INSTA PT 2021 EXCLUSIVE
PART -2
FEBRUARY 2021 – JUNE 2021

INSTA PT 2021 EXCLUSIVE PART-2 (ECONOMY)

Table of Contents

NOTES

Schemes / Government Initiatives .............................................................. 2
1.
2.

NATIONAL ASSET RECONSTRUCTION COMPANY LTD. (NARCL) .................................... 2
SMALL AND MEDIUM SIZED COMPANIES (SMC) .......................................................... 2

Banking Sector / Financial Sector ................................................................ 4
1. RBI’S SURPLUS TRANSFER TO GOVERNMENT .............................................................. 4
2. INFLATION TARGETING ............................................................................................... 4
3. G-SAP: SECURITIES ACQUISITION PLAN FOR MARKET BOOST ....................................... 5
4. WAYS AND MEANS CREDIT .......................................................................................... 6
5. 'ON TAP’ LICENCES ...................................................................................................... 6
6. M NARASIMHAM COMMITTEE .................................................................................... 7
7. BANKS BOARD BUREAU (BBB) ..................................................................................... 7
8. NATIONAL BANK FOR FINANCING INFRASTRUCTURE AND DEVELOPMENT ACT, 2021 .. 8
9. PROMPT CORRECTIVE ACTION FRAMEWORK .............................................................. 8
10. CENTRAL BANKS AND SUPERVISORS NETWORK FOR GREENING THE FINANCIAL
SYSTEM (NGFS) .................................................................................................................. 9
11. NATIONAL AUTOMATED CLEARING HOUSE (NACH) ................................................. 9
12. CURRENCY CHEST .................................................................................................. 10
13. DIGITAL TAX IN INDIA ............................................................................................ 10
14. IPO GREY MARKET ................................................................................................. 11
15. INDIA’S PUBLIC DEBT ............................................................................................. 11
16. CESS AND SURCHARGE .......................................................................................... 12
17. TAX ON EPF INTEREST............................................................................................ 13
18. ACCREDITED INVESTOR ......................................................................................... 13
19. INVERTED DUTY STRUCTURE ................................................................................. 14

Trends in the Economy .............................................................................. 15
Infrastructure: Energy, Ports, Roads, Airports, Railways etc. ..................... 16
1.

CHENNAI–KANYAKUMARI INDUSTRIAL CORRIDOR (CKIC) .......................................... 16

Departments / Agencies............................................................................ 17
1.
2.
3.

CENTRAL BOARD OF DIRECT TAXES (CBDT) ................................................................ 17
NATIONAL COMPANY LAW TRIBUNAL (NCLT) ............................................................ 17
REGULATIONS REVIEW AUTHORITY 2.0. .................................................................... 17

Miscellaneous ........................................................................................... 18
1.

HARMONIZED SYSTEM OF NOMENCLATURE CODE .................................................... 18

www.insightsonindia.com

1

InsightsIAS

INSTA PT 2021 EXCLUSIVE PART-2 (ECONOMY)

Schemes / Government Initiatives

NOTES

1. National Asset Reconstruction Company Ltd. (NARCL)
•
•
•
•
•

The bad bank — National Asset Reconstruction Company Ltd (NARCL) — has been
incorporated, with the Corporate Affairs Ministry giving legal recognition.
The capital structure will have a component of both equity and debt. Public sector banks led
by Canara Bank (12 per cent stake) hold controlling stake in NARCL.
The government will not have any direct equity contribution to NARCL. It will guarantee the
security receipts issued by NARCL, which will buy the bad loans from banks.
Already, PSBs have identified 22 assets (stressed consortium loans of over ₹500 crore) worth
about ₹82,500 crore that will be transferred to the bad bank in phases.
In the long run, stressed assets worth as much as ₹2-lakh crore are expected to be transferred
to NARCL.

What is an Asset Reconstruction Company (ARC)?
It is a specialized financial institution that buys the NonPerforming Assets (NPAs) from banks and financial
institutions so that they can clean up their balance
sheets. This helps banks to concentrate on normal
banking activities. Banks can sell the bad assets to the
ARCs at a mutually agreed value.
● The asset reconstruction companies or ARCs are
registered under the RBI.

The RBI has set up a committee
headed by Sudarshan Sen to
undertake a comprehensive review of
the working of asset reconstruction
companies (ARCs) in the financial
sector ecosystem and recommend
suitable measures for enabling them
to meet the growing requirements.

