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Discuss the role of ‘litigotiation’ in resolving international trade disputes, with reference
to the recent settlements between India and the U.S. at the World Trade Organization
(WTO).

Introduction: Define “Litigotiation”.

Body: Highlight the role of litigotiation in resolving international trade disputes

Conclusion: Way forward
'Litigotiation,’ a blend of litigation and negotiation, plays a crucial role in resolving international trade
disputes by combining formal legal processes with negotiation strategies. The approach was seen when
India and the U.S. settled their last lingering trade dispute on poultry products at the WTO.

Role of Litigotiation in these Settlements

e Pressure for Negotiations: The initiation of formal disputes exerted pressure on both sides to
come to the negotiation table, fostering a sense of urgency to resolve the issues without waiting for
the lengthy dispute settlement process to conclude.

e Framework for Resolution: The formal legal process provided a structured framework within
which negotiations could occur. It sets out the legal boundaries and obligations, helping both
parties to understand the stakes and the potential consequences of not reaching a settlement.

e Flexibility and Pragmatism: Through negotiations, both India and the U.S. could explore flexible
and pragmatic solutions that a formal ruling might not offer. This included considering broader
trade-offs and adjustments that addressed the concerns of both parties more comprehensively
than a narrow legal ruling.

e Preserving Relationships: By combining litigation with negotiation, both countries managed to
address specific disputes without escalating tensions to a level that could harm their overall trade
relationship. This approach helped maintain a constructive dialogue and ongoing trade
cooperation.

Outcomes and Implications

e Precedent for Future Disputes: These cases set a precedent for how future trade disputes might
be handled, highlighting the value of integrating negotiation with formal dispute resolution
mechanisms.

e Enhanced Cooperation: Successful settlements contribute to building trust and enhancing
bilateral cooperation, demonstrating that even contentious issues can be resolved through
dialogue and compromise.

o Strengthened WTO Role: These examples underscore the importance of the WTO as both a legal
and negotiation forum, reinforcing its role in facilitating international trade governance.

Conclusion

The recent settlements between India and the U.S. at the WTO highlight how this approach can lead to
mutually beneficial outcomes, preserve trade relationships, and strengthen the overall trade system.

Discuss the feasibility and potential impact of adopting a proportional representation
system in India’s electoral democracy.

Introduction: Brief contextual introduction

Body: Highlight the feasibility and potential impact of adopting a proportional representation system in

India’s electoral democracy.

Conclusion: Way forward
The Proportional Representation (PR) system guarantees that all parties are represented according to their
share of the vote. The most widely used PR system is the ‘party list PR,' where voters cast their ballots for
a party rather than individual candidates. Subsequently, parties receive seats in proportion to their share
of the total vote.

Feasibility of Adopting Proportional Representation in India
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o Constitutional Amendments: Implementing PR would require substantial amendments to the
Indian Constitution, particularly those sections related to the structure of electoral processes.
Given the complexities and political sensitivities involved, achieving the necessary consensus
among diverse political parties is a formidable challenge.

o Political Will and Consensus: Major political parties, particularly those benefiting from the FPTP
system, might resist such a change. The dominance of large parties and their ability to form stable
governments under the First Past the Post System (FPTP) provides them little incentive to support
a shift to PR.

¢ Administrative Overhaul: The transition to PR would necessitate a comprehensive overhaul of
the electoral infrastructure. This includes redefining constituencies, educating voters, training
electoral officials, and possibly redesigning ballot systems.

e Public Understanding and Acceptance: Given India's vast and diverse electorate, fostering an
understanding of the PR system's workings and benefits would be essential. This requires
significant public education efforts to ensure smooth acceptance and transition.

