1 ACBDCisarel ectronicrecord or digital token of a countiry:

T Itis issued and regul at ed boentrél baekandasetbacked liy she follofaitleandacregit gfa u t
the issuing government.

1 CBDCs cansimplify the implementation of monetary and fiscal policy and promote financial inclusionin an
economy by bringing the unbanked into the financial system.

1 Becaus they are a centralized form of currency, they may erode the privacy of citizens.

=4

T Al't hough they arenodt formally being used, many coflunt
economy.

State Bank of India allows CBDC users to link to UPI
Subject: Economy

Section: Monetary Policy
In News SBI has introduces UPI interoperability in its Digital Rufeeupee).

Key Points

1 SBI has introduced UPI interoperability in its Digital Rupee«(e rupee), also. known as the Central Bank Digital Cyjrrenc
(CBDC).

T This feature is accessiblie through the 6ée r ohhre@PI@QR/| S
codes for transactions.

1 SBI believes this integration will have a significant impacttba digital currency ecosystem The bank strives to
provide secure and efficient transaction solutions.

1 SBI was among the first few banks to participatthenRBI's retail digital @upee project in December 2022.

1 SBI said the seamless integration of CBDC with UPI will enhance the acceptance and utilization of digital curreijcies |
everyday transactions.

1 A few banks, including State Bank of India, Bank @fr8da, Kotak Mahindra Bank, Yes Bank, Axis Bank, HDFC Bajpk
and IDFC First Bank, have introduced UPI interoperability on their digital rupee application.

What is UPI OR codeCBDC interoperability?

1 Interoperability of UPlwith the digital rupee means all . (lR codes are compatible with CBDC apps. Initially, wh
the piloti for the “r et ai-Rusaldhgditdsaah a specificcQR cosats undedaken c I
transactions.

1 However, with the interoperability of the two, payments can be made aisingle QR code. The digital rupee issug
by the RBI;or theCBDC, is a tokenised digital version of the rupee.

T The e is held in a digital wallet, which is [Iink
a customdr 6s acco

1 _Interoperability of UPI and CBDC will ensure seamless transactions between a customer and merchant withot
the need to switch between multiple digital platforms.

CCI to spell out norms on significant business operation
Subject: Economy

Section: National Income

In News Competition Commission of India is likely to issue draft proposals this month on the calculat®ad g&lue threshold
(DVT) and what constitutesignificant business operations (SBQO)

Key Points

1 After the amendment of the Competition Act, 2002, in Mis year,C C1 6 s n o d foriMergenseared dagulsitiong
(M&A) is needed if

o the transaction is valued ater Rs 2,000 croreand
o if the target entity being acquired or merged has substantial business operations in India.
1 Why was the change brought?
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o In the past, sever al transactions, especially
despite the potential impact on competition.

o With so many companies being multinational, there is a need to have objective criteria for jurisdict
competition matters.

1 What is the SBOtest?
0 Tests for significant business operations to be similar to that applied in Germany, Austria.
o For digital companies, the determinants could include monthly subscribers, unique visitors.
o Turnover from Indiamarket share, location and access to data of Indian customers are other factors.
o For pharma firms an R&D centre or a contract manufacturing unit in India could determine SBO.

RBI to allow CBDC in call money market
Subject: Economy

Section: Monetary Policy
Context: RBI plans to allow using Central bank Digital Currency (CBDC) in call money market

Key Points

1 At present RBI has two pilot projectsone forCBDC (Retail) and other dr CBDC (Wholesale)are going on.RBI is
now planning to go to the intdrank borrowing market, specificaliife call money market

1 The plan is to use CBDCs as tokens for call money settlement. As on date;WB®8eing used as a pilot in settlingy

tradein the government securities market.
1 RBIis also showcasing various digitial initiatives in the financial sectorfor the G20 Summit.

1 These include Public Tech Platform (PTP) for Frictionless Credit, CBDC, UPI One World, RuP&aye@o, and
Bharat Bill Paynent System.

o Public Tech Platform, visitors can experience an interactive demonstration of the entire process i.e.,
onboarding to sanction and disbursement of:the KCC and dairy loans in an entirely digital manner in

on

from
a fe\

minutes,revolutionizingrural credit. this platform can be used for distribution of small ticket loans like MSIYE,

personal loans etc.
o UPIOneWorldai ms to facilitate the onboarding of v

S i

bank account in India. Meanwhile; RaPOnThe-Go empowers customers to conduct contactless paynjent

transactions using everyday accessories such as watches, rings, or keychains, showcasing the ver
domestic card scheme products on par with their global counterparts.

o BBPS (Bharat Bil Payment System) crodmrder bill payment will highlight the adaptability of the BBP
platform to integrate with fintechs and conventional financial players to facilitate domestic as well as
border payment transactions.

Call money rate
1 Itis the mte at which shaort term funds are borrowed and lent in the money market.
0 The duration of theall money loan is 1 day.

0 Banks resort to these types of loans to fill the asset liability mismatch, comply with the statutory CRR arn
requirements and.to mettie sudden demand of funds.

o RBI, banks, primary dealers etc are the participants of the call money market.

o _~Demand and supply of liquidity affect the call money rateight liquidity condition leads to a rise in call
money rate and vice versa

Problem-posed by converging nominal and real GDP
Subject: Economy

Section: National Income
Key Points

1 GDP growth rates show interesting behaviour with both nominal and real aeena@most the same (convergence),
7.8-8 per cent.

1 This means there is hardly any difference in the growth rates when production is reckoned at current price
constanibase 201112) prices.

1 Normally the growth in GDP in nominal terms tends ¢dhligher than that of real GDP.
What is causing thisconvergenc®

0 The answer lies in the queer case of inflation in India, where CPI inflation is moving in the positive dirg
and the WPI inflation is in negative territory.
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o For every component of nongahGDP there arappropriate price deflators. And in this calculation, thgvPI
indices are generally used. Hence, if WPI inflation is in the negative zone, which is what it was in Q1
growth at both constant and current terms would tend to converge.

Real and Nominal GDP growth

1. Nominal Growth Rate: The nominal growth rate represents the economic growth rate without adjusting for inflation. |
calculated using the current market prices of goods and services. Nominal GDP growth reflects bothrcti@ngaantity of
goods and services produced (real growth) and changes in their prices due to inflation.

2. Real Growth Rate The real growth rate, on the other hand, adjusts for the effects of inflation. It measures the increa
production of gods and services after removing the impact of rising prices. Real GDP growth reflects changes in the q
goods and services produced, holding prices constant.

1 The nominal and real growth rates of an econaarybe the same when there is no inflatio In other words, when
the inflation rate is zero, nominal and real growth rates will be edMbEn there is no inflation (i.e., the general pri
level is stable, and prices are not rising), the prices used in calculating nominal GDP remain thetlsaseeuasd in
calculating real GDPIn this situation:

1 Nominal GDP Growth Rate = Real GDP Growth Rate (since there is no inflation)
However, in most realkorld economies, some level of inflation is typically present. In such cases:

1 Nominal GDP Growth Rat> Real GDP Growth Rate (because nominal GDP reflects hoth quantity and price ch
due to inflation).

1 Thedifference between the nominal and real growth rates represents the inflation rat&o, if you want to calcula
the inflation rate when you knothe nominal and real growth rates, you can use the following formula:

Inflation Rate = Nominal Growth RateReal Growth Rate
Price Deflators

1 Price deflators are economic indicators used to adjust nominal values for inflation, converting them valaesal

1 They are essential for accurately assessing economic growth, comparing economic variables over time, and g
the impact of policies.

1 Price deflators are constructed using price indices and play a key role in converting nominal GDP id®real G
providing a more accurate measure of an economy's actual production levels.

1 The formula for calculating a price deflator Bice Deflator = (Nominal Value / Real Value) x 100

Govt tightens o6ébeneficial owner 6 rules under PMLA
Subject: Economy

Section: Fiscal Policy
Context: Government has further tighteneales for the ultimate beneficiary andfine-tuned the definition of reporting entity
under thePrevention of Money Laundering Act.(PMLA).
Key Points

1 The Finance Ministry has notified changes in the Prevention of Money Laundering (Maintenance of Records
2005.

then

Rule

1 These amendments aim to giwnore power to the agency under the PMLA Act and enlarge the type and natijre of

individuals who can come under the ambit of the Act.
T Whatare the change®

0o A person havingpwnership of more than 10 per centf the capital or profits of a partnership wit brought
within'the ambitofsuls ul e 3 as a 6ébeneficial owner 6. Ear | i
o Similarly, a personwho does not have any ownership or entitlemerto more than 15 per cemdw 10 per

cent) of capital or profits of the partnershijut exercises control over the partnershighrough other means,
will be treated as a beneficial owner.

er

1 Aperson is said to exercise control if he has the right to control management i.e, make appointments to the maijagen

etc., and also controls policlecisions of a partnership.

How unemployment is measured
Subject :Economy

Section: Employment and inflation
Definitions:

1 Labour Force Participation Rate: It is the percentage of people in thebourforce (those who are working or seekin
or available for work) in the population.

1 Worker Population Ratio is the percentage of employed people.
1 Unemployment rateshows the percentage of people unemployed artf@rigabourforce.

19




1 UnemployedThe International Labour Organization (ILO) defines unemployment as being ojdlmflzeingavailable
to take a job; and actively engaged in searching for work. Therefore, an individual who has lost work but does
for another job is not unemployed.

The PLES
1 The PLFS is an annual survey conducted byNagonal Statistical Office.
1 It was started i”017and it essentially maps the state of employment in the country.

1 It collects data on several variables such asldhel of unemployment, the types of employment and their respeq
shares, the wages earned from different types of jobs, the number of hours worked etc.

1 Earlier this job was done by Employmddghemployment Surveys, which were conducted once in five years
Calculation Methods
There are two ways and thdiffer in terms of the reference period

1. The Usual Status (US)

hot loc

Live

labou
homy

1 The survey ascertains whether a person had been employed for enough days in 365 days preceding the survey.

1 The Usual Status is the only onettlsashowing a reversal in the unemployment trend

1 The NSO unemployment number most routinely quoted is the one based on Usual Status.

2. The Current Weekly Status (CWS)

1 The survey tries to figure out whether a person was adequately employed in the seyeawaljsg the survey.

1 But this approach is not comparable with either the global norm (say the one followed by International
Organization) or the private sector practice (such as the surveys done by the Centre for Monitoring Indian Eco
CMIE).

T The CWS is closer to the g1 obad norm. The CWS met h

1 The CWS is also more relevant because it is this approach that the NSO uses for understanding quarterly c
unemployment. So if we start looking at tineemployment rate and LFPR trends compiled using the CWS approac
emerging picture is more in sync with either the data from CMIE or indeed all the other indicators of the broader.

IMF -FSB gives crypto recommendation to G20
Subject: Economy

Section: External Sector

Key Points

1 A joint synthesis paper prepared by International Monetary Fund (IMF) and Financial Stability Board (FSﬁ
advocated for comprehensivegulatory and supervisory oversightof crypto-assets, as opposed to a blanket ban
address macroeconomic and financial stability risks.

1 It also pitched for using norms for money laundering to check the use of crypto assets for criminal and teuseist m
1 This paper has beenpreparedontheguest fr om lamdi ecosmbPmesi dewFdys nd
recommendations.

Gist of the paper
0 The paper highlights thattdanket ban making all crypto activity (for instance, trading and miniiligigal can
becostly and technically demandingo enforce.

oIt would also tendtdncrease the incentivefor circumvention taking advantage of théherent borderless
nature of cryptoassets, potentially heightening financial integrity risks

Regulation andsupervision

o Regulation of licensed or registereg/pto assetssuers and service providers carpport the functioning of
various policy measures

Risks from free adoption of crypto®

0~ The paper noted that widepread adoption of cryptoassets couldlermine the effectiveness of monetary
policy,circumvent capital flow management measures, exacerbate fiscal risks, divert resources availab
for financing the real economy, and threaten global financial stability.

0 These risks could reinforce each othas, financial instability can make maintaining price stability mg
difficult and vice versa; cause destabilising financial flows; and strain fiscabueces, the paper said.
Addressing criminal and terrorism financing:

o Jurisdictions should implementhd financial action task force EATF) anttr money laundering and
counterterrorist financing (AML/CFT ) standards that apply tdrtual assets (vas)andvirtual asset service
providers .
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o Jurisdictions should identify and assessniwey laundering and terrarist financing risks associated with
vas and take steps to manage and mitigate those risks.

External debt grew 0.9% to $624b in FY23, reduces as share GDP
Subject: Economy

Section: External sector
Key Points
T Indiabds ext er d&9perdenttGDihtthe erid nféldrcht2@3 from 20 per cent last year.

1 However, the external debt of Indiase marginally by 0.9 per centas the external debt stood%624.7 billion at the
end of March 2023 as compared to $619.1 billon last year.

T I ndiads external debt grew by 8.2 per cent:. in Marc
Composition of external debt
o Commercial borrowings remained théargest componentof external debt Commercial borrowings.

Non-Resident Indian (NRI) deposits, shtetm trade credits and multilateral loans together accountegbfér
per centof the total external debt of India.

0 Longterm debteduced by0.2 per centat the end of March 2023

0 Short-term debt, constituting20.6 per cent of the total dehtrose by5:5 per centmainly due to 5.6 per cent
increase in the short term trade credit.

The valuation effect on external debt

0 Change in valuation of USotlar and other major currencies also plays an important role on the external dibt of

the country.

0 There was a valuation gain of $206 billion aseafl marcH2023 due to appreciation of the dollar vis avis tlje

rupee and other major currencies suchieassir and euro.

o Excluding the valuation effect external debt would have increased by $262 billion instead of $56 billion
end march 2023.

The current foreign exchange reservsufficient to cover around 93 per cenof total debt.
It may be noted thatsaon august 25 forex reserves were at $594.86 billion debt
Thedebt service ratio at 53 per centvas within comfort zone

The sovereign external debt (SEDgccountsfor 21.3 per centof the total external debt rose 19 per cen$133.3
billion as ofend mach2023.

= =4 =4 4

1 NonSEDaccounting foi78.7 per-centof the total external debt saw a growttDod per centto $491.3 billionas of end
march 2023.

1  Although sed and nesed havéncreased in absolute termsthey haveeduced in terms of ratio to GDP.

Debt Service Ratio (DSR)is a financial metric that measures a country's ability to repay its debt. Here are
key points about the DSR: Calculation: The DSR is calculated as the total amount of debt repayments (pr
and interest) divided by the couyitr total national income.

LSE listing for Indian firms only after norm for listing in IFSC finalised
Subject: Economy:

Section: CapitalMarket

Context:The government will explore direct overseas listing of Indian firms on the London Stock Exchangeofi$&fter a
plan for-overseas listing of domestic firms in tl&@&FT International Financial Services Centre (IFSC) in Guijarat is
implemented

What are likely benefits of LSE/international listing?
9 * Crossborder listing is expected to help Indian firms gadcess to a larger base of investqrs
1 Bring their corporate governance standards to the best global practices.
1 Indian entities, to getditer access to international markets

What is the current international listing scenario for Indian companie®

1 Currently, Indian companies are not allowed to list directly on overseas exchanges as per regulations. Howey
Indian companies can uganerican Depository Receipts (ADR) or Global Depository Receipts (GDR) to make
shares accessible to overseas investors or list debt instruments on overseas exchanges.

1 Overseas listing treatment to firms listing in GIFT IFSC would help the Indiams fiake advantage ténient tax rules
for the offshore facility.
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1 ThelFSC is being groomedby the government to make it artamational financial hub on the lines of Londonthat
could act as a catalyst in attracting foreign investors to Indian corporates which are gaining global prominence ar
large pool of capital from the worldwide.

RBI unveils revised investment portfolio guidelines for banks
Subject: Economy

Section: Monetary Policy
Context RBI unveils revised investment portfolio guidelines for banks.

Key Points

1 Reserve Bank of India revised its guidelines on categorizing the investments by batfigs, ttteem with global
standards

1 The change in norms follow an RBI discussion paper issued in January 2022.
Major changes
1 RBI has removed the 9fay ceiling on haling period of securities under thield For Trading (HFT) category.
1 Similarly, RBI removed the ceiling on theld-to-maturity (HTM) i n | enderis 66 i nvestment

1 RBI also introduced a new category of investméait,value through profit and loss (FVTPL) account. The existing
HFT category will now be part of FVTPL category, according to the revised guidelines.

1 RBI has alsdarred instruments with loss-absorbing features such ashose qualifying for additional tier 1 or tier 2
capital regulations, ety and preference sharfsm being held under AFS or HTM categories.

Impact of changes

1 According to bankers, this move will result in banks classifyliiquid bonds and state development loans under
HFT but this was not the case previously as they were not sure if they.could sell these securities within 90 days (
acquiring.