Legal Basis:
The Securitization and Reconstruction of Financial Assets and Enforcement of Security Interest
(SARFAESI) Act, 2002 provides the legal basis for the setting up of ARCs in India.
● The SARFAESI Act helps reconstruction of bad assets without the intervention of courts. Since
then, a large number of ARCs were formed and were registered with the Reserve Bank of
India (RBI) which has got the power to regulate the ARCs.
Capital Needs for ARCs:
● As per amendment made in the SARFAESI Act in 2016, an ARC should have a minimum net
owned fund of Rs. 2 crores. The RBI raised this amount to Rs. 100 crores in 2017.
● The ARCs also have to maintain a capital adequacy ratio of 15% of its risk weighted assets.

2. Small and Medium sized Companies (SMC)
The Corporate Affairs Ministry has expanded the turnover and borrowing thresholds for Small
and Medium sized Companies (SMC).
What is the change?
● The Corporate Affairs Ministry has increased the turnover threshold for SMCs to Rs 250 crore
from Rs 50 crore, and the borrowing threshold to Rs 50 crore from Rs 10 crore.
● SMCs are permitted to avail a number of exemptions under the Company (Accounting
Standards) Rules 2021 to reduce the complexity of regulatory filings for smaller firms.
Exceptions:
1. Banks, monetary establishments, insurance coverage firms and listed firms can’t be labelled
as SMCs.
2. Any firm which is both the holding firm and subsidiary of an organization that’s not an SMC
can’t be labelled as an SMC.
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What are the exemptions available to SMCs that are not available to other firms?
1. SMC are completely exempted from having to file cash flow statements and provide a
segmental break up of their financial performance in mandatory filings.
2. They can also avail partial reporting exemptions in areas including reporting on employee
benefits obligations such as pensions.
3. They are exempted from having to provide a detailed analysis of benefit obligations to
employees, but are still required to provide actuarial assumptions used in valuing the
company’s obligations to employees.
4. SMCs are also allowed to provide an estimated value in use of assets carried on their balance
sheets, and are not required to use present value techniques to arrive at the value in use of
assets.
5. They are also exempted from having to report diluted earnings per share in their filings.

NOTES

Share of MSMEs in India:
● Micro, Small and Medium Enterprises (MSMEs) have always played a vital role in the Indian
economy.
● Not only do the 6.3 crore MSMEs in India contribute one-third to the GDP of the country but
also provide employment to large sections of society.
● Moreover, the sector is a critical source of livelihood and provides nearly 110 million jobs.
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Banking Sector / Financial Sector

NOTES

1. RBI’s surplus transfer to Government
●

The Reserve Bank of India (RBI) transferred a surplus of Rs 99,122 crore to the government.
The bank also decided to maintain the contingency risk buffer at 5.5 percent.

Provisions in this regard:
The RBI, established in 1935, operates according to the Reserve Bank of India Act of 1934. The
act mandates that profits made by the central bank from its operations be sent to the Centre.
● As the manager of its finances, every year the RBI also pays a dividend to the government to
help with the finances from its surplus or profit.
A technical Committee of the RBI Board headed by Y H Malegam (2013), which reviewed the
adequacy of reserves and surplus distribution policy, recommended a higher transfer to the
government.
RBI’s Earning:
● Returns earned on its foreign currency assets, which could be in the form of bonds and
treasury bills of other central banks or top-rated securities, and deposits with other central
banks.
● Interest on its holdings of local rupee-denominated government bonds or securities, and
while lending to banks for very short tenures, such as overnight.
● Management commission on handling the borrowings of state governments and the central
government.
RBI’s Expenditure:
Printing of currency notes and on staff, besides the commission it gives to banks for undertaking
transactions on behalf of the government across the country, and to primary dealers, including
banks, for underwriting some of these borrowings.

2. Inflation targeting
The Centre has decided to retain the inflation target of 4%, with a tolerance band of +/- 2
percentage points for the Monetary Policy Committee of the RBI for the coming five years.
What is inflation targeting?
● It is a central banking policy that revolves around adjusting monetary policy to achieve a
specified annual rate of inflation.
● The principle of inflation targeting is based on the belief that long-term economic growth is
best achieved by maintaining price stability, and price stability is achieved by controlling
inflation.
Inflation Targeting Framework:
Now there is a flexible inflation targeting framework in India (after the 2016 amendment to the
Reserve Bank of India (RBI) Act, 1934).
Who sets the inflation target in India?
The amended RBI Act provides for the inflation target to be set by the Government of India, in
consultation with the Reserve Bank, once every five years.
Current Inflation Target:
The Central Government has notified 4 per cent Consumer Price Index (CPI) inflation as the target
for the period from August 5, 2016, to March 31, 2021, with the upper tolerance limit of 6 per
cent and the lower tolerance limit of 2 per cent.
www.insightsonindia.com
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3. G-SAP: Securities acquisition plan for market boost