Potential Impacts of Proportional Representation in India

e Fairer Representation: PR could lead to more equitable representation of diverse political, social,
and regional groups. Minorities and smaller parties would gain better representation, reflecting
the true spectrum of public opinion more accurately than the FPTP system.

e Coalition Governments: A PR system typically results in coalition governments, as it is rare for a
single party to achieve an outright majority. This could enhance collaborative politics but might
also lead to less stable governments and frequent policy negotiations.

o Political Fragmentation Risks: However, there is a risk of increased political fragmentation, with
many smaller parties gaining seats. This could complicate decision-making processes and lead to
gridlocks or unstable coalitions.

e Impact on Regional Parties: While PR might benefit national-level small parties, it could
disadvantage strong regional parties that currently win a significant number of seats in specific
areas under FPTP. The dynamics of regional vs. national interests in politics could see substantial
shifts.

Conclusion

The law commission in its 170th report, ‘Reform of the electoral laws’ (1999), had recommended the
introduction of the Mixed Member Proportional Representation (MMPR) system on an experimental basis
to maintain the balance between stability and proportionate representation. This could assuage the
apprehension of southern, northeastern, and smaller States in the northern region by limiting the
domination of larger States with increased seats solely through the FPTP system.

Critically examine the implications of a uniform entrance test like NEET on the federal
structure of India’s education system. How does it affect state autonomy in determining
admission criteria for medical colleges?

Introduction: What is NEET?

Body: Implications on federal and social structure and state autonomy

Conclusion: Way forward
The NEET is a qualifying test for any graduate and postgraduate medical course in India. The NEET replaced
the All India Pre-Medical Test (AIPMT). The exam is conducted by the National Testing Agency (NTA). The
National Eligibility cum Entrance Test (NEET) for medical colleges in India has sparked debate on its impact
on the federal structure of education.

Implications on the federal and social structure

e Concurrent List and Federal Powers: Education falls under the Concurrent List of the Indian
Constitution, allowing both the central and state governments to legislate on the subject. However,
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the introduction of NEET by the central government raises questions about the balance of power
between the centre and the states.

e Access: States with better coaching infrastructure and resources may give their students an edge
in NEET, potentially widening the gap between students from different socio-economic
backgrounds.

e Equity: Rural and underprivileged students might find it difficult to compete on a national platform
without adequate support and preparation, which could exacerbate existing educational
inequalities.

Impact on State Autonomy

e Reduced Control: NEET dictates a single entrance exam, limiting states' ability to set their
eligibility criteria beyond the national benchmark. This reduces their control over tailoring
admissions to specific regional needs.

e Diversity Concerns: States might have unique social and educational backgrounds for their
students. A single exam might disadvantage students from these backgrounds, hindering diversity
in medical schools.

e State board and Rural background students: The NEET syllabus is framed based on the
CBSE/NCERT syllabus. So, this is unfair for students from State Boards and from rural areas where
the standards may be lower.

Conclusion

NEET represents a complex issue. While it promotes national standardization and reduces potential
malpractices, complete uniformity can stifle state autonomy and diversity. Finding a balance between these
competing interests is crucial for a robust and equitable medical education system in India.

Explain the constitutional and legislative powers of the Speaker of the Lok Sabha in India.
How do these powers impact the functioning of parliamentary democracy in the country?
Introduction: Define the role of the Speaker
Body: What are the constitutional and legislative powers of the Speaker and their impact on
parliamentary democracy?
Conclusion: Way forward
The Speaker of the Lok Sabha, the lower house of India's Parliament, holds a pivotal role in ensuring the
smooth functioning of the House. The Speaker’s constitutional and legislative powers significantly impact
parliamentary democracy in India by maintaining order, ensuring impartiality, and safeguarding the
principles of democracy.

Constitutional Powers

o Presiding Over Sessions: As per Article 93 of the Indian Constitution, the Speaker presides over
the sessions of the Lok Sabha, maintaining order and decorum. This includes managing debates,
ensuring members adhere to rules, and protecting the rights of all members.

e (Casting Vote: The Speaker exercises a casting vote in case of a tie (Article 100), which can be crucial
in closely contested legislative decisions.

e Certification of Money Bills: The Speaker has the authority to certify bills as Money Bills (Article
110). This decision is final and not subject to judicial review, impacting the legislative process
significantly as Money Bills have a special procedure and do not require approval from the Rajya
Sabha (the upper house).