1 The directions are expecteddgon hance t he squal ity of impreve disaloslkesprovide a g
fillip to corporate bond market, facilitate the use of derivatives for hedging, besides strengthening the overall risk
management framework of banks.

Investment Portfolio

1 The main aim of a commercial bank is to.seek profit like any other institution. Its capacity to earn profit depeng
its investment policy. Its investment policy, in turn, depends on the manner in which it managesiment
portfolio .

1 When a banloperates, it acquires and disposesofincen®er ni ng assets. These ass
what is known as its portfolio.

T A bankds earming. assets consist of (a) securitieftg
governmehinstitutions, and (b) financial obligations, such as promissory notes, bills of exchange, etc. issues

1 There arghree main.objectives of portfolio managementvhich a wise bank followdiquidity, safety and income
The three objectives are ommul to each other. To achieve on the bank will have to sacrifice the other objectives

1 For example, ifthe banks seek high profit, it may have to sacrifice some safety and liquidity. If it seeks more s
liquidity it may.have to give.up some income

New framework:
1 The investment portfolio of banks will now be divided ititeee categoriesFVTPL, HTM and available for sale
(AFS).
9 © HFT category was for debt securities purchased by banks withtéme of selling them within a short period
1 UnderFVTPL, debt instruments are measured at fair value throymgbfé and loss account
1 * Banks will have to hold the investments in their FVTPL books which will require more regular accounting work.

Greshamés |l aw in action in Sri Lanka
Subject :Economy

Section: External Sector
Context The economic theory of Grisham's law is being seen in action after Sri Lanka fixed exchange rate in dollar.

Key Points

T Greshambés | aw rtenrfdadnsney drives dutegood bc Gums hamés | aw comes
exchange rate between two moneys or currencies is fixed by the government at a certain ratio that is different fro
market exchange rate.
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1 The law, named after English financierdrhas Gresham, came into play most recently during the economic crisis in]
Lanka last year, during which the Central Bank of Sri Lanka fixed the exchange rate between the Sri Lankan rupg
the U.S. dollar.

What happens when exchange rate is fixed atrate above the market exchange rate

1 Such price fixing causes the undervalued curréndyat is, the currency whose price is fixed at a level below the
market rateéd to go out of circulation.

1  The overvalued currency, on the other hand, remains in aficalbut it does not find enough buyers.

T When the price of a currency is fixed by the gover
drops while demand for the currency risekus,a price cap can lead to a currency shortsitje demand for the
currency outpacing supply.

1 The law applies not just to paper currencies but also to commodity currencies and other goods.

1 Infact, whenever the price of any commoditywhether it is used as money or @otis fixed arbitrarily such-thait
becomes undervalued when compared to the market exchange rataysieis the commodity to disappear from the
formal market.

1 The only way to get hold of an undervalued commodity in such cases would be through the black market. Someti
countries carven witness the outflow of certain goods through their borders when they are forcibly undervalued
governments.

1 They may even mettommodity moneyto derive pure gold and silver that they can sell at the market price, which ig
higher than the rate fixkby the government

What happened in Sri Lanka?

1 The law came into play most recently during the economic crisis in Sri Lanka last year, during which the Sri Lankjan

central bank fixed the exchange rate between the Sri Lankan rupee and the U.S. dollar.
1 The Gentral Bank of Sri Lanka, at a certain point, mandated that the price of the U.S. dollar in terms of the Sri Lan
rupee should not rise beyond 200 rupees per dollar.

1 In effect,people were banned from paying more than 200 Sri Lankan rupees for a dollathus causing the rupee to
be overvalued and the U.S. dollar to be undervalued when compared to the market exchange rate.
1 This caused thsupply of dollars in the market to fall and the U.S:dollar to be gradually driven out of the formal
foreign exchange arket.
1 People who wanted U.S. dollars to purchase foreign goods then pacthase dollars from the black marke by
paying far more than 200 Sri Lankan rupees for each U.S. dollar
Conditions for the Grisham's law to work:

1. Greshambé6s | aw,ueobnywrenthexchandeoatdobtveen currencies fixed under law by the
government and

2. thelaw is implemented effectivelyby authorities.
Why implementation of the rate is necessary

1 Inthe absence of any government decree fixing the exchange rate between currengies itrisney that eventually
drives bad money outof the market and not the other way round.

1 When the.exchange rate between currencies is not fixedesoqde have thechoice to freely choose between
currencies people gradually stop using currencies that they consider to be of poor guoéliyglopt currencies that are
found to be of better quality.

1 This phenomenon wherein fgoTohd dawognédengd afler Hremoh politioian tAdolptes d
Thiers)and it isseenaxao mp| ement to. Greshambés | aw

9 The rise of private cryptocurrencies in recent years has been cited by many analysts as an example of good mon
by private money producers drivingitcbad money issued by governments

GDP growth outlook and consumer sentiments down while Inflation up
Subject: Economy

Section: Inflation

ContextCert re for Monitoring Indian Economyés (CMIE) Econo
elevated inflation and low growth outlook.

CMIE Consumer sentiments Index

1 This Consumer Pyramids survey are measured on the lines of the work dbiserégard by the Survey Research
Center at the University of Michigan. This effort, called $evey of Consumersbegan in 1946 and has producs
several measures that are well established lead indicators in the US.

1 Five questions are asked to measiyesumer sentiments
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o0 The first two questions pertain to consumers perceptions regardinguheint well-being and
expectations of their future weltbeing.

0 The next two questions take into accopetceptionsthat consumers have regardimgrent and
prospective economic conditionsf the country as a whole.

0 The last question is with respect to ttmusehold's propensity to spenadn consumer durablesaround the
time of the interview.

M Growth outlook:

o I ndiabdbs GDP gr owt h o udrowih cate has stahdilyaconse dpwa froenrarolinéd 8% just,
before the Global Financial Crisis of 2008 to just 6% before the Covid pandemic.

o The bump in Indiads GDP growth r at e s2lis,toragrdat extent
illusory because these high rates are coming becausiewéabase

How far did the governmentdés recen? cut in LPG priceé

T According to CMIEG6s Consumer -B,)onaearagalsdiarfamilissestent Rs8,1
oncooking fuel. To be sure, the Rs 8,500 assumes the annual use of 6 LPG cylinders.on an average:

1 So as a proportion of the expenditure on cooking fuel, the cut is expected to twiied af 14% , according to
CMIE, expenditure on cooking fuels account®r only4.8 per centof total households consumption expenses.

1 As such, the net impact of the LPG price cut on average family budgets-was less than 1% (0.7% to be precig
0.04)

Potential GDP:
1 The potential GDP growth rate of an economy is theattehich its GDP can grow without causing high inflation

1 Potential GDP is a theoretical construct, an estimate of the value of the output that the economy would have|
if labor and capital had been employed at their maximum sustainabl@ thtdss, rates that are consistent with
steady growth and stable inflation.

Understanding base effect
1  When something initially atalue of 100falls by 25%, and becomes 75.
1 A subsequen25% increaseonly comesupt093.7% t hat 6 s mor e t haanugber. bel ow

Analysing I ndiabdbs FDI f lows
Subject :Economy

Section: External Sector

Key Points

1 Avrelook at India's FDI‘policy is necessary.given shewed composition, regional disparity ancutdated regulatory
framework.

1 InFY23, Indiareceived $46.03 billionin FDI equity inflows, a decrease from the $58.77 billion recorded in FY22
Benefits
1 FDI remains vital foistrengthening domestic industry stimulating growth, andenhancing global comptitiveness.

Consolidated FDI Policy 2020 Highlights

1 Investmentsunderti®a ut o ma t require nopuar gednission, resulting in minimal monitoring. Sectors i
agriculture, manufacturing, airportscemmerce, pharmaceuticals, railway infrastouet among otheysllow 100
per cent EDI.

f "l nvest ments under t he 0gov ebeyonddNhpercen)oniningegXD0 pemncens), print
media (26 percent), and telecom (beyond 49 percémtecessitate government approval.

1 Security cleaancesapply only to specific areas such as broadcasting, deferigate security, civil aviation, and
mining, with theMinistry of Home Affairs (MHA) andMinistry of External Affairs (MEA) overseeing scrutiny
and security clearance. Additionally, investnts from Pakistan and Bangladesh also require security clearance

1 The primary amendment in the consolidated FDI Policy 2020 aimpdte ve nt fAopportuni s
weakened domesti c c¢ o mguangtheovidi9ypanflemicei gn f i r ms o

1 It explicitly stated that countries sharing land borders with India could no longer invest under the automatic n
must seek approval for proposed investments. This rule applied to China, Bangladesh, Pakistan, Bhutan, Ng
Myanmar, and Afghanistan

1 Additionally, it required government approval when beneficial ownerinvesting in Indisbelonged to any of thes
seven countries
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Note:
1. Acleardefinition of & misdinginthd ADIcPoliaylandacauses ambiguity to both domestic fi
as well as foreign investors. TBeo mp a mgt 8 the only source of credible reference of definition, so far.
2. The Foreign Investment Promotion Board (FIPB), which once procespeavaproute investments, was replaced
the Foreign Investment Facilitation Portal (FIFP) in 2017 for faster processing. Applications received are ther
directed to relevant ministries.

Russian sellers said to stofertilizer discounts to India
Subject :Economy

Section: External Sector

Context:Russian companiediave ceased offering fertilizessich agli-ammonium phosphate (DAP)to India at discounted
prices due to tightening global supplies after becoming the biggest suppliers to the country last year.

Details:

1 India's fertilizer imports fromRussiasurged246% to a recordd.35 million metric tonsin the2022/23as suppliers give
discounts (10%) to the global market price for DAP, ureaNiPid fertilizers.

1 Discounts provided by Russia led to decline in import of fertilizers from other countrigghike; Egypt, Jordan, and
theUnited Arab Emirates.

Current urea price: approximately$300per ton on a CFR basis.
Russiais theworld's biggest exporter of fertilizer, followed byCanada, China, Belarus, and-the United States.
Brazil is the top importer of fertilizers.

India imports most of its értilizer fromChina, United Arab Emirates andSpain and is'the3rd largest importer of
Fertilizer in the World.

Impact of the decisionincreased import cosindincreased subsidy-burden

Di-Ammonium Phosphate (DAP):

Urea andDAP are two largely consumed fertilizers’in the country.

Diammonium phosphate (DAP)isthewor | dds most /wi dely used phosphoru
DAP fertilizer is an excellent source Bhosphorusandnitrogen (N) for plant nutrition.

|t higkly soluble and thus @solves quickly.in soil to release plaatailable phosphate and ammonium.

A notable property of DAP is thalkaline pH that develops around the dissolving granule.

Being a basic nutrient fdRabi crops,the DAP fertiliser has to be sprinkled at the timésowing crops like mustard
and wheat.

= =4 =4 =
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1 Anydelay in its supply could adversely impact the sowing of crops.
For further details of fertilizersttps://optimizeias.com/imbalande-fertilizer-use/

ETFs, units of scheme to get tax exemption at IFSC
Subject: Economy

Section; Capital market
In News Government expands the list-of securities that will be eligible for tax exemption on a recognised stock exchan
International Financial Services Centre (IFSQ.

Key Points

be in.

1 In'generalany capital gain on transfer/sale of securities or other aatbegtsts capital gains tax as per the Income tax jjct,

unless otherwise exempted.

1 Under Income Tax Act, any sale of bonds or depository receipt, rupee denominated bonds of an Indian comglany &

derivatives by a nenesident oFSC exchangess tax exemptfithe sale is paid in foreign currency.

Changes

1 Now units of a exchange traded fund (ETF) scheme, investment trust and that of an exchange traded fund are ng
eligible for exemption as well.

1 The new fund regime provides for funds to be set up as investrush The change brings units issued by such trustg
under capital gains exemption.

91 Similarly, ETFs listed and traded on the stock exchanges in GIFT City would now qualify for capital gains tax
exemption.

Capital gains
Capital gain is the profit one earns on the sale of an asset like stocks, bonds or real estate. It results in capéaltbain
selling price of an asset exceeds its purchase price. It is the difference between the selling price (higher) and cost |
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(lower) of the asset.
Exchangetraded fund (ETF)

1 ETFs are a sort of investment fund that combines the best features of two popular assets: They combine tk
diversification benefits of mutual funds with the simplicity with which equities may be exchanged.

1 Anexchangdraded fund (ETF) is a collection of investments such as equities or bonds.

1 ETFs will let you invest in a large number of securities at once, and they often have cheaper fees than othg
funds. ETFs are also more easily traded.

15 NBFCs in RBI®&s 6upper |l aver scaledé; will face stiff
Subject :Economy
Section: Monetary Policy
Key Points
1 RBI has zeroed in on 15 ndranking finance companies (NBFCs), including LIC Housing Finance, Bajaj Fin
Shriram Finance, Tata Sons, and Cholamandalam Investment and Finance Company, placing them in the Up

(NBFC-UL) underScale Based Regulatios (SBR)for nonbank lenders.

1 TheseNBFCs, which belong tovarious categoriesdeposittaking housing finance companies (HEC), sumposittaking
HFC, depositaking NBFCGICC (Investment and Credit Company), Ndeposittaking NBFCICC, and core investment
companiesd will be subject to enhanced regulatory requirementsat least fora period of five yearsfrom their
classification in the layer.

Why did RBI take this measure?

1 With many entitiesgrowing and becoming systemically significant there was a neetb align the regulatory
framework for NBFCs, keeping in view theichanging risk profiles. Hence, SBR has been brought in.

Scale Based Regulations (SBR)

1 It encompasses different facets of regulation of NBFCs covering capital requirements, governanas standantial
regulation, etc.

1 Under the SBR, the upper layer will be populated with NBFCs, identified via a parametric scoring methodology
comprising quantitative and qualitative parameters and supervisory judgement.

1 The parametric scoring methodologkés into account parameters such as size and leverage, interconnectedne
complexity, nature and type of liabilities, group structure, and segment penetration.

1 The regulatory structure for NBFCs compri$esr layers based on thegize, activity, and peceived riskiness

1 The four layers ar&tBFC-Base Layer(NBFC-BL), NBFC-Middle, NBFC-Upper Layer (NBFC-UL), NBFC-Top
Layer.

1 The Top Layer is ideally expected tobe empty and will be known as the NBpCayer (NBFCTL).

At 0.52%, WPI for August stays negative for 5th month in a row
Subject :Economy

Section: Inflation
Key Points
T Indicadbs whol es ate#latignaryimode for thedifth anonthénda roiv im August.

1 Butthedecline.in prices easedo -0.52%from -1.36% in July, even a@flation in food and primary articles moderate|
to about 6% from over 7.5% the previous month.

Wholesale Price Index (WPT)
1 WPI captures the average movement of wholesale prices of goodspaimiaisly used as a GDP deflatot
1 WPI(201212) reckon®nly basic pricesand does not include taxes, rebate/trade discounts, transport and other
1 Wholesale Price Index (WPI) is&ased on the prevailing wholesale market price.
9 Itis composed of three components
0 Manufactured products = 65% approx (64.2% now)
o Primary articles = 20% approx (22.6% now)
o Fuel and power= 15% approx (13.1% now)

1 The WPI basket includes 676 (Changed to 868%) commodities in totahll of these are only goods and whose pri
are captured at the wholesale/producer level.

1 Itis measured by thelinistry of commerce and industry with base year as 20@85 (Changed to 20112 now).

Unhappy with broker partners (APs), SEBI may tighten requlations
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Subject :Economy

Section: Capital Market

Context SEBI may tighten norms for broker partners/APs to cunduthorizedrades, misselling.
Key Points

1 The Securities and Exchange Board of India (SEBI) has raised concerns on the proliferétighooized persons
(AP) and has asked brokers to keep a closer tab on their activities.

1 Several large brokers now have thousaniddPs, which can make compliance and oversight on these entities difficn;lL.

9 Stockbrokers have to conduct periodic inspection of branches assigned to APs, according to current SEBI nor
with an annual audit.

What is an AP?

1 Any individual, partnersp firm, LLP or body corporate appointed by a broker who provides access to trading
platform of an exchange

1 The broker and AP have to enter into a written agreement covering scope of activities, responsibilities, confi
of information, commissiosharing and termination clause.

1 The broker is responsible for all acts of omission and commission of the AP
1 Allreceipts and payments of securities and funds to be in the name or account of the broker.

1 All acts of omission and commission of the AP are degbto be those of the stockbroker. The AP is not suppose
receive or pay any money or securities in its own name or account.

Criteria for AP
1 Current norms allow anyone over 18 years with tenth standard or equivalent certification to become an AP.
1 Some okers have already put in measures to dissuade entities from becoming an AP.