NOTES

The Reserve Bank of India (RBI) has put in place a secondary market Government Security
Acquisition Programme (G-SAP) 1.0 for orderly evolution of the yield curve in FY22.
● Under the programme, the central bank will purchase government bonds of worth Rs 1 trillion
(or one lakh crores of rupees).
● Experts pointing out that this move is very similar to the quantitative easing programmes
initiated by central banks of advanced economies.
● But while the programme is styled like QE of advanced economies, the RBI has not gone that
path entirely. It’s QE is very short-term in nature, is restricted to G-secs and the intention is
not to stimulate the economy.
Significance:
● The GSAP 1.0 will provide more comfort to the bond market. As the borrowing of the
Government increased this year, RBI has to ensure there is no disruption in the Indian market.
● The programme will help to reduce the spread between repo rate and the ten-year
government bond yield.
● The G-SAP will almost serve the purpose of an Open market operations (OMO) calendar,
which had been on the bond market’s wish list for a long time.
While the G-SAP looks like a QE programme, it is not entirely so.
• One, the RBI has given visibility about the purchases in just one quarter. The quantum of
purchases can be much lower/higher in the subsequent quarters. Typical QE programmes of
other countries promise purchase of specified value of bonds for an extended period.
• Two, the QE programmes promise purchases of variety of securities such as mortgage backed
securities and real estate bonds in order to provide liquidity to specific sectors. RBI’s program
is limited to government bonds.
• The aim of the QE programmes in other countries is to impart liquidity in to the system to
promote growth. The aim of the G-SAP is not to infuse liquidity.

About Open market operations is already covered in previous Economy module
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NOTES

4. Ways and Means credit
The Reserve Bank of India (RBI) decided to continue with the existing interim Ways and Means
Advances (WMA) scheme limit of ₹51,560 crore for all States/ UTs shall for six months i.e., up to
September 30.
Significance of this move:
The availability of these funds will give government some room to undertake short term
expenditure over and above its long term market borrowings.
What are Ways and Means Advances?
● They are temporary loan facilities provided by RBI to the government to enable it to meet
temporary mismatches between revenue and expenditure.
● The government makes an interest payment to the central bank when it borrows money.
● The rate of interest is the same as the repo rate, while the tenure is three months.
● The limits for WMA are mutually decided by the RBI and the Government of India.
● States are allowed an overdraft facility (to borrow in excess of WMA limit) of 21 days.
Background:
The WMA scheme for the Central Government was introduced on April 1, 1997, after putting an
end to the four-decade old system of adhoc (temporary) Treasury Bills to finance the Central
Government deficit.

5. 'On tap’ Licences
The Reserve Bank of India had received four applications each
for on-tap universal private bank licences and small finance
bank licences.
● This is part of the RBI’s guidelines for such licences released
in August 2016 and December 2019 respectively.

What is On tap licensing?
It means the RBI window for
granting banking licences will
be open throughout the year.

What is Universal banking?
Who can apply?
It is a system of banking where banks
According to the guidelines released by the
undertake a blanket of financial services like
central bank in August 2016:
investment banking, commercial banking,
Eligible entities seeking universal bank licences
development banking, insurance and other
must be:
financial services including functions of
1. Individuals/entities with at least 10 years of
merchant banking, mutual funds, factoring,
experience in banking and finance at a
housing finance, insurance etc.
senior level or private companies or groups
with at least 10 years of successful track
record.
2. Groups or companies applying for such licences must have assets of Rs 5,000 crore or above
and the non-financial businesses don’t account for 40% or more of these assets.
To be eligible to apply for a small finance bank licence:
1. Individuals must have at least 10 years of experience in the banking and finance sector at
senior levels.
2. Groups, companies, existing payments banks, non-banking finance companies, microfinance
companies, local area banks and cooperative banks applying for these licenses must have at
least five years of successful track record.
Background:
In April 2014, the RBI had given in-principle approval to Bandhan Bank Ltd. and IDFC Bank to start
universal banking operations. IDFC Bank has since merged with Capital First Ltd. to form IDFC First
Bank.
www.insightsonindia.com
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6. M Narasimham Committee
Narasimham was known for being the chair of two high-powered committees on banking and
financial sector reforms. For instance, the idea of bank mergers and creating strong megabanks
was first mooted by the Narasimham Committee.
First Narasimham Committee Report:
Presented in 1991.
● It recommended the creation of a four-tier banking structure with three large banks on top.
● It also introduced the concept of rural-focused banks such as local area banks.
● It proposed a phased reduction in banks’ mandatory bond investment and cash reserve limits
so that banks lend money for other productive needs of the economy.
● It introduced the concept of capital adequacy ratio and proposed the abolition of the branch
licensing policy.
● The concepts of non-performing assets classification and full disclosure of accounts were also
recommended by the first committee.
● By proposing to deregulate interest rates, it brought in greater competition among banks.
● The committee introduced the concept of an asset reconstruction fund to take over bad
debts.
Narasimham Committee Report II – 1998:
In 1998 the government appointed yet another committee under the chairmanship of Mr
Narsimham. It is better known as the Banking Sector Committee. It was told to review the
banking reform progress and design a programme for further strengthening the financial system
of India. The committee focused on various areas such as capital adequacy, bank mergers, bank
legislation, etc.

