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Union Budget 2025-2026 Highlights- Explained Pointwise

Finance Minister Nirmala Sitharaman presented the Union Budget 2025-26 in the Parliament. This was her 8th
consecutive budget. The Budget proposes development measures focusing on poor (Garib), Youth, farmer
(Annadata) and women (Nari). Union Budget highlights that Agriculture, MSME, Investment, and Exports are
engines of development in the journey to Viksit Bharat using reforms as fuel, guided by the spirit of inclusivity.

The fuel: Reforms
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What is a budget? What are the basics of a Budget Document?

Budget- As per Article 112 of the Constitution, the Budget is referred to as the Annual Financial Statement of
the Government. The term ‘Budget’ is not explicitly mentioned in the Constitution. It presents the government’s
estimated receipts and expenditures for a financial year.

The Union Budget is prepared by the Department of Economic Affairs (DEA) under the Ministry of Finance. It
covers all aspects of government finances, including revenue generation, expenditure allocation, and policy
announcements.

Government Receipts
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What are the macro-economic highlights of the Budget?
Budget Estimates 2025-26
a. Total Receipts for FY 2025-26

e The total receipts other than borrowings for the year 2025-26, is estimated to be at Rs. 34.96 lakh

crore.
e The gross and net market borrowings through dated securities during 2025-26 are estimated at

Rs.14.82 lakh crore and Rs.11.54 lakh crore crore respectively.
e The net tax receipts are estimated at Rs. 28.37 lakh crore.

Revenue Receipts Capital Receipts
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Source- India Budget

b. Total Expenditure for FY 2025-26- The total expenditure is estimated at Rs. 50.65 lakh crore.
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c. Fiscal Deficit- The fiscal deficit is estimated to be 4.4 percent of GDP.

Deficit Trends
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What are the four engines driving the journey to Viksit Bharat in the Union Budget 2025-26?

1. Agriculture as the 1st Engine of development

Prime Minister’s Dhan-Dhaanya Krishi Yojana - Agri-District Development Program- This initiative, to
be launched in collaboration with state governments, will cover 100 districts with low productivity, moderate
crop intensity, and subpar credit parameters. It aims to benefit 1.7 crore farmers.

Building Rural Prosperity and Resilience- A holistic, multi-sectoral program will be rolled out with state
cooperation to tackle underemployment in agriculture. This will include skilling, investment, technology, and
efforts to stimulate the rural economy. The first phase will target 100 emerging agricultural districts.

Aatmanirbharta in Pulses- The government will initiate a 6-year “Mission for Aatmanirbharta in Pulses,”
focusing on Tur, Urad, and Masoor. NAFED and NCCF will purchase these pulses from farmers over the next 4
years.

Makhana Board in Bihar- A dedicated Makhana Board will be established to boost the production, processing,
value addition, and marketing of Makhana in Bihar.

National Mission on High Yielding Seeds- A National Mission will focus on strengthening the research
ecosystem, developing and propagating high-yield seeds, and ensuring the availability of over 100 seed
varieties for commercial use.

Fisheries- The government will establish a framework for the sustainable exploitation of fisheries within
India’s Exclusive Economic Zone and the High Seas, with special emphasis on the Andaman & Nicobar and
Lakshadweep Islands.

Mission for Cotton Productivity- A 5-year mission will be launched to enhance cotton farming productivity,
sustainability, and promote the cultivation of extra-long staple cotton varieties.

Enhanced Credit through KCC- The loan limit under the Modified Interest Subvention Scheme will be raised
from Rs. 3 lakh to Rs. 5 lakh for loans accessed through the Kisan Credit Card (KCC).

Urea Plant in Assam- A new urea plant with an annual production capacity of 12.7 lakh metric tons will be
established at Namrup, Assam.
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Source- India Budget
2. MSME:s as the 2nd Engine of development

Revised Classification Criteria for MSMEs- The investment and turnover limits for MSME classification will
be increased by 2.5 times and 2 times, respectively.

Credit Cards for Micro Enterprises- Customized Credit Cards with a Rs. 5 lakh limit will be introduced for
micro enterprises registered on the Udyam portal. A total of 10 lakh cards will be issued in the first year.
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Fund of Funds for Startups- A new Fund of Funds with an expanded scope will be established, backed by a
fresh Rs.10,000 crore contribution.

Scheme for First-Time Entrepreneurs- A new initiative will support 5 lakh first-time entrepreneurs from
women, Scheduled Castes, and Scheduled Tribes. Term loans of up to Rs. 2 crore will be provided over the next
five years.

Focus Product Scheme for Footwear & Leather Sectors- To boost productivity, quality, and competitiveness
in India’s footwear and leather sector, a targeted scheme has been introduced. This initiative aims to generate
employment for 22 lakh people, achieve a turnover of Rs. 4 lakh crore, and drive exports exceeding Rs. 1.1 lakh
crore.

