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Economy

1. Consolidated  Sinking Fund

• A sinking fund is a kind of fund in which a fixed amount is 

deposited at a regular interval. So the sinking fund is like a 
recurring deposit. 


• After some years this fund turns into a huge collection of 
funds that are further used to repay the previous debt taken 
by the government or a company. 


Background 

• The Fund was first proposed by Tenth Finance Commission and was formed in the year 1999-2000, 


• Initially, 11 States — Andhra Pradesh, Arunachal Pradesh, Assam, Chhattisgarh, Goa, Maharashtra, 
Meghalaya, Mizoram, Tripura, Uttaranchal and West Bengal — set up sinking funds. 


• Later, the 12th Finance Commission (2005-10) recommended that all States should have sinking 
funds for amortisation of all loans, including loans from banks, liabilities on account of NSSF 
National Small Saving Fund), etc.


Features 

• The fund should be maintained outside the consolidated fund of the States and the public account. 


• It should not be used for any other purpose, except for redemption of loans. 


• As per the scheme, State governments could contribute 1-3% of the outstanding market loans each 
year to the Fund. 


• The Fund is administered by the Central Accounts Section of RBI Nagpur. 


• At present 23 states have set up consolidated sinking funds 


2. Non- Fungible Token (NFT)

What is an NFT ? 

• NFT stands for non-fungible token. 


• In economics, a fungible asset is something with units that can be readily interchanged - like 
money. 


• With money, you can swap a £10 note for two £5 notes and it will have the same value. 


• However, if something is non-fungible, this is impossible - it means it has unique properties so it 
cannot be interchanged with something else. 


• It could be a house, or a painting such as the Mona Lisa, which is one of a kind. 


• You can take a photo of the painting or buy a print but there will only ever be the one original 
painting. 


• NFTs are "one-of-a-kind" assets in the digital world that can be bought and sold like any other 
piece of property, but they have no tangible form of their own. 
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• The digital tokens can be thought of as certificates of ownership for virtual or physical assets. 


How do NFTs work ? 

• Traditional works of art such as paintings are valuable because they are one of a kind. 


• But digital files can be easily and endlessly duplicated. 


• With NFTs, artwork can be "tokenised" to create a digital certificate of ownership that can be 
bought and sold. 


• As with crypto-currency, a record of who owns what is stored on a shared ledger known as the 
blockchain. 


• The records cannot be forged because the ledger is maintained by thousands of computers around 
the world. 


• NFTs can also contain smart contracts that may give the artist, for example, a cut of any future sale 
of the token. 


What's stopping people copying the digital art ? 

• Nothing. Millions of people have seen Beeple's art that sold for $69m and the image has been 

copied and shared countless times. 


• In many cases, the artist even retains the copyright ownership of their work, so they can continue 
to produce and sell copies. 


• But the buyer of the NFT owns a "token" that proves they own the "original" work. 


• Some people compare it to buying an autographed print. 


People are paying millions of dollars for tokens ? 

• Yes. It's as wild as it sounds. 


How much are NFTs worth ? 

• In theory, anybody can tokenise their work to sell as an NFT but interest has been fuelled by recent 

headlines of multi- million-dollar sales.


Some Examples ? 

• Gif of Nyan Cat - a 2011 meme 
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Twitter's founder Jack Dorsey’s first-ever tweet 

• Christie's sale of an NFT by digital artist Beeple for $69m (£50m) set a new record for digital art 





3. India’s Top Exports & imports 

Source of Data 

• Economic Survey 2020-21 


• Volume-2 


• Chapter-3 
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• External Sector 


Top 10 Export Commodities 
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4. Special Drawing Rights 

What is SDR 

• The Special Drawing Right is neither a currency nor a claim on the IMF. 


• The private entities cannot hold SDRs. 


• The international treaties that use Special Drawing Rights are Montreal Convention, Convention on 
Limitation of Liability for Maritime Claims. 


• The convention caps personal liability for damage to shops at 330,000 XDR. XDR is the unit of 
Special Drawing Rights. 


The International Organisations using SDR 

• Japan External Trade Organisation


•  Islamic Development Bank


• African Development Bank


• Asian Development Bank


•  International Fund for Agricultural Development 


Currencies Used 

• The value of SDR changes every day. 