1 These appoint referral partners or business associates for a time period, track their performance and only th
them to become APs. Some ask for deposit money, over and Himregistration fees.

What is SEBI planning to dg?

1 The regulator may bring out tighter norms for these entities given the increasing complaints about APs offering
returns, taking payment in cash, carrying’ anauthorizedrades, notpayment to brokers and absconding with clie
money, said two people familiar with the matter.

1 Any changes may jack up compliance costs for APs and brokers.
Why is the huge number of APs a matter of concerh

1 There have been instances. of APemising high returnst r adi ng o n ©f usirgthairsndneybfer tovenl
trades, indulging in dabba.trading, accepting cash and shutting shop after making losses.

1 In some cases, APs have not passed on the client payment to the broker, resultmges tietween the broker and th
client.
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1 APs have access to avery powerful thing calleéquity terminal. A lot of money can be made or lost at the press dff a

button. Theredsa bit of concern as thusinedset her t he

Gouvt. notifies 31 Benches of GST Appellate Tribunal (GSTAT)
Subject: Economy

Section: Fiscal Policy

Key Points

1 / The Finance Ministry notifies the constitution3if Appellate Tribunals across 28 States and eight Union Territories
for the Goods and Services Tax (GST).

1" This will help resolve a growing number of taxpayer disputes witiRtheenue Department.

1 Establishrent of these tribunals was envisaged at the time of the implementation of the GST regime from July
but got a final clearance from the GST Council in July 2023.

1 It was a muckawaited move for industry players, who had been approaching the Higts @adrSupreme Court during
the past six years.

1 To start with,Uttar Pradesh will have the highest number of benchesf the GST tribunals, with three bencheg
proposed to be set up across Lucknow, Varanasi, Ghaziabad, Agra, and Prayagraj.

1 Karnataka and Rajasthan will have two benches eachwhile Maharashtra and Goa together will have three benchg
take up appeals.

Why the move is significan®
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1 Constitution of GST Appellate Tribunals (GSTATS) will expedite the process of adjudication and provide tax/certd
especially in recurring litigative issues.

1 Ensuring speedier and economic resolution of casey dedicated andpecialized GSTATswill help in bolstering
business sentiments aadse of doing business the country.

1 Where the taxpayers feel that thees lbeen a burden of high ratepoé-deposit, the decisions by the tribunal will give
some relief.

Wrong to assess economic activity on GDP alone: FinMin
Subject: Economy

Section: National Income

In News Finance ministry defends economic performance of India with quarterly growth at 7.8%, emphasizing some lim
of GDP calculation.According to Finance Ministry it is wrong to look at the underlying economic™ atiaged on GDP
indicators alonelook & several other growth indicators to see if other data match their conclusions.

The main points raised were

nt

tatior

1 Indian GDP data isot seasonally adjustedind they are also revised multiple times before they are finalised three years

after the close of theetevant financial year

T I ndi ads GxRonmhatédbuthétholesale Price Index (WPIl)which peaked in the first quarter of 2023
due to the oil and food price increases in the wake of the war in Ukraine and-sigigptiisruptions.

1 MoSPI calculateguarterlyGross value added (GVA)in real terms first, and then; using the deflator, nominal values
are obtained.

1 Because of this nominal growth rates have slowed, with WPI contracting in recent months.

T Purchasing Manager s éanufactring andservicesisectoes tire grawinga Banktciedit growth i
double digits.

1 Consumption is improving, and the government has vigorously ramped up capital expenditure.
1 India's growth numbensight understate the reality because manufacturing gvth indicated by the Index of Industrial

Production (Il P) is far |l ower, than what manufact url

91 Prices began to come down from August 2022 onwards. H&ffekis'now contracting year on year.It will soon pass
once the statisticddase effect disappears.

1 GDP is calculated as per thrcome or Praduction Approach. As per theexpenditure approach it would have been
lower. So, a balancing figuilestatistical discrepancyis added to the expenditure approach estimate.

1 Thesediscrepareis ar e both posit/iive and negative. Over tin
di screpancyd was_ negatiwve. I n other words, growth

Statistical discrepancy

1 Statistical discrepancy refers to tiiéference between twotheoreticallyequalaggregatearising as a result of basi
statistics and estimation technigues.

1 National accounting of macroeconomic aggregates, such as gross domestic product can often be calculated
more ways, notablincome and expeditureapproach.

1 In principle,-all. the measures of an aggregate are equal. In practice, differences invariably arise due to impe
in basic statistics and estimation techniques. This difference is called a statistical discrepancy and serves as
balancing item between two theoretically equal aggregates

Seasonal Adjustment

1 ~Economic variables-are influenced by systematic and recuwithin-a-year patterns due to weather and social
factors, commonly referred to as theasonal pattern(or seasonaly).

1" When seasonal variations domingieriodto-period changes in the original series @asonally unadjusted serieg
it is difficult to identify nonseasonal effects, such as ldegn movements, cyclical variations, or irregular factors
which.cary the most important economic signals.

1 Seasonal adjustments astatistical techniquethat attempts to measure and remove the influences of predictal
seasonal patterns to reveal how employment and unemployment change from month to month.

Why Googleds latest antitrust trial in the US may be 1
Subject :Economy

Section: Msc

Context: The US Department of Justice and 37 stateslaim Google illegally stifles competition byaying companies like
Apple and Mozilla to remain thelefault search provideron mobile devices and browsers.

US Government's Case Against Google
1 AllegesGoogle unbwfully stifles competition.
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1 Google pays abow10 billion annually to Apple and Mozilla to securelefault search provider status.

1 Accuses Google axclusionary practices,denying competitors access to search queries and clicks.

1 Google holds a 90% markeshare in US search engines.

1 These agreements drive billions of queries to Godighting consumer choices and harming competition.
Google's Response

1 Googledenies illegal use of agreemenend claims to provide superior product.

1 Argues its'browser agreements" supportlegitimate competition.

1 Highlights evolving search habits such ashopping on Amazon or finding entertainment on Instagram, reducing
monopoly concerns.

Legal Position
1 TheSherman Act of 1890governs competition law in US:
o Prohibits contracts, combinations, or conspiracies in restraint of trade.
o Violations can lead téines and imprisonment.
1 Exclusive deals are generally legdiut scrutinized if they harm competition.
1 The case tests tlalaptability of antitrust laws to 21stcentury markets.
What Happens Next
1 The trial is expected tlast 10 weeksfeaturingkey testimonies from industry leaders.

1 Possible outcomes of the trial include tksuance of an injunctiontagainst Googlesuggestions for theompany's
breakup, and brader implications for other ongoing antitrust cases.

Google in India

1 CCI (Competition Commission of India) ordered Google to changmti-competitive practices in the Android
ecosystem.

1 Imposes a fine oRs 1,338 crore ($161.95 millionfor'abuse of dominarce.
1 Google appeals to tiéCLAT (National Company Law Appellate Tribunal) , which upholds the penalty.
1 Googlepetitions the Indian Supreme Court the case remains pending.

NCLAT (National Company Law Appellate Tribunal):

1 NCLAT was established under tRmmpanies Act, 2013torhear appeals against orders ofifagional Company Law
Tribunal(s) (NCLT).

1 It serves as the Appellate Tribunal for appeals against orders of NCLT(s) relatedinsaliency and Bankruptcy
Code, 2016 (IBC).

1 NCLAT is also the Appédte Tribunal for appeals against orders issued byrntbalvency and Bankruptcy Board of
India.

1 It functions as the Appellate Tribunal for appeals against directions, decisions, or orders ©@bntpetition
Commission ofdndia (CClI).

1 NCLAT additionally handles appeals against orders of National Financial Reporting Authority.
CCI (Competition' Commission of India):
1 CCI enforces competition laws under tbempetition Act, 2002 promoting fair competition.

1 It.covers anti-competitive agreements, abuse of dwinance, and Mergers and Acquisitions proposals' arti
competitive effects, investigating practices harming competition or consumers.

CCI conductsnvestigationsandcan impose fines

NABARD to issue social bonds
Subject: Economy.

Section: Monetary Policy
In News Nabard to listSocial Bondsunder sustainability bond framework.

Key Points

1 In a firstof-its-kind borrowing instrument, thational Bank for Agriculture and Rural Development (NABARD)
has said it will be listing the first of its social bonds on September 29 with a $&e3000 crore.

91 This is the first such issue by an AAAted entity. It will be followed bgustainability and green bonds
1 The bank recently announce®astanability Bond Framework :

0 It seeks to finance and refinance new or existing eligjdenandsocial projects.

0 The key criteria to make a project eligible to get financing from green bonds include
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A contribution to the environment to mitigate climate changeeffects,
A conservation of natural resources and biodiversityand
A prevention and control of pollution.

1 Projects that promise energy efficiency, including green buildings, energy storage, and smart grids, would also bé eligil

to get funding through the webreed of bonds that NABARD. is rolling out.

1 Inthesocial sphere ventures that fall into theategoriesaffordable basic infrastructure;access to essential service
(health, education, and vocational trainifigdd security, and employment generation

NABARD
1 Itis anapex development and specializebank establishedn 12 July 1982 by an act by the parliament of India
1 Its main focus is to uplift rural India by increasing the credit flow for elevation of agriculture & rural non farm sectq

.

1 It was estalished based on the recommendations of the Committee set up by the Reserve Bank of India (RBI) ujpder t

chairmanship o$hri B. Shivaraman.

91 It replaced theAgricultural Credit Department (ACD) andRural Planning and Credit Cell (RPCC) of Reserve
Bank of India, and Agricultural Refinance and Development Corporation (ARDC).

T I't has been accredited with fAmatters concerning pd
ot her economic activities in rurall areas 1 n |Indiadl
1 The ReserveBank of India (RBI) recently sold its entire stakes in the National Bank for Agriculture & R
Development (NABARD) and National Housing Bank.
1 The decision to divest its entire stake was taken based on the recommendationssezoride Narasimham
Committee.The government now holds a 100 per cent stake in.both NHB and NABARD.
Deposit taking NBFCs down to record low of 34
Subject: Economy
Section: Monetary Policy
Key Points:
1 The number of deposiaking NBFCs has fallen to a record low of 34 in FY23, from 69 inparedemic FY20, and 254
a decade ago, as pers data from RBI&s Handbook of S

1 Number of NBFCs collecting deposits decreased consistently duedbahged norm of acceptance of deposits
Why the humber has faller?

hiral

t at

1 RBI has beerautious in allowing NBFCs to public deposititing the objectiveopr ot ect i on of d¢po

1 The RBI has not allowed any new NBFC to accept public deposits for more than 15 years.
Which NBFCs can accept public deposi®
1 Only NBFCs and HFCs registered with. RBI asdeposittaking entities, can accept public deposits.
1 This includes only those entisg¢hat have an investment grade rating.
Why is the matter getting.focus nov?

1 Themerger of Housing Finance Development Corporation with HDFC Bankhas resulted in a vacuum in the NBF(
deposit taking-space.

1 Now there are increasing voices in the industrglkmw more NBFCs to accept public deposits.
1 NBFCs of the country are said to have sought the RBI to grant more dapoeitting licences.

T This was in response to the c e nrelianeelon Harkbdréwsngsand theeed n
to diversify their fundraising.

1 N B F Csbabe in overall bank creditincreased t®.9 per centfrom 8.5 per cent a year ago.
9 Total public deposits of NBFCsaccounted for a small portion of their borrowings, & 5, 2 5 s otMamh 2623.

How are NBEC depsits different?

1 NBFCs lend and invest, therefore their operations are similar to those of banks; nevertheless, there are a fey
differences, as listed below:

0 NBFCs are unable to accept demand deposits.

0 NBFCs are not part of the payment and settleragstem, so they are unable to issue checks drawn on
themselves.

o Unlike banks, NBFC depositors do not have access to the Deposit Insurance and Credit Guarantee
Corporation's deposit insurance facility.

1 The Reserve Bank of India does not assume any resgitpsibguarantee for the company's current financial
soundness, or for the accuracy of any of the company's statements, representations, or opinions, or for the 1
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deposits/discharge of liabilities.

1 NBFCs cannot accept deposits for a period leas 12months and more than 60 months and the maximum inte
rate that an NBFC can pay to a depositor should not exceed 12.5%.

FM stresses urgent need foreliable crop yield estimates
Subject: Economy

Section: National Income

Key Points

1 Finance Minister made a strong pitch for generating-tieed assessments of likely yields for all essential craps
starting with pulses and oilseeds that India often naedsport.

1 This was noted in the context ohaw automated realtime yield estimation systencalledYesTechput in place from
this kharif seasonfor the wheat and rice crop.

1 The system, created with assistance ft8RO and ICAR, must be ramped up to&r other crops as soon as possib
particularly pulses and oils.

Why is estimating vield important?

1 Farmers experience fluctuation in the remuneration of their crop as based on final output, import or export may b
allowed or restricted.

1 It will give a better price signal to farmers before sowing season. So the farmers can diversify their crops accordirgly.

India being a diverse country the cropping pattern varies across States. The Ministry of Agriculture has a detailedoexercise
arrive at the crop pauction estimatesihe Ministry of Agriculture comes out.with five estimates of crop production.

TheFirst Advance Estimateof area and production of kharif crops is announceseiptember when the Soutfwest monsoon
season comes to a close and sowing wbhilave begun in most States

The Second Advance Estimatés announced idanuary by which time the estimates of the kharif crops would under go reviglion
and the area and production figures announced for kharif crops is called the second assessment.

The Third Advance Estimatesis announced in March last /April first week. At'this time the National Conference on Agricufture
for Kharif campaign is convened and the second estimate, of kharif crops and the first estimate of rabi crops are fedhgpr firn
up/validated with information available with State Agricultural Statistical Authorities (SASAS), remote sensing data avilable
with Space Application Centre, Ahmedabad as well as the proceedings of the Crop Weather Watch Group meetings held e\
week in the Mingtry.

The Fourth Advance Estimatesare announced idune/July when-the National Workshop on Improvement of Agriculturfpl
Statistics is held. By this time the rabi crop harvest is also over and SASAs are in a position to supply the estintfatdsaoif b

and rabi seasons as well as the likely assessment of summer crops which are duly validated with information availabde fijpm ot
sources.

The Final Estimate for the preceding. crop year is announcedéactember/January The main reason for almost four advan]lg

(D

estimates before arriving at the final estimateis due to the large variations in crop seasons across the countryudtimpthip res
delay in the compilation of yield estimates based on crop cutting experiments. Agriculture is a State subject andathg Cen
Government depends on.the State Governments for accuracy of these estimates. For this purpose State Governments have
High Level Coordination Committees (HLCC) comprising, iraéa, senior officers from the Department of Agricultur

Economics& Statistics, Land Records and NSSO (FOD), IASRI, DES from Central Government for sorting out problg
preparation of these estimates in a timely and orderly manner.

In October 2015. Government launchtSAN Project[C(K)rop Insurance using Space techntbgy AndgeoiNformatics]
which envisages use of Space Technology and geoinformatics (GIS, GPS and Smartphone) technology along with high [fesolu
data from-Unmanned Ariel Vehicle (UAV)/Drone based imaging for improvement in yield estimation and better planning ¢f Cro
Cutting Experiments (CCEs), needed for crop insurance programme. The Pilot Study is proposed to be launched in onf Dist
each /of Haryana, Karnataka, Madhya Pradesh and Maharashtra during Kharif season of 2015 and two Districts eac"i of tl
States during Rabi ason of 20151L6, which if successful, will be extended to the other parts of the country. The KISAN prpject
is implemented by Mahalanobis National Crop Forecast Centre (MNCFC), an attached Office of Department of Agrifultur:
Cooperation;-in.collaboratiowith ISRO Centres (Space Applications Centre, Ahmedabad & National Remote Sensing (fentre
Hyderabad), India Meteorological Department, CCAFS, State Agriculture Departments and State Remote Sensing |[Centt
Government also launched an Android App. DesigmedSRO (National Remote Sensing Centre, Hyderabad). This App [pill
help real time data collection about hailstorm occurrences along with photographs and geographical coordinates (longjtude
latitude) to help Government to get real time data about thistbtans which will be collected through the Agriculturfp
Department officials of different States. This will support in deciding the crop loss more objectively and in a veryriast man

Directorate of Economics and Statistics (DES)an attached office ohe Department of Agriculture, Cooperation and Farmﬁl

rms ir

rs
Welfare (DAC&FW), is headed by Senior Economic & Statistical Adviser. DES collects, disseminates and publishes sta lstics |
diverse facets of agriculture and related sectors required for policy faimnulay the Government. The main objective of thle

Directorate is to provide important statistics on area, production, land use, cost and yield of principal crops, minimtmi{|supp
prices, to implement schemes related to improvement of agricultural statistet carrying out agreconomic research as well afp
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generation and dissemination of agricultural statistics and research and analysis. The Directorate provides inputs to DAC&F

CACP and also places a large volume of data and information in the putnigrdfor use of all researchers and stakeholders.