Legislative Powers

o Control Over Parliamentary Committees: The Speaker appoints the chairpersons of various
parliamentary committees and plays a key role in referring bills to these committees for detailed
examination. This can influence the scrutiny and outcome of legislative proposals.
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e Regulation of Business: The Speaker decides the agenda for each sitting of the Lok Sabha,
including the allotment of time for debates and discussions. This power helps in prioritizing issues
of national importance and ensuring efficient legislative functioning.

e Disqualification of Members: Under the Tenth Schedule of the Constitution, the Speaker has the
authority to decide on the disqualification of members under the anti-defection law. This power is
crucial in maintaining the integrity of the House and party discipline.

Impact on Parliamentary Democracy

e Maintaining Order and Decorum: The Speaker’s role in maintaining order is fundamental to the
functioning of parliamentary democracy. By ensuring that debates are conducted in a disciplined
manner, the Speaker upholds the dignity and decorum of the House, facilitating productive
legislative discussions.

e Impartiality and Fairness: The Speaker is expected to act impartially and ensure that all
members, irrespective of their party affiliation, have an opportunity to participate in the legislative
process. This impartiality is vital for maintaining trust in the parliamentary system.

e Upholding Democratic Norms: The Speaker’s powers to enforce parliamentary privileges and
take disciplinary actions help in upholding democratic norms and protecting the sanctity of the
parliamentary institution. This is essential for the credibility and legitimacy of the legislative
process.

Conclusion

The Speaker of the Lok Sabha holds a central role in India's parliamentary democracy, equipped with
substantial constitutional and legislative powers. The effectiveness and impartiality of the Speaker are
crucial for maintaining the integrity, efficiency, and credibility of the parliamentary system in India.

Analyze the significance of informing the accused of the grounds of arrest in writing as
per Article 22 of the Constitution. What is the significance of this requirement for
procedural fairness and protection of individual liberties in the criminal justice system?
(250 words)

Introduction: What is Article 227

Body: Significance of Article 22 in the criminal justice system

Conclusion: Way forward
Article 22 of the Indian Constitution provides fundamental protections for individuals who are arrested or
detained, ensuring procedural fairness and safeguarding individual liberties within the criminal justice
system.

Procedural Fairness

e Transparency: A written record provides a clear and objective account of the reasons for arrest.
This transparency allows for verification and prevents miscommunication or manipulation by
authorities.

e Informed Decisions: Knowing the grounds in writing empowers the accused to understand the
situation better. This allows them to make informed choices about their legal representation and
potential defense strategy.

¢ Judicial Review: A documented record facilitates judicial review in case of a wrongful arrest. The
written document becomes evidence for the court to assess the legality of the arrest.

Protection of Individual Liberties

e Prevents Arbitrary Arrests: The requirement discourages authorities from making arbitrary
arrests without a legitimate basis. The need to document the grounds discourages arrests based
on prejudice or personal motives.
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o Empowers the Accused: Knowing the charges allows the accused to assert their rights effectively.
They can challenge the legality of the arrest or seek bail more efficiently.

e Reduces Coercion: A written record minimizes the risk of the accused being pressured into
confessions or incriminating statements due to confusion or fear.

Conclusion

Supreme Courts in various judgments like Siddharth v. State of Uttar Pradesh, Pankaj Bansal v. Union of
India_and Others (2023), & Prabir Purkayastha v. State (NCT of Delhi) have reiterated that The
requirement to inform the accused of the grounds of arrest in writing, as stipulated in Article 22 of the
Indian Constitution, is a cornerstone of procedural fairness and the protection of individual liberties that
ensures transparency, accountability, and fairness within the criminal justice system.

Discuss the challenges and opportunities presented by the demand-supply mismatch in
higher education in India. How does this mismatch affect the aspirations and outcomes
for students, particularly in the social sciences? (250 words)

Introduction: Give a brief introduction

Body: Highlight challenges and opportunities in higher education and mismatches that affect aspirations

and outcomes.

Conclusion: Way forward
India's higher education system grapples with a significant demand-supply mismatch. While there's a
growing desire for higher education, the available seats and the kind of education offered often don't align
with the needs of the job market.