• The IMF uses a basket of currencies to determine the SDR value. 


• The weightage of the currencies depends on its prominence in international trade and the foreign 
exchange reserves of the respective nation. 


• The weightage given to the currencies are as follows: 


✓US Dollar: 41.73%


✓Euro: 31%


✓Chinese Renminbi: 11%


✓Japanese Yen: 8.33%


✓British Pound: 8.09%


• These currencies are reviewed once in five years. 


• The Chinese Renminbi was added to the basket in 2016. 


India & SDR 

• As part of the Fourteenth General Review of Quotas (2010), India’s total quota has been increased 

to SDR 13,114.4 million from SDR 5821.5 million. 
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• With this increase, India’s share would increase to 2.76 % (from 2.44%), making it the 8th largest 
quota holding country in the IMF. 


• India has 13,114.4 Millions of SDRs Which amounts to 2.76 Percent of Total Governor: Union 
Finance Minister Alternate Governor: Governor, RBI 


5. Harmonized System of Nomenclature Code

What is the News about Harmonized System 

• With effect from the 1st April, 2021,GST taxpayers will have to furnish HSN (Harmonised System 

of Nomenclature Code),or Service Accounting Code (SAC) in their invoices. 


What is Harmonized System 

• In trade parlance, every product is categorised under an HSN code (Harmonised System of 

Nomenclature). It helps in systematic classification of goods across the globe. 


• HSN codes for goods at 6 digits are universally common. 


What is Harmonized System in Indian Context 

• Common HSN codes apply to Customs and GST. 


• Accordingly, codes prescribed in the Customs tariff are used for the GST purposes too. 


• Manufacturers and importers/exporters have been commonly using HSN Codes. 


• Manufacturers were furnishing these codes even in the pre-GST regime. 


• Importers and exporters have been furnishing these codes in import/export documents. 


What is the use of Harmonized System in Indian Context 

• This will help tax officers with deeper data analytics for every item supplied. 


• It will help them in arresting tax evasion emanating from fake invoices and irregular tax credit 
claims 


• The HS contributes to the harmonization of Customs and trade procedures, and the non-
documentary trade data interchange in connection with such procedures, thus reducing the costs 
related to international trade. 


Some Other Important Uses 

• It is also extensively used by governments, international organizations and the private sector for 

many other purposes such as internal taxes, trade policies, monitoring of controlled goods, rules of 
origin, freight tariffs, transport statistics, price monitoring, quota controls, compilation of national 
accounts, and economic research and analysis. 


• The HS is thus a universal economic language and code for goods, and an indispensable tool for 
international trade. 


Does Everyone has to go for Harmonized System 

• As per the new invoice norms, businesses with more than ₹5 crore sales have to describe goods and 

services in internationally accepted six-digit codes of nomenclature. 
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Concept of Harmonized System 

• It is a multipurpose international product nomenclature developed by the World Customs 

Organization (WCO). 




 


Things Covered 

• It comprises more than 5,000 commodity groups. Each identified by a six digit code, 


• arranged in a legal and logical structure and is supported by well-defined rules to achieve uniform 
classification. 


What is its Use 

• The system is used by more than 200 countries and economies as a basis for their Customs tariffs 

and for the collection of international trade statistics. 


• Over 98 % of the merchandise in international trade is classified in terms of the HS. 


Example 
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• 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. 


 


6. Regional Comprehensive Economic Partnership (RCEP)


What is RCEP 

• It stands for Regional Comprehensive Economic Partnership (RCEP). 


• A pact that India withdrew from in 2019. 


• Consequently, RCEP came into force in November 2020 without India. 


Who all signatories of the agreement 

• Signatories include 


• 10 ASEAN countries 


✓(Singapore, Thailand, Vietnam, 
Cambodia, Indonesia, Malaysia, 
Brunei, Laos, Myanmar and the 
Philippines) and 


• 5 key partners 


✓(China, Japan, South Korea, Australia 
and New Zealand). 


What is the Main Aim 

• The main aim was to lower tariffs, open up trade in services and promote investment to help 

emerging economies catch up with the rest of the world. 