I s Bima Sugam a o6UPI moment 6 for insurance sector
Subject: Economy

Section: Monetary Policy

Key Points
1 IRDAI claims that the proposed Bima Sugam ifiagy a me ¢ lfamdrag@P 10 moment 6 f or th

with ambitions of becoming the largest online market for insurance products and services which has not been [practic

anywhere in the world.

91 Initially it will provide details about insurance schena&ting as an insurance repositoryinitially. This will be
followed by a listing of policies.

1 The platform is likelyto be implemented by June 2024

1 Identifying the right policy, buying it, settling the claims and renewals will be streamlined in an online proces|
process will benostly on the lines of demat accounts and online tradinig the case of stock markets.

What will the pmét o fmr 6Bi ma Suga

1 The proposed platform is expected to help custoidersify the right schemefrom hundreds of products and serviceg
with reduced paperwork.

T Iltds an online platform where customer s _c anousctnpaniese

1 Allinsurance requirements, including those for life, health, and general insuranc@ncluding motor and travel) will
be met by Bima Sugam.

91 This platform will help in thesettlement of claims wh et hier it 6s heal tapapertessenanaqy ¢
on the basis of policy numbers.

How will it benefit customers?
1 The proposed platform would act asiagle windowfor'the policyholder tananage his/her insurance coverage.

1 It will provide end-to-end solutionsf or cust.omer sdé . nsurance needs i.e.
manner.

1 Commissions on policiegre expectetb come down benefiting the customers. The cost of buying policies will comg
down.

1 Thepaperwork involved in buying a policyill also come down
1 Settlement of claims and renewal of policiewill also become faster
How will it benefit insurance providers?

1 It will facilitate insurance companies:to access the validated and authentic data from various touch pointstiorea re
basis.

1 The platform willinterface for the intermediaries and agentgo sell policies and provide services to policyholders,
among others, and reduce paperwork:

1  Will help in the penetration of insurance products in uncovered markets.

Who will own the platform?
1 The overall budget for Bima Sugam has been hiked to Rs 200 crore from around Rs 85 crore. |
1 RDAI has appointed a committee for the creation of the platform and now plans to go for requests for proposals (|

soon torappoint a service provider foe thlatform. The service providers will be the technological partners for creatiijg

and running a platform to provide all the services in one place.

1 Life insurance and general insurance companiesill each avn a 47.5 per censtake, whilebrokers and agent
bodieswill own 2.5 per cent each.

Integration with-Iindia Stack

1 The protocol of the Sugam platform will be connected Withia Stack, which is aset of APIs (application
programming interface) that allowsgovernments, businesses, startups, eto. utilise the unique digital
infrastructure to enable seamless delivery of services.

1 Itis envisioned that this-®larket place would enable and empower all insurance stakeholders across insurang
chain.

US economy heading towards a O6hard | andingé6
Subject :Economy

Section: Monetary Policy
In News US economy likely to experience a hard landing in view of inflation and unemployment numbers.
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Key Points
1 The recentnflation and employment data point to two things:

o First, inflation continues to remaielevatedvis-a-vistheUS cent r a | oftkeepirlg bhe anguét@H
price index increase to 2%

0 Second, falling unemployment, is putting upward pressure on veagesn turn, driving up inflation.
Why is a hard landing likely?

1 Given the inflation scenario, the Federal Reserve has no choice higddnterest rates further As credit becomes
more expensive, businesses and consumers will hire and spend less.

1 Ecoromic activity slowing would then reduce overall demand, help cool overheated labour markets, and eventuallly brin

inflation under control.

1 Fed has already substantially hiked its funds rate from a target range28% till March 16, 2022 to 4-5.75% inthe
last Federal Open Market Committee meeting on January.

T Hiking further would risk what economists term a fdfhar

interest rates will have to be increased high and fast enough, and #eygealevels until. economic activity moderates
sufficiently.

T I't is the opposite of subdued growth or-a mild recl|es

slowly and in small amounts to reduce inflation from, say, 3% andazoetonomy not that overheated.

Difference between hard and soft landing

1 A hard landing in economics signifies a rapid and severe economic downturn, often triggietdnsylike financial
crises, bursting asset bubbles, or abrupt policy changes

1 This senario results in a sharp decline in economic growth, possibly leading to a recession.

1 Hard landings typically haveignificant adverse effectsincluding rising unemployment, business investment dec
and financial stress for individuals and companie

1 Recovery from dard landing can be challenging and prolonged, necessitating aggressive policy responikes
interest rate cuts and fiscal stimulus.

In contrast, a soft landing is an economic scenario characterized by a gradual and controlled siowdomomic growth:
9 This transition aims to move from a period of rapid expansion'to a more sustainable and stable growth rate.

1 Policymakers proactively implement measures to moderate economic growth and prevent overheating, often i
less disruptivgpolicy actions.

1 Soft landings are preferred as they seek&intain economic stability, avoiding severe disruptionsand are typicall
associated with eore balanced and sustainable economic environment

Infra needs green ratings
Subject :Economy

Section: National Income
In Brief: Infrastructure while growth promoting has negative effects for environmental and social (E&S) outcomes.
Key Points

T The National I'nfrastructure Pi-adkrormby20@SN1 P) outl i nefs

1 These investments carry significant economic potential, with a rupee spemifrastructure yielding a potent
multiplier effect of 2.45in the following yearand 3.14 in subsequent ones.

T  The government is also equally committed to | ndi ab6|s
What is the trade-off?

1" Aninherent flipside of infrastructure development is its significant negative E&S impact, creating conflictiwithi a|p s

Nationally Determined Contribution (NDC) andSDG goals

1 Forinstancecement and steel are amongst the largest emitting sect@sd could increase their carbon emissions si
fold by 2050. Largs cal e i nfrastructure devel opment wi-dcdnoniici k gl
vulnerabilities.

Green rated projects

1 Economic growth can still be achieved without compromising on E&S goals by adotistpinable infrastructure
development model.

1 Institutions such as tHaternational Finance Corporation (IFC) andAsian Development Bank ADB) have their
own infrastructire project assessment frameworks for determining their E&S risks.

1 These, however, aagopted only by projects they fundand not by others. The current project development approagh
globally is compliancded without considering the larger E&S goals.
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1 India presently does not have sustainable infrastructure guidelines
1 NaBFIDcan be made the implementing agency for a similar framework.

National Bank for Financing Infrastructure and Development (NaBFID)

1 The principal idea behind the setup of NaBFIDoigrovide a dedicated and specialized institution focused on
addressing the longterm financing needs of the infrastructure sector in India

1 NaBFID was set up in 2024y an Act of the Parliamentto address the gaps in lobgrm nonrecourse finance for
infrastrut¢ure development, strengthening the development of bonds and derivatives markets in India, and sus
boosting the countryds economy.

T The entire shareholding of the institution is heré
and provided a grant of 5,000 crore.

1 NaBFID shall be regulated and supervised by RBI as an All India Financial Institution (AIFI).
NaBFID has received AAA credit rating from credit rating agencies.

T Recently in June |, 2 0 2iBen issuance afilisted lbonds dfyéar Bubation at a coupen ray
of 7.43 per cent.

==

RBI introduces Basellll capital framework for All _India Financial Institutions
Subject: Economy

Section: Monetary Policy

Context: The RBI has introduced norms on tBasel Il capital framework, fund raising, exposure guidelines, and norms
classification and valuation of investment portfolios &r India Financial Institutions (AIFIS), which will come into effect
from April 2024.

What are All India Financial Institutions (AIFIs)?

India has five AlFIs regulated by the central bank, namelgimort-Import Bank of India (EXIM Bank), the National Bank
for Agriculture and Rural Development (Nabard), the National Bank for Financing Infrastructure and Development
(NaBFID), the National Housing Bank (NHB), and the Small'Industries Development Bank of India (SIDBI

Why there is need for Baselll capital f ramework?

As the Indian economy grows, AlFIs are increasingly being seen as key institutions to promote the flow of direct ocriediire
to the economic sectors they cater to. It has beendecided, therefore, to extend the Basel 11l Capital frarnieaikis

Capital adequacy

1 AlFIs will be required to maintain a minimum.total capitdl9 per cent by April 2024, wherein minimum tierl
capital will need to be at 7 per_cent and common- equity tiek (CET-1) capital at 5.5 per cent For NHB, the
implemeantation date will be July 2024, given that its accounting year i$ Juhe.

1 All financial subsidiaries;" except :those engaged in insurance andinamcial activities (both regulated a?/jl
ill

unregulated), will need to be fully consolidated for the purposmapital adequacy, the RBI said, adding that this
ensure an assessment of capital. adequacy at the group level, taking into account the risk profile of assets and lig
the subsidiaries.

T The centr al bank has c¢ a pipstunentsloffoankiry, financialeand imaerante £ntities af]
per cent of their capital funds. Al Fls will not e
acquisition leads to its holding‘exceeding 5 per centoftresnt e e 6s equity capital

T Fur.ther, AIF1sd equity investment in a single enti

can hold this entire 49 per cent stake as allneddeaodbg
brought below 10 per cent within three years.

9/ AlFIs need to evaluate their capital adequacy relative to their risks and consider the potential impact on earn
capital from economic downturnsping pabdessadéshgu
forwmardl ooking stress testingo.

The Basel Committee on Banking Supervision:
1 It was established by the Central Bank governors of the Group of Ten countries in 1974.

1 The Basel Committee on Banking Supervisionnsoaganization made up of 45 memb&@nprising central banks
and bank supervisors from 28 jurisdictions.

1 Itis the primary global standard setter for gmadential regulation of banks.
1 Additionally, it provides a forum for regular cooperation on baglsupervisory matters.

T I't doesndét have any f or madcisianshaking noilegay forcaheemembera wokkgdogaethe
to achieve the mandate set out by it.

1 The Group of Governors and Heads of Supervision (GHOS)verseeing the Bas€ommittee . This group sets out th
gener al agenda and approves the committeebs charte
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Basel Norms:

1 The Basel Committee on Banking Supervision (BCBS) issues Basel Norms for international banking regulations.
1 The goal of these norms is to strengthieminternational banking system by coordinating banking regulations arounifl the

world.
1 The Basel Committee has currently issued three guidelines to achieve its goal: Basel I, Il, and IIl.
i Basell

o It was introduced in 1988.

0 It was almost entirely concernedth credit risk.

o It established the capital and rgleighting structure for banks.

0 The requiredninimum capital was set at 8%of risk-weighted assets (RWA).

A RWA refers to assets with varying risk profiles. For example, an asset backed by collaterabevglld
less risky than a personal loan with no collateral.

o Capital is divided intdwo categories:Tier 1 capital and Tier 2 capital.

A Tierlcapitali s the bankoés core capital because t
strength. The majority otore capital is made up of disclosed reserves (also. known as retfined
earnings) and paidp capital. It also includes naoumulative and nonedeemable preferred stock.

A Tier 2 capital i It is used as supplemental funding since it is less reliable thdirdhger.It consists
of undisclosed reserves, preference shares, and subordinate debt.

0 In 1999, India adopted the Basel 1 guidelines.
1 Baselll
0 In 2004, Basel Il guidelines were published by BCBS.
0 These were the refined and reformed versions of Basebird.
0 The guidelines were based thmee parameters,which the committee calls it as pillars.

A Capital Adequacy Requirements:Banks should maintain a minimum capital adequacy requirenjent
of 8% of risk assets

A Supervisory Review:According to this, banks wemeeded to develop and use better risk managenpent
techniques in monitoring'and managing all the three types of risks that a bank faces, viz. credit, marke
and operational risks.

A Market Discipline: This needs increased disclosure requirements. Bankstmeeandatorily disclose
their CAR, risk exposure, etc to the central bank.

o Basel Il norms in India and overseas are yet to be fully implemented though India follows these norms.
1 Basellll
0 In 2010, Basellll guidelines were released.
0 These guidelines weratroduced'in response to the financial crisis of 2008.
0 The guidelines.aim to promote a more resilient banking system by focusfogrorital banking parameters
viz. capital, leverage, funding and liquidity.

A Capital: The capital adequacy ratio is to bmintained at 12.9%. The minimum Tier 1 capital ratjo
and the minimum Tier 2 capital ratio have to be maintained at 10.5% and 2%-wkfighted assets
respectively. In addition, banks have to maintain a capital conservation buffer of 2.5%. Colunter
cyclical buffer is also to be maintained a2 %%.

A Leverage:The | everage rate has to be at l eastl B ¢
capital to average total consolidated assets.

A Funding and Liquidity: Basellll created two liquidity ratiost CR and NSFR.

A The liquidity coverage ratio (LCR) will require banks to hold a buffer of higjuality liquid
assets sufficient to deal with the cash outflows encountered in an acute short term|stres
scenario as specified by supervisors. The goal is iremlat banks have enough liquidity fq
a 30days stress scenario if it were to happen.

A TheNet Stable Funds Rate (NSFRrequires banks to maintain a stable funding profile
relation to their offbalancesheet assets and activities. NSFR requires btmKand their
activities with stable sources of finance (reliable over theysae horizon). The minimum
NSFR requirement is 100%.

—
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SEBI eases norms for large firmgapping debt market
Subject: Economy

Section:; Capital market
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In News SEBI eases norms for large firms tapping debt market

Key Points

1 SEBI eases norms fdarge corporates tapping debt marketin addition toraising threshold for defining large
corporates removes penalty provides incentives

1 A number of relaxations tlarge corporates (LCs)for meeting their financing needs from the debt market:

o Earlier SEBIhad mandated LCs to meet 25 per cent of their financing needs from the debt marketith an
aim of deepening the corporate bond market in India.

0 SEBI decided to raise the monetary threshold for defining LCs. This will effectively will reduce the nummer of
entities qualifying as LCs. SEBI release did not specify the quantum of the threshoitsudtation paper las
month had proposed to raise the threshold for the outstanding leng m bor r owi ngs to |at
the current 100 crore for identifying any ent{ty

o The SEBI board has proposed removing the penalty on LCs wahéchot able to raise a certain. percentagel|of
incremental borrowing from the debt market. At present, a monetary penalty of 0.2 per cent of the sholtfall i
the borrowed amount at the end of three years is to be levied.

o Additionally, SEBI will provide incetives and moderated disincentives for corporates to raise‘money frorp the
debt market.

Why the relaxation?

1 SEBI had found that about a third of the identified LCs did not raise the minimum 25 per cent of their incremental
borrowing through issuance of dedatcurities in FY2422.

1 Tapping the debt market, is costlier than raising funds from banks:and financial institutions.
Why SEBI brought mandatory bond financing?
1 The measure was takendive depth and liquidity to the bond market

1 The move would also akvestors such as insurers, pension and provident funds which are required to invest a pajticula
percentage of their incremental receipts in corporate-bonds and could be‘hurt by lack of supply of issuances.

RBI directions on wilful defaulter
Subject: Economy

Section: Monetary Policy
In News Lenders must classify wilful defaulters within 6 months of an a/c turning NPA.
Key Points
1 RBI has issued a draft paper proposing revisioribe guidelines for handling wilful defaulters:
o It hasexpanded the scopéorregulated entitiesthat can classify borrowers as wilful defaulters.
0 Broadened the definition of wilful default,

o and refined thédentification processand mandates a reviewd finalisation on wilful default aspectgthin
six monthsofan account being classified an@n-performing asset

1 The revised framework comes after the Supreme Court ruling in March 2023:

O in a case against RBI 6s 2 0bg éllowed to owowers before thelclasdificdtina t
of an-account as fraud and that there must be no unilateral declaration of fraud by banks without a hearirjjg

Identification of willful defaulter :

o The. . RBI has proposed that l enders wil/ need tlo
outstanding amount of 2 5  hral lalfove and complete the process of classification as a wilful defgllter
within six. months of the account being claiegifas NPA.

There isno such timeline in the existing regulationsper the draft norms,

o Lenders may identify and classify a person a8 wi | f ul after fexamining efrtide evidence by a

Identification Committee, which will then issue a sheeause ntice to concerned person for submissions.

o0 The Ildentification Committee will then make a proposal to the review committee and an opportunity will need
to be provided to the defaulter to present against the proposal within a reasonable time.