Challenges

e Graduate Unemployment: A major concern is the high rate of unemployment among graduates,
particularly those with degrees in social sciences. This mismatch between educational attainment
and employability leads to frustration and underutilization of human resources.

o Skill Gap: Traditional curriculums in social sciences may not equip students with the specific skills
(data analysis, communication, etc.) required by modern workplaces. This creates a skills gap,
hindering graduates' ability to find relevant jobs.

e Societal Pressures: Societal pressures often push students towards traditional high-demand
fields like engineering or medicine, even if their interests lie elsewhere. This can lead to a lack of
passion and lower overall quality of graduates in those fields.

Opportunities:

e Curriculum Reform: The mismatch presents an opportunity to revamp curriculums,
incorporating industry-relevant skills and fostering interdisciplinary approaches.

e Focus on SKkill Development: Universities can offer skill-based programs and workshops to bridge
the gap between theoretical knowledge and practical application.

e Industry Partnerships: Collaboration with industries can help universities develop programs that
cater to specific workforce needs, creating a win-win situation for students and employers.

Impact on Social Sciences Students:

e Lower Job Prospects: There might be fewer job openings directly related to their degrees
compared to fields like engineering.

e Underemployment: They might end up in jobs that don't fully utilize their educational
background, leading to underemployment and dissatisfaction.

o Lower Salaries: Due to the oversupply of graduates in these fields, they might face lower starting
salaries compared to graduates in high-demand fields.

Conclusion
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Higher education in the social sciences needs a complete overhaul at every level. Expanding capacity to
include students excluded from other disciplines must be paired with a strong commitment to improving
quality. Prioritizing the enhancement of teaching standards and course content is essential in this effort.

Assess the importance of the Panchayat system in India as a part of local government.
What challenges do Panchayats face in terms of functionality, and how can increased
devolution of powers address these challenges?
Introduction: Give a brief introduction
Body: Highlight the importance and challenges faced by Panchayats & how to address these issues
Conclusion: Way forward
The Panchayati Raj system is the backbone of rural local government in India. It empowers villages through
elected representatives, bringing democracy to the grassroots level.

Importance of the Panchayat System

e Decentralized Governance: Panchayats address local needs and aspirations directly. They
understand the ground realities better than centralized authorities, leading to more effective
solutions.

e Social Development: Panchayats play a vital role in implementing social welfare schemes, and
promoting education, healthcare, and sanitation in rural areas.

e Community Participation: Panchayats encourage citizen participation in decision-making
processes. This fosters a sense of ownership and responsibility among villagers.

e Inclusive Representation: The system mandates reservation for women and marginalized
communities, ensuring their voices are heard in local governance.

Challenges Faced by Panchayats

e Limited Funds: Panchayats often lack sufficient financial resources to implement development
projects effectively. Dependence on central government grants restricts their autonomy.

e Bureaucracy: Complex procedures and red tape can hinder decision-making and slow down the
execution of plans.

e Capacity Building: Elected representatives may lack the training and expertise needed for
efficient governance and project management.

e Corruption: Instances of corruption can undermine public trust and hinder development efforts.

Devolution of Powers for Stronger Panchayats

o Financial Devolution: Granting Panchayats a larger share of tax revenue and control over local
resources would provide them with greater financial autonomy:.

e Functional Devolution: Transferring greater responsibility for planning, implementation, and
monitoring of development programs to Panchayats would enhance their effectiveness.

e (Capacity Building: Investing in training programs for Panchayat members and officials would
equip them with the necessary skills and knowledge for efficient governance.

e Transparency and Accountability: Strengthening transparency measures and promoting social
audits can help minimize corruption.

Conclusion

By empowering Panchayats, India can strengthen rural development, promote grass-roots democracy, and
ensure equitable distribution of resources across the vast rural landscape.
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Analyze the socio-economic impacts of heatwaves in India. How can its classification as a
disaster help mitigate these impacts?

Introduction: Define Heatwaves.

Body: What are the socio-economic impacts of heatwaves in India and how can its classification help

mitigate the impacts?