Why Did India Withdraw 

• India withdrew from the RCEP largely because of concerns it would open it up to Chinese goods 

amid an already wide trade imbalance with China, and the failure of the agreement to adequately 
open up to services. 


Some Important Facts 
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• It is the biggest trade bloc in history. 


• RCEP was signed on 15 November 2020 at a virtual ASEAN Summit hosted by Vietnam. 


• It was conceived at the 2011 ASEAN Summit in Bali, Indonesia. 


ASEAN 


Things To Do 

• Arrange Capitals of ASEAN & RCEP Countries from North to South. 


• Compare GDPs & Populations of the rest of the Countries with China. 


• Compare GDPs & Populations of RCEP & EU. 


7. What id Stock - market Bubble 

Markets rising & Recession 

• After the first wave of Covid, Stock market indices reached all-time highs in 2020-21. 


• This is despite that fact that there was the worst global recession since World War II. 
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Recovery or Bubble? 

• Some market experts talk of a V-shaped recovery in Economy. 


• They say this is a bull market that has long way to go. 


• Others say that this rally is nothing but a bubble. 


 


What is a Bubble 

• In economics, 


✓a bubble is an economic cycle that is characterized by the rapid escalation of market value, 
particularly in the price of assets. 


✓This fast inflation is followed by a quick decrease in value, or a contraction, that is sometimes 
referred to as a "crash" or a "bubble burst." 


Nobel Laureate Robert Schiller’s Definition of a Bubble 

• A situation in which news of price increase spurs investor enthusiasm. 


• It spreads by psychological communication from person to person. 


• A process starts, stories amplify to justify the price increases.


• It draws in a wider class of investors. 


• Despite doubts about the real value of the investment, they are drawn to it, partly through envy of 
others’ successes and partly through gambler’s excitement. 


• In short, a bubble is the stage of a market cycle where asset prices rise to irrationally high levels 
completely disconnected from the fundamental value of the underlying assets. 


• In the process, they lure large numbers into the game in the hopes of making quick money 


Concerns 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• Market bubbles after reaching irrationally high levels, inevitably crash. 


• Investors’ wealth gets destroyed and it permanently drives away vast swathes of investors away 
from markets. 


In the Past 

• Dotcom bubble of 2000 and housing bubble of 2007. 


Some Important Facts 

• It is the biggest trade bloc in history. 


• RCEP was signed on 15 November 2020 at a virtual ASEAN Summit hosted by Vietnam. 


• It was conceived at the 2011 ASEAN Summit in Bali, Indonesia. 


Important Things 

• A bubble is an economic cycle that is characterized by the rapid escalation of market value, 

particularly in the price of assets. 


• This fast inflation in share prices is followed by a quick decrease in value, or a contraction, that is 
sometimes referred to as a "crash" or a "bubble burst." 


• Bubbles are typically attributed to a change in investor behavior. 


Hyman P. Minsky’s five stages of a bubble 

• Displacement 


✓This stage takes place when investors start to notice a new paradigm, like a new product or 
technology, or historically low interest rates. This can be basically anything that gets their 
attention. 


• Boom 


✓Prices start to rise. Then, they get even more momentum as more investors enter the market. This 
sets up the stage for the boom. There is an overall sense of failing to jump in, causing even more 
people to start buying assets. 


• Euphoria 


✓When euphoria hits and asset prices skyrocket, it could be said that caution on the part of 
investors is mostly thrown out the window. 


• Profit-Taking 


✓Figuring out when the bubble will burst isn’t easy; once a bubble has burst, it will not inflate 
again. But anyone who can identify the early warning signs will make money by selling off 
positions. 


• Panic 


✓Asset prices change course and drop (sometimes as rapidly as they rose). Investors want to 
liquidate them at any price. Asset prices decline as supply outshines demand. 
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8. All about GST Exemption

Recently there was a news 


 GST & Exemptions 

• Several states called for removing taxation on Covid-related 

medicines and supplies, including a GST exemption on vaccines. 


• Finance Minister said exemptions on domestic supplies and 
commercial imports “would make these items costlier” for 
consumers. 


Tax on these Items 

• A 5% GST is levied on domestic supplies and commercial imports of vaccines. 


• Covid drugs and oxygen concentrators attract 12%. 