7. Banks Board Bureau (BBB)
The Banks Board Bureau (BBB) may be entrusted with the job to select MDs and DMDs of a
proposed development financial institution (DFI) being set up to accelerate infrastructure
financing.
About the proposed DFI:
● The infrastructure financier, to be called the National Bank for Financing Infrastructure and
Development, is to anchor the ambitious National Infrastructure Pipeline (NIP).
About BBB:
It was set up in February 2016 as an autonomous body– based on the recommendations of the
RBI-appointed Nayak Committee.
● It was part of the Indradhanush Plan.
● It had replaced Appointments Board of Government.
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●

●

●

●

NOTES

It will make recommendations for
appointment of whole-time directors as
well as non-executive chairpersons of
Public Sector Banks (PSBs) and stateowned financial institutions.
The Ministry of Finance takes the final
decision on the appointments in
consultation with the Prime Minister’s
Office.
It also assists banks with capital-raising
plans as well as strategies to deal with bad
loans.
It guides banks on mergers and
consolidations and governance issues.

Composition:
Banks Board Bureau comprises the Chairman,
three ex-officio members i.e Secretary,
Department of Public Enterprises, Secretary of the Department of Financial Services and Deputy
Governor of the Reserve Bank of India, and five expert members, two of which are from the
private sector.

8. National Bank for Financing Infrastructure and Development Act, 2021
•

•

•

An Act to establish the National Bank for Financing Infrastructure and Development to
support the development of long-term non-recourse infrastructure financing in India
including development of the bonds and derivatives markets necessary for infrastructure
financing and to carry on the business of financing infrastructure and for matters connected
therewith.
The developmental objective of the Institution shall be to co-ordinate with the Central and
State Governments, regulators, financial institutions, institutional investors and such other
relevant stakeholders, in India or outside India, to facilitate building and improving the
relevant institutions to support the development of long term non-recourse infrastructure
financing in India including the domestic bonds and derivatives markets.
The financial objective of the Institution shall be to lend or invest, directly or indirectly, and
seek to attract investment from private sector investors and institutional investors, in
infrastructure projects located in India, or partly in India and partly outside India, with a
view to foster sustainable economic development in India.

9. Prompt Corrective Action Framework
The Reserve Bank of India had taken IDBI Bank Ltd out of its prompt corrective action list after it
found the state-run lender was not in breach of the central bank's parameters.
Background:
IDBI Bank was placed under the PCA framework in 2017 over its high bad loans and negative
return on assets, at a time when Indian lenders battled record levels of soured assets, prompting
the RBI to tighten thresholds.
What is Prompt Corrective Action (PCA)?
● PCA is a framework under which banks with weak financial metrics are put under watch by
the RBI.
● The RBI introduced the PCA framework in 2002 as a structured early-intervention mechanism
for banks that become undercapitalised due to poor asset quality, or vulnerable due to loss of
profitability.
www.insightsonindia.com
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●
●

It aims to check the problem of Non-Performing Assets (NPAs) in the Indian banking sector.
The framework was reviewed in 2017 based on the recommendations of the working group of
the Financial Stability and Development Council on Resolution Regimes for Financial
Institutions in India and the Financial Sector Legislative Reforms Commission.

NOTES

When is Prompt corrective action framework invoked?
The PCA is invoked when certain risk thresholds are breached. There are three risk thresholds
which are based on certain levels of asset quality, profitability, capital and the like.
What are the types of restrictions?
There are two type of restrictions, mandatory and discretionary. Restrictions on dividend, branch
expansion, directors compensation, are mandatory while discretionary restrictions could include
curbs on lending and deposit.
What will a bank do if PCA is
triggered?
● Banks are not allowed to
renew or access costly
deposits or take steps to
increase their fee-based
income.
● Banks will also have to
launch a special drive to
reduce the stock of NPAs
and contain generation of
fresh NPAs.
● They will also not be
allowed to enter into new
lines of business. RBI will
also impose restrictions on
the bank on borrowings
from interbank market.

10. Central Banks and Supervisors Network for Greening the Financial System
(NGFS)
•
•

•

The Reserve Bank of India (RBI) has joined the Central Banks and Supervisors Network for
Greening the Financial System (NGFS) as a Member on April 23, 2021.
Launched at the Paris One Planet Summit on December 12, 2017, the NGFS is a group of
central banks and supervisors willing to share best practices and contribute to the
development of environment and climate risk management in the financial sector, while
mobilising mainstream finance to support the transition towards a sustainable economy.
The Reserve Bank expects to benefit from the membership of NGFS by learning from and
contributing to global efforts on Green Finance which has assumed significance in the context
of climate change.

11. National Automated Clearing House (NACH)
•
•

National Automated Clearing House (NACH) is the centralized web-based inter-bank
payment/transaction processing system by the National Payments Corporation of India
(NPCI).
In simple words, NACH allows regular direct debit from a borrower's bank account towards
his loan repayments. This is directly credited to the lender's bank account.
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•
•

Offering credit and debit service to corporates, banks, and financial institutions, the service,
aimed at integrating all regional ECS into one National Payment System, is claimed to be
better than its predecessor, Electronic Clearing Service.
NACH System can be used for making bulk transactions towards distribution of subsidies,
dividends, interest, salary, pension etc. and also for bulk transactions towards collection of
payments pertaining to telephone, electricity, water, loans, investments in mutual funds,
insurance premium etc.

NOTES

12. Currency chest
•
•

Currency chest is a place where the Reserve Bank of India (RBI) stocks the money meant for
banks and ATMs. These chests are usually situated on the premises of different banks but
administrated by the RBI.
The money present in the currency chest belongs to the RBI and the money, kept in the
strong room outside the currency chest belongs to the bank.

How is the loss recovered in case of a crime resulting in loss of cash?
• As per the set guidelines, the bank, in which the currency chest is situated is liable to fulfill the
loss of the currency chest.
• The security of currency chests is the subject of the bank in which chests are situated. The
Reserve Bank of India (RBI) reimburses the security expenses to the bank as per the set
norms.

13. Digital tax in India
India was the one of the first countries to introduce a 6 per cent equalisation levy in 2016, but
the levy was restricted to online advertisement services.
However, India introduced the digital tax in April 2020 for foreign companies selling goods and
services online to customers in India and showing annual revenues more than INR 20 million.
Applicability:
India has expanded the scope of the equalisation levy over the last few years, to tax non-resident
digital entities.
● While the levy applied only to digital advertising services till 2019-20 at the rate of 6
percent, the government in April 2020 widened the scope to impose a 2 per cent tax on nonresident e-commerce players with a turnover of Rs 2 crore.
● The scope was further widened in the Finance Act 2021-22 to cover e-commerce supply or
service when any activity takes place online.
● Since May 2021, this also includes any entity that systematically and continuously does
business with more than 3 lakh users in India.
When will the tax not apply?
Offshore e-commerce firms that sell through an Indian arm will not have to pay.
● This means if the goods and services sold on a foreign e-commerce platform are owned or
provided by an Indian resident or Indian permanent establishment, they will not be subject to
the two percent equalization levy.
Why was it imposed?
The equalisation levy was imposed “to give level playing field between Indian businesses who pay
tax in India and foreign e-commerce companies who do business in India but do not pay any
income tax here.
Which other countries impose such a levy on digital sellers?
1. France imposes a three percent digital services tax.
2. In the ASEAN region, Singapore, Indonesia, and Malaysia impose a digital service tax.
www.insightsonindia.com
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3. Negotiations are underway at the Organisation for Economic Cooperation and Development
(OECD) involving 140 countries to overhaul international tax rules given the fast growth of
internet economies.

NOTES

GAFA tax— named after Google, Apple, Facebook, Amazon—is a proposed digital tax to be levied
on large technology and internet companies. France has decided to introduce the tax (3% tax on
revenues from digital activities).