=

91 Further, a noswholetime director, including an independent director/ nominee director, will not be considered as |pvilful
defaulter unless it is conclusively established that the wilful default was undertaken with their consent or connivance
they were aware of the deia
Restrictions on willful defaulter:

o No additional credit facility shall be granted by any lender to a wilful defaulter or any entity with whigh a
wilful defaulter is associated Credit facility

0 The bar on additional credit facility will be effective fop to one year after the name of the wilful defaulter Has
been removed from thast of Wilful Defaulters (LWD ) by the lender,
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o No credit for floating of new ventures can be given for 5 years. Wilful defaulters will also not be eligib
restructuring 6 credit facility. Further, lenders can initiate legal and criminal proceedings and demand
charges where applicable

CCl to unveil o6leniency plusé draft norms soon
Subject: Economy

Section: National Income
Key Points

1 CCI to soon unveil draft of game changihgniency Plus normsin relationship to anttompetitive activity of
cartelization

Companies under scruting be offered incentives to spill the secrets of nftiple cartels
This is being seen as an industry friendly move.
The Competition Commission of India wilbon roll out draft regulations on the leniency plus programme

It will be a new cartel detecting tool that would encourage companies already undegsitiyation for one cartel to
report other cartels un known to the competition regulator.

1 The leniency plus concept was part of empetition Amendment Act 2023 which received. Presidential assent
April 2023.

1 Earlier CG brought out thedraft norms for commitment and settlementand separate norms for comprehensi
changes in the combinations regulations.

Existing leniency regime

0 Under the existing leniencylesser penalty rule framework CCl may impose a lesser penalty on a p
involved in a cartel if such person hasade a full and true disclosure in respect to alleged violations

o0 CCls experience of enforcing leniency regime has been encouraging
Leniency Plus:
o Now the competition watchdog is moving one step ahead with the introduclemerfcy plusprogramme

o Under leniency plus a cartelist who is cooperating with CCI for leniency can disclose the existence of 1
cartel in an un related market inetltourse of original leniency proceedings in exchange for an additi
reduction in penalty.

0 A leniency plus regime is expected to further incentivise applicants to come forward with disclosures re(
multiple cartels thereby enabling the CCI to sawe and resources on cartels investigation

o This will result in faster market corrections.

Househol ds | ilakhlriorkin EYi22 s ‘at 8. 2
Subject: Economy

Section: National Income
In News Household financial.savings at 5 decade low as household liability rises.

= =4 =4 =

Household financial savings

1 Itis the portion of disposable income that is saved in financial assets after meeting consumption needs. Net h
financial savings are arrived at-after subtracting the liabilities from gross savings.

91 Disposable income is the income remaining after paying taxes.

1 The country's saving rate is different as it includes macro level aggregate savings and includes shethgs by
government and businesses.

Key Points
1 Net financial savingsof households fell to a nearly fixdecade low 06.1% of GDP in FY23, down fron7.2% in
FY22.

1 Inaddition, annudinancial liabilities of households rose sharply 5y8% of GDP comparevith 3.8% in FY22.

1 Meanwhile, household debt has increased. In terms of the stock of financial liabilities, household debt consg
remained sharply elevated at 37.6% of GDP in FY23, as against 36.9% in FY22.

1  What explains this trend?
0 This indicateshat households have been largely borrowing to fulfil their consumption needs.

0 Adding to these pressures, wages have not risen amid high inflation Falling or stagnant wages coupled V|
inflation.

o0 At atime of high inflation, there has been no sigaificgrowth in real wages at the-aillia level over the past|
eight years.

0 The cost of healthcare and education is rising, most of which has to be borne privately.
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o Iln 2021, | mflaiioa was at 12 ithe highestamong all Asian countries. The cost of treatme
has doubled in five years.

o In addition, the rate of education inflation has also been significantly high H%1

JPMorgan bond index inclusion
Subject: Economy

Section: External sector

Context: JPMorgan on Friday said it will include India in its widely tracked emerging market debt index, setting the stg
billions of dollars of inflows into the world's fifthargest economy.

Impact of JPMorgan bond index inclusion
1 It canboost foreign fund flows into the debt market

T ltwilll ower I ndiads cost of funding
1 It will enhance the liquidity
1 It will broaden ownership base of Gsecs
1 It will bolster the rupee
T It will lower the cost of borowing for government, corporates, and banks
1 It can help tdinance its fiscal and current account deficit.
Details
I ndia wild.l be included in JP Morganb6ts GBI EM Global toad(

maximum of10 per cent in the GBIEM Global Diversified and 8.7 per cent in the GBIEM Global index. Currently, 23 |
government bonds (IGBs) with a combined notional value of $330 billion .are index eligible. GBIEM GD accounts fo
billion of the estimated $&3 billion benchmarked to the GBIEM family of indices. Only IGBs designated under the f
Accessible Route are index eligible.

What is Emerging markets bond index (EMBI)?

1 The emerging markets bond index (EMBHcks the performance of emerging market bondsind was first published
by investment bank JP Morgan.

1 Emerging market bonds adebt instruments issued by developing countriesvhichtend to carry higher yieldsthan
government or corporate bonds of developed countries.

1 Emerging markets bond indexes are usedeshmarks for bond performancein emerging markets.

1 Emerging market debt or bonds are considemetreign debt.These government bonds are typicadlyued irforeign
currencies either in US dollars, euros, or Japanese yen.

1 Because of the increased economic and-palitical risk present in these countidesdith@ting on emerging market
bonds tend to be lowethan that on. developed market bonBsie to the perceived higher risk of investing in the
assets. Alternately theovereign. bonds have higher yields for investors than that of more stable bonds in developq
countries.

1 The index iswveighted on the basis of.the market capitalization of govement bonds but it is the sutindex with the
greatest liquidity requirements, so some markets are excluded.

1 When one_puts money in an index fund, ttegh is then used to invest in all the companies that make up th
particular index, which gives you a moe diverse portfolio than if you were buying individual stocks.

Are there any‘other.indices?
There are two.other major indic&8lbomberg Global Aggregatelndex and=TSE EM index

What are the reasons for the rise in global debt?
Subject :Economy.

Section: External Sector
Context:

1 Global debt rose to an altime high of$307 trillion in the second quarter, by the end of June 2023|nstéute of
International Finance (lIF) said in a report.

Global debt:
1 Global debt refers to tHeorrowings of governments as well as private businesses and individuals.

0 Governments borrow to meet various expenditures that they are unable to meet téxoaryh other revenues
and to pay interest on the money that they have already borrowed to fund past expenditures.

0 The private sector borrows predominantly to make investments.
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1 Global debt has risen by abot00 trillion over the last decade. Furthgipbal debt as a share of gross domestid
product (GDP) has started tancrease once again to hiB36% after dropping quite steeply for seven consecuti
quarters.

Why is it rising?
1 Bothglobal debt in nominal termsandglobal debt as a share of GDPave beemising steadily over the decades.

Reason:Due to therising interest rates (as a result of the increase in oil pricesyyhich was expected to adversely affe
demand for loans.

0 Most (over 80%) of the rise in global debt in the first half of the year has come &dwanced economiesuch
as thel.S., the U.K., Japan, and France.

0 Among emerging market economi€hina, India and Brazil have seen the most growth in debt.
1 Probable consequence of sing global debt:It will increase the costs of debt servicing for developing countries.

1 Butarise in debt levels over time is to be expectaihce thetotal money supply usually steadily rises each yean
countries across the globe.

1 Even a simple risanithe total amount of savings in an economy can cause a rise in.debt levels as these increase(
are channeled into investments.

Inflating away of debt:

1 It refers to the phenomenon wherein the central bank of a country either directly or indissstlfreshly created
currency to effectively pay off outstanding government debt by, for example, purchasing government bondg
market.

1 But the creation of fresh money causes prices to rise, thus imposing an indirect tax on the wider economy tqg
government 6s debt.

Institute of International Finance (lIF):
1 ThellF is theglobal association of the financial industrywith about400 members from more than 60 countries.

1 The lIF provides its members withnovative research; unparalleled global advoaay, and access to leading industry
eventsthat leverage its influential network.

1 Its missionis to support the financial industry<in the prudent management of risks; to develop sound industry pr
and to advocate for regulatory, financial and ecowguoilicies that are in the broad interests of its members and fq
global financial stability and sustainable economic growth.

1 lIFmembers include commercial and investment banks; asset managers, insurance companies, professional
firms, exchangessovereign wealth funds, hedge funds, central banks and development banks.

Surety Bond Insurance
Subject :Economy

Section:; Capital Market

Context: The ambitious plan of the government to‘lautied Surety Insurance Bonds markedn alternative to bank guaranted
in infrastructure projectd has failed to take off in the last three years due to technical and financial impediments

What is Surety Bond?

1 Surety Bond_ is #hree-party agreementthat legally binds together a principal who needs the bond, an obligee
requires the bond and a surety company that sells the bond.

1 Surety’bondgrovide financial guaranteethat contracts will be completed according to predefined and mutual termJ .

9 Surety bonds provided by the insurance company on behalf of the contractor to the entity which is awarding the
When. . a pr.incipal breaks a bonddés terms, the har med

1/ It caneffectively replace the system dbank guarantee issued by banks for projectand help reduce risks due to co
overrun, project delays and poor contract performance

1 * Surety bonds armainly aimed at infrastructure development,mainly to reduce indirect cost for suppliersand
work=contractas thereby diversifying their options and acting as a substitute for bank guarantee.

1 Currently, Surety Bond for contractors is not being offered by insurance companies in the market to gy
satisfactory completion of a project by a contractor andigeoperformance security to various government agencies

IRDAI guidelines for surety bonds

1 Thepremium charged for all surety insurance policies under written in a financial year, including all instalments
subsequent years for those policEsould not exceed 10 per cendf the total gross written premium of that ye
subject to a maximum of Rs 500 crore.

1 The limit ofguarantee should not exceed 30 per ceaf the contract value. Surety Insurance contracts should be is
only to specific projectand not clubbed for multiple projects.

Antidumping probe initiated against 3 Chinese products
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Subject: Economy
Section: External Sector

Context: India hasuo mau initiatedantidumpinginvestigations on as many as three different products from China in the| last
few days as part of its overall effort to guard MSME units against the onslaught of cheap imports from neighbouring counjries

Details:
1 The three produs are telescopic channel drawer sliders, fasteners and unframed glass mirrors.
1 Three separate notificationshave been initiated by the Director General of Trade Remedies (DGTR) for suo

initiation of anttdumping probe. This follows on the heels odliminitiating antidumpingprobe on sulphur black and

certain vacuum flasks from China.
1 Move intended to protect MSME units from Chinese imports onslaught

1 Industry observers noted that this is probably the first time India had initiated suo meduraptig investigations on
three different products at the same time.

1 In 202223, nearly 72 percent of Indian demand of 1.10 lakh tonnes was accounted for by imports from China.
1 In the case of fasteners, Apt Tools and Machinery along with Northern $awuciation. filed a representation befo

motu

P

DGTR seeking artilumping duty on nuts, bolts and screws from China. Most of the domestic producers are ISME

units.

T In20222 3, Il ndi abs merchandise trade deficit with Chirna

1 It may be recalledhat the antd u mpi ng directorateds fir st ever suo
batteries from China. Duties were imposed on dry batteries for a period of five years.

Concept
1 Anti-dumping duties are imposed when it is conclusively prabetl aparticular item is being exported at a price

lower than what is prevailing in the domestic market of the exporteand is leading to disruption in the domestfc

market, injuring the local producers

m (

1 Anantidumping duty is grotectionist tariff that adomestic government.imposes on foreign imports that it believeg|are

priced below fair market value.

1 Dumping is a process where a company exports a product at a-price lower than the price it normally charges i} its o

home market.

1 The duty is aimed at emsng fair trading practices and creating a leplalying field for domestic producers vésvis
foreign producers and exporters.

1 The duty is imposed only after a thorough investigabtigra quastjudicial body, such as Directorate General of Tradge

Remedies, in India.

1 The imposition of antdumping duty.igoermissible under the World Trade Organization (WTO) regime

AlFs may be allowed to issue participadry notes from IFSC
Subject : Economy

Section:; Capital market
In News Alternative investment funds (AlF)s may be allowed to issue participatory notes from IFSC.
Key Points

1 A Working group formed to assess viability of extending the facility of issuldg B/ AlFs.

1 The International Financial Services Centres Authority (IFSCA) is mulling allowing alternative investment fundfp

(AlFs).to issuenffshore derivative instruments (ODIs)or participatory notes from GIFT IFSC.

1 / P-notes allow overseas investorsttoak e i ndir ect exposure to I ndian s
market regulator.

1" Thi s Bugetrécagnized ODIs as a valid contractf issued byoffshore banking units registered as foreign

portfolio investors (FPIs) in thiaternati onal Financial Services Centre (IFSC).
1 At present Sixtsthree AlFs are currently registered at IFSC but not all of these are FPIs.
How it works:

1 AnAIFE registered in IFSC will take up an FPI licence. It will buy, say, RIL shares listed on National Stock Exchan
BSE and issue a contract against that in IFSC to aesident or foreign investor.

1 Accordingly, the AIF in IFSC will hold the RIL sharescapass on the returns to the investor at an appropriate date.
How AlF different from FIl_?

1 Regulations will have to be tweaked to allow AlFs to manage a segregated portfolio.

91 FlIs are operated as arms of foreign banks, typically get intooimne contrac with investors that want to invest in H
notes.
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T Al Fs, however, cannot get thesetfunds are pobled vahiolgswitraretdrrs linke@ toy t 6

units that are assigned a common net asset value.

1 Transfer of Pnotes or distributions naig by an offshore banking unit at an IFSC to a foreign investor is currently ex
from tax. A similar provision will have to be made available for AlFs as well.

Note Earlier P-noteswere issued with cash equities, debt or derivatives as underlyi2§18) the market regulator banned
FPIs from issuing Pnotes with derivatives as underlying, except for hedging purposes. At its peate Bsuances formed87
per cent of total FPI assets under custody. This has dwindled to about 2 per cent post the ban.

Understanding the fall in household savings
Subject: Economy

Section: National Income
Context Recently released data showed thatihe u s e h o | d s eio tinancid assets has showgrs sharp declirie 1o
per centof GDP in 202223.

Key Points
1 From201112 to 201920, thefinancial savingsof the household sector have moved maarow range of 7 to 8 per
centof Gross National Disposable Income (GNDI)

How household savings affect the econorfly

1 That is, the transferable savings ratio of the economy has come down and this will ‘affect the borrowing progrg
the government and corporate sector.

1 There is likely to be budget stress if the household gavéte stays at low levels.
1 The way out is to ensure that Gross Financial Assets of household sector go up, if financial liabilities are to rise.

Explaining the role of Household financial savings

1 Asarule, the acceptable levelfisical deficit of the Centre and the States taken together is taken to be & pend
centof GDP.

1 This is based on the assumption thatisehold savingsvill be around7 per centof GDP and the net inflow of
resources from abroad will be around 2.5 per cent of GDP.

1 This borrowing space of 9.5 per cent of GDP.could be shared by:the government to the extent of 6 per cent of
by the public sector enterprises to the extent of 1 to 1.5 per cent of GDP, leaving the remaining borrowing spa
2.5 per cent forhte private corporate sector.

1 Thus, if the savings rate of the household sector fell to 5 per cent of GDP permanently, we cannot have the 6
rule. The fiscal deficit will have to be lower. This will put the budgets under a stress.

Note: National Disposable Income is the sum.of the disposable incomes of all resident institutional units. Gross Nation
Disposable Income measures the income available to the nation for final consumption and gross savings.

What 6s the | ink between GDP growth and employment in |
Subject : Economy

Section: Employment
Key Points

1 It is generally believed that fast GDP growth will automatically bring aleooployment. But this is not necessaril
correct, as the growth can be with or without much employment generation.

b mpt

Imme

nd

1 For a country like India, with surplus labour, growth is expected to be labour intensive, unlike labour scarce cguntrie

where growth is caml intensive. But this does not always hold true as can be seen in the case of India.
How to'compare employment generation in relation to growtR
1. A good way to measure this relationship is to looleraployment elasticity of growthd it is the extent to wtich
employment grows when GDP grows by one unit
1 ltis calculated by dividing the employment growth rate by the output growth rate.
Employment Elasticity:
1 Employment elasticity is measure of the percentage change in employment associated with a 1 percentage pdg
change in economic growth.

1 The employment elasticityndicates the ability of an economy to generate employment opportunitieor its
population as per cent of its growth (development) process.

o0 An employment elasticity of limplies that with every 1 percentage point growth in GDP, employm

increases by %.

A An employment elasticity of 1 denotes that employment grows at the same rate as econom

growth.
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o Elasticity of 0 denotes that employment does not grow at all, regardless of economic growth.

o Negative employment elasticitydenotes that employment shrinks as the economy grows. Tdrigcial as it is
commonly believed that economic growth alone will increase employment.

A Thenegative employment elasticity in agricultureindicates movement of people out of agriculture
other sectors where wage rates are higher.

A However, thenegative enployment elasticity in the manufacturingsector was a cause of concet

particularly when the sector has shown positive growth in output.