Why Finance Minister Said NO to 0 GST 

• Presently, the seller can claim input tax credit (ITC) by setting off the tax liability against the tax 

already paid. 


• For example, a vaccine manufacturer would have inputs 
such as vials, bioreactors, warehousing, etc., which would 
be taxed at different rates (5%, 12% or 18%). 


• These taxes can be claimed as ITC at the time of final 
supply — and if the tax on output is higher than that on 
inputs, the final seller can claim an ITC refund. 


 GST & Exemptions 
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Back to the Exemptions 

• For a better understanding Let’s See them One by One 


Non GST 

• Not under the Ambit of GST Law No ITC (of course) Examples: 

Petrol, Alcohol for Human Consumption 


• Nil Rated 


✓Tax Rate = 0%


✓No ITC 


✓Examples: Grains, Salt 


• Exempted 


✓NO GST Applicable


✓No ITC Examples: Milk, Curd, Bread 


• Zero Rated 


✓Tax Rate = 0% Yes ITC 


✓Examples: Exports, Sales to SEZ 


What Could be Done 

• Making all the Covid related supplies as Zero-rating. 


• It will make the entire value chain of the supply exempt from tax. 


• Not only is the output exempt from tax, there is no bar on availing credit of taxes paid on the input 
side for providing the output supply. 
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9. Rules Of Origin 

• Rules of origin are laws, regulations and procedures that identify where an imported product 

originally came from.


• The rules vary from country to country, and are often specified in free trade agreements.


• The rules often refer to a certain quantity of inputs, processing, transformation, etc. that needs to be 
done in the country. 


• Identifying a product’s country of origin helps customs agencies know what regulations and fees 
apply to a given product.


• Tariffs may be reduced or increased depending on where a product comes from. 


• Rules of origin (ROO) are the criteria needed to determine the country of origin of a product for 
purposes of international trade. Their importance is derived from the fact that duties and 
restrictions in several cases depend upon the source of imports.


 Rules of origin are used

• to implement measures and instruments of commercial policy such as antidumping duties and 

safeguard measures;


• to determine whether imported products shall receive most-favoured-nation(MFN) treatment or 
preferential treatment;


✓for the purpose of trade statistics;


✓for the application of labelling and marking requirements; and


✓for government procurement. 
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10.Why RBI is Buying Gold

What is the Data 

• Gold reserves with the Reserve Bank of India surged over 12 times in 20 years (data presented by 

the Finance Ministry in Rajya Sabha showed) 


Where is the Gold Kept 

• RBI has been in possession of gold reserves, as a part of the foreign exchange reserves 


 


• As at March-end 2021 403.01 tonnes of gold - Safe custody with the Bank of England and the Bank 
of International Settlements (BIS) 


• 292.30 tonnes of gold - Held domestically
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• India’s desire to add gold reserves seems to be driven mainly by the fear of depreciation in dollar 
value causing capital loss. 


• RBI’s recent gold purchases started in 2018. Two events: 


✓US dollar fell sharply in 2017 as the trade war with China and crash in commodity prices 


✓Yields on US treasury bonds spiked sharply. 


• The buying gold appears to be driven by a desire to reduce the dominance of the US over the 
global economy. 


Why buying the Gold Now 

• Safety and Liquidity - the twin objectives of foreign exchange reserves management. 


• Also kept in mind is return optimisation 


How Much Gold Reserves Do We have 

• Gold reserves have surged to $33 billion at the end of FY 2020-21 from $2.7 billion in FY 2000-01 


• As at end-March 2021, the Reserve Bank held 695.31 tonnes of gold as part of its foreign exchange 
reserves management against 653.01 tonnes as at March-end 2020 
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Gold and Forex 

• Four components of forex reserves are: 


✓Foreign Currency Assets 


✓Gold


✓Special Drawing Rights 


✓Reserve Tranche Position in the International Monetary Fund 


Share of Gold in Forex 

• The share of gold in the total Fx reserves decreased from about 6.69 per cent as at end- September 

2020 to about 5.87 per cent as at end-March 2021 


An Interesting Fact 

• RBI, in July 1991, pledged 46.91 tonnes of gold with the Bank of Japan and the Bank of England and 

raised a loan of $405 million. 


• This loan was redeemed by the RBI by repayment between September and November 1991. 