Conclusion: Way forward
Heat waves are prolonged periods of excessively hot weather that can cause adverse impacts on human
health, the environment, and the economy. Heatwaves in India have become more severe and intense having
severe effects on human health. There have been discussions on the inclusion of heatwaves as one of the

notified disasters under the Disaster Management (DM) Act, 2005.

Socio-Economic Impacts of Heatwaves

e Health Risks: Heatstroke, dehydration, and heat-related illnesses become major concerns,
especially for vulnerable populations like the elderly, children, and outdoor workers.

e  Water Scarcity: Heat exacerbates water evaporation, increasing demand and straining already
stressed water resources. This can lead to conflicts and limit access to clean drinking water.

e Reduced Productivity: Scorching temperatures lead to exhaustion, impacting worker output,
particularly in sectors reliant on manual labor (agriculture, construction). This translates to lower
incomes and economic slowdown.

e Agricultural Woes: Heatwaves cause crop wilting, reduced yields, and damage to soil moisture.
This can trigger food insecurity and price hikes, impacting both farmers' livelihoods and
consumers' wallets.

Classifying Heatwaves as Disasters

e Increased Resource Allocation: Disaster classification allows access to emergency funds and
resources for heatwave preparedness and response. This includes setting up cooling centers,
providing water, and launching public awareness campaigns.

e Improved Early Warning Systems: Disaster status can lead to better investment in weather
monitoring and early warning systems. Timely forecasts can help communities prepare and
minimize heat-related illnesses.

e Heat Action Plans: Classification can trigger the development and implementation of
comprehensive heat action plans. These plans would outline specific measures like flexible work
hours, school closures, and power outage management during heatwaves.

o Insurance Schemes: Disaster status could pave the way for heatwave-specific insurance schemes
for farmers and vulnerable populations. This would provide financial assistance for crop losses and
heat-related medical emergencies.

Conclusion

The inclusion will help states use their disaster response funds to provide compensation and relief and
carry out a range of other activities for managing the fallout of a heatwave. By recognizing heat waves as
disasters and taking proactive measures, India can build resilience and lessen the socio-economic burden
of these scorching events.

What are the main challenges faced by Panchayat Raj Institutions (PRIs) in India? Suggest
measures to address these challenges. (250 words)

Introduction: Give a brief contextual introduction

Body: Highlight the main challenges and measures associated with PRI in India

Conclusion: Way forward
Panchayati Raj Institutions (PRIs) were constitutionalized under the 73rd Amendment Act of the
Constitution of India in 1992. They are the statutory bodies that are elected at the village, block, and district
levels.
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Challenges

¢ Inadequate devolution of functions, funds, and functionaries: The devolution of functions,
funds, and functionaries to PRIs has been inadequate, limiting their ability to effectively discharge
their responsibilities.

e Capacity constraints and lack of training: Various studies have highlighted the need for capacity
building and training of elected representatives and officials of PRIs to enhance their skills and
knowledge for effective governance.

o Multiplicity of agencies and lack of coordination: The multiplicity of agencies involved in rural
development programs and the lack of coordination among them, leads to duplication of efforts
and inefficient implementation.

o Inadequate infrastructure and resources: There is a lack of basic infrastructure, such as office
buildings, equipment, and human resources, hindering the effective functioning of PRIs.

Measures

e State Finance Commissions: State Finance Commissions need to be empowered to recommend
sufficient transfer of resources from the state to the local bodies.

e Strengthening the Gram Sabha: The ARC proposed enhancing the authority of the Gram Sabha.
It suggested that the Gram Sabha should not only oversee but also actively participate in planning
economic development and social justice programs.

e Devolution of Functions, Funds, and Functionaries: ARC reports recommended increasing the
devolution of power, funds, and personnel to local Panchayat Raj Institutions (PRIs) based on the
principle of subsidiarity. It advised states to transfer all responsibilities outlined in the Eleventh
Schedule of the Constitution to the PRIs.

e Enhance Administrative Data Quality: It is essential to improve the quality of administrative data
and make it more accessible by utilizing visuals such as maps and interactive charts, which can be
easily understood by citizens.