Support for the Toy Industry- A new scheme will promote the creation of high-quality, innovative, and
sustainable toys, positioning India as a global hub for toy manufacturing.

Boost to Food Processing- A National Institute of Food Technology, Entrepreneurship, and Management will
be established in Bihar to support food processing enterprises.

National Manufacturing Mission - Advancing “Make in India”- A National Manufacturing Mission will be
launched to boost the “Make in India” initiative, covering small, medium, and large industries. It will also
promote Clean Tech manufacturing and strengthen domestic production of solar PV cells, EV batteries, motors,
controllers, electrolyzers, wind turbines, high-voltage transmission equipment, and grid-scale batteries.
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3. Investment as the 3rd Engine of development

1. Investing in People

Saksham Anganwadi and Poshan 2.0- Nutritional support cost norms to be suitably enhanced.
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Atal Tinkering Labs- 50,000 Atal Tinkering Labs to be established in government schools over the next five
years.

Broadband Connectivity for Schools & Health Centers- Under the BharatNet project, all government
secondary schools and primary health centers in rural areas will receive broadband connectivity.

Bharatiya Bhasha Pustak Scheme- A new scheme introduced to provide Indian language books in digital
format for school and higher education.

National Centres of Excellence for Skilling- Five National Centres of Excellence for skilling to be set up in
collaboration with global experts to equip youth for “Make for India, Make for the World” manufacturing.

Expansion of IIT Infrastructure- Additional infrastructure will be developed in the five IITs established after
2014, enabling education for 6,500 more students.

Centre of Excellence in Al for Education- A dedicated Centre of Excellence for Artificial Intelligence in
education to be established with a total budget of Rs. 500 crore.

Expansion of Medical Education- An additional 10,000 medical seats will be created in medical colleges and
hospitals next year, reaching a total of 75,000 seats over five years.

Day Care Cancer Centres- Day Care Cancer Centres to be set up in all district hospitals within three years, with
200 centers operational by 2025-26.

Strengthening Urban Livelihoods- A new scheme introduced to support the socio-economic upliftment of
urban workers, improving their incomes and ensuring sustainable livelihoods.

PM SVANidhi- The scheme will be revamped with enhanced loan facilities, UPI-linked credit cards with a Rs.
30,000 limit, and capacity-building support.

Social Security for Gig Workers- Online platform workers to receive identity cards, registration on the e-
Shram portal, and healthcare benefits under the PM Jan Arogya Yojana.
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2. Investing in the Economy

Public-Private Partnership in Infrastructure- Infrastructure-related ministries to announce a three-year
pipeline of PPP projects, encouraging state participation.

Support for State Infrastructure- A Rs. 1.5 lakh crore allocation proposed for 50-year interest-free loans to
states for capital expenditure and reform incentives.
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Asset Monetization Plan (2025-30)- A second Asset Monetization Plan, worth Rs. 10 lakh crore, announced
to reinvest capital into new projects.

Jal Jeevan Mission- The mission extended until 2028 with an increased financial outlay.

Urban Challenge Fund- A Rs.1 lakh crore Urban Challenge Fund introduced to support initiatives for “Cities
as Growth Hubs,” creative redevelopment, and water and sanitation projects. An allocation of Rs.10,000 crore
is planned for 2025-26.

Nuclear Energy Mission for Viksit Bharat- Amendments to the Atomic Energy Act and the Civil Liability for
Nuclear Damage Act to be proposed. A Nuclear Energy Mission for Small Modular Reactor (SMR) research and
development will be established with a Rs. 20,000 crore budget, aiming to have five indigenously developed
SMRs operational by 2033.

Shipbuilding Industry Boost- The Shipbuilding Financial Assistance Policy to be revised, with large ships
above a specified size included in the Infrastructure Harmonized Master List (HML).

Maritime Development Fund- A Rs. 25,000 crore Maritime Development Fund to be set up, with up to 49%
government contribution, supplemented by ports and private sector investments.

UDAN - Enhancing Regional Connectivity- A revamped UDAN scheme will expand regional connectivity to
120 new  destinations,  targeting 4 crore  passengers over the next  decade.
Support will be provided for helipads and smaller airports in hilly, aspirational, and Northeastern districts.

Greenfield Airport in Bihar- A new Greenfield airport in Bihar, alongside the expansion of Patna Airport and
the development of a brownfield airport at Bihta.

Western Koshi Canal Project- Financial support allocated for the Western Koshi Canal ERM Project in Bihar.
Mining Sector Reforms- A policy for the extraction of critical minerals from tailings to be introduced.

SWAMIH Fund 2- A Rs. 15,000 crore fund announced for the swift completion of an additional 1 lakh housing
units, with contributions from the government, banks, and private investors.