A Question for UPSC Aspirants 

What are the shortcomings of holding Gold reserves? 
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11.5 Important Point on India’s GDP


Size of the Economy

• It is the world's sixth- largest economy by nominal GDP. 


• It is the third largest by purchas ing power parity (PPP). 
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Type of the Economy 

• Open, Liberal alongwith Protectionist dirigism 


Income Parity 

• India has low Per-Capita Income (ranks less than 120 out of 150 countries) 


• Gini index of India, which is a measure of income distribution inequality, is now consistently 
inching upwards of 35 


Biggest Trading Partners 

• In 2020: China ($77.7 billion) USA ($75.9 billion) 


• In 2019:USA ($85.5 billion) 
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Trend of trade
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Sector Wise Composition


23
Available on App Store


 and Play Store
www.sleepyclasses.com


Call 1800 - 890 - 3043 



T.me/SleepyClasses

12.5 important points on Inflation


Various CPIs

•Various CPIs compiled in India are: 


✓CPI for Industrial workers CPI(IW) 


✓CPI for Agricultural Labourers CPI(AL)


✓CPI Rural Labourers CPI (RL) 


✓CPI (Urban) 


✓CPI (Rural) 


Discontinued

•  Consumer Price Index for Urban Non Manual Employees CPI (UNME) was earlier 

computed by Central Statistical Organisation. 


• However this index has been discontinued since April 2008. 


Who Computes

• Labour Bureau 


✓(Occupation specific & Place Specific): CPI (IW) + CPI (AL & RL) 


• Central Statistical Organisation 


✓CPI(Urban) and CPI(Rural) 
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CPI & RBI

• RBI uses CPI-combined as the sole inflation measure for the purpose of monetary policy. 


CPI 


• 6 Groups of Items 
(earlier there were 5) 


✓Food & beverages 


✓P a n , t o b a c c o & 
intoxicants 


✓C l o t h i n g & 
footwear 


✓Housing


✓Fuel & light 


✓Miscellaneous 


Components of 
CFPI

• Consumer Food Price 

Index includes: Out 
of 12 sub-groups 
contained in ‘Food 
a n d B e v e r a g e s ’ 
group, 


• CFPI is based on ten 
s u b - g r o u p s , 
e x c l u d i n g 
‘ N o n a l c o h o l i c 
b e v e r a g e s ’ a n d 
‘ P r e p a r e d m e a l s , 
snacks, sweets etc. 
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13.Financial Inclusion- Index for UPSC Prelims 

What is FI-Index 

• An index to capture the extent of financial inclusion across the country. 


• The FI-Index has been conceptualised as a comprehensive index incorporating details of: 


✓Banking 


✓Investments


✓Insurance 


✓Postal 


✓Pension 


✓sector 


• in consultation with Government and respective sectoral regulators. 


•  It is released by Reserve Bank of India 


What is its Range 

• The index captures information on various aspects of financial inclusion in a single value 

ranging between 0 and 100.0 represents : Complete financial Exclusion


• 100 indicates : Full financial Inclusion 


Parameters

• 3 broad parameters 


✓Access (35% weight) 


✓Usage (45%) 


✓Quality (20%) 


• Each of these consisting of various dimensions, which are computed based on a number of 
indicators. 


Indicators 

• The Index is responsive to ease of access, availability and usage of services, and quality of 

services, comprising in all 97 indicators. 


• A unique feature of the Index is the Quality parameter as reflected by: 


✓Financial literacy


✓Consumer protection 


✓Inequalities and deficiencies in services 
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Base Year 

• The FI-Index has been constructed without any ‘base year’ and as such it reflects 

cumulative efforts of all stakeholders over the years towards financial inclusion. 


Value in 2021 

• The annual FI-Index for the period ending March 2021 is 53.9 as against 43.4 for the period 

ending March 2017. 


When will it be released 

✓The FI-Index will be published annually in July. 


Financial Inclusion Schemes 


14.Special Drawing Rights 

What is na SDR 

• Special Drawing Rights ( SDRs) are International Reserve assets created by the IMF to 

supplement the official reserves of member countries. The value of SDR is based on basket 
of five currencies.


Is SDR Currency? 