Conclusion

The government, rural communities, and civil society must remain committed to the ongoing endeavor of
strengthening Panchayati Raj. The dream of Mahatma Gandhi, according to which "every village will be a
republic or panchayat, having full powers,” must be realized if rural India is to see inclusive growth and
social transformation.

Examine the potential and challenges of lithium exploration and extraction in India. How
can India overcome these challenges? (250 words)

Introduction: Give a brief introduction

Body: Highlight potential, challenges & measures to overcome such challenges related to Lithium

production.

Conclusion: Way forward
Lithium (Li), often called ‘white gold’ due to its high demand for rechargeable batteries, is a soft, silvery-
white metal. Reserves of lithium have been discovered in the Salal-Haimana area of Reasi district in Jammu
and Kashmir, as well as in Degana in the Nagaur district of Rajasthan.

Potential of Lithium Exploration and Extraction in India

e EV Ambitions: India aims for a significant electric vehicle (EV) market share. Securing domestic
lithium supplies is crucial for battery production and reducing reliance on imports.

e Recent Discoveries: Lithium deposits have been found in Jammu & Kashmir, Rajasthan, and
Karnataka. These discoveries offer potential for building a domestic lithium supply chain.

e Economic Benefits: Lithium mining can create jobs, boost regional economies, and generate
revenue for the government.

Challenges of Lithium Exploration and Extraction in India
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o Early Exploration Stage: Most Indian lithium finds are at an early exploration stage. The journey
from discovery to production can take 6-7 years.

e Technical Hurdles: Extracting lithium from clay deposits, like those found in J&K, is a complex and
commercially unproven technology globally.

e Environmental Concerns: Lithium mining can be water-intensive and lead to pollution if not
managed properly.

e Socio-economic Issues: Local communities' concerns regarding land acquisition, displacement,
and environmental impact need to be addressed.

o Lack of Expertise: India lacks experience in large-scale lithium mining and refining, requiring the
development of technical skills and infrastructure.

Overcoming the Challenges

¢ Investing in R&D: Fund research on efficient and sustainable extraction methods, especially for
clay deposits.

e Balancing Development and Environment: Implement strict environmental regulations and
monitoring to minimize the impact of mining.

e Community Engagement: Proactive communication and benefit-sharing programs to address
local concerns and ensure community support.

o SKkill Development: Develop training programs and collaborate with foreign companies to build
expertise in lithium mining and refining.

e Strategic Partnerships: Collaboration with established lithium producers for technology transfer
and joint ventures can accelerate domestic production.

Conclusion

The discovery of lithium reserves in India is crucial from a strategic standpoint. As it moves toward green
mobility, it can lessen India's reliance on imports and increase its level of independence. It can guarantee
that, as the country moves into a new green energy era, India's history of relying on fossil fuel imports is
not repeated. Nonetheless, the government needs to swiftly increase local lithium output and proactively
handle any possible obstacles to lithium extraction.

Discuss the significance of financial commitments in achieving global climate action
goals. What were the key challenges highlighted during the recent Bonn climate
negotiations in securing these financial commitments?

Introduction: Give a brief introduction

Body: Highlight the significance of climate finance and challenges during the Bonn climate meet.

Conclusion: Way forward
A key component of climate action is finance which is required not only to support mitigation or adaptation
efforts but also for the routine tasks of gathering and disclosing climate data, which are mandated by the
2015 Paris Agreement.

Significance of financial commitments

e Enabling Transition: Major financial investments are needed to support the transition to clean
energy, environmentally friendly infrastructure, and climate-resilient behaviors. The development
and implementation of new technologies, the construction of renewable energy grids, and the
renovation of existing infrastructure all depend heavily on public and private funding.

e Helping Developing Countries: A lot of developing countries don't have the financial resources
to make these adjustments on their own. By bridging the gap, climate finance promotes a more
equitable transition for all.

e Adaptation Measures: Already, climate change is causing chaos. Vulnerable communities require
funding to prepare for the effects of rising sea levels, extreme weather, and other factors.