1 Jobless growth means that the high growth in GDP did not accompany a similar growth in employment, restfliting |

alow Employment Elasticity.

Period Non-agricultural value Non-agricultural Non-agricultural

es and notes - RBS Database of the Indian Economy, RBI KLEMS, NSSO Employment-Unemployment Surveys, Period

Lobour Force Survey. This is adapted from
Recent trend in employment elasticity

1 As can be seen, employment elasticity has consistently fallen between 1983 and 2017, showing that a 1% in
GDP leads to a less than 1% increase in employment.

1 It is noteworthy howemployment elasticity went up so sharply in the last few years. Highlighted in circles, we cgn see

that nonfarm employment growth rate improved during'this period.

91 Itis also true that the employment elasticity calculation'was helped by the fact timantfagm output growth (the
denominator in this formula) also fell quite sharply.

1 In addition the majority of employment generation in this phase has beamngstfyment.

1 In 2020621 (pandemic yearjegular wage employment fell by 2.2 million But this netchange hides aimcrease in
formal employment by 3 million and aloss of about 5.2 million of semi and informal regular wage employment.

State of Working India (SWI 2023)
1 The study has been brought out by.the Centre for Sustainable Employment withnth@remji University .
1 SWI 2023 report has used official employment and unemployment data to arrive at the results.

1 SWlanditfocusesonalongun view of Indiads structural transf
social identitiescaste,‘gender, and religion:.

1 SWI 2023 analyses data from 1983 t0-2023 and uses a whole host of official data sources Rehimtiing Labour
Force Surveys(PLFS), the National Family Health Surveys (NFHS), as well as Census 2011 and Economic
Census 201&among others.

New angel tax rules bring clarity to valuing startup investments
Subject : Economy.

Section: Capital Market
In News The amended rulewme aimed at bridging the gap between the rules outlined in FEMA and the Income Tax.
Key Points

" The Income Tax department has notified rules for valuation of equity and compulsorily convertible preferable
issued by startups to resident and-nesdent investors.

1 As per the changes in Rule 11UA ef Irules, which comes into effect from September 25, the Central Board of
Taxes (CBDT) provides that the valuation of compulsorily convertible preference shares (CCPS) can also be
thefair market value of unquoted equity shares.

1 The change is significant as most of the investments in India by VC funds is through the CCPS route only.

1 Extension of 10% safe harbour to CCPS investments as it was earlier meant for equity shares will givy neaggsa
of safety for taking care of foreign exchange fluctuations.

What are the benefits:

1 The amendments to Rule 11UA of the Indian Income Tax Act bring positive changes by offering taxpayers flexibi
through multiple valuation methods, simplifyirigetvaluation date consideration, incentivising venture capital
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investments, facilitating investments from notified entities, providing clarity on CCPS and encouraging foreign
investments.

Angel Tax

1 The CBDT had in May come out with draft rules on valuation of funding in unlisted and unrecognised startup
levying income tax, commonly termed as 'Angel Tax' and had invited public comments on it.

1 The amended rules are aimed#tiging the gap between the rules outlined in FEMA and the Income Tax.

1 Sofar, only investments by domestic investors or residents in closely held companies or unlisted firms were
over and above the fair market value. This was commonly referredaio @angel tax.

1 The Rnance Act, 2023 has said that such investments over and above the FMV will be taxed irrespective of
the investor is a resident or nogsident.

1 Post the amendments in the Finance Act, concerns have been raised over theloggtbédalculation of fair
market value under two different laws. This amendment aims to correct that.

Note Angel investors are wealthy private investors focused on financing small business ventures in exchange for eq
Unlike a venture capital firmhit uses an investment fund, angels use their own net worth.

SEBI may set up panel to clear the 6promoterd tag muddgl e
Subject : Economy
Section: Capital Market
In_ News Securities and Exchange Board of India (SEBI) may set up a committee under Assaciation of Investment Balpkers
India (AIBI).
Key Points
1 AIBI an industry body representing investment bankers, will‘take up.the issue of promoter classificitiowerfs and
investors of companies headed for initial public offerings.
What is the problent?
1 Many issuers have identified themselves as professional managers, not promoters, in draft prospectus for tje ini
public offering (IPO)
1 A promoter has to be dahtified at the time of filing thdraft red herring prospectus for an IPO.
1 Several issuers in the past had identified themselves as professionally managed comiffenuésan identifiable
promoter.
1 SEBI has beenudging founderswith a stake of.O per cat or more to classify themselves as promoters at the timejof
filing the draft prospectus for public share sales.
Obligations of promoters
T The mini mums<promotersd contribution of -lgtig. Ip additior the |t i
promoter tag comes with higher regulatory.obligations.
9 This could especially impact newge “companies where the founder és hall d
dilution to private 'equity (PE) players
1 ICDR Regulations (Issue of Capital and DistloeRequirements) define promoter as someone who is in control of tjpe
company
91 Currently,there are no regulations on minimum promoter holding which is why regulators are grappling with th
distinction between promoters and founders.
GIFT
Subject : Economy.
Section: Capital Market
In News MCA, DEA in talksondirect listingrulesfor starups
Key Points
1 Corporate Affairs Ministry (MCA) is in talks with the Department of Economic Affairs (DEA) in the Finlslintistry to
frame rules for enabling the direct listing of Indian companies, includingiptaron overseas exchanges at the GI[FT
City in Gujarat.
T GIFT City is the countryds sole I nternational Finalnci
1 Government is currentlpotused on enabling direct listing of Indian companies in GIFT City before looking at alloyving

them to list directly overseas.
1 This would enable starps and companies of like nature to access the global market through GIFT IFSC.

1 Currently, Indian compangecan access overseas equity markets only through depository receipts or by listing thefir dek

securities on foreign markets.
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1 The Centre haih 2020 amended the Companies Act allowing the direct listing of Indian companies on foreign
stock exchangesbut he necessary framework has not been put in place so far.

Private equities, Venture Capitals cash in on market rally
Subject :Economy

Section: Capital Market
Context: Offers for sale in last five 5 years much higher than fresh issuances.
Key Points

1 Offers for sale by private equity (P/E) and venture capital (VC) firms have been significantly higher than fresh isguanc
of capital between 2018 and 2023.

Private equity (PE)

1 Private equity (PE) is a form of financing where money, or capital, is invested into a privately held company.

1  Typically, PE investments are made into mature businesses in traditional industries in exchange for equity, or
ownership stake.

1 PEis a major subset of a larger, more complex piece of the financial landscape known.as the private-markets.
1 How does private equity work?
0 To invest in a company, private equity investors raise pools of capital from limited partners (LPs) to fo

fund.
0 Oce theybdbve hit their fundraising goal, they
PE investors may invest in.a company thatds s

0 When a PE firm sells one of its pfmdio companies to another company or investor, the firm usually mak
profit and distributes returns to LPs that invested in‘ts fund.

0 Some PEbacked companies may also go public:
1 What is a private equity firm?

0 A private equity firm is a type of invasent firm. They invest in/businesses with a goal of increasing thei
value over time before eventually selling the company at a profit.

o Similar to venture capital firms, PE firms use capital raised from limited partners (LPs) to invest in pro
private companies.

o Unlike VC firms, PE firms often takermajority staked 50% ownershipor moré& when they invest in
companies.

o Private equity firms usually have majority ownership of multiple companies at once. A firm's array of
companies is called.its portfoliand the businesses themselves, portfolio companies.

T PE funds vs. hedge funds

0 Both private equity funds and hedge funds are restricted to accredited investors. However, the bigges
differencesbetween PE funds and hedge funds are fund structure anchémigargets.

0 Hedge fundstend to operate in theublic markets, investing in publiciytraded companies while PE funds
focus on private companies.

o Unigue characteristics‘of private equity:
A | PE firms often invest in mature businesses in traditiowistries.

A~ Using capital committed from LPs, PE investors invest in promising compatyp&ally taking a
majority stake (>50%).
Unique characteristics of venture capital:

1" VC firms often invest in tecfocused startups and other young companies in skei.

1 Using committed capital, VC investors usually take a minority stake (<50%) in the companies they invest in.

1 Most of these companies are not fully established or profitable, so they can be risky invéstonémtith that risk
comes the opportunity fdig returns.

1 Salesby PEs and VCs amounted to aro&b billion compared with abow#10.4 bnworth of capital issuances.
1 Selldown is quite concentrated in the case of promoter sales butbased across sectors in the case of PE investor
1 What doesthe selling indicate?
o Selling by promoters largely reflects strategic compulsions such as debt management.
o Selling by PE players reflects tactical or price considerations.

1 PE and VC players have made exits via the Initial Public Offering (IPO) routalsmdold share in block deals in th
secondary market.
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1 The exits have accelerated in the current year thanksttoray rally in the markets.

1 A good appetite from both foreign and domestic institutional investors as also retail investors has helged Hikrer
their entire stakes or pare their holdings.

1 Changed holding in public companies

0 As a result of promoter sallowns, the promoter holding in the B2B0 Index has fallen to 48.8% in the Jurje
quarter (for which the data is available) from 50.i8%he December, 2022 quarter.

0 The combined holding of domestic investors (Mutual Funds, local institutions and retail investors) has ingrease
by 90 basis points to 23.5% at the end of the June quarter.

0 The holding of Foreign Portfolio Investors has ea&sed by a modest 26 bps to 21.7% over the same period
0 The holding of others (AlIFs, PMS fall under this category) has increased 31 bps to 6%!

Public debt

Subject :Economy

Section: Fiscal Policy
Context: Gover nment

s total gross debt i ncr e ascominBprilJinethis fiscals

a Finance Ministry report said. The Iliabilities stood fat

What is Public Debt?

What are the types of Public Debt?

1 In the Indiancontext, public debt includes the total liabilities of the Union government that have to be paid fron the
Consolidated Fund of India.

0 Sometimes, the term is also used to refer to the overall liabilities of the central and state governments.
o However, the Uion government clearly distinguishes its-debt liabilities from those of the states.

A 1t calls overall liabilities of both the Union government. and states as General Government Debt (GGD!

or Consolidated General Government Debt.

0 Union government relieReavily on market borrowing to meet its operational and developmental expendfture.
The study of public debt involves the study-of various factors such asod€idP ratio, and sustainability ang
sources of government debt.

0 The fact that almost a fourth tfe government expenditure goes into interest payment explains the magijitude
of the liabilities of the Union government.

Internal Public Debt versus External Public Debt

1 The Union government broadly classifies its liabilities into'two broad categories.

1 The debt contraedagainst the Consolidated Fund of Indids defined as public debt and includes all other funps
received outside Consolidated‘Fund: of India under Article 266 (2) of the Constitution, where the government meiely ac
as a banker or custodian.

1 The secondype of liabilities is calleghublic account

1 Over the years, the Union government has followed a considered strategy to reduce its dependence on foreign Ilggans i
overall loan mix.

1 External loansare notmarket loans. They have been raised from institutional creditors at concessional rates. Njost o
these external loans are fixegte loans, free from interest rate or currency volatility.

1 Internal debt constitutes more than 93% of the overall public debt.

0. Internal loans that make up for the bulk of public debt are further divided into two broad cafieguaid®table
and normarketable debt.

A Dated government securities-&ecs) and treasury bills {@ills) are issued through auctions and fall |p
the categor of marketable debt

A Intermediate treasury bills (with a maturity period of 14 days) issued to state governments and|{publi
sector banks, special securities issued to National Small Savings Fund (NSSF) are classiied [as
marketable debt

Sources of Pullic Debt: Dated government securities ors8cs Treasury Bills or Thills, External AssistangeShort term
borrowings Public Debt definition by Union Government

The Union government describes those of its liabilities as public debt, which are contgaiest the Consolidated Fund dff
India. This is as per Article 292 of the Constitution.

Public Debt Management in India

1 As per Reserve Bank of India Act of 1934, the Reserve Bank is both the banker and public debt manager for thle Uni

government.

1 The RBIhandles all the money, remittances, foreign exchange and banking transactions on behalf of the Governipent.
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1 The Union government also deposits its cash balance with the RBI.
Public Debt versus Private Debt

91 Public Debt is the money owed by the Union goveentmwhile private debt comprises of all the loans raised by priy
companies, corporate sector and individuals such as home loans, auto loans, personal loans.

What is Debtto-GDP ratio?

1 The debtto-GDP ratio indicates how likely the country can pay tdfdebt. Investors often look at the déBiGDP
metric to assess the gover nmen{toéGOP rativd Have tfuglledoe€onomic oriag
worldwide.

1 The NK Singh Committee on FRBM had envisaged a-tie@DP ratio of 40 pecent for the central government and 2
per cent for states aiming for a total of 60 per cent general governmerto-d2be.

Environment
Protect world heritage sites to conserve biodiversity: UN
Subject: Environment
Section: Biodiversity
Context:

1 Protectingworld heritage sitescan help conserve biodiversity and meet the targets set biuhming -Montreal
Global Biodiversity Framework (GBF), according to a joinhssessment QyNESCO andIUCN.

Biodiversity in UNESCO WHS:
1 The total oft157World Heritage sitestake uponly 1 percento f t.he eart hés sur face.

1 UNESCO World Heritage sites (WHS)are home t&5,000 species of plantgand over30,000 species of mammals,
birds, fish, reptiles andamphibiansd afifth of all the species mapped globally.

1 Today, up tol/3 of remaining elephants, tigers and pandas can be found in these sites, as well as at least one in
apes, giraffes, lions and rhinos.

1 They are homeotall remaining Javan rhinos, vaquitas( t he wor | d6s s npink ibuaras, as wal tasa
more than half of alBumatran rhinos, Sumatran.orangutansandmountain gorillas.

1 Threats to these WHS: agriculturalexpansion, infrastructuredevelopmednbaching overexploitationof resources
climate changandproliferation of invasive species.

These WHS are instrumental in:
1 Maintaining a beneficial relationship between human beings and nature
1 Conservation of water resources
1 Opportunity for people to ea‘a livelihood through‘sustainable work
1 Strengthen the link between nature and culture
World Heritage List:

1 The United Nations  Educational, Scientific and Cultural Organization (UNESCO) seeks to encourage th
identification, protection. and preservation ailtural and natural heritage around the world considered to be ¢
outstanding value to humanity. It haS\@rld Heritage List for the same.

1 This is embodied in aimternational treaty called theConvention concerning the Protection of the World Cultural
and Natural Heritage, adopted byyNESCO in 1972

International Union for Conservation of Nature (IUCN):
1 ~IUCN is a membership Union uniquely composed of both government and civil society organizations.
' CreatediMl948IUCNhas evol ved i mdtand rmobkteivers®eaenlirahdmentalinetwork.
9" Itis headquartered iBwitzerland.
1

The IUCN'Red List of Threatened Species i s t he worl dbés most compr ehen
status of plant and animal species.

1 ThelUCN World Heritage Outlook provides conservation outlook assessmentsalfaratural World Heritage sites.
About the Kunming-Montreal Global Biodiversity Framework (GBF):

1 Adopted in15th COP of UN-CBD held inMontreal, Canadain 2022.
The framework hag long-term goalsto be achieved b2050and23 targetsthat the world needs to achieve 2830.
In 202Q the world failed to meet the last set of targetsAichi Targets.
The countries will monitor and report every five years or less on a large set of indicatocstoefategress.

The CBD will combine national information submitted by late February 2026 and late June 2029 into global tren
progress reports.
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50 most polluted regions of world in Indiabds northern
Subject:Environnent

Section: Pollution

Context:Thewor | dés 50 mo s tbelgngtb thaNorteedh Plaiesgof lndia,sshowed theAir Quality Life Index
(AQLI) report for 2023by theUniversity of Chicago.

Key Findings:
1 Particulate pollution has increased over time. Frdr@98to 2021,average annual particulate pollutimcreased by 61
per cent,furtherreducing life expectancy by 3.2 gars.
91 Delhi is the most polluted city in India and the world.

1 Seven states and Union territorieghat includeBihar, Chandigarh, Delhi, Haryana, Punjab, Uttar Pradeshand
West Benga)] comprise a majority of this region.

1 Innorth India, fine particulate aollution (particulate matter 2.5hortens lives by eight years.

1 Inthemost polluted region of the Northern Plainsd thenational capital territory of Delhi 6 18 million residents
are on track to lost1.9 years of life expectancgn average relative tthe World Health. Organization.guidelinesand
8.5 yearsrelative to thenational guidelineif current pollution levels persist.

1 Even in theleast polluted district in the regiond Pathankot in the state oPunjab & particulate pollution is more
than seventimesthe WHO guideline, taking3.1 years off life expectancyf current levels persist.

High pollution density:

1 North plains (with38.9 percentof | ndi ads popul at i annuglaverage particutate potlugoa g
levelis 17.3 times higherthan theWHO guideline.