• The Special Drawing Right is neither a currency nor a claim on the IMF. 
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• The private entities cannot hold SDRs.


• XDR is the unit of Special Drawing 
Rights. 


Use of SDRs 

• How are SDRs used?


✓SDRs are allocated to IMF member 
countries in proportion to their 
relative share in IMF. Countries can 
exchange SDRs  for hard currencies 
with other IMF member.


Weight of Currencies

• The value of SDR changes every day.


• The weightage of the currencies depends on its prominence in international trade and the 
foreign exchange reserves of the respective nation. 


SDR Allocation 

• A total of SDR 660.7 billion (equivalent to about US$943 billion) have been allocated. 


• This includes the largest-ever allocation of about SDR 456 billion approved on August 2, 
2021 to address the long-term global need for reserves and help countries cope with the 
impact of the COVID-19 pandemic. 
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How SDR is allocated 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Selling SDRs 

• Participating members and prescribed holders can buy and sell SDRs in the voluntary 

market. 


• If required, the IMF can also designate members to buy SDRs from other participants. 


• The IMF has the authority to prescribe other holders of SDRs, non-members, member 
countries that are not SDR Department Participants, institutions that perform the 
functions of a central bank for more than one member, and other official entities. 


India & SDR 

• As part of the Fourteenth General Review of Quotas (2010), India’s total quota has been 

increased to 


• SDR 13,114.4 million from SDR 5821.5 million. With this increase, India’s share would 
increase to 2.76% (from 2.44%)making it the 8th largest quota holding country in the IMF. 


• On account of India’s 2.76% quota at the IMF, India may receive $17.94 billion out of the 
$650 billion fresh SDR allocation taking the country’s total SDR to $19.48 billion. 


India’s Representatives 

• Governor: Union Finance 


• Minister Alternate Governor: Governor, RBI. 


International Treaties that use SDR 

• Montreal Convention 


• Convention on Limitation of Liability for Maritime Claims 


International Organisations using SDR 

• Japan External Trade Organisation


• Islamic Development Bank


• African Development Bank


• Asian Development Bank


• International Fund for Agricultural Development 


SDR interest rate (SDRi) 

• The SDRi provides the basis for calculating the interest rate charged to members on their 

non-concessional borrowing from the IMF. 


• It is paid to members for their remunerated creditor positions in the IMF. 


• It is also the interest paid to members on their SDR holdings and charged on their SDR 
allocations. 
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15.Financial Stability and Developments council

What is FSDC 

• Financial Stability and Development Council (FSDC) is an apex-level body constituted by 

the government of India. 


• Idea: A super regulatory body 


• Was conceptualised by the Raghuram Rajan Committee in 2008 


• 2010: Then Finance Minister of India set up an autonomous body dealing with macro-
prudential and financial regularities. 


Is FSDC Statutory? 

• No 


Members of FSDC 

• Governor Reserve Bank of India (RBl)


• Chairman, SEBI


• Chairman, IRDA 


• Chairman, PFRDA


• Chairman, IBBI


• Chief Economic Advisor, Ministry of Finance 


• Finance Secretary and/or Secretary Department of Economic Affairs (DEA)


• Secretary, Department of Financial Services (DFS)


• Secretary, Ministry of Corporate Affairs 


• Secretary, Ministry of Electronics and Information Technology


• Additional Secretary, Ministry of Finance, DEA, will be the Secretary of the Council 


• The Chairperson may invite any person whose presence is deemed necessary for any of its 
meeting(s). 


Chairperson? 

•  The Union Finance Minister of India 


Primary Idea 

• FSDC will help India be better prepared in dealing with incidents like global economic 

meltdown.  

• Such incidents put pressure on governments and institutions across the globe to regulate 
their economic assets. 
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Important Roles 

• Strengthening, institutionalizing. maintaining financial stability.


• Financial sector development, and Inter-regulatory coordination.


• No funds are separately allocated to the council.
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16.National Monetisation Pipeline


What is MNP


 What is Asset Monetisation 
• Asset Monetisation, entails a limited period license/ lease of an asset, owned by the 

government or a public authority, to a private sector entity for an upfront or periodic 
consideration. 

Infrastructure Asset Monetisation Cycle 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What are Core Assets 
• Assets which are central to the business objectives of such entity and 

• are used for delivering infrastructure services to the public/users are considered as Core 
Assets for the purposes of monetization. 