Bonn Climate Negotiations: The Hurdles to Overcome
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e Meeting Existing Commitments: Developed nations pledged $100 billion annually to
developing countries by 2020, but this goal hasn't been fully met. Discussions in Bonn revolved
around setting a new, more ambitious target.

e Debate over including more nations: According to the UNFCCC and Paris Agreement, only the
countries listed in Annexure 2 of the UNFCCC and the European Economic Community are
responsible for providing climate finance to developing countries. European nations have raised
demand to include countries like China, South Korea, and Oil-rich Gulf nations to be added to the
list and share the responsibility.

o Emphasis on Public vs. Private Finance: While some developed countries support a greater role
for private investment, developing countries prefer to concentrate on public grants. It is important
to find a balance between these strategies.

e Access and Transparency: For developing countries, it is still difficult to guarantee prompt and
simple access to climate finance, particularly grant-based funding. Better openness in the
distribution and utilization of funds is also required.

Conclusion

The increased target for climate finance or the New Collective Quantified Goal (NCQG), for the post-2025
period, which was agreed upon in the 2015 Paris Agreement considering the rapidly growing requirements
for climate finance is to be set for discussions at (UNFCCC COP 29) 2024 in Baku, Azerbaijan. Securing
strong financial commitments remains a critical step toward achieving global climate action goals for
developing nations, particularly India.

Discuss the impact of regulatory challenges on attracting foreign investments in India,
with reference to the amendment to the Indian Foreign Exchange Management (Non-debt
Instruments) Rules, 2019. What measures can be taken to address these challenges?
Introduction: Give a brief contextual introduction
Body: Highlight the impact of the amendment and measures that can be taken to address the issue.
Conclusion: Way forward
The amendment to the Indian Foreign Exchange Management (Non-debt Instruments) Rules, 2019
(“FEMA NDI”) via press note number 3 of 2020 (PN3 Requirement) presents regulatory challenges that
impact foreign investment, crucial for India’s goal of a $5 trillion economy by 2025-26.

Impact of the PN3 Requirement on Attracting Foreign Investments

e Increased Uncertainty and Legal Ambiguity: The undefined term "beneficial owner" in the PN3
Requirement creates legal ambiguity, leading to discomfort among investors and stricter
interpretations by the Reserve Bank of India (RBI).

e Compliance Burden and Potential Penalties: Indian companies bear the compliance burden
with severe penalties for non-compliance, which can deter investors and threaten the financial
stability of start-ups and smaller enterprises.

e Impact on Start-ups and Smaller Enterprises: Start-ups and smaller enterprises heavily relying
on foreign investments face significant risks due to stringent requirements, potential insolvency
from fines, and delays in the approval process.

Measures to Address These Challenges

e (Clarification and Comprehensive Definition of Beneficial Owner: Amend the PN3 Requirement
to define "beneficial owner" with clear ownership thresholds (10-25%) and control tests, tailored
to sector sensitivity. For example, sectors such as telecom and defense, which are sensitive, may
warrant heightened scrutiny when compared to sectors such as manufacturing and construction,
where India requires additional capital.

e Simplification and Streamlining of Approval Process: Simplify and expedite the government
approval process with clear guidelines and digital platforms to enhance transparency and reduce
delays.
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e Stakeholder Consultation and Feedback Mechanism: Establish a consultation mechanism with
industry stakeholders for regular feedback, and a time-bound consultation process for resolving
ambiguities. A time-bound consultation process with regulatory authorities, similar to the
mechanisms in Indian competition law, can help resolve ambiguities related to control-conferring
clauses and other intricate regulatory aspects.

e Mitigation of Compliance Risks: Use indemnity-backed representations for compliance, provide
clear sector-specific guidelines, and offer government assurances to mitigate investor liabilities.

Conclusion

India's economic growth hinges on attracting foreign investment. Addressing regulatory challenges is
crucial to create a more welcoming environment for foreign companies. Striking a balance between investor
protection and a streamlined regulatory framework will be vital for India to achieve its ambitions as a global
investment destination.
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