1 Ther egi onds p o p islheatlythreentimes éhat ofithe yest of the country, meanimpre pollution from
vehicular, residential andagricultural sources.

About Air Quality Life Index (AQLI):

1 AQLI is apollution index thattranslategparticulate air pollution into the most important metric that exidts: impact
on life expectancy

1 Developed bythei ver sity of Ch i c' abgstingusshedviSetvitedPnofedsar in €abmomios, Michg
Greenstone, and his team at Breergy Policy Institute at theUniversity of Chicago (EPIC).

1 The index also illustratdsow air pollution:policies canincrease life expectancyvhen they meetth&d/HOd s g u i
for a safe level of exposureexisting national air quality standards or user-defined air quality levels.

91 This information carelp inform local communities and policymakersabout the importance of air pollution policiefp

in concrete terms.
What are the Initiatives Taken for Controlling Air Pollution in India?
1 System of Air Quality and Weather Forecasting and Research (SAFARYortal.

1 Air Quality Index: AQI has been developed faight pollutants viz. PM2.5, PM10, Ammonia, Lead, nitrogen
oxides,Sulphur dioxide, ozone, and carbon monoxide.

1 Graded Response Action Plarffor Delhi).

1 For Reducing Vehicular Pollution:BS-VI Vehicles,Push for Electric Vehicles (EVs),O&ven Policy as an emergenc
measure (for Delhi).

1 New Commission for Air Quality Management
1 Subsidy to farmers for buyingurbo Happy Seeder (THS) Machinefor reducing stubbléurning.

National Air Quality Monitoring Programme (NAMP): UnderNAMP, four air pollutants viz. SO2, NO2, PM10, and PM2
have been identified for regular monitoring at all locations.

Progress in National Mission for Clean Ganga (NMCG)
Subject: Environment

Section: Pollution
1 Launched in2014
f Outlay: 20, 000 Crore
0 80% of the outlay is for the purpose of settiBggwage treatment Plants (STPs).
1 Core Objective: To ensure that no untreated sewage flows into the river.
1 Stepgakento achieve the objective: Installation of treatment plants along the ba@engh River

1 Progress:Till now treatment plants are capable of treatimly 20% of the sewage estimatedtie generated in the five
major states that lie along the river.

1 Future prospect: It is expected to increase to ab8326 by 2024 andabout 606 by 2026
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0 These calculations are premised on sewage to the tuiie 485 million litres per day (MLD) being geerated
in thefive Statesi Uttarakhand, Uttar Pradesh, Bihar, Jharkhand andWest Bengali through which the
river courses.

1 TheNMCG plans on setting upewage treatment plants (STPs}apable of treating aboit000 MLD of sewage by
2026 remaining capagitwill be set up by the states.

Picking up pace
1 AsofJuly 2023 STPs capable of treati®j665 MLD have actually been commissioned, and are now functional.

1 From 2014 when the mission was first announced 221, only 811 MLD of capacity was completed. In the lag
financial year202223, 1,455 MLD capacity was completed.

Dolphins thriving

—t

T Theri ver 6s w& hosvwithig presdrihed lynits of notified primary bathing water quality.

1 Dolphins and Indian carp (a fish specie that only thrive in clear water) populations are increasing whiclsignaof
improved water quality.

1 The typical parameters used by t@entral Pollution Control Board & such as thdevels of dissolved oxygen,
biochemical oxygen demangandfaecal colform d vary widely along various stretches of the river.

1 TheNMCG is now working to develop water quality index, on the lines of thair quality index, to be able to better
communicate about rivewater quality, he added.

Paris fumigated for 1st time as diseasearrying mosquito spreads, likely triggered by climate change
Subject: Environment

Section: Climate Change

Context:Paris health authorities sprayedinsecticidesi n publ i<c spaces ‘in the cityds|so
breeding grounds for mosquitoego check thespread of diseasearrying tiger‘mosquitoesfound to be rapidly expanding in
Europe.

Details:

1 Experts have linked their proliferation to climate chamyes was thefirst fumigation exercise in Paris.The aim is to
reduce the risk of dengue transmission.

Aedes albopictus:
1 Themosquito (Aedes albopictus)s aninvasive speciesnd isnative to the tropical areas &outheast Asia.
1 It wasfirst spotted in France in 2004

1 Ten years aggin 2013,the Aedes albopictus mosquitovas established i8 EU/EEA countries with 114 regions
being affected.

1 Now in2023 the mosquito.is establishedlfi countries and337 regions
Mosquito spread in European region:

1 Theestablishment of mosquito specieis defined as having sedustained mosquito populations that are overwinter|ng
and reproducing in a given administrative region.

1 The mosquito species Aeels albopictus,a knownvector of chikungunya and dengueviruses, is establishing itseli
further northwards andwestwardsin Europe, according to the latest data from ECDC.

1 Also, Aedes aegyptiknown to transmitlengue, yellow fever, chikungunya, Zikaand,potentially, West Nile viruses
has been established@yprus since2022and may continue to spread to other European countries.

T Themo s qui t o bas also peequite dapid across the rest of Europe

1 / There have been sporadic cases of the diseasesdchyshe mosquito in the continent, but the number of these lfpcal
infections have grown over the years.

1" Probable reason for spreadClimate changemay have a role to play in this.This is becausemer weather has
shortened'the incubation period for its egswhile winters are no longer cold enougtio kill off the pests.

What derives the process of atlantification in Arctic Ocean
Subject: Environment

Section: Climate Change

ContextNew research by an international team of scientis]s
since 2007.

Details:

1 The findings indicate that stronger declines in sea ice will occur when an atmosphere Kaatun as thérctic dipole
reverses itself in its recurring cycle.

48




1 The analysis helps explaimow North Atlantic water influences Arctic Ocean climate a process scientists ca
"Atlantification."

Atlantification of Arctic Ocean:

1 Atlantification is theincreasing influence of Atlantic water in the Arctic. Warmer and saltier Atlantic water is exter]
its reach northward into the Arctic Ocean.

1 This change in the Arctic climate is most prominent inBheents Sea a shallow shelf sea north 8tandinavig where
seaice is disappearing faster than in any other Arctic region, impacting the local and global ecosystem.

Key findings of the research:

1 Analysis shows that the Arctic dipole alternates in an approximabeysar cycleand that the system is prolalat the
end of the present regime.

1 IntheAr ct i ¢ pdesepfopg @ Digegime,leigh pressureis centered over theanadian sectorof the Arctic and
produce<slockwise winds.

1 Low pressureis centered over th&iberian Arctic and features counterclockwise winds. This wind pattern dcipesr
ocean currents with yearround effects omegional air temperatures,atmosph&eocean heat exchanges,sea drift
and exports, andecological consequences.

1 Water exchangesbetween theNordic seasand theArctic Ocean are critically important for the state of the Arcti
climate systemd and sea ice declime is.fia /true ind
1 Ocean responses to wind pattern:
o0 Decreased flow from thétlantic Ocean into the Arctic Ocean through theFram Strait east ofGreenland,
along with increased Atlantic flow into thligarents Sealocatednorth of Norway and westerfiRussia
0 These alternating changes in thegam Strait and the Barents Seaare ‘referred to as & s wi t ¢
me ¢ h a ndausad by the Arctic dipole regimes. This.mechanism can lead to potentially more suitable
conditions forsub-Arctic boreal speciesnear the eastern part of tB@rasian Basin relative to itswestern
part.

o Counterclockwise windsfrom thelow-pressureregion under the current positive Arctic dipole regime driy
freshwater from Siberian rivers into tBanadian sectorof the Arctic Ocean.
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Arctic compared td992through2006 The freshwater | ayeros depth
mix with the heavier saltwater below. The thick layer of freshwater prevents the warmer saltwater from
sea ice from the bottom.

0 This westward movement of freshwaterfrom 2007 to 2021 helped slow the overall loss of sea ice in t:lle

Fram strait:
1 The Fram Strait is the passage between Greenland and Svalbard.

1 The Greenland and Norwegian Seas lie south of Fram Strait, while the Nansen Basin of the Arctic Ocean lig
north.

1 Fram Strait is noted.for being the only deep connection between the @azan and the World Oceans.

1 The dominant oceanographic features of the region ard/ds Spitsbergen Currenton the east side of the strait an
the East Greenland Currenton the west.

Norway ::

I ndi ads iconic raptors are declining fast, warns new 1
Subject :Environment

Section: Species in news

Context: Il ndiabs r aedciningfastarldithe ieasons for the dediye)are poorly understood, according {
State of I ndiabs Birds 2023: rBeasedanAugtist25,2@R3., and consenr

What does the report say?
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Declining vulture population:

Other threats to vultures:Electrocution from power line$ssue of acaental poisoning
Role of vultures:

Positive trends in the report:

Coral breach: A silent, catastrophic.invasion has happened in the Gulf of Mannar; here is how

1 Raptors are in decline globally due to:
0 loss of habitat,
0 pesticide accumulatioarriers have declined in their breeding range in Europe due to pesticide use. Hirriers
winter in India and some, like the Pallid Harrier have shown a 70 per cent decline.
o targeted killing.

1 All woodland species, and/hite-eyedBuzzard andCommon Kestrelamong generalists continue to decline at a lowler
rate than earlier.

91 In contrast,open country specialistsshow a particularly strong decline both in the long term and currently, althgugh
Black-winged Kite andWestern Marsh Harrier show trends that are roughly stable in the long term.

1 Some raptors in India are on the decline as they need large tracts-qibigl habitat to serve their dietary needs whigh
the country no longer has.

0 An example of this is th&awny Eagle. It is becoming increasingly difficult to see today and is of High
Conservation Concern like many other large raptors.

1 International Day for Vulture Awareness: 2 September

T I ndi a0 s populations stareed plummeting in th890s due to the widespread use di€lofenag a nonsteroidal
anti-inflammatory drug (NSAID), in veterinary medicine. When vulturesfed. on the carcasses of animals treateq| with
diclofenac, they experiencedlidney failure, leading to their rapid decline. Poptibns of some vulture species haye
decreased by ové®9 per cent,pushing these birds to the brink of extinction.

1 Thediclofenac ban(since 2006) may have slowed vulture declines in some places, but the analyses in this reporf shov
that countrywide, vulires continue to decline: Indian Vulture/by over 8% every year,Rattheaded and White
rumped Vultures by over 5% and 4% respectively.

1 SeveralNon-Steroidal Anti-Inflammatory Drugs (NSAIDS), including diclofenac and aceclofena¢ continue to be
produced ér human use and can thus be used for livestock as well.

1 Besides drugs, vultures are now facing challenges in that carcasses are being buried. Moreover, feral dogs conjpete
the birds at carcass dumps. Carcasses poisoned to kill feral dogs oftenuttameedeaths as collateral damage.

1 Recently the Government has banaedclofenac and ketoprofenBut Nimesulide, anotheiNSAID that is also harmful
to vultures, still remains in use.

1 Vultures play a critical role in_maintaining the ecological balance by scavenging ungulate carcasses and prevejnting
spread of diseases.

1 There are some positive'trends too.

1 Generalist spees like Shikra, Booted Eagle, Greater Spotted EagleandBrahminy Kite (which occupy a range of
habitats, including human habitats) amdodland speciesppear to have suffered the least declines in the long term.

Subject: Environment

Section: Biodiversity

Context:

Kurusadai island:

Coral bleaching due to Kappaphycus seawee

1 ~An investigation othree coral coloniesadjoining Kurusadai island of the Gulf of Mannar Marine National Park
along theTamil Nadu coastling shows them to be grey and eerie, an indication of coral bleaching.

9 Itis one of the 21 uninhabited islandshat form theGulf of Mannar Marine National Park along theTamil Nadu
coastline

1 The 21 islandscame under the control of tHerest department in 1986 which established the national pabk a
10,500 sq km reserve thatashabitat for theare seacow, dolphinand dozens aforal specied the same year.

1 Tourism was not allowed till 2022, after that it is being opened for tourism. The other 20 islands are still cloged fo
tourists.

1 The corals provide shelter to myriad marine life, protect against storms and support livelihoods through fishellies al
tourism.
1 Prime threats: Kappaphycusalvarezii, a seaweed (alga) species deliberately introduceBaimanathapuram for
commercial cultiation.
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1 Thelnternational Union for Conservation of Nature listsitasone of t he wor |l dés .100 nfo st
1 Asof 2021, Kappaphycus has invaded six of the 21 islands of the Gulf of Mannar.

1 Theseaweed grows fastdoubling its size irl5-30 days and thrives on live coraB unlike native seaweeds, whicl
typically grow on dead corals.
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Continued cultivation of kappaphycus:

1 Currently, about750 farmers are engaged in seaweed farming, primaf{gppaphycus in..18 villages of
Ramanathapuram.

0 Pudukottai, Thanjavur, Thoothukudi and Kanyakumari are the other four districts of the state where the
alga is cultivated.

1 Kappaphycusis also likely to be cultivated i a mi | Nadu®bs pr opmopesed bysthe @zemterd&mion pffa r |
Budget for 202122

0 The park is likely to function asvo hubs: a seaweed-hank WMalamavoor village in Ramanathapuram and a
processing hub for factories for seaweed produdtuigukottai.

1 In 2021, Indiacultivated around4,000 tonnesf seaweed. The Centre earmarksl 800 crore to increase seaweeq(
production to85 million tonnesby 2025.

1 Industrial use of kappaphycus:

o National research institutes and companies areirforeased cultivation of Kappaphycusto improve
livelihoods, profitsandtor e d uc e | ndi a @a-calirageenanapolysatchatidegxtracted from the
alga that finds use imdustrial gums and as amoothening agenin ice cream, toothpaste, jellies, medicingl|s
and paint.

0 India produced00-132 tonnesf carrageenana’year andmports 1,8002,000 tonnes
Sequence of events:
1 Inthel960scommercial cultivation of kappaphycus began iméasive land of the Philippines

1 In the 1970sit was introduced. irHawaii, -and spread to 6km from the area where it was introduced. It cajised
considerable damage tGoconu Island .in Hawaii, Cubagua Island in Venezuela, Zanzibar in Tanzania and
Almirante andCristobal in PanamaandCosta Rica

1 In 1984Kappaphycusalvareziiof Philippine origin from Japan was introduced irOkha, Gujrat and Mandapam
town, Ramanathapuramof Tamilnadu by theCSMCRI.

1 In 200Q.it was introduced in th&ulf of Mannar Marine National Park by PepsiCa without a proper EIA.
1 The seaweed provided an annual income &f 0 @oOc@itivators.
1 In2005 theGoa-based\ational Institute of Oceanographynotedsigns ofbio-invasion.

o0 The Tamilnadu government dr2 december 2005prohibited cultivation of the species in sea waters betwien
the north of Palk Bay and south of Tuticorin district.

1 In January 2014, the invasive species was discovered on a new basdj islahd, located about 40 km south df
Kurusadai.

1 By 2019 the exotic species had extended its range to Valai and Thalaiyari islands.

1 In 2021 a multidepartmental survey fourtdo-invasion of Kappaphycusin both Valai island and the southern part {pf
Kurusadai island.

Livelihood at stake:
1 Repeated cultivation of the same fragment brought from Japan has reduced the quality and thus price of the sea\yeed.
1 Cost of seaweed farming is also high.

Government proposes in SC tech panel to evaluate carrying capacity of 13 Himalayan States
Subject: Environment

Section: Ecosystem
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What is the need of a committee?

il

f
il

Carrying capacity:

f
f

Assessing carrying capacity is important because:

1
f

India needs a single and comprehensive policy to tackle invasive species: Ankila Hiremath

Frequent landslides leading to deaths and destruction had led-avalwation of the loadarrying capacity of hill towns
and cities.

Earlier, the Centre had asked the 13 $ilites tassess the carrying capacity of their hill stations and submit the repqrt.
Committee is headed byDirector of the GB Pant National Institute of Himalayan Environment.

The carrying capacity is thmaximum population size that an ecosysim can sustain without getting degraded.

In the broader sense, carrying capacity also means that all plants and animals which an area of the Earth can [puppc
once.

It helps in identifying the upper limof development that the region can sustain without exceeding the carrying capJ[city.

Knowing the carrying capacity of an ecosystem helps in identifying the optimal level of resource use that will en
long-term sustainability of the ecosystem.

ure tt

Subject: Environment
Section: Biodiversity

Context:
1 Intergovernmental SciencePolicy Platform on Biodiversity and Ecosystem Services (IPBES$ all set to release itg
landmark report on invasive species.
Report title:
1 The status of Invasive Alien Species (IAS) and ways to control them:
Invasive Alien Species (IAS):
1 Alien species are animals, plants and microbes that have been introduced by humans to new regionsin@dgivese
alien species have negative impacts on nature.
1 Of the more than 37,000 alien species identified across the worldich8500 are invasive.
1 Of the 37,000, six per cent of the plants, 22 per cent of the invertebrates, 14 per cent of the vertebrates and 1fL fler cel
microbes are invasive.
1 For example:

Invasive Alien Species as a threat to biodiversity:

il

==

Steps taken:

1

o Diseases such as malaria, Zika and West Nile Fever are spread siyanaien mosquito species like Aedds
albopictus and Aedes.aegypitii.