Asset Base 
• Roads


• Power transmission 


• Power generation


• Airports


• Ports


• Telecom Towers 


• Optical Fibre Cable 


• Railway Stations 


• Railway Track 


• Natural Gas  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Monetisation Framework features for Core Asset 


Monetisation Models 
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17.  7 Crypto Terms

What is DeFi

• It stands for Decentralized Finance. 

• It is an alternative finance ecosystem where consumers transfer, trade, borrow and lend 
cryptocurrency, theoretically independently of traditional financial institutions and the 
regulatory structures that have been built around Government Regulators. 

• It intends to reduce intermediaries in finance, using computer codes. 

• It’s a computer-controlled market that automatically executes transactions, like issuing 
loans backed by crypto or paying interest on holdings. 

 Who controls DeFi 
• DeFi platforms are structured to become independent from their developers and backers 

over time and to ultimately be governed by a community of users whose power comes 
from holding the protocol’s tokens. 

What is CeFi 

• It stands for Centralized Finance. Here businesses resemble traditional finance (also 

known as TradFi). 

• Consumers enter into an agreement with a company (such as BlockFi) which collects 
information about them, requires them to turn over there crypto and also serves as a 
central point for regulators. 
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What is StableCoin 
• Cryptos are very volatile which make them quite impractical for payments or loans. 

• Stable-coins are cryptocurrencies pegged to stable assets, usually the US Dollar. 

• They provide the regular value of government-issued money in digital form for blockchain 
transactions. 

• Important thing to note here us that they are issued by private entities. Examples: Tether, 
USD Coin. 

What is CBDC 
• Central Bank Digital Currency


• They are/will be government-issued cryptocurrencies. 

• Theoretically they should offer the convenience of crypto with the reliability of money 
controlled by a central bank. 

RBI & CBDC 
What is eRUPI 
• e-RUPI is a cashless and contactless digital 

• payments medium, which will be delivered to 
mobile phones of beneficiaries in form of an SMS-
string or a QR code. 

• It will be a person-specific and purpose- specific 
payments system. 

• Developed by: 

✓National Payments Corporation of India (NPCI)  
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• Department of Financial Services, Ministry of Finance 

• Ministry of Health and Family Welfare and the National Health Authority
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18.EverGrande Collapse

What is ‘Marketised Default’ 

• An orderly market exit and well- managed restructuring for 

troubled companies. 


• It shows how regulators have become adept at managing larger, 
more frequent and highly complex defaults. 


How is EverGrande Related 

• EverGrande is China’s biggest and most indebted developer. 


• The company is the world’s most indebted property firm with 
$300bn in liabilities. 


• The company is on the verge to default on both yuan- and dollar- 
denominated interest payments. 


How is this a Big Deal? 

• Evergrande’s distress has been roiling markets around 

the globe and dragging down other weak developers. 


• Major indices in Europe, Asia and America have fallen 
as Evergrande’s situation appeared to worsen. 


• Yields on the bonds of a number of struggling Chinese 
developers have soared. 


Other Important Impacts 

• Shares of other developers are collapsing by nearly 90% on fears that they, too, would fail 

to repay bonds due. 


• Several financial institutions with high exposure to the property sector have suffered falls 
in their market value. 


• The price of iron ore has fallen below $100 per tonne on September 20th for the first time in 
a year on fears that Chinese homebuilders will construct fewer properties. 


One Important Takeaway 

• Several financial institutions wThe company has relied on ever-increasing costly short-

term debts.


• The business model relies on borrowing money to develop properties and selling them 
years before they are completed to generate cash from buyers’ deposits. 


• Chinese government regulators are stepping up their campaign against leverage. 
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• Authorities are constricting developers’ capacity to accumulate debt, limit liability-to-asset 
ratios, net debt-to-equity ratios and mandating levels of cash that are at least equivalent to 
short-term debt. 


Impact on Banking Sector

• China’s banking sector has lent heavily to developers in recent years. 


• Thus, it would mean higher NPAs. 


• Defaults would eat into banks’ overall capital-adequacy ratios. 