Tourism for Employment-Led Growth- The top 50 tourist destinations to be developed in partnership with
states through a competitive challenge model.
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Source- India Budget
4. Exports as the 4th engine of development

Export Promotion Mission- An Export Promotion Mission will be established with sector-specific and
ministerial targets, jointly led by the Ministries of Commerce, MSME, and Finance.

BharatTradeNet (BTN)- A unified platform, ‘BharatTradeNet’” (BTN), will be developed to streamline
international trade, offering seamless trade documentation and financing solutions.

National Framework for Global Capability Centres (GCCs)- A national framework will be introduced to
guide states in fostering Global Capability Centres, particularly in emerging tier-2 cities.

Reforms as fuel: financial sector reforms and development

FDI in Insurance Sector- The FDI limit in the insurance sector will be increased from 74% to 100% for
companies that reinvest the entire premium within India.

Grameen Credit Score- Public Sector Banks will develop a ‘Grameen Credit Score’ framework to address the
credit needs of Self-Help Group (SHG) members and rural populations.

Pension Sector Reforms- A dedicated forum will be set up for regulatory coordination and the development
of innovative pension products.
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Investment Friendliness Index of States- An Investment Friendliness Index will be introduced in 2025 to
promote competitive cooperative federalism.

Jan Vishwas Bill 2.0- The Jan Vishwas Bill 2.0 will decriminalize over 100 provisions across various laws to
enhance ease of doing business.

What are the Tax related Proposals in the Budget 2025-267?
The tax related proposals are explained through the following infographs-
1. Direct Tax

No Personal Income Tax for Income up to Rs 12 Lakh: Taxpayers with income up to Rs 12 lakh (or Rs 12.75
lakh for salaried taxpayers due to a standard deduction of Rs 75,000) will not be required to pay personal
income tax.

Revised Tax Rate Structure:

e Income up to Rs 4 lakh: Nil (no tax)

e Income between Rs 4 lakh to Rs 8 lakh: 5%

e Income between Rs 8 lakh to Rs 12 lakh: 10%
e Income between Rs 12 lakh to Rs 16 lakh: 15%
e Income between Rs 16 lakh to Rs 20 lakh: 20%
e Income between Rs 20 lakh to Rs 24 lakh: 25%
e Income above Rs 24 lakh: 30%

TDS/TCS rationalization for easing difficulties
e The limit for tax deduction on interest for senior citizens doubled from the present Rs 50,000 to Rs 1

lakh.
e The annual limit of Rs 2.40 lakh for TDS on rent increased to Rs 6 lakh.

Reducing Compliance Burden- Reduction of compliance burden for small charitable trusts/institutions by
increasing their period of registration from 5 years to 10 years.

2. Indirect Tax
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Source- India Budget
What are the Major Allocations in the Budget?
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Source- India Budget

Read more- India Budget
UPSC Syllabus- GS 3- Government Budgeting

DeepSeek’s Al Disruption and Lessons for India- Explained Pointwise

The rapid advancements in Artificial Intelligence (Al) have reshaped the technological landscape globally, with
significant geopolitical and economic implications. The recent emergence of DeepSeek, a Chinese Al startup,
has generated widespread discussion due to its breakthrough models, DeepSeek-R1 and DeepSeek-V3. These
models have demonstrated capabilities nearly matching top-tier Al systems from the U.S. but at a fraction of
the cost.

This article explores DeepSeek’s rise, its global impact, the geopolitical ramifications of generative Al, India’s
position in the Al race, strategic recommendations, and the economic and strategic imperatives for India in this
rapidly evolving Al-driven world.

Created with love ® by ForumIAS- the knowledge network for civil services.
Visit academy.forumias.com for our mentor based courses.

A Forum[lN



https://www.indiabudget.gov.in/
https://www.indiabudget.gov.in/

7 PM COMPILATION 1st AND 2nd WEEK FEBRUARY, 2025

Source- The Economic Times

What is DeepSeek?

DeepSeek is a Chinese Al company headquartered in Hangzhou, founded by entrepreneur Liang Wenfeng, who
is also the CEO of quantitative hedge fund High Flyer. DeepSeek’s Al initiatives stem from Wenfeng’s earlier
research in Al under High Flyer Al

One of the standout features of DeepSeek’s models is their open-sourced nature, which allows developers
worldwide to build on them. DeepSeek-V3, notably, was trained on a budget of merely $5 million—a stark
contrast to the hundreds of millions spent by Al giants such as OpenAl, Meta, and Google.

What makes DeepSeek Al models different from other global large language models?