Invasive alien species are one of the five major direct drivers of biodiversity loss globally, alongside landumsad [sea
changedirect exploitation of organisms, climate change, and pollution.

Example: The arrival of avian malaria; for instance, in Hawaii, wiped out a very large proportion of their bird specifs.
These species‘are more fire prone‘leading to more frequent forest fire

Invasive alien species have been a major factor in 60% and the only driver in 16% of global animal and plant exjinctio
that we have recorded, and at least 218 invasive alien species have been responsible for more than 1,200 local gfxtinct

In fact,85% of the impacts of biological invasions on native species are negative.
IAS costs the global econor®423 billion per year.

Birds in some islands (eg. New Zealand, Australia and Tasmania) are not familiar with invasive rats, as these bifds mc
their nests on ground. Many of them are flightless birds like: kiwi.

Some prominent invasive alien species:

o African catfish, Prosopis juliflora, Parthenon hysterophorus Lantana camara, Kappaphycus alvarezij
Water hyacinth, Black rat, European shore crah Caribbean false musselAedes albopictus and Aedes
aegyptii, Zebra mussel (a small freshwater musselBrown tree snake

Target 6 of the recently adopteBunming-Montreal Global Biodiversity Framework i s t o fAel i mifnat
reduceandomi t i gate the impacts of invasive alien speci s

Target 4ofl ndi ads Nati onal B iisspkcificadlyr facuisédyon thecprevention aRdl neamagemenf of
invasive species.

The Environment Protection Act,
The Livestock Importation Act, 1898
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The Act regulates the import of Livestock in India.
Section 1(Short title and local extent);
Section 2(Definitions);
Section 3(Power to regulate importation of laatock),
A Section 3A(Power to regulate Importation of laatock products);
Section 4(Power of State Government to make rules); and
Section 5(Protection to persons acting under Act).
9 The Plant Quarantine Rules.

o Plant quarantine is the legal enforcement of measures tonprfeviher spread or proliferation of pests that hajye
already invaded and settled in new restricted areas.

o Objectives of plant quarantine
A New strains of pathogens have been developed to control the spread of harmful diseases and p|sts.

A With the applicatia of the DIP Act 1914 and the Plant Quarantine (Import Control to India) Ofder
2003, imported agricultural products are controlled to prevent the invasion of foreign-pests and djjsease
harmful to Indian flora and fauna.
A As required by FraDBlant Pto®&idn” Conventienr (P&CE),i mants and plint

materials for export are controlled to ensure {fiest trade.

o0 The Plant Protection, Storage, and Storage Bureauwhich is part of theMinistry of Agriculture, is
primarily responsible for implementy the quarantine restrictions issued underDie Act. This agency is
responsible for the import and export of seeds and seedlings from ethnic minorities for commercial purpgges.

T oy ot afied pratotymexHow it will work, what advantages it offers
Subject: Environment

Section: Pollution

Context:Toyota unveiled aprototy pe of the Innova Hycrosswith aflex-fuel hybrid‘powertrain , itsfirst car in India with this
option, and one that the Japanese carmaker claimswsdhe'| d 6's f i\r £dampliBnbfex-fitetvehgle | |

Details:

o O O o

o

1 Toyota had displayed amported Corolla flex-fuel hybrid sedanas a pilot project late last year.

1 It was part of yjovernmentled push to commercially deploy this technology, which is already in use in markets such as
Brazil, Canada, and theJnited States.

Hycross prototype
1 TheHycrossflex-fuel prototype has @-litre Atkinson Cycle petrol engine coupled with arelectric motor.
1 Toyota claims the prototype
o Can run on petrol with more th@&9% ethanol blendingthat is currently mandated in India
o lIts performance would be at par with thargtard Hycross hybrid, even witthanolblended petrol.
o It will achieve low carbon emissions on a comprehensivetweltheel basis.

1 The Hycross flexfuel prototype would run60% of the time in the electric vehicle mode using energy stored in|the
batterypack.

1 The next steps includeurther finer calibration,Homologation (process of certifying that a vehicle is roadworjhy),
andcertification.

Flex-fuel'technology

1/ A flex-fuel vehicletypically has arinternal combustion engine (ICE)but it can run on morthan one type of fuel, or g
mixture of these fuels.

1 * The most common versions usbland of petrol and ethanol or methanol.

1 This is" made possible byquipping the engine with a fuel mix sensorand anengine control module
(ECM)programming that senses andiomatically adjusts for any ratio of designated fuels.

How these cars work

1 Most components in a flex fuel vehicle are the same as those in-pelyalars. But some speciathanolcompatible
componentsare required to adjust to the different chemicalperties and energy content in ethanol/ methanol, sucly as
modifications to théuel pump and fuel injection system

1 TheECM is calibrated to accommodate thigher oxygen content of ethanol

1 The hybrid engine would haveseparate spark plugs, piston ring tps, andvalvesto render them moreorrosion-
resistant, and amodified catalystin the exhaust system tower hydrocarbon emissions.

T The vehiclebs fuel filter and fuel |l ines have al sofl be
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1 According to IHS Markit, as of 2018, there were more tBammillion flex-fuel vehiclesin the US, but Brazil was the

KEY COMPONENTS OF A

FLEX FUEL CAR i~

ELECTRONIC CONTROL

MODULE

INTERNAL COMBLUSTION

ENGINE

FUEL INJECTION 2 d & FUBL TANK
BYSTEM THANOL

7 - & UEL U
i‘ % TN B EXHAUST SYBTEM
\‘\" L "':- PUEL Linee
N\ e 3
ANSMIBSION
~ BATTERY (Sodiree: LS Department of Fnevgy

BATTERY: The battery FUEL FILLER: A nozzle from FUELTANK
provides electricity to start a fuel dispenser attaches to (ETHANOL/PETROLU
the engine and power the receptacie on the vebicle BLEND): Stores fuel on
wvehicle electronics/ to Nl the tank board the vehicle 1o power
Accessories the engine

FURELINJECTION SYSTEM
FLECTRONN CONTROL This system introduces fuel INTERNAL COMBUSTION
MODULE (ECM): The ECM Into the cngine's ENGINE: Fuel s ingected into
controls the fuel mixture, combustion chambers for elther the intake manifold or
Egnition riining, and Ignition the combestion chunber,
ernissions system: monitors where it s combined with
the operation of the vehicle FUELLINE:A metal tube or Al and the alr/fued mixture

Nexible hose that transfors s lgnited by the spack from s
EXHALUST SYSTEM: The el froom the tank to the spark plug
exhaust system directs the engine's fuol injection
exhaust gases from the system TRANSMISSION: The
engine out through the ansmission transfers
tallplpe. A thrve-way catalyst FUEL UM A pump that mechanical poswer from the
Is designed to reduce transfers fuel from the tank engine and/or electric
engine-out erndssdons 10 the engine's fuel injection traction motor to deive the
within the exhaust system system via the fudd line wheels

Africa Climate summit and call for global carbon tax

biggest market and leaderin this segment.

-

APETROL BLEND)

Subiject : Environment

Section: Environmental conventions

Context:African leaders call for new global taxes to fund climate change action
More about the news:

1

What is the Africa Climate Summit (ACS):

African leaders proposetew global taxes tofund climate changeaction in a declaration thatill form the basis of
their negotiating position at November'€OP28 summit.

1

il

f
il

What is Africa.Climate Week (ACW):

1

Criminalizing wilful environmental damage is harder than it sounds

The Africa Climate Summit is dandmark event cohosted by the Republic of Kenya,the African Union
Commission (AUC)

It brings together Heads of State.and Governmentpolicymakers, civil society organizations, the private sectpr,

multilateral institutions, -and youth to. design and catalyse actions and solfgiooimate change in Africa by
providing 7a platform to deliberate on the nexus b
need to push for increased investment in climate action globaliand specifically in Africa.

Africa Climate Summit (ACS) is going to be hetdNairobi,Kenya.

The theme for this year's.summit iBriving Green Growth and Climate Finance Solutions for Africa and the
World.'

It is anannual eventthat brings together leaders from governments, businesses, intetii@nal organizations and
civil society to explore ways to reduce greenhouse gas emissions while adapting to the mounting fallout from the|
crisis.

ACW 2023 isorganized into four systemsbased tracks each focusing on specific themesergy systemsand
industry; Cities, urban and rural settlements, infrastructure and transport Land, ocean, food and water
Societies; health, livelihoods, and economies

ACW 2023 isorganized by the United Nations Framework Convention on Climate Change (UNFCCClYnited
Nations Development Programme (UNDP), United Nations Environment Programme (UNEP) and the World
Bank, with the support of regional partners: African Union (AU), United Nations Economic Commission for
Africa (ECA) and the African Development Bank (AfDB).

Subject: Environment

Section: Environment legislation

Maya Project of Mexico:
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Ecocide and ethnocidelnternational crime:

Ecocide:

Limitations to defining ecocide:

Why should ecocide be a crime?

Need for an ecocide law:

Wh at has been I ndiabés stance?

1 Mexico's 'Maya train' project, which aims to connect historic Maya sites with a route length of 1525 km, is being ¢alled
'‘Megaproject of death' or 'Pharaonic project' because it imperils Yucatdn peninsula of its rich wilderness, ancignt ca
systems, anthdigenous communities.

T The Tribunal for the Rights of Nature in August sali d

1 Ecocide derived fromGreek andLatin, translatesté ki 1 | i ng orfiedyi homenént oO.

T Such 6 ki | Icoudg éhclude port expansion projects that destroyragile marine life and local
livelihoods;Deforestation;lllegal sandining; andPolluting rivers with untreated sewage.

1 Mexico is pushing to elevate ecocide to the ranks dhternational crime, warranting similar legal scrutiny as genocide.

1 Extensive loss, damage to or destruction of ecosystems such that the peaceful enjoyment by the inhabitants hgs bee
wi || be severely di mini ollklidng oreatdres. e , ii nhabitant so |apr

1 There isno accepted legal definition of ecocideébut a panel of lawyers in June 2021 for 8tep Ecocide Foundation
prepared a 16%ord articulation.

o Ecocide, they proposed, const it ut e &nowletge thdt there ia & f u
substantial likelihood of severe and either widespread ortlemg damage to the environment being caused|by
those acts. o

1 The biologistArthur Galston in 1970is credited witkfirst linking environmental destruction with genocide, which is
recognised as anternational crime.

1 The Rome Statuteof the ICC deals withfour atrocities: genocide crimes against humanityvar crimes the crime of
aggression.

—

1 The provision on war crimes is the only statute that can ‘hold a perpetratongiedp for environmental damage, by
only if it is intentional and in wartime.

1 There are also many arguments against criminalizing ecocide.
T Words litle mdl omg Aiwi despread damage atermatabionabstr act and
1 The threshold to prov@ e ¢ 0 maydlsode too high.
il

Countries likeBelarus and Moldova s p e cinténiyonafd = dalelibefated d e st r uenvironroental didasters
are not caused intentionally or deliberately

1  Without any significant cinges, théCC will not be unable to hold corporate entities criminally liable.

1 Ecocideis a crime inl1 countries with 27 others considering laws to criminalise environmental damage that is wilfplly
caused and harms humans, animals, and plants.

1 Most national definitions penalizefi ma’'s s destruction of flora and faunpho,
or idelaicbteiroantse capabl e of causing an ecological disgst

1 Deforestation of the Amazon; despa trawling or even the catastrophic 1984 Bhopal gas disaster could have| beer
avoided with ecocide laws in place, according to Stop Ecocidenational.

1 These laws could also hold individuals at the helms of corporations accountable.

1 _Ecocidelaws could also double up as calls for justice for-lawd middleincome countries disproportionately affectggd
by climate change.

1 Small nation-states like Vanuatu and Barbuda are already lobbying théCC to declare crimes against the
environment to beviolations of international law.

1 India has recognised rivers as legal entities with the right to maintain their spirit, idantitintegrity.
T The concept hasnét fully materialized in | aw yet.

1 InChandra CFS and Terminal Operators Pvt. Ltd. v. The Commissioner of Customs and Ors (201%he Madras
High Courtnot e d: it he prohibitory act i viedlybyecsrtaimdectien ofpeoplelbgy h
removing the valuable and precious timberso.

1 In an ongoing casd,.N. GodavarmanThirumulpad vs Union Of India &Ors, the Supreme Court called attention {p
anifant hropogamd carbgwesd t hat Afenvironment al justice| cc
principle of anthropocentric to ecocentrico.
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T I ndiabs | egi s | aatvis ervironfentlmandv @aoligicalv gosernance includes Eneironmental
(Protection) Act 1986 theWildlife (Protection) Act 1972, and theCompensatory Afforestation Fund Act (CAMPA)
2016,as well as separate Rules to prevent air and water pollution.

1 TheNational Green Tribunal, I ndi adbs apex envir onment asdictisnttoaheau rhattars b
related to thaVildlife (Protection) Act 1972, thelndian Forest Act 1927 and otheState-enacted laws

Disaster due to RussidlUkraine war:

T TheicCand Ukrainebds public prosecut or apseoftheNava Kakhovkae
dam, which unleashed a flood that drowned 40 regions, and released oils and toxic fluids into the Black Sea.

Laws governing forests of Northeastndia
Subject: Environment

Section: Environment legislation
Context:

1 On August 22, theMizoram Assembly unanimously passed a resolution opposing Hogest (Conservation)
Amendment Act, 2023 At o protect the rights and interest of |Jth

Why are the Northeast states opposing the amendment?

)
—

f The amendment allows the diversion of fforest land f
i mportance and concerning national sdercanlmesofcantrolywithootign
forest clearance under the Forest (Conservation) Act (FCA) 1980.

T Most of Indiads Northeast falls in this 100 km ranfge

1 Nagaland, Tripura, Mizoram andSikkim are opposing the FCA.
Grant of FCA clearances:

1 Special Constiitional protection$ Article 371A for Nagalandand371G for Mizoram i prohibit the application of any
law enacted by Parliament that impinges on Naga and-Mizo customary law and procedure, and ownership and t{fansfe
land and its resources.

1 Such laws cabe extended to these Statesy if their Legislative Assemblies decide thus in a resolutian

1 Nagaland extended the application of the FCA to government forests and such other forests and Wildlife Saijctuar
under the control of the State Government.

T Goernment forests make up only 2.71% of the Statedp R

1 Mizoram Union Territory became a State with tBenstitution (Fifty Third Amendment) Act 1986, addingArticle
371Gto the Constitution.

1 It stipulated thaall Central Acts'in force before 1986 are extended to the Statincluding the FCA.

1 Moreover, the powers of thautonomous District Councils in the three Sixth Scheduled areas n  Mi zor { m
extend to reserved forests.

1 So theFCA covers84.53% of forest areas that are notified faiesand 6,630 ha have thus far received FCA clearancg}.

1 The FCA is applicable in the rest of Northeastin Meghalayaand Tripura , the Sixth Schedule Areaswithin these
States, and iArunachal Pradesh Sikkim, andManipur .

1 Arunachal Pradeshrankedfirst amag these States FCA clearance(21,786.45 ha), followed byripura (9,051 ha),
Assam(5,261 ha)Manipur (3,604 ha)Sikkim (2,902 ha), antMeghalaya (807 ha).

FCA 1980 visa-vis the Northeast:

1 In1996 the Supreme Court expanded the térfh o r e s in thé RCA th ¢heGodavarmancase o finot ofpl vy
6forestod as understood in the dictionary sense, b ult
of the ownershipd called as the "deemed forest", tjhust

" These are recorddorests but not notified as forests.
More than half of the Northeastfecorded Forest Area (RFA).

1 Of this, 53% are unclassed forests controlled by individuals, clans, village councils or communities, and govejfned |
customary law and procedures.

1 The reamainder is notified forest controlled by the State Forest Departments.

1 RFA ranges from34.21% in Assamto 82.31% in Sikkim with Mizoram having 35.48%, Meghalaya 42.34%,
Nagaland 53.01%, Arunachal Pradesh 61.55%, Manipur 78.01%ndTripura 60.02%.

1 Of theseunclassed forestsange fromnil in Sikkim to 97.29% in Nagaland with 15.47% in Mizoram, 33.43% in
Assam, 42.96% in Tripura, 75.67% in Manipurand88.15% in Meghalaya

T The apeg996mwoudretrddr ought wunclassed for eeetcaptilagaland t heg F

==
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