Impact on Shadow Banking 

• About 45% of its interest-bearing liabilities in the first half of 2020 were from trusts and 

other shadow lenders, which are opaque and typically charge higher rates, compared with 
just 25% for bank loans. 


Impact on Offshore Bonds 

• Chinese developers are the largest issuers of dollar-denominated bonds traded in Hong 

Kong, and among them Evergrande is the single largest issuer. 


• Many other developers’ yields will shoot up above 30% !!! 


What is Chinese Government’s Stance

• The crackdown on developer debt is not an isolated event but one of several campaigns Xi 

Jinping is using to remould the country. 


• A sweeping clampdown on internet-technology companies has wiped out more than $1trn 
in shareholder value since early this year. 


• These changes, along with the goal of improving housing affordability and ridding the 
property market of speculation, have been encapsulated by Mr Xi in the phrase “common 
prosperity”. 


Chinese Government’s Reshaping the Economy 

• The government is unyieldingly cracking down on leverage. 


• China’s property sector accounts for 20-25% of its economy.


• An extended campaign against developer debt could significantly lower China’s growth 
prospects. 
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19.MSP & FRP 
MSP 


 Trend 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What is the primary idea 


 


 


History of MSP 

• Till the mid 1970s, Government announced two types of administered prices: 


✓Minimum support Price 


✓  Procurement Prices 


• Procurement prices were the prices of kharif and rabi cereals at which the grain was to be 
domestically procured by public agencies (like the FCI) for release through PDS. 


• It was announced soon after harvest began. Normally procurement price was lower than 
the open market price and higher than the MSP. 


• This policy of two official prices being announced continued with some variation upto 
1973-74, in the case of paddy. 
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• In the case of wheat it was discontinued in 1969 and then revived in 1974-75 for one year 
only. 


• Since there were too many demands for stepping up the MSP, in 1975-76, the present 
system was evolved in which only one set of prices was announced for paddy (and other 
kharif crops) and wheat being procured for buffer stock operations. 


When is it announced 

 Who announces it 

Who recommends it 

Crops Covered in MSP 
• 22 mandated crops and fair and 

remunerative price (FRP) for sugarcane. 

• Their breakup is as follows: - 14 kharif 
crops


✓6 rabi crops


✓2 commercial crops 
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Please Note

• MSP is there for 24 Crops, But it is announced for 

only 22 Crops 


• Because: 


✓MSP of toria is fixed on the basis of the MSP of 
rapeseed/mustard 


✓MSP of de-husked coconut is fixed on the basis of 
the MSP of coconut copra 


Sowing Season 

• Sowing season in India of crops varies from state 

to state and the harvesting of the crop also 
depends on variety. 

• Thus, a harvested crop sown in kharif may reach 
in the market even before October. 

 


CACP –Costs of Production 

FRP 

• The pricing of sugarcane is governed by the statutory 

provisions of the Sugarcane (Control) Order, 1966 issued 
under the Essential Commodities Act (ECA), 1955. 


• Prior to 2009-10 sugar season, the Central Government 
was fixing the Statutory Minimum Price (SMP) of 
sugarcane and farmers were entitled to share profits of a 
sugar mill on 50:50 basis.
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• As this sharing of profits remained virtually unimplemented, the Sugarcane (Control) 
Order, 1966 was amended in October, 2009 and the concept of SMP was replaced by the 
Fair and Remunerative Price (FRP) of sugarcane. 


• A new clause ‘reasonable margins for growers of sugarcane on account of risk and profits’ 
was inserted as an additional factor for working out FRP and this was made effective from 
the 2009-10 sugar season. 


• Accordingly, the CACP is required to pay due regard to the statutory factors listed in the 
Control Order. 


Statutory Factors for FRP 

• The cost of production of sugarcane 


• The return to the grower from alternative crops and the general trend of prices of 
agricultural commodities 


• The availability of sugar to the consumers at a fair price 


• The price of sugar 


• The recovery rate of sugar from sugarcane 


• The realization made from sale of by-products viz. Molasses, bagasse and press mud or 
their imputed value (inserted in December, 2008) 


• Reasonable margins for growers of sugarcane on account of risk and profits (inserted in 
october, 2009). 


• States also announce a price called the State Advisory Price (SAP), which is usually higher 
than the SMP.  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