Large language models (LLMs) are artificial intelligence (AI) systems that can understand and generate
human language. They are trained on large amounts of data using machine learning techniques. for ex- Open
Al chatGPT

1. Cost Efficiency:

a. Lower Training Costs: DeepSeek-R1 was trained for just $6 million, a fraction of GPT-4’s estimated $100
million cost.

b. Affordable Subscription: At $0.50 per month, DeepSeeK’s pricing is far more accessible compared to
ChatGPT Plus at $20/month.

c. Lower Usage Costs: Reportedly 20 to 50 times cheaper than OpenAl’s models.
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2. Hardware Optimization:
a. Uses NVIDIA’s H800 GPUs, bypassing U.S. chip export restrictions while maintaining efficiency.
b. Optimized to run on older hardware without compromising performance.

3. Performance Enhancements:

a. Reinforcement Learning: Enhances reasoning abilities autonomously without requiring extensive labeled
datasets.

b. Test-Time Compute: DeepSeek-R1 can improve its problem-solving skills dynamically, excelling in math
and coding tasks.

c. Scalability: Transfers reasoning capabilities into smaller, more resource-efficient models.

4. Advanced Al Architecture:

a. Mixture-of-Experts (MoE) in DeepSeek-V3: Uses multiple specialized models to enhance efficiency and
performance.

b. Multi-Head Latent Attention (MLA): Reduces training costs while improving model efficiency.

What is the global impact of DeepSeek?

1. Market Disruption: DeepSeek’s emergence led to a historic $600 billion drop in Nvidia’s market value and
a 3% decline in Nasdag.

2. Geopolitical Tensions: The U.S. may impose stricter Al export controls to counter China’s growing Al
capabilities.

3. Technology Democratization: The open-source nature of DeepSeek challenges the proprietary Al
development models of Western tech giants.

4. National Security Concerns: The strict censorship embedded in DeepSeek raises concerns regarding bias,
misinformation, and control over digital discourse.

What are the geopolitical implications of Generative AI?

1. US-China AI Rivalry: DeepSeek’s success underscores China’s strategic push for Al self-reliance, reducing
dependence on Western technologies.

2. Technological Colonialism: The Al landscape is increasingly monopolized by a few nations, potentially
leading to digital dependency among smaller countries.

3. Regulatory Challenges: Governments worldwide must balance open-source Al development with concerns
over misinformation, security, and ethical Al use.

4. Al Arms Race & Strategic Alliances- Nations are integrating Al into autonomous weapons, intelligence
analysis, and cyber defense. The EU, US, India, and Japan are enhancing collaborations on Al safety to address
global security concerns, including China’s rapid advancements in Al-driven military technology.

Read more- Generative Al

What is the India’s current position in the Al Race?
Strengths:

a. Vast Talent Pool: India produces a large number of Al engineers and researchers, with many contributing
to global Al advancements.

b. Diverse Linguistic Ecosystem: India’s multilingual environment drives innovation in natural language
processing (NLP) and Al applications tailored to regional languages.
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c. Government Initiatives: Programs like the IndiaAl Mission, Digital India, and National Al Strategy aim to
accelerate Al adoption and research.

d. Booming Startup Ecosystem: Al-driven startups are thriving in sectors like healthcare, finance, and
agriculture.

Weaknesses:
a. Lack of Indigenous Foundational Models: Unlike the US (GPT-4) and China (DeepSeek), India has no
homegrown large-scale Al models.

b. Dependence on Foreign Al Technology: India relies heavily on US-based Al models, cloud services, and
semiconductor imports.
c. Limited Al Hardware Infrastructure: India lacks high-end GPUs and cloud computing infrastructure,
slowing Al training and deployment.

What are the Strategic Recommendations for India? What are the Economic and Strategic Imperatives
for India?

1. Boost Al Research and Funding:
a. Increase funding for Al research through public-private partnerships.
b. Establish mission-mode projects to develop indigenous Al models.

2. Develop Al Infrastructure:
a. Build high-performance computing facilities for Al training.
b. Expand access to GPUs and cloud-based Al platforms under the IndiaAl Mission.

3. Foster Innovation and Entrepreneurship:
a. Promote Al hackathons and startup incubators.
b. Support collaborations between academia and industry.

4. Leverage Open-Source Al Models:
a. Encourage the use of cost-effective Al frameworks inspired by DeepSeek.
b. Develop Al applications tailored for Indian languages and socio-economic needs.

5. Strengthen Global Partnerships:
a. Collaborate with global Al leaders through initiatives such as India-US iCET.
b. Participate in international Al consortia to foster research and technology exchange.

Economic and Strategic Imperatives for India

1. Economic Imperative: Generative Al could add trillions to the global economy; India cannot afford to
remain a passive consumer.

2. Strategic Imperative: Developing indigenous Al models is crucial for national pride, economic growth, and
addressing unique societal needs.

Way Forward: “Al IS DEEP”

1. A: Accelerate funding for Al research and indigenous model development.
2. I: Invest in Al talent and skill development.

3. I: Improve infrastructure by enhancing cloud and GPU resources.

4. S: Strengthen open-source Al initiatives.

5. D: Diversify Al