14. IPO Grey Market
Paytm's stock had risen from ₹11,500 to ₹21,000 in four days in the grey market.
What is an IPO grey market?
Generally, when companies wish to raise funds to fuel their growth, they sell a part of their stock
on the stock market. This process is called an initial public offering, or IPO.
● But, an IPO grey market is an unofficial market where IPO shares or applications are bought
and sold before they become available for trading on the stock market.
● It is also termed a parallel market or an over-the-counter market.
Is it legal? How is it governed?
Since it’s unofficial, inevitably, there are no regulations that govern it. The Securities and
Exchange Board of India (SEBI), stock exchanges, and brokers have no part to play in it. These
transactions are undertaken in cash on a one-on-one basis.
What is the Kostak rate?
It relates to an IPO application. So, the rate at which an investor buys an IPO application before
the listing is termed the Kostak rate.
Why do investors trade in the Grey Market?
1. It’s an excellent opportunity for investors to purchase a company’s shares even before they
are listed, especially if they feel that the company’s stock will increase in value.
2. If an investor has missed the deadline for the IPO application or wishes to buy more shares
then they can approach the IPO grey market.
What is in it for the companies?
● For companies, the grey market is a great way to know how the demand for their shares is
and how the company’s shares might perform once it is listed.
● Apart from that, an IPO grey market could be used to gauge how the company’s stock will
perform once it is listed.
Concerns:
The IPO grey market is an unofficial market that performs outside SEBI’s purview. Thus, there are
no guarantees. All transactions are undertaken on the basis of trust and carry counterparty risk.
Therefore, there’s little legal recourse available to parties if the stock tanks.

15. India’s public debt
As per Moody’s Investors Service, India’s public debt level is among the highest in emerging
economies, while its debt affordability is among the weakest.
What is Public Debt?
Public debt is the total amount borrowed by the government of a country.
In the Indian context, public debt includes the total liabilities of the Union government that have
to be paid from the Consolidated Fund of India. It excludes liabilities contracted against Public
Account.
www.insightsonindia.com
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NOTES
Sources of Public Debt:
1. Dated government securities or G-secs
2. Treasury Bills or T-bills
3. External Assistance
4. Short term borrowings
Public Debt definition by Union Government
The Union government describes those of its liabilities as public debt, which are contracted
against the Consolidated Fund of India. This is as per Article 292 of the Constitution.
Types:
It is further classified into internal & external debt.
Internal debt is categorised into marketable and non-marketable securities.
● Marketable government securities include G-secs and T-Bills issued through auction.
● Non-marketable securities include intermediate treasury bills issued to state governments,
special securities issued to national Small Savings Fund among others.
What is Debt-to-GDP ratio?
The debt-to-GDP ratio indicates how likely the country can pay off its debt. Investors often look
at the debt-to-GDP metric to assess the government's ability of finance its debt. Higher debt-toGDP ratios have fuelled economic crises worldwide.
Is there an acceptable level of debt-to-GDP?
The NK Singh Committee on FRBM had envisaged a debt-to-GDP ratio of 40 per cent for the
central government and 20 per cent for states aiming for a total of 60 per cent general
government debt-to-GDP.

16. Cess and surcharge
The share of cess and surcharge in the gross tax revenue (GTR) of the Centre has almost doubled
to 19.9% in 2020-21 from 10.4% in 2011-12, leading to the 15th Finance Commission (FC)
recommending a higher grant-in-aid and lower tax devolution to the States, as per a report.
What is cess?
● It is a form of tax levied or collected by the government for the development or welfare of a
particular service or sector.
● It is charged over and above direct and indirect taxes.
● Cess collected for a particular purpose cannot be used for or diverted to other purposes.
● It is not a permanent source of revenue for the government, and it is discontinued when the
purpose levying it is fulfilled.
● Currently, the cess and surcharge collected by the Centre are not part of the tax devolution.
Examples:
Education Cess, Swachh Bharat Cess, Krishi Kalyan Cess etc.
What is Surcharge?
● ‘Surcharge’ is an additional charge or tax levied on an existing tax.
● Unlike a cess, which is meant to raise revenue for a temporary need, surcharge is usually
permanent in nature.
● It is levied as a percentage on the income tax payable as per normal rates. In case no tax is
due for a financial year, then no surcharge is levied.
● The revenue earned via surcharge is solely retained by the Centre and, unlike other tax
revenues, is not shared with States.
● Collections from surcharge flow into the Consolidated Fund of India.
www.insightsonindia.com
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NOTES

17. Tax on EPF interest
In the Union Budget 2021, Finance Minister announced a decision to tax interest incomes on
annual Employees' Provident Fund (EPF) and Voluntary Provident Fund (VPF) contributions of
over Rs 2.5 lakh.
Implications:
● The interest income earned by an individual will be taxed at current income tax rates if the
contribution exceeds Rs 2.5 lakh per annum; the same rule applies to VPF contributions.
● This will only be applicable to the employee’s share of provident fund and not the
employers.
Impact:
The move will impact high-income earners or high net-worth individuals (HNIs) who make large
voluntary contributions to provident fund annually.
Need for:
So far, many people put huge sums of money annually towards EPF and earned interest income
from it without having to pay any tax. An anomaly is created due to this. The latest move will
help restore equality and discourage HNIs from making high annual contributions towards
provident fund.
What is EPF?
It is mandatory for any company with 20+ employees to comply with the EPF schemes of the
government. As per this scheme, the employer, as well as the employee, are required to
contribute some part of the monthly salary of the employee (generally 12%) into the EPF
investment account.
What is VPF?
As the name suggests, it is a voluntary scheme which allows employees to voluntarily contribute
to their PF account after contributing 12% as per the EPF guideline. The interest rate with VPF is
similar to EPF and employees can contribute up to 100% of their salary.
Key features:
Applicability: Only salaried working professionals can open EPF and VPF.
Contribution: For EPF, the minimum contribution for employee and employer is 12 per cent of the
basic pay + dearness allowance of the employee. With VPF, an employee can contribute any
amount up to 100% of their salary + dearness allowance.

18. Accredited investor
SEBI moots concept of ‘accredited investor’. It said the accreditation once granted shall be valid
for a year.
●
●
●
●
●

Also called as qualified investors or professional investors.
They are those who have an understanding of various financial products and the risks and
returns associated with them.
They can take informed decisions regarding their investments and are recognised by many
securities and financial market regulators globally.
This category of investors usually features high-net worth individuals or entities that have
access to complex and high-risk investments.
Accredited investors may be individuals, HUFs, family trusts, sole proprietorships, partnership
firms, trusts and body corporates.
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●

Eligible subsidiaries of depositories and specified stock exchanges, and other specified
institutions will be recognised as accreditation agencies. These agencies will grant
accreditation status and issue Accreditation Certificate to accredited investors.

NOTES

19. Inverted duty structure
•
•
•
•
•
•

Inverted duty structure is a situation where import duty on finished goods is low compared
to the import duty on raw materials that are used in the production of such finished goods.
For example, suppose the tariff (import tax) on the import of tyres is 10% and the tariff on the
imports of natural rubber which is used in the production of tyres is 20%; this is a case of
inverted duty structure.
When the import duty on raw materials is high, it will be more difficult to produce the
concerned good domestically at a competitive price. Several industries depend on imported
raw materials and components. High tax on the raw materials compels them to raise price.
The disadvantage of the inverted duty structure increases with the increased use of imported
raw materials. An inverted duty structure discourages domestic value addition.
On the other hand, foreign finished goods will be coming at a reduced price because of low
tax advantage. In conclusion, manufactured goods by the domestic industry becomes
uncompetitive against imported finished goods.
In such a case, even foreign investors would not be interested in setting up a firm for
production in the country.
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Trends in the Economy

NOTES

1. The wholesale price index-based (WPI) inflation scaled a record high of 12.94% in May,
pushed by higher fuel and commodity prices, and a low base effect. It also translated into
retail inflation of 6.30% in May — a six-month high that breached the inflation target of 4 ±
2% set by the Reserve Bank of India.

2. India is the top importer of crude oil and products via the Suez Canal, higher than China,
South Korea or Singapore, according to data from Vortexa, an oil and gas analytics platform.
And more than two-thirds of India’s crude comes from the Gulf region.
3. Trade between India and China from January to December 2020 stood at $77.67 billion.
Though lower than the $85.47 billion traded between the countries in the 2019 calendar year,
this figure was still higher than the $75.95 billion traded between India and the US last year.
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Infrastructure: Energy, Ports, Roads, Airports, Railways etc.

NOTES

1. Chennai–Kanyakumari Industrial Corridor (CKIC)
The Asian Development Bank (ADB) and the Government of India have signed a $484 million loan
to improve transport connectivity and facilitate industrial development in the Chennai–
Kanyakumari Industrial Corridor (CKIC) in the state of Tamil Nadu.
● CKIC is part of India’s East Coast Economic Corridor (ECEC), which stretches from West Bengal
to Tamil Nadu.
What is an industrial corridor?
● An industrial corridor is basically a corridor consisting of multi-modal transport services that
would pass through the states as main arteries.
● Industrial corridors offer effective integration between industry and infrastructure, leading to
overall economic and social
development.
Industrial corridors constitute worldclass infrastructure, such as:
1. High-speed transportation
network – rail and road.
2. Ports with state-of-the-art cargo
handling equipment.
3. Modern airports.
4. Special economic
regions/industrial areas.
5. Logistic parks/transhipment hubs.
6. Knowledge parks focused on
catering to industrial needs.
7. Complementary infrastructure
such as townships/real estate.
Following eleven industrial corridor projects have been identified and approved for development
by the Government of India:
1. Delhi Mumbai Industrial Corridor (DMIC)
2. Chennai Bengaluru Industrial Corridor (CBIC)
3. Extension of CBIC to Kochi via Coimbatore
4. Amritsar Kolkata Industrial Corridor (AKIC)
5. Hyderabad Nagpur Industrial Corridor (HNIC)
6. Hyderabad Warangal Industrial Corridor (HWIC)
7. Hyderabad Bengaluru Industrial Corridor (HBIC)
8. Bengaluru Mumbai Industrial Corridor (BMIC)
9. East Coast Economic Corridor (ECEC) with Vizag Chennai Industrial Corridor (VCIC) as
Phase-1
10. Odisha Economic Corridor (OEC)
11. Delhi Nagpur Industrial Corridor (DNIC)
The development of these eleven industrial corridor projects will be implemented through the
National Industrial Corridor Development and Implementation Trust (NICDIT).
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Departments / Agencies

NOTES

1. Central Board of Direct Taxes (CBDT)
1. It is a statutory body established as per the Central Board of Revenue Act, 1963.
2. It is India’s official financial action task force unit.
3. It is administered by the Department of Revenue under the Ministry of Finance.

2. National Company Law Tribunal (NCLT)
●
●
●
●

●
●

●

The National Company Law Tribunal is a quasi-judicial body in India adjudicating issues
concerning companies in the country.
It was formed on June 1, 2016, as per the provisions of the Companies Act 2013.
Formed based on the recommendations of the Justice Eradi Committee that was related to
insolvency and winding up of companies in India.
All proceedings under the Companies Act, including proceedings relating
to arbitration, compromise, arrangements, reconstructions and the winding up of
companies shall be disposed off by the National Company Law Tribunal.
The NCLT bench is chaired by a Judicial member who is supposed to be a retired or a serving
High Court Judge.
The National Company Law Tribunal is the adjudicating authority for
the insolvency resolution process of companies and limited liability partnerships under
the Insolvency and Bankruptcy Code, 2016.
Appeals: Decisions taken by the NCLT can be appealed to the National Company Law
Appellate Tribunal (NCLAT). The decisions of the NCLAT can be appealed to the Supreme
Court on a point of law.

About National Company Law Appellate Tribunal is covered in previous Economy Module

3. Regulations Review Authority 2.0.
●

●
●

The Reserve Bank of India (RBI) has set up the Regulations Review Authority 2.0, initially for a
period of one year from 1 May 2021 to streamline regulations and reduce the compliance
burden of regulated entities.
The authority will review regulatory prescriptions internally as well as by seeking suggestions
from RBI-regulated entities for simplification and ease of implementation.
The RBI had set up a similar authority in 1999 for reviewing regulations, circulars, reporting
systems.
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Miscellaneous

NOTES

1. Harmonized System of Nomenclature Code
It has been made mandatory for a GST taxpayer having a turnover of more than Rs 5 crore in the
preceding financial year, to furnish 6 digits HSN Code (Harmonized System of Nomenclature
Code). This comes into effect from April 1, 2021.
What does the HS code mean?- Harmonised System, or simply ‘HS’:
It is a six-digit identification code. Of the six digits, the first two denote the HS Chapter, the next
two give the HS heading, and the last two give the HS subheading.
● Developed by the World Customs Organization (WCO).
● Called the “universal economic language” for goods.
● It is a multipurpose international product nomenclature.
● The system currently comprises of around 5,000 commodity groups.
Need for and significance:
● Over 200 countries use the system as a basis for their customs tariffs, gathering international
trade statistics, making trade policies, and for monitoring goods.
● The system helps in harmonising of customs and trade procedures, thus reducing costs in
international trade.
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