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MACROVIEW OF ECONOMY: 

GDP: 

GDP Growth Contracts by 23.9 Per cent in First Quarter (April-
June) of 2020-21 

‐ As per the data released by the National Statistical Office (NSO) on August 30, 2020, 

‐ India’s Gross Domestic Product (GDP) registered steepest contraction of  

23.9 per cent in the first quarter of (April-June) of 2020-21. 

Contraction means decline in economic activity between two comparable periods.   

‐ In simple words, the total value of goods and services produced in India between April to June 
2020 is 23.9% less than the total value of goods and services produced in India in the same three 
months in 2019. 

‐ GDP expanded by 3.1 per cent in the previous quarter (January-March 2020), and  

‐ 5.2 per cent in the quarter ended June 30, 2019 (April-June 2019). 

Gross Value Added (GVA): 

‐ Gross Value Added (GVA), which is GDP plus subsidies minus taxes, declined 22.8 per cent in 
the first quarter (April-June 2020) as against 4.8 per cent growth in the corresponding period last 
year (April-June 2019). 

Gross Value Added (GVA) = GDP+SP-TP 

SP: Subsidies on products; TP: Taxes on Products 

Lowest Quarterly Growth Since 1996: 

‐ The April-June quarterly growth is the lowest growth rate since India started reporting quarterly 
data in 1996. 

Reasons for Contraction:  

‐ With a view to contain spread of the Covid-19 pandemic, restrictions were imposed on the 
economic activities not deemed essential, as also on the movement of people from  March 25, 
2020. 

‐ This measure halted many economic activities in the country and led to contraction in GDP. 

‐ Private consumption spending, which accounts for almost 60% of GDP, contracted 26.7% as 
consumers avoided almost all discretionary spending (spending on non essential items like  cars, 
electronics, entertainment, restaurants, etc.) 

‐ Exports, which contribute to a fifth of GDP and reflect overseas demand for Indian goods and 
services, shrank by nearly 20%.  

‐ Investment activity was the worst-hit, collapsing 47%, as larger businesses conserved cash and 
refrained from any capital spending in the face of uncertainty, and smaller firms prioritised 
survival. 

Growth revival: 

‐ Growth rebound in the next three quarters appears weak due to the following reasons. 

‐ The Government’s ability to spend and revive demand is constrained as revenue receipts are 
impacted by economic contraction. 

‐ The Central Government’s Fiscal Deficit has exceeded the 2020-21 full year target in just four 
months due to spending on COVID related measures. 
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‐ Continuing COVID infections are leading to job losses and income erosions which impacted 
private spending. 

Sectoral Performance: 

‐ Of the eight economic activity groupings, seven registered negative growth.  Only Agriculture 
registered positive growth.  

Out of seven groupings, five registered double digit negative growth.  

Two groupings a) Electricity, Gas, Water Supply & other Utility Services, and b) Financial, Real 
Estate  & Professional Services registered single digit negative growth (due to better performance 
of telecom sector and information technology sector which was protected from lockdown due to 
Work from Home facility). 

‐ Construction (-50%), Trade, Hotels and other services (-47%), Manufacturing (-39%), and 
Mining (-23%) were the worst affected sectors. 

‐ These are the sectors that create the maximum new jobs in the country. 

‐ Agriculture is the only sector which posted a positive growth at 3.4 per cent. 

Possibility of Recession: 

‐ If GDP growth falls again in the current quarter (July-September 2020), India would technically 
be in a recession, an economic state characterised by at least two successive quarters of 
contraction. 

‐ India was in a recession last in 1979. 

Growth Rates at a Glance: 

 
              Industry 

Percentage Change Over April-
June (Q1) 

          2019-20                    2020-21 

 1. Agriculture, Forestry & Fishing 3.0     3.4 

 2. Mining & Quarrying 4.7 (-) 23.3 

 3.  Manufacturing 3.0 (-) 39.3 

4.  Electricity, Gas, Water Supply &          
other Utility Services 

8.8 (-) 7.0 

5.  Construction 5.2 (-) 50.3 

6.  Trade, Hotels, Transport, 
Communication and Services 
related to Broadcasting 

3.5 (-) 47.0 

7.  Financial,  Real Estate  &  
Professional  Services 

6.0 (-) 5.3 

8.  Public Administration, Defence  
and Other Services 

7.7 (-) 10.3 

 GVA  at  Constant Prices (2011-12) 4.8 (-) 22.8 

GDP at Constant Prices (2011-12) 5.2 (-) 23.9 
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In Absolute Numbers: 

GDP at Constant (2011-12) Prices in Q1 of 2020-21 is estimated at Rs. 26.90 lakh crore,  as against 
Rs. 35.35 lakh crore in Q1 of 2019-20. 

Quarterly GVA at Constant (2011-12) Prices for Q1 of 2020-21 is estimated at Rs.25.53 lakh crore, as 
against Rs. 33.08 lakh crore in Q1 of 2019-20. 

RBI Annual Report: 

RBI Annual Report 2019-20 
The Reserve Bank of India (RBI) released the Annual Report 2019-20 on August 2020. 

Details: 

1. Ineffectiveness of Corporate Tax Cut: 

The sharp cut in corporate tax rate announced by the government last September 2019 did not 
help in restarting the investment cycle as was intended, but has been used by companies to reduce 
debt and build up cash balances. 

Finance Minister Nirmala Sitharaman announced cuts in tax rates for domestic companies to 22 
per cent and for new domestic manufacturing companies to 15 per cent, which were 
estimated to cost the exchequer Rs 1.45 lakh crore annually. 

2. Targeted public investment: 

There is a need for a government-led investment revival.  

Targeted public investment funded by monetisation of assets in steel, coal, power, land, 
railways and privatisation of major ports by central and state governments under an independent 
regulator can be the way forward to revive and crowd in private investment. 

Privatisation of “major ports” owned by the Central government will help in generating additional 
resources. The 12 major government-owned ports are currently set up as trusts, including 
Jawaharlal Nehru Port Trust, Kandla Port Trusts, Chennai Port Trust, Cochin Port Trust among 
others.  

In Union Budget 2020-21 presented in February, the finance minister stated that the Government 
plans to “corporatise” at least one major port and subsequently list it on the stock exchanges. 

3. Apex Authorities to Drive Structural Reforms:  

Goods and Services Tax (GST) Council type of apex authorities can be set up in respect of land, 
labour and power to drive structural reforms. 

Power sector: Elimination of cross-subsidisation through the tariff structure and provision of 
subsidy, if any, through direct benefit transfer (DBT) should be a priority, along with due 
consideration to the privatisation of electricity distribution companies (DISCOMS). 

Railways: There is a strong case for manufacturing units to be corporatised. The growth potential 
of land banks can be exploited, particularly in metropolitan areas, by long-term leasing to the 
private sector, including for development of commercial real estate.  

FDI into railways can be encouraged by removing bottlenecks in the access to infrastructure - 
land; procurement rules; project risk-sharing mechanisms. 

4. Infrastructure: 

The progress made on building a modern physical infrastructure in the country over the last five 
years has been noteworthy in the areas of roads, civil aviation and airport connectivity, 
telecommunication (including internet and broadband penetration), and ports. India has also 
recorded an impressive growth in metro rail projects for urban mass transportation. Nonetheless, 
the infrastructure gap remains large, needing around US $4.5 trillion of investment by 2040,  
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5. Exports: 

Exports hold the key to a viable balance of payments and a dynamic manufacturing sector.  

It is time to identify sunrise export categories that are reaping productivity gains and have 
dynamic linkages that strengthen footholds in emerging global value chains.  

For electronic goods for instance, the ongoing diversification of production bases presents 
opportunities, provided India is able to leverage on FDI into high-end segments in order to 
compete with currently preferred destinations.  

India has always enjoyed a comparative advantage in generic drugs and pharmaceuticals 
exports, being the largest supplier in the world. India needs to regain its market share in active 
pharmaceutical ingredients (APIs) by developing cost-effective and high-quality manufacturing 
processes compliant with global standards.  

Another group of exports in which India’s competitive edge is progressively being lost to new 
competition readymade garments; gems and jewellery.  These are traditionally labour-
intensive. Regaining competitiveness hinges around labour reforms that facilitate scale 
economies. 

6. Manufacturing Sector: 

Indian manufacturing has been locked in a structural slowdown for quite some time.  

The quality and efficiency of the physical infrastructure has to be enhanced to help 
manufacturing take off. Benchmarking systems and procedures with the best in the world 
could galvanise growth in the sector, aided by cleaning up of stressed balance sheets of corporates 
by raising the efficiency of bankruptcy and solvency procedures.  

Large Indian firms need to diversify their financing needs and reduce their excessive 
dependence on bank-based system, particularly for infrastructure financing 

Legacy issues of the Indian economy, viz., lengthy processes of land acquisition and payment of 
compensation, environmental clearances, and time and cost overruns due to delays in project 
implementation, need to be resolved with urgency.  

Reforming labour regulations and increasing female participation in the work force through 
affirmative actions will bring down cost of production and improve productivity. 

7. Service Sector: 

Over the last two decades, the Indian economy has been driven by the services sector, which 
comprises a heterogeneous group of economic activities with varying degree of skill and 
organisational requirements across banking and finance, education, healthcare, information 
technology, tourism, transport, telecom, trade including e-commerce and space. 

After a peak in 2014-15, however, the services sector has undergone a sustained moderation.  

The role of services in India assumes importance from the point of view of employment 
generation as it is the biggest employer with a share of 44.4per cent in employment. 

The successes achieved in Information and Communication Technology (ICT) during the last 
three decades needs to be expanded in other sectors, particularly in healthcare and tourism, 
where India has an inherent advantage.  

There is also an urgent need to nurture talent which can exploit emerging opportunities in space 
technology, internet of things (IoT) and cyber security as well. It would be essential to 
reorient resources and policy focus in this direction. Innovation and the ability to nurture 
ideas into reality would be the key challenge. In this context, private enterprise and investment 
have the major role. 
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FISCAL FEDERALISM: 

Friction Between Centre and States over Goods and Services Tax 
(GST) Compensation to States  

- There is friction between the Central Government and State Governments over pending Goods 
and Services Tax compensation to the States. 

- The Centre acknowledged that States are likely to face a GST revenue gap of Rs. 3 lakh crore in 
2020-21 financial year, as the economy may contract due to COVID-19. 

- The Centre stated that the amount likely to be collected through the cess for compensation is 
Rs.65,000 crores. 

- Hence, the Centre is exploring options to mobilize the remaining Rs.2.35 lakh crore needed for 
compensating the states. 

What is GST Tax and GST Compensation? 

- The Goods and Services Tax (GST) came in to force on July 1, 2017. 

- GST was implemented to  

1. improve efficiency in tax administration (by removing multiplicity of taxes),  

2. reduce tax evasion, 

3. reduce scope for corruption through harassment by Government officials, and  

4. accelerate long-term economic growth. 

- GST subsumed numerous indirect taxes at the Central and State level in to single tax.  

- The taxes which have been subsumed into the GST are central excise duties, additional excise 
duties on goods of special importance, service tax, cesses and charges, etc levied by the Centre 
and taxes collected by the States like Value Added Tax (VAT), Central Sales Tax, Luxury tax, 
Entry Tax, Entertainment Tax, etc.   

Compensation Mechanism: 

- When the Centre proposed the implementation of Goods and Services Tax (GST) regime in the 
country, some States expressed apprehensions about joining it due to  

1. reluctance to give up taxation powers in indirect taxation permanently to GST council, 
and 

2. concerns over revenue shortfall, 

- States were persuaded to join GST regime stating that its implementation would increase their tax 
collections in the long run by checking leakages tax collections and preventing tax evasion.   

- Implementation of GST in many developed countries showed improvement in tax collections 
while simplifying the tax regime for traders and manufacturers. 

Addressing Revenue Shortfall Concerns: 

- The concerns were mainly from manufacturing States like Tamil Nadu, Gujarat, Maharashtra, etc, 
as GST is a destination based tax and it is taxed at the source of consumption while the then 
existing system of VAT was origin based tax system. In the VAT Tax regime, tax was imposed 
while goods moved out from factory to the market. It was more favourable to states with strong 
manufacturing base. GST is more favourable to consuming States. 

- To alleviate the fears of states over possible loss of revenues which may arise due to 
implementation of Goods and Services Tax (GST), the GST Act provided for paying 
compensation to states for a transition period of five years (2017-22).  
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- Any loss incurred by the states during the five year period (2017-22) due to implementation of 
Goods and Services Tax (GST) would be compensated. 

- States were assured a GST revenue growth 14 per cent annual growth in collections over the 
2015-16 base year. If a state’s collection is less than this assured growth, the difference would be 
compensated through the Goods and Services Tax (Tax) Compensation Fund which would be set 
up as a non-lapsable Fund. 

- The compensation has to be paid on bi-monthly basis to the States. 

Cess on Luxury and Demerit Goods: 

- This compensation would be paid by levying a cess on luxury and demerit goods like motor 
cars and vehicles, tobacco products, pan masala, coal, aerated drinks (cool drinks like coca cola), 
etc.  

- The cess collected was more than the compensation required to be paid for the States incurring in 
losses in 2017-18 and 2018-19. But, there was a shortfall in 2019-20 i.e. cess collected was 
inadequate to meet the loss of revenue by states. 

What the Centre Offered to States for GST Shortfall Compensation? 

- The Central Government offered two options to the States to meet the shortfall in revenue 
collections which could not be met through cess collections. 

- Centre had distinguished between the shortfall due to GST implementation itself and that 
caused by the impact of COVID-19. 

- The Centre stated that the detailed provisions of the GST Act does not distinguish between 
shortfalls due to GST implementation and external shocks like COVID-19 and States are entitled 
to compensation for the entire shortfall in GST revenues under Section 7 of the GST 
Compensation Act.  

- But, the Centre also stated the Constitution (101 Amendment which facilitated GST introduction 
in the country) and the Preamble of the GST Compensation Act lay out the spirit and purpose of 
the GST compensation: to compensate states for loss of revenue “arising on account of 
implementation of GST” and not to compensate states for all types of revenue losses. 

- Secondly, compensation to the States has to be paid GST Compensation Fund which consists of 
Cess levied on luxury and demerit goods. The Centre has no obligation to meet the shortfall from 
Consolidated Fund of India. The GST Council should decide the mode of meeting the revenue 
shortfalls of States. 

- Finance Minister Nirmala Sitharaman termed COVID-19 as an unforeseen “act of God” which 
affected the revenues of both the Centre and States. 

Two options: 

- The Finance Minister as Chairman of the GST Council offered two options to the State 
Governments to meet the shortfall in GST revenues. 

- The Centre offered two options for the States to meet shortfalls. 

- Option 1: States can borrow shortfall purely due to implementation of Goods and Services Tax 
i.e. Rs. 97,000 crores. 

- Option 2: States can borrow full compensation deficit of Rs. 2.35 lakh crore which includes loss 
due to GST implementation and COVID-19 induced losses. 

- In the option 1, both the interest and principle would be paid through the cess collection by 
extending cess collection beyond the transition period (2017-22). 

- In Option 2, States should pay the interest rate. Principle debt amount would be paid through cess 
collections after the transition period. 
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- There are also some incentives if States choose option 1 and some conditions if States choose 
Option 2. (These have been explained in additional information) 

What are the demands of the States? 

- Several States like Kerala, Punjab, Telangana, Chhattisgarh, etc. expressed reservation over the 
Centre’s Options for GST shortfall compensation. 

- The demanded that the Centre should borrow on behalf of GST Council and compensate the 
States. 

Why are States Opposing the Central Government’s Offer? 

1. No Distinction for Compensation in the GST Act: 

There is no such distinction in the Goods and Services (Compensation) Act. The Act does not 
distinguish between losses due to implementation of GST and losses due to external shocks like 
COVID-19. 

2. Moral Responsibility: 

The Centre is morally responsible for compensation if not legally for losses due to 
implementation of Goods and Services Tax (GST). Hence, the responsibility should not be shifted 
to the States through cumbersome procedures. 

3. Cumbersome and Circuitous Process:  

The options given by the Centre are cumbersome and circuitous. States would have to borrow and 
deposit the amount in the GST Compensation Fund (as it is the legally body for Compensation) 
and then funds have to be release to the States from the Fund. The servicing and ultimate 
repayment of a loan through the States will also be similarly cumbersome and circuitous. 

4. Higher Interest Rates: 

Interest rates for State Government borrowings are generally higher than the Central Government 
borrowings. Hence, borrowings by State Governments would increase the interest payment costs. 

Why is the Centre Not Willing to Borrow on its behalf and Distribute to States? 

1. Large Borrowing Programme: 

It is already saddled with large borrowing programme to due to slowdown in economic activity 
and the consequent fall in revenue collections. 

2. Impact on Interest Rates: 

Centre directly borrowing from the market would increase the interest rates (technically called 
bond yields) in the open market due to increased demand for borrowings.  

Centre’s borrowing also increases the borrowing costs of State Governments and private sector as 
the interest rates of Central Government securities (G-Secs) serve as benchmark for State 
Governments and private sector borrowings. 

3. No Legal Liability on Centre: 

Most importantly, the Centre is not legally responsible for compensating the States for their GST 
shortfall. The Goods and Services Tax (GST) Council is legally responsible for compensating 
the States. 

The GST Council is a federal decision making and implementing body for GST. Ithas 
membership of Centre and States. While the Centre has one third voting power, States have two 
third voting powers. All the decisions are taken by the GST Council collectively. So, the solution 
has to be found through the GST Council. 

Additional Information: 

Options Given by the Centre for GST Shortfall Compensation: 
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- The Centre projected that out of 3 lakh crore shortfall for States for 2020-21, only Rs. 65,000 
crores would be met through Cess imposed on luxury and sin goods. 

- Out of the remaining 2.35 lakh crores, only Rs. 97,000 crore would be loss due to implementation 
of GST.  (The total loss due to GST implementation has been projected at 1, 62,000 crores: This 
would be met through Rs.65,000 crore collected through cess and 97,000 crores gap which has to 
be met by the GST Council through some mechanism). Rs. 1,32,000 crore shortfall has been 
estimated as loss due to COVID-19 impact. 

- The Centre offered two options for the States to meet shortfalls. 

- Option 1: States can borrow shortfall purely due to implementation of Goods and Services Tax 
i.e. Rs. 97,000 crores. 

- Option 2: States can borrow full compensation deficit of Rs. 2.35 lakh crore which includes loss 
due to GST implementation and COVID-19 induced losses. 

Option 1Details: 

- States can collectively raise Rs. 97,000 crore through a Special Window for borrowing by states. 
This would be implemented by the Union Finance Ministry in consultation with the RBI by 
relaxing the conditions imposed on States under Article 293 of the Constitution. 

- The interest on the borrowing under the Special Window will be paid from the Cess as and when 
it arises until the end of the transition period (2021-22 financial year). 

- After the transition period, principal and interest will also be paid from proceeds of the Cess, by 
extending the Cess beyond the transition period for such period as may be required.  States will 
not be required to service the debt or to repay it from any other source. 

Incentives to the States: 

- If the above option is accepted by the States, they would have following relaxations in FRBM 
targets. 

- Under the Fiscal Responsibility and Budget Management Act, States agreed to bring down the 
Fiscal Deficit to 3 per cent of the Gross State Domestic Product (GSDP). 

- To mitigate the impact of slowdown in revenue collections due to impact of COVID, the Union 
Government relaxed the FRBM borrowing limit by allowing additional 2 per cent (i.e. total 5 per 
cent) for 2020-21. 

- Out of this 2 per cent, 0.5 per cent was unconditional relaxation remaining 1.5 per cent was linked 
to reforms.  

- 0.25 per cent relaxation each was given to reforms in four areas: implementation of One Nation, 
One Ration Card, Reforms in power distribution, Easing of Doing Business and measures for 
increasing the revenues of urban local bodies (total 1 per cent).  0.5 per cent relaxation will be 
allowed if milestones in at least three out of the four areas are achieved (Total will be 1.5 per cent 
i.e. 1per cent for four reforms + 0.5 per cent for reaching milestones in three of the four reforms). 

- If States opt for option 1, the conditional 0.5 per cent relaxation in FRBM borrowing which was 
linked to milestones in at least three of the four reforms will be removed and States will be given 
permission to borrow this 0.5 per cent immediately. This would enable borrowing approximately 
Rs.1,00,000 crore in aggregate by all the States. 

- Moreover, States will be allowed to carry forward the unutilised portion of the 2 per cent 
relaxation in FRBM borrowing limit for 2021-21 to the next financial year i.e. 2021-22. 

- The borrowing under the Special Window will also not be treated as debt of the State for any 
norms which may be prescribed by the Finance Commission etc 
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Option 2 Details: 

- Under option 2, States can borrow the entire shortfall of 2.35 lakh crore (both shortfall due to 
implementation of GST as well as the impact of COVID). 

- The Central Government will give enhanced special borrowing permission under Article 293. 
States can choose any of the following two methodologies. 

Basic eligibility (3 % of GSDP) + Amount allowed for shortfall + up to 1% of GSDP  

or 

Basic eligibility (3% of GSDP) + 1% of GSDP + up to 1% of GSDP   

Conditions: 

- If States opt for Option 2, the following will be the conditions. 

- The interest on the borrowings shall be paid by the States. 

- The principal will be paid through the cess collections after the transition period i.e. 2021-22. 
States will not be required to repay the principal from any other source. 

- States will not be eligible for 0.5 per cent unconditional relaxation in FRBM borrowing limit and 
another 0.5 per cent given without achieving milestones in the Option 1 as these have been 
subsumed by giving 1 per cent additional relaxation in Option 2. 

- States will be eligible for 1 per cent FRBM borrowing relaxation linked to four reforms (0.25 
each) for 2020-21 but they cannot carry forward the unutilised portion to 2021-22 like in option 1. 

- Borrowings up to Rs. 97,000 crores in aggregate by all States (arising due to implementation of 
GST) will not be treated as debt of the States for any norms which may be prescribed by the 
Finance Commission. 

TAXATION: 

Transparent Taxation Regime, a Major Reform in Tax 
Administration, Launched 

‐ The Union Government launched a major reform of the direct taxes administration through a new 
platform Transparent Taxation regime (Transparent Taxation – Honouring the Honest) on 
August 13, 2020. 

Major Features of the Transparent Taxation: 

1. Faceless Assessment,  

2. Faceless Appeal, and  

3. Taxpayers’ Charter. 

Faceless Assessment: 

‐ There would be no direct contact between tax official and tax payers.  

‐ Tax Assessment will be carried out electronically. For this purpose, the Government has set up 
National e-Assessment Centre (NeAC) at Delhi and various Regional e-Assessment Centres 
(ReACs) across 20 cities.  

‐ Regional e-Assessment Centres (ReACs) are only for work division. All communication from the 
department to the tax payer will be only in the name of National e-Assessment Centre (NeAC).  

Random Allotment: 

‐ Till now, income tax officials had physical tax jurisdictions. For instance, Hyderabad Income Tax 
Department had physical jurisdiction over tax payers in this geographical area. 
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‐ In the faceless assessment, tax assessment cases will be randomly allocated to any officer in any 
region of the country. 

‐ For instance, the tax assessment of a tax payer in Hyderabad may be done by a team of officers in 
Regional e-Assessment Centres (ReACs) in Mumbai or Jaipur. Assessment cases would be 
randomly allotted.  

‐ Tax payers will not know who is assessing their tax returns.  

‐ Taxpayer and the income tax office will not get any chance to get acquainted or influenced 

‐ Similarly appeals will also be faceless. 

Advantages: 

‐ Faceless Assessment and Appeals eliminate discretion of officials and scope for corruption. 

Taxpayers’ Charter: 

‐ The Income Tax Department also for the first time launched Taxpayers’ Charter.  

‐ It codified the rights and duties of tax payers. 

Rights: 

‐ Tax payers have been assured of providing fair, courteous and rational behaviour from the income 
tax department. 

‐ Every taxpayer will be treated as honest unless there is a reason to believe otherwise. 

‐ Tax issues will be resolved in a time-bound manner 

Duties: 

‐ Similarly, Taxpayer is expected to  

‐ honestly disclose full information and fulfil his compliance obligations. 

‐ keep accurate records required as per law. 

‐ pay amount due as per law in a timely manner. 

Why was Transparent Taxation Regime Introduced? 

‐ The Prime Minister Narendra Modi gave the following reasons for the introduction of Transparent 
Taxation Regime. 

‐ The present taxation system was devised during the British period. Though changes have been 
made after independence, the character of tax administration remained the same. 

‐ The income tax rules conferred excessive powers in the hands of the officials. 

‐ Every tax payer is always treated with suspicion just because there are a few tax evaders. 

Impact: 

‐ As a result of above features, many honest tax payers face unnecessary trouble. 

‐ A system of collusion and connivance also emerged. 

‐ This system crushed the honest businessmen, the employers, and the aspirations of the youth 
of the country instead of encouraging honest business. 

‐ Compliance is also difficult where there is complexity of laws. The number of laws should be as 
less as possible.  

‐ If the law is transparent, then both the taxpayers as well as the country are happy.  
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Call to Citizens to Pay Taxes: 

‐ Prime Minister Narendra Modi also urged citizens who are capable of paying taxes to pay taxes 
promptly. 

‐ He stated that out of 130 crore citizens, only 1.5 crore are paying taxes in the country. 

‐ He stated that through the reform measures, the Government has reduced the interference of tax 
officials. These have been introduced as the Government has faith in the honesty of the tax payer. 
These also reinforce Government’s commitment towards 'Minimum Government, Maximum 
Governance. 

‐ Now, tax payers should fulfil their obligations towards society and Government.  

‐ He stated that the taxpayer is a strong pillar of nation building and is contributing to lift the 
country out of poverty.  

- Tax money is also being utilised for providing for better facilities and infrastructure in the 
country. 

 

MONETARY POLICY: 

RBI Keeps Repo Rate Unchanged; Announces Additional Liquidity 
Measures 

‐ The Monetary Policy Committee (MPC) of the Reserve Bank of India (RBI) in its meeting held 
on August 6, 2020 kept the  

repo rate unchanged at 4 per cent. 

Repo rate is the rate at which banks borrow from Reserve Bank of India to meet their short term 
fund requirements. 

‐ Reverse Repo Rate has also been kept unchanged at 3.35 per cent.  Under the Reverse Repo Rate, 
banks deposit excess funds with the RBI and earn interest for it. Low Reverse Repo Rate will act 
as a disincentive to Banks to park their excess money with the RBI. 

Reasons for Keeping Repo Rate Unchanged: 

1. Inflationary Pressure: 

Inflation has reached 6.1 per cent for June 2020 month. This is higher than the target of 6 per cent 
set for RBI. The RBI is legally mandated to keep the inflation between 2 to 6 per cent.  

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

2. Substantial Reduction of Repo Rate: 

The RBI has already reduced the repo rate by a total of 115 basis points (1.15 per cent) since 
February 2020. This is on top of the 135 basis points (1.35 per cent) reduction in 2019. 

Overall, there has been 250-basis-point (2.5 per cent) cut in repo rate which resulted in a lowering 
of the interest rate across the financial system.    

The borrowing rate in the financial system has dropped to the lowest in 10 years, 

However, the rate cuts have hurt savers at a time when retail inflation is rising.  

At present, a 5 per cent return on a three-to-five year fixed deposit in a public sector bank is one 
whole percentage point below the prevailing inflation rate.  

Some distraught savers could even move out of bank deposits into physical assets such as land 
and gold 
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Hence, the RBI has to balance the interests of both savers and borrowers. 

Other highlights: 

- Resolution Framework for COVID-19-related Stress, 

- continuation of restructuring of MSME debt, 

- additional liquidity facility for National Housing Bank and NABARD at RBI repo rate (4 per 
cent) 

- increase the permissible loan to value ratio (LTV) for gold loans to 90 per cent, and 

- revision of priority sector lending guidelines 

are the other highlights of the Monetary Policy Committee (MPC) decisions. 

Details: 

Resolution Framework for COVID-19-related Stress: 

‐ COVID-19 pandemic has led to significant financial stress for a number of borrowers across the 
board. The resultant stress can potentially impact the long-term viability of a large number of 
firms, otherwise having a good track record. Such wide spread impact could impair the entire 
recovery process, posing significant financial stability risks. 

‐ Hence, the RBI decided to provide a window to the banks to implement a resolution plan in 
respect of eligible corporate exposures while classifying such exposures as Standard. 

‐ The resolution plan may be invoked anytime till December 31, 2020 and shall have to be 
implemented within 180 days from the date of invocation. 

‐ Lenders shall have to keep additional provisions of 10 per cent on the post-resolution debt. 

‐ A separate framework for resolution of personal loans will also be implemented. The resolution 
plan for personal loans under this framework may be invoked till December 31, 2020 and shall be 
implemented within 90 days thereafter. 

Restructuring of MSME Debt: 

‐ A restructuring framework for Micro Small and Medium Enterprises (MSMEs) that were in 
default but ‘standard’ as on January 1, 2020 is already in place. (Default but standard loan means 
the borrowers has not made any scheduled payments of principal or interest for some time in the 
past but repaid after the stipulated time.)  

‐ The scheme has provided relief to a large number of MSMEs. With COVID-19 continuing to 
disrupt normal functioning and cash flows, the stress in the MSME sector has got accentuated, 
warranting further support. Accordingly, RBI decided that stressed MSME borrowers will be 
made eligible for restructuring their debt under the existing framework, provided their accounts 
with the concerned lender were classified as standard as on March 1, 2020. This restructuring will 
have to be implemented by March 31, 2021. 

Measures to Infuse Additional Liquidity: 

Additional Liquidity Facility for National Housing Bank 

‐ In order to shield the housing sector from liquidity disruptions under the prevailing conditions and 
augment the flow of finance to the sector, the  

‐ RBI decided to provide an additional standing liquidity facility (ASLF) of Rs. 5,000 crore to 
NHB at repo rate (4 per cent) for supporting housing finance companies (HFCs). This is over and 
above Rs. 10,000 crore already provided. 

‐ The facility will be for a period of one year and will be charged at the RBI’s repo rate. 

‐ Special refinance facilities for a total amount of Rs. 65,000 crore were provided to all India 
financial institutions (AIFIs) – the National Bank for Agriculture and Rural Development 
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(NABARD); the Small Industries Development Bank of India (SIDBI); the National Housing 
Bank (NHB); and EXIM Bank – in order to support their role in meeting funding requirements of 
various sectors.  

Additional Liquidity Facility for NABARD 

‐ Liquidity support of Rs.25,000 crore was extended to the National Bank for Agriculture and Rural 
Development (NABARD) in April 2020 to back agricultural operations in the wake of challenges 
posed by COVID-19. 

‐ RBI decided to provide an additional special liquidity facility of Rs.5,000 crore at repo rate (4 per 
cent) to NABARD for a period of one year for refinancing NBFC-MFIs and other smaller 
NBFCs.  

‐ Those with asset size of Rs. 500 crore and less and extending support to agriculture and allied 
activities and the rural non-farm sector will be eligible for this facility. 

Higher Loan to Value Ratio for Gold Loans: 

‐ At present, loans sanctioned by banks against pledge of gold ornaments and jewellery for non-
agricultural purposes could not exceed 75 per cent of the value of gold ornaments and jewellery. 
RBI has decided to increase the permissible loan to value ratio (LTV) for such loans to 90 per 
cent to increase credit availability. 

 

Review of Priority Sector Lending Guidelines: 

‐ The Priority Sector Lending (PSL) guidelines issued by Reserve Bank of India were last reviewed 
in April 2015.  

‐ With a view to align the guidelines with emerging national priorities and bring sharper focus on 
inclusive development, the guidelines have been revised. 

‐ Start-ups have been included in the Priority Sector Lending (PSL) category. 

‐ Other changes include broadening the scope of PSL to include start-ups;  

‐ Targets for renewable energy, including solar power and compressed bio gas plants have been 
increased. 

‐ Targets for lending to ‘Small and Marginal Farmers’ and ‘Weaker Sections’ have been increased. 

‐ To address the regional disparities in the flow of priority sector credit, an incentive framework has 
been put in place for banks.  Higher weight will be assigned for incremental priority sector credit 
in the identified districts where credit flow is comparatively lower; a lower weight would be 
assigned to incremental priority sector credit in identified districts where the credit flow is 
comparatively higher. 

‐ Complete details revised priority sector lending norms will be issued separately. 

AGRICULTURE: 

FRP for Sugarcane: 

Fair and Remunerative Price (FRP) for Sugarcane Fixed at Rs.285 for 
2020-21 

‐ The Fair and Remunerative Price (FRP) for sugarcane has been fixed at Rs. 285 per quintal for 
2020-21 sugar season (October 2020 to September 2021). 

‐ The price has been increased by Rs. 10 in 2020-21 over 2019-20. 

‐ The FRP is the minimum price that sugar mills have to pay to the sugarcane farmers.  
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‐ The Union Government approved the FRP on August 19, 2020 based on the recommendations of 
the Commission for Agriculture Costs and Prices (CACP), a statutory body that advises the 
government on the pricing policy for major farm produce. 

‐ Sugarcane FRP has been arrived at by taking into account various factors such as cost of 
production, overall demand-supply situation, domestic and international prices, inter-crop price 
parity, and likely impact of FRP on general price level and resource (land) use efficiency. 

Further Details: 

1. Rs. 285 is the FRP for sugarcane with a recovery rate of 10 per cent. 

2. An additional Rs. 2.85 per quintal would be paid for every 0.1% increase above 10% in the 
recovery. 

3. Rs. 2.85 per quintal would be reduced from the FRP for every 0.1 percentage point decrease in 
recovery when recovery rate is below 10% but above 9.5 percent.  

4. For recovery rate of 9.5 % or below, the FRP is fixed at Rs 270.75 per quintal. 

What is Recovery Rate? 

‐ Recovery rate means the proportion of sugar produced to weight of sugarcane cane processed. 

‐ It is usually expressed as a percentage.  

‐ For example, 10% recovery means 10 kg of sugar is produced per every 100 kg of crushed cane. 

State Advised Price:  

‐ Farmers in many States such as Andhra Pradesh, Karnataka and Maharashtra, are paid on the 
basis of the FRP set by the Centre.  

‐ States like Uttar Pradesh, Punjab, Tamil Nadu etc, have a State Advised Price. These are usually 
higher than the FRP announced by the Union Government. 

‐ For instance, the State Advised Price fixed by the Uttar Pradesh Government was Rs.315 per 
quintal for 2019-20 while the price fixed by Centre was Rs. 275 per quintal. 

‐ Both Centre and States can fix sugarcane prices as it is an item under the Concurrent List in the 
Constitution. Centre fixes minimum price which is Fair and Remunerative Price (FRP). States can 
fix State Advised Price.  

‐ This dual pricing both by Centre and some States was challenged in Supreme Court by Western 
Uttar Pradesh Sugar Mills Association. 

‐ The Supreme Court stated that both Centre and States have the power to fix minimum prices for 
sugarcane. But, State Advised Price has to be higher than the Central Price so as to not to 
contradict with the price of fixed by the Centre and cause disadvantage to the sugarcane farmers. 

Sugar Production: 

‐ The government estimates the country’s total sugar production to be 28-29 million tonne in the 
219-20 season (October 2019 to September 2020), compared to 33.1 million tonnes during 2018-
19 due to sharp fall in cane acreage in Maharashtra and Karnataka. 

Significance of Sugar Sector: 

‐ The sugar sector is an important agro-based sector in India. 

‐ About 5 crore sugarcane farmers are engaged in sugarcane farming for their livelihood. 

‐ Around 5 lakh workers are directly employed in sugar mills.  

- Many employment opportunities are also provided in ancillary activities including farm labour 
and transportation. 
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Kisan Rail: 

First Kisan Rail Inaugurated  
‐ The first Kisan rail was started on August 7, 2020. Kisan means farmer in Hindi. Kisan Rail is for 

transportation of perishable commodities of farmers. 

Details: 

Why was Kisan Rail started? 

‐ It is part of measures being taken by the Central Government for doubling the income of farmers. 

‐ Through Kisan Rail perishable commodities like fruits, vegetables, milk, fish, etc. would be 
transported through different parts of the country. 

‐ Perishable commodities would be transported through refrigerated wagons. 

‐ Nominal charges would be collected (as per parcel tariff of normal train) for transportation. 

‐ There will be many stops between the origin and destination stations. Perishable commodities can 
be loaded and unloaded at these stops. 

‐ The long term objective is to provide a seamless national cold supply chain for perishable 
commodities while increasing the incomes of the farmers. 

About the First Kisan Rail: 

‐ The train will run from Devlali (Maharashtra) to Danapur (Bihar) on weekly basis. 

‐ Maharashtra (especially Nasik and surrounding region) produces huge quantity of fresh 
vegetables, fruits, flowers, other perishables, onions and other agro products. These perishables 
would be mainly transported to areas around Patna, Prayagraj, Katni, Satna etc. 

‐ Indian Railways had earlier run single commodity special trains like Banana Special trains for 
transportation of Bananas.  

‐ But this will be the first ever multi commodity train and will carry fruits like Pomegranate, 
Banana, Grapes etc and vegetables like Capsicum, Cauliflower, Drumsticks, Cabbage, Onion, 
Chillies etc.  

‐ This train has been provided scheduled halts at Nasik Road, Manmad, Jalgaon, Bhusaval, 
Burhanpur, Khandwa, Itarsi, Jabalpur, Satna, Katni, Manikpur, Prayagraj Chheoki, Pt. Deendayal 
Upadhyay Nagar and Buxar. 

‐ The train would cover a journey of 1519 kms between Devlali (Maharashtra) to Danapur (Bihar) 
in 31:45 hrs. 

Significance of the Kisan Rail Initiative: 

‐ Due to non availability of transport facilities and also due to lack of adequate demand in local 
markets, farmers, often, do not get better prices for their perishable produce like fruits and 
vegetables. 

‐ This initiative enhances market access to farmers for perishable commodities. 

‐ This would help in increasing their incomes as they get access to new markets. 

Mechanisation: 

Funds for Agriculture Mechanisation 
‐ Mechanisation of agriculture has a key role in modern agriculture.  

‐ Mechanization reduces  

human drudgery, 

cost of cultivation, and 
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improves efficiency of farm operations. 

Government Measures: 

‐ Realising the significance of mechanisation, the Union Government is implementing the Sub-
Mission on Agriculture Mechanisation. The following are its salient features. 

1. Financial assistance: 

‐ Financial assistance is provided to farmers for procurement of various types of farm machinery 
and implements.  

(Machinery and implements used for tillage, sowing, planting, harvesting, reaping, threshing, 
plant protection,   inter cultivation and residue management). 

2. Custom Hiring Centres: 

Small and marginal farmers cannot purchase mechanised equipment like tractors, tillers, etc even 
after subsidy due to high cost. To offset this, Custom Hiring Centres are setup by providing 
subsidy assistance to Cooperative Societies, Self Help Groups and private/rural entrepreneurs. 

3. Financial Assistance for Hiring: 

Financial assistance is also provided to small and marginal farmers for hiring machinery and 
implements in low mechanised regions. 

Funds for 2020-21: 

‐ An amount of Rs. 1033 crores have been provided for the scheme in Union Budget 2020-21. Out 
of this, Rs. 553 crores have been released to the State Governments by August 2020.  

‐ Sub-Mission on Agriculture Mechanisation is a Central Sector Scheme. 

‐ Government of India contributes 60% and states contribute 40% except North eastern states and 
Himalayan regions states where it is 90 %( Central Share) and 10% (State Share). For Union 
Territories, it is 100% centre share. 

Organic Farming: 

India Ranks First in Number of Organic Farmers 
‐ India ranks first in number of organic farmers (11.49 lakh farmers) and ninth in terms of area 

under organic farming.  

What is organic Farming? 

‐ Organic farming refers to production of crops without the use of chemical fertilisers and 
pesticides. In their place, organic farming relies on crop residues, animal manures, bio-fertilisers, 
crop rotations, etc. Bio-fertilisers are used instead of harmful chemical fertilizers to improve soil 
fertility. Bio-fertilisers are microbes like Rhizobium, Azotobacter, Azospirillum, etc.  

Other Details: 

‐ Sikkim became the first State in the world to become fully organic and other States including 
Tripura and Uttarakhand have set similar targets.  

‐ North East India has traditionally been organic and the consumption of chemicals is far less than 
rest of the country.  

‐ Similarly the tribal and island territories are being nurtured to continue their organic story. 

Schemes to Promote Organic Farming: 

‐ To assist farmers to adopt organic farming and improve remunerations due to premium prices, the 
Union Government launched two dedicated programs namely Mission Organic Value Chain 
Development for North East Region (MOVCD) and Paramparagat Krishi Vikas Yojana 
(PKVY). 
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‐ About 40,000 clusters are being assisted under PKVY covering an area of about 7 lakh hectares.  

‐ MOVCD has brought in its fold 160 Farmer Producer Organisations (FPOs) cultivating about 
80,000 ha. For these clusters to become sustainable, encouraging contract farming mode is 
important. It ensures that there is a ready market for the produce, and industry also gets the 
desired quality and quantity when required. This is being pursued with bulk buyers.  

Concept of One district - One product: 

‐ The presence of aggregators is also imperative to bring about economies of scale for the small and 
marginal farmers. Hence, the concept of market led One district - One product is being 
encouraged, as also development of more clusters in the vicinity of bigger towns where the 
demand for organics is more. 

‐ The commodities with highest potential include ginger, turmeric, black rice, spices, nutri 
cereals, pineapples, medicinal plants, buckwheat, bamboo shoots, etc. 

E-commerce platform:  

‐ The Union Government has also set up an organic e-commerce platform www.jaivikkheti.in for 
directly linking farmers with retail as well as bulk buyers. 

Exports: 

‐ The major organic exports from India have been flax seeds, sesame, soybean, tea, medicinal 
plants, rice and pulses. 

‐ Organic exports in 2018-19 were worth Rs 5151 crore.  

Issues in Organic Farming: 

‐ Organic farming brings down the cost of cultivation and the produce is also healthy as chemicals 
are not used. But, there are associated problems in organic farming. 

‐ Organic produce are usually more expensive when compared with conventional produce. 

‐ This is due to comparatively lower yields. 

‐ The problem of pest attack also troubles organic farmers. 

INFRASTRUCTURE: 

NIP: 

National Infrastructure Pipeline (NIP) Online Dashboard 
‐ National Infrastructure Pipeline (NIP) Online Dashboard was inaugurated by Union Finance 

Minister Smt. Nirmala Sitharaman in August 2020 

‐ The dashboard is intended to provide information about investment opportunities in the 
infrastructure in the country. 

About National Infrastructure Pipeline: 

‐ It is an initiative by the Union Government to map infrastructure projects that are going to be 
implemented between 2020-25. 

‐ The Government has set a goal of making India a 5 trillion economy by 2025. 

‐ World class infrastructure (roads, airports, ports, railways, power, telecommunications, urban 
infrastructure, etc) plays a critical role in achieving this objective. 

‐ The Government has projected an expenditure of Rs 111 lakh Crore in infrastructure projects 
during 2020-25.  

‐ Out of this, projects worth Rs 44 lakh Crore (40%) are under implementation at present. 
Remaining projects are at a conceptual stage. 
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‐ The Centre (39%) and states (40%) are expected to have almost equal share in implementing the 
National Infrastructure Pipeline (NIP) followed by the private sector (21%). 

Airports: 

Three Government Airports Leased to Private Sector 
‐ In August 2020, the Union Government decided to lease three airports of Airports Authority of 

India (AAI) to Adani Enterprises Ltd for a period of fifty years. 

‐ The three airports are in 

1. Jaipur (Rajasthan), 

2. Guwahati (Assam), and 

3. Thiruvananthapuram (Kerala) 

‐ Adani Enterprises Ltd emerged as the successful bidder in a Global Competitive Bidding 
conducted by the Airports Authority of India.  

‐ It will be responsible for Operation, Management and Development of the above three airports for 
a period of 50 years. 

‐ In 2018, Adani Enterprises Ltd won the bid for operation of 6 airports in the country for a period 
of 50 years.  

‐ Ahmedabad, Mangaluru, and Lucknow airports were formally leased out in February 2020. The 
remaining 3 (airports at Jaipur, Guwahati, and Thiruvananthapuram) were leased out now 

‐ The Airports Authority of India (AAI) has also recommended to the Civil Aviation Ministry to 
privatise six more airports in Amritsar, Varanasi, Bhubaneswar, Indore, Raipur, and Trichy. 

‐ The Airports Authority of India (AAI), which is under the Ministry of Civil Aviation, owns and 
manages more than 100 airports across the country. 

Reasons for Lease: 

‐ Government had leased out the Airports Authority of India's airports at Delhi and Mumbai on 
Public Private Partnership for Operation, Management and Development about a decade ago to 
the private players. These have become successful models. 

1. World class infrastructure has been created at these airports. 

2. Service delivery is efficient and qualitative. The Delhi and Mumbai airports are consistently 
ranked among the top 5 in their respective categories by the Airports Council International 
(ACI) in terms of Airport Service Quality (ASQ). 

3. Leasing out has also helped AAI in enhancing its revenues. 

4. Revenues from these airports for AAI have been used for developing airports and Air 
Navigation infrastructure in Tier-2 and Tier-3 cities.  

‐ Therefore, Government decided to lease out more airports of AAI for Operation, Management and 
Development under Public Private Partnership  

Urban Transport: 

$500 Million AIIB Loan for Suburban Railway System in Mumbai 
‐ In August 2020, Asian Infrastructure Investment Bank (AIIB) extended a loan of $500 million to 

improve the network capacity of the suburban railway system in Mumbai (Mumbai Urban 
Transport Project-III). 

‐ The Government of India, the Government of Maharashtra, Mumbai Railway Vikas Corporation 
and the Asian Infrastructure Investment Bank (AIIB) signed a loan agreement 
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‐ The loan would be utilised for increasing the network capacity in the Mumbai suburban region. 

Total Project Cost: 

‐ The total estimated cost of the project is $997 million, of which $500 million will be financed by 
the AIIB, $310 million by the Government of Maharashtra and $187 million by the Ministry of 
Railways. The $500 million loan from the AIIB has a 5-year grace period and a maturity of 30 
years. 

Need for the Project: 

‐ With a population of 22.8 million (2011), Mumbai Metropolitan Region (MMR) is the most 
populous metropolitan region in India. Population is expected to reach 29.3 million by 2031 and 
32.1 million by 2041.  

‐ Around 86 per cent of Mumbai commuters rely on public transport.  

‐ However, supply has not kept pace with rising travel demand.  

‐ The Mumbai suburban railway network carries three quarters of all motorised travel (eight million 
passengers per day) and is increasing at three per cent annually. But, it suffers from some of the 
most severe overcrowding in the world. This overcrowding is also leading to fatalities. 

Benefits: 

‐ With the expansion of the sub urban railway network, 

‐ Commuters will have access to faster, more reliable and higher quality transport services 
compared to road-based transport 

‐ Journey time of commuters will be reduced.  

‐ Road congestion would be reduced. 

‐ Carbon emissions will be reduced by shifting passengers away from road transport. 

‐ 22% of the beneficiaries will be female passengers who will benefit from improved safety and 
quality of service. 

BALANCE OF PAYMENTS: 

Exports: 

Report on Measures to Boost Agriculture Exports  
‐ Fifteenth Finance Commission had set up a High Level Group (HLEG) on Agricultural Exports to 

suggest ways to increase agriculture exports and reduce import dependence. 

‐ The High Level Group (HLEG) submitted its report to the Finance Commission recently.  

Highlights of the Report: 

‐ Global population will increase by around 2 billion additional population by 2050. 

‐ This will greatly increase food demand.  

‐ Therefore, there is opportunity for expanding both agriculture commodity and value-added 
exports. 

‐ India’s stated aspiration of doubling farmer income by 2022-23 also requires a commensurate 
increase in the output of the agriculture sector. 

‐ However, the resultant increase in production might lead pricing pressure and lower farmer 
income in a self-sufficient Indian agriculture market. Hence, increasing agriculture exports from 
USD 40 billion to USD 100 billion is a national imperative. 
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22 Agriculture Products Identified for Greater Export Potential: 

‐ The High Level Group (HLEG) identified 22 agriculture products based on scalability, 
competitiveness, global demand trends, export value, etc. 

‐ These 22 Products are: Rice, Shrimp, Buffalo meat, Cotton, Spices, Castor bean, Coffee, Tea, 
Cashew nuts, Groundnuts, Onions, Coconut, Grapes, Pulses, Mangoes, Sheep, Honey, 
Pomegranate, Potatoes, and Bananas. 

‐ By focussing on these 22 agriculture products and addressing the problems, India can increase 
exports from around US $ 40 billion annually to US $ 70 billion in a few years. 

‐ The additional exports could result in the creation of 7-10 million jobs and boost income of 
farmers. 

‐ 25 countries have been identified for exports.  

‐ Out of these, US, EU and UAE present significant opportunity for exports. 

Import substitution: 

‐ Vegetable oils and Wood have been identified for import substitution. 

5 Critical Challenges for Indian Agriculture Exports: 

1. Low productivity and high logistics costs.  

India lags other large producers in yield/hectare for many crops, including spices, shrimp, mango 
and buffalo, to name a few.  

India's cost of logistics is currently around 14% of GDP – higher than developed country 
exporters like the US (9.5%). 

2. Limited value addition. 

  India is a more prolific exporter of commodities than of value-added agriculture products. 

Processed agriculture produce only constitute 16% of India’s agriculture exports; in comparison, 
25% of US exports and 49% of Chinese exports are value-added. Reasons for low value addition 
include relative lack of private sector investment and adequate incentives. 

Improved infrastructure can also in some instances help with value addition. For example, limited 
pack-houses and grading and sorting infrastructure for mangoes make it hard to discriminate 
between the high-quality mangoes required for fresh fruit vs. the mangoes best suited for 
processed goods (e.g., juices). 

3. Export promotion and branding challenges 

4. Non-tariff barriers 

5. Quality issues 

Measures Needed to Promote Exports: 

‐ Agriculture is a State subject. Hence, States should take a lead in preparing agriculture export 
plans. 

‐ Exports could be increased by promoting agriculture clusters and value chains and attracting 
private investors. 

‐ Focus should also be on value addition to agriculture exports.  

‐ Private sector should be involved to greatly increase processed goods due to high capital 
expenditure required for processing capacity. They also have market know-how needed to 
successfully export processed products. 

‐ India should enter into Trade Agreements with countries where there potential for exports from 
India and negotiate with them for removing non tariff barriers. 
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Strengths of India in Agriculture: 

‐ India is the second highest agriculture producer in the world with gross agriculture production of 
USD 539 billion in 2018. 

‐ India leads production worldwide in several commodities, including shrimps, spices, fruits such 
as mango, papaya, and bananas. 

‐ It is the second largest producer of rice and has the largest population of buffaloes.  

India’s Agriculture Exports: 

‐ India’s agriculture exports were worth USD 38.7 billion in 2019. These are mere 7% of India’s 
production. 

‐ The top 5 destinations for Indian agriculture products (37% of total) are the US (USD 4.4 billion), 
Vietnam (USD 4.3 billion), UAE (USD 2.0 billion), China (USD 1.7 billion) and Bangladesh 
(USD 1.7 billion).  

Share in World Agriculture Exports: 

‐ India has a market share of 2.5% in world agriculture exports. 

‐ It ranks 13th globally and is lagging behind several countries such as the Netherlands, Belgium 
and Italy. 

‐ Exports have stagnated over the last 5 years, with processing having only around15% share.  

Top 10 Countries in Agriculture Exports: 

Country Exports in 2018  

(in US $ Billion)  

1. USA  152.7 

2. Netherlands 101.2 

3. Germany   87.1 

4. Brazil  85.5 

5. China  80.0 

6. France  72.5 

7. Spain  56.7 

8. Italy  56.3 

9. Canada  50.8 

10. Belgium  46.6 

11. Thailand  39.4 

12. Indonesia  38.6 

13. India  38.0  

India’s Top Exports in 2018: 

Item         Exports  

            (in US $ Billion) 

1. Rice  7.3 

2. Shrimp  4.4 

3. Bovine Meet 3.3 
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4. Cotton  2.4 

5. Vegetable Saps& 
               Extracts 1.0  

Additional Information: 

Transforming Agriculture through Focussed Strategies: 

Case Studies: 

Vietnam: 

‐ Over the last 3 decades, Vietnam has transformed its agriculture sector around a set of prioritised 
commodities like rice, seafood, coffee, rubber, pepper and cashew nuts by utilising a cluster-based 
approach.  

‐ Due to its well-rounded strategy, Vietnam has increased its agricultural GDP by 4 times: from 
USD 10 billion in 1990 to USD 36 billion in 2018.  

‐ Today, Vietnam is the world's second largest producer of coffee, the largest producer of 
catfish, and the largest exporter of both black pepper and cashews. 

‐ To maximise exports, Vietnam followed a three-pronged approach.  

‐ First, through agronomic studies (soil, rainfall, weather, etc.), it shortlisted value chains in which 
it had a natural advantage, including coffee, seafood, rubber and cashews. To enhance its 
competitive advantage in these 3 value chains, it sent its scientists on study tours to universities in 
India, France and Russia among others to learn technical best practices and improve seed 
varieties. It also established agricultural extension bodies at the village, district and national levels 
to disseminate best harvesting practices to farmers in a systematic manner. 

‐ Second, it adopted a cluster-based approach to drive production of key commodities. It created a 
cluster for coffee in the Central Highlands and for rice and seafood in the Mekong Delta. Such 
clusters yielded many benefits, such as shared mechanisation and greater access to 
infrastructure and bank capital.  They also attracted private investors.  

‐ Clusters mainly took the form of industrial parks where the Vietnamese government provided 
land and building availability, infrastructure and utilities and customs bonded warehouse to attract 
investment. Early success of clusters in fact had a snowball effect. They attracted foreign 
investors to set up new clusters through government-led joint ventures and these investors in turn 
proactively created markets for Vietnamese value chains in their home countries, which led to 
even more investments. 

‐ Third, to further drive private investments in the sector, it enhanced ease of business very high by 
removing import duties on agricultural technologies, making it easier to import for re-
exporting and participating in treaties to lower export duties in target markets. For example, 
by becoming a signatory to the China-ASEAN free trade agreement, it was able to significantly 
augment its exports of seafood, rice and spices to China. Similarly, Vietnam has signed a new 
free trade agreement with the EU. 

India: Grape Cluster in Maharashtra: 

‐ Maharashtra dominates India's grape export industry. In 2016-17, Maharashtra’s largest grape 
production area, Nasik, accounted for 49% of India's exports.  

‐ Mahagrapes has been a major enabler of the state's success. It was formed in 1991 by 
cooperatives (Maharashtra State Grape Growers’ Association). 

‐ Mahagrapes provide common facilities for pre-cooling, cooling and storage of grapes, and 
reduces the cost of market linkage for all members of the cooperative.  
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‐ The National Research Centre for Grapes, other Indian Council of Agricultural Research 
(ICAR) centres, and many agricultural universities provide Mahagrapes with vital research and 
help to develop locally relevant pre harvest, harvest and post-harvest technologies 

‐ State marketing boards provide expertise as well as collect technical and market information for 
producers. 

‐ The Maharashtra Industrial Development Corporation (MIDC) promotes the sector through a 
residue monitoring programme, involving close to 6,000 vineyards 

‐ A network of banks provides the cooperatives access to funding and finance, which are critical 
enablers in a capital-intensive value chain. 

‐ The above initiatives demonstrate how a single crop value chain in a geographic location can 
reduce transaction costs, improve quality and thereby increase farmer income.  

‐ From 2003 to 2018, India's grape production grew from 1,473 metric tonnes to 2,920 metric 
tonnes and the total value of its grape exports swelled from USD 13 million to USD 249 million, 
with Maharashtra dominating this sector. 

Export Preparedness Index: 

Gujarat Tops Export Preparedness Index-2020   
‐ Gujarat topped the Export Preparedness Index -2020 released by the NITI Aayog in partnership 

with the Institute of Competitiveness released the Export Preparedness Index (EPI) 2020 on 
August 26, 2020. 

‐ This is the first report to examine export preparedness and performance of States in exports. 

‐ The index ranked states on four key parameters – policy; business ecosystem; export ecosystem; 
and export performance and 11 sub-parameters – export promotion policy, institutional 
framework, business environment, infrastructure, transport connectivity, access to finance, export 
infrastructure, trade support, R&D infrastructure, export diversification, and growth orientation. 

Top 5 States in the Index: 

1. Gujarat 

2. Maharashtra 

3. Rajasthan 

4. Tamil Nadu 

5. Odisha. 

‐ Telangana was ranked 6th and Andhra Pradesh was ranked 20th  in Export Preparedness Index. 
Jammu and Kashmir was ranked last (36th). 

‐ As of present, 70 per cent of India’s export has been dominated by five states – Maharashtra, 
Gujarat, Karnataka, Tamil Nadu and Telangana. 

Significance of Exports for a Country: 

‐ Exports are one of the engines of economic growth. They positive impacts of exports for a 
country are they   

1. improve competitiveness of domestic industry, 

2. provide foreign exchange needed to finance imports, 

3. reduce current account deficit, 

4. attract foreign investment, 

5. increase employment opportunities, 
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6. contribute to reduction of poverty, and 

7. Gross Domestic Product (GDP) of a country. 

As globalisation peaked, India’s exports grew at an unprecedented rate, contributing between 21 and 
25 per cent to the Gross Domestic Product (GDP). Even with the global growth experiencing 
sluggishness, India’s exports grew at around 19.74 per cent as of 2018-19. 

Challenges in Promoting Exports: 

Export promotion in India faces three fundamental challenges:  

1. Intra- and inter-regional disparities in export infrastructure, 

2. Poor trade support and growth orientation among states, and 

3. Poor R&D infrastructure to promote complex and unique exports. 

Poor Trade Support and Growth Orientation among States:  

A strong trade support system enhances the capacity of exporters which in turn results in stronger 
export performance. This is lacking in most states.  

Many States are not even utilising funds available to States under the Central Scheme for setting up of 
and up-gradation of export infrastructure like Land customs stations, quality testing and 
certification labs, cold chains, trade promotion centres, export warehousing and packaging, 
Ports/airports cargo terminals and improve export logistics. 

Many States are lacking in providing basic support such as trade guide. A trade guide provides 
information about export opportunities, incentives available to States, licensing procedures, expert 
advice, etc. There are only 10 states in the country that provide a trade guide, while only 15 states 
have ensured an online portal for dissemination of information to exporters.  

Additional Information: 

How Export-led Strategies Helped Some Countries: 

‐ In most cases, it has been observed that high and sustained economic growth is preceded by shifts 
from traditional import substitution to more export-oriented policies 

‐ For instance, Japan effectively followed the export-led strategy in the 1960s. Their merchandise 
exports grew at an average annual rate of 16.9 per cent in the 1960s and in the 1970s, 21 per cent.  

‐ A similar economic trajectory was adopted by the East Asian economies like South Korea and 
Singapore in the 1980s as well as the 1990s. These economies have, in fact, recorded the most 
impressive economic performances over the past few decades. 

‐ The impressive economic performances of the East Asian countries emphasised the vital role 
played by exports driving growth. The learnings that emerged from the export-led approaches are: 

‐ Exporters must engage with competitive world markets so that they become more competitive and 
are able to innovate new technology more rapidly.  

‐ The export-led growth trajectory would also fuel domestic competition, in turn encouraging even 
nonexporters to try to become more competitive. They would be driven to adopt or innovate new 
technology more rapidly, leading to faster productivity gains throughout the economy and faster 
economic growth.  

‐ Market access to larger world markets would allow successful exporters to increase their output 
and employment more swiftly. 
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SOCIAL SECTOR: 

Social Security Code: 

Parliamentary Panel Report on Social Security Code 
‐ The Union Government had introduced the Social Security Code, 2019 bill in the Parliament. The 

Bill was referred to the Parliamentary Standing Committee on Labour for detailed scrutiny of its 
provisions. The Panel submitted its recommendations on July 31, 2020. 

Major Recommendations: 

1. Definition of Social Security: 

‐ The definition of social security should be modified to make it all encompassing.  

‐ It should cover all the nine components contained in the International Labour Organisation 
(ILO) Convention on Social Security (minimum standards) 1952.  

‐ These are medical care, sickness benefits, unemployment benefits; old age benefit; 
employment injury benefit, family benefit, maternity benefit; invalidity benefit and, survival 
benefit. 

2. Unemployment Insurance for Unorganised Sector: 

‐ Workers in the unorganised sector should be covered under unemployment insurance. 
Unorganised workers mean those working in enterprises having less than 10 employees, self 
employed persons.  

‐ At present, Rajiv Gandhi Shramik Kalyan Yojana (RGSKY) implemented by Employees State 
Insurance Corporation of India (ESIC) is the only unemployment insurance in the country.  

‐ It was introduced in 2005. Under this scheme, an insured person who loses his job due to closure 
of factory, retrenchment or permanent invalidity after working for at least three years is eligible 
for unemployment allowance equivalent to 50% of wages per month for a maximum period of 
two years. Medical care for the worker and family is also provided during the period of 
unemployment. In addition, vocational training for upgrading skills is also provided. 

3. Social Security Number for Migrant Workers: 

‐ A social security number should be introduced for migrant workers. 

‐ This is essential to avert situations like the one during the lockdown when several lakh workers 
had to walk back to their homes as they were shut out of employment overnight. 

‐ Security number will help in  

‐ extending social security benefits and 

‐ mapping the number of migrant workers and their migration patterns.  

‐ Both the State of origin and State where the worker has migrated to should have a record. 

4. Social Security Fund: 

‐ The Code provides for a social security fund to implement social security schemes.  

‐ But there are no specific details in the legislation as to who will contribute to the fund and how it 
will be utilised. Clarity should be provided in the bill. 

5. Gratuity: 

‐ Minimum service of five to become eligible for gratuity should be reduced to one year. 

‐ Gratuity is a lump sum amount that employers pay their employees as a sign of gratitude for the 
services provided.  Gratuity payment is governed by The Payment of Gratuity Act 1972. 
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Additional information: 

‐ As a part of its labour reform agenda, the government had proposed to combine 44 labour laws 
into four codes.  

1. Code on Wages 

2. Industrial Relations Code,  

3. Code on Occupational Safety, Health and Working Conditions, and 

4. Social Security Code. 

- While the Code on Wages has been approved by Parliament and notified, the Industrial Relations 
Code, the Code on Occupational Safety, Health and Working Conditions, and Social Security 
Code have been submitted by the standing committee to Parliament for scrutiny. 

PMJDY: 

Pradhan Mantri Jan Dhan Yojana (PMJDY) Completes Six Years 
‐ Pradhan Mantri Jan Dhan Yojana (PMJDY), a National Financial Inclusion Mission, completed 

six years of implementation on August 28, 2020. 

‐ The Basic tenets of the PMJDY are 

1. Banking the unbanked: Through opening of basic savings bank deposit (BSBD) account 
with zero balance. 

2. Securing the unsecured : Through Issuance of Indigenous Debit cards for cash withdrawals 
& payments at merchant locations, with free accident insurance coverage of Rs. 2 lakh 

3. Funding the unfunded: Through financial products like micro-insurance, overdraft, micro-
pension & micro-credit. 

Details: 

‐ Pradhan Mantri Jan Dhan Yojana (PMJDY) was launched on August 28, 2014. 

‐ It is aimed at providing universal access to banking services to every household in the country 
by focussing on the poor and vulnerable sections who are out of the financial system.  

‐ Following financial services are intended to be provided to the unbanked sections of the 
population particularly in rural areas and the poor in urban areas. 

1. A bank account for savings and remittances. There is no need to maintain minimum balance.  

2. Credit facility, 

3. Overdraft facility, 

4. Micro insurance facilities, 

5. Pension payment. 

‐ PMJDY accounts are eligible for Direct Benefit Transfer (DBT), Pradhan Mantri Jeevan 
Jyoti Bima Yojana (PMJJBY), Pradhan Mantri Suraksha Bima Yojana (PMSBY), Atal 
Pension Yojana (APY), and loans under Micro Units Development & Refinance Agency 
Bank (MUDRA) scheme. 

 

Pradhan Mantri Suraksha Bima Yojana (PMSBY) – Accidental Insurance Cover: 

‐ Under this scheme, Rs.2 lakhs is provided for accidental death and full disability and Rs 1 lakh 
for partial disability. The premium of Rs. 12 per annum is to be deducted from the account 
holder’s bank account through ‘auto-debit’ facility in one instalment. 
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Pradhan Mantri Jeevan Jyoti Bima Yojana (PMJJBY) – Life Cover: 

‐ Under this scheme, Rs. 2 Lakh is provided in case of death of the insured, due to any reason. The 
premium is Rs. 330 per annum is auto-debited in one instalment from the subscriber’s bank 
account. 

Atal Pension Yojana (APY): 

‐ It is a guaranteed monthly pension for subscribers, ranging from Rs. 1,000 to Rs. 5,000 per 
month. 

‐ Government of India (GoI) will also co-contribute 50% of the subscriber’s contribution or Rs. 
1,000 per annum, whichever is lower. This contribution is for a period of 5 years who joined the 
scheme in the period June 1 to December 31, 2015. 

‐ Eligibility age for joining the scheme is 18 to 40. Pension will be given after attaining 60 years of 
age. 

‐ Overdraft Facility: 

‐ Every account holder is eligible for an overdraft facility of Rs. 5000. 

Modification and Expansion of the Scheme: 

‐ Pradhan Mantri Jan Dhan Yojana (PMJDY) was launched initially for a period of 4 years on 
August 28, 2014. 

‐ In 2018, it was modified and expanded 

‐ The scope of the scheme was expanded from opening accounts for “every household” to “every 
adult” in the country. 

‐ Existing Over Draft (OD) limit was increased from Rs. 5,000 to Rs. 10,000. 

‐ Age limit for availing OD facility revised from 18-60 years to 18-65 years. 

‐ Digital payments would be promoted amongst PMJDY accountholders through creation of 
payment acceptance infrastructure across India and use of RuPay debit cards. 

Progress under PMJDY Since Its Launch in 2014: 

‐ Pradhan Mantri Jan Dhan Yojana (PMJDY) is one of the biggest financial inclusion initiatives 
in the world. 

‐ Number of Total PMJDY Accounts: 40.35 Crore (As on August 19, 2020). 

‐ Operative Accounts: 34.81 crore (86.3%) are operative. As per extant RBI guidelines, a PMJDY 
account is treated as inoperative if there are no customer induced transactions in the account for 
over a period of two years 

‐ Rural PMJDY accounts: 63.6%,  

‐ Women PMJDY accounts: 55.2% 

‐ During first year of scheme i.e. 2014-15, 17.90 crore PMJDY accounts were opened. 

‐ Total deposit balances under PMJDY Accounts : Rs. 1.31 lakh crore 

‐ Average deposit per account: Rs. 3239. 

How did the PMJDY Platform Helped the Government? 

‐ The Government of India has used the PMJDY for  

‐ Direct Benefit Transfers, 

‐ Extending COVID-19 assistance, 

‐ Depositing wages under Mahatma Gandhi Employment Guarantee Act, and  
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‐ Providing life and health insurance cover. 

‐ Under PM Garib Kalyan Yojana, an amount of Rs. 500/- per month for three months (April’20 to 
June’20), was credited to the accounts of women account holders under Pradhan Mantri Jan Dhan 
Yojana (PMJDY).  

‐ A total of Rs. 30,705 crore have been credited in the accounts of women PMJDY account holders 
during April-June, 2020. 

How the PMJDY Is Helping the Poor: 

‐ It brings the poor into the formal financial system, 

‐ Promotes financial literacy among the poor about savings, credit, insurance, pension, etc., and  

‐ Reduces the dependence of poor on money lenders. 

Questions for Practice: 

Mains Practice Questions: 

1. Discuss the design and implementation issues in the Goods and Services Tax. 

2. Comment on the Compensation mechanism for meeting revenue shortfalls of States in the Goods 
and Services Tax regime. 

3. The Goods and Services Tax has notable objectives but its implementation threw up challenges. 
Examine. 

4. Suggest a roadmap to revive the economic growth and increase employment generation in our 
country.    

5. Explain the significance of mechanisation of agriculture in our country and the measures taken to 
promote mechanisation. 

6. Discuss the opportunities available to boost farmers’ incomes through agriculture exports and 
suggest the some relevant measures in this regard. 

7. Explain the spin off benefits of promoting exports for our country.  

8. Comment on the benefits of leasing out Government airports to the private sector for operation, 
maintenance and development. 

9. Comment on the role of Pradhan Mantri Jan Dhan Yojana (PMJDY) in ensuring financial 
inclusion in India.  

Prelims Practice Questions: 

1. Consider the following statements regarding Goods and Services Tax (GST). 

1. It came into force on June 1, 2015. 

2. It subsumed many indirect taxes levied by Centre and States in to a single tax. 

Choose the correct answer using codes given below. 

a) 1 Only 

b) 2 Only 

c) Both 1 and 2 

d) Neither 1 nor 2 

2. Generally, the revenue shortfalls of the States for implementation of Goods and Services Tax 
(GST) are compensated through 

a) Cess levied on luxury and demerit goods 
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b) Budgetary allocations by Finance Ministry 

c) Cess on exports 

d) Consolidated Fund of India 

3. Which of the following is responsible for meeting the revenue shortfalls of the States for 
implementation of Goods and Services Tax (GST) are compensated through 

a) Union Finance Ministry 

b) NITI Aayog 

c) Finance Commission 

d) Goods and Services Tax Council 

4. Which of the following sectors of economy has been immune to the impact of the COVID-19 as 
per the Q1 (April-June) GDP data for2020-21 released recently. 

a) Agriculture, Forestry & Fishing 

b) Mining & Quarrying 

c) Financial,  Real Estate  &  Professional  Services 

d) Public Administration, Defence  and Other Services 

5. Which of the following agencies releases the Gross Domestic Product (GDP) data in our country? 

a) Finance Ministry 

b) Central Statistical Organisation 

c) National Statistical Office 

d) Prime Minister’s Economic Advisory Council 

6. When the Reserve Bank of India (RBI) reduces the Repo Rate. 

1. The lending rates of Banks are reduced in proportion to Repo Rate reduction 

2. The lending rates of Banks are reduced but not in proportion to Repo Rate reduction. 

3. The deposit rates are likely to be reduced. 

Which of the above statements is/are correct? 

Choose the correct answer using codes given below. 

a) 1 Only  

b) 2 Only 

c) 1 and 3 

d) 2 and 3   

7. Which of the following are correct regarding Pradhan Mantri Jan Dhan Yojana (PMJDY) 

1. Provision of banking account to every adult in the country. 

2. Overdraft facility of Rs. 3000 to account holders 

Choose the correct answer using the codes given below. 

a) 1 Only 

b) 2 Only 
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c) Both 1 and 2 

d) Neither 1 Nor 2 

8. Consider the following statements regarding sugarcane prices in our country. 

1. Both Centre and States can fix sugarcane prices. 

2. The price fixed by the States can be higher or lower than the price fixed by the Centre. 

3. The Centre fixes uniform Fair and Remunerative Price for sugarcane irrespective of ratio of 
sugar recovery. 

Choose the correct answer using the codes given below. 

a) 1 Only 

b) 2 and 3 

c) 1 and 3 

d) 1, 2, and 3 

9. Recently, the Government of India launched Kisan Rail. The objective is to facilitate transport of  

a) Milk 

b) Cotton 

c) Perishable agriculture commodities. 

d) Rice and Wheat  

10. Which of the following States was ranked 1st in the Export Preparedness Index -2020 released by 
NITI Aayog recently? 

a. Telangana 

b. Maharashtra 

c. Tamil Nadu 

d. Gujarat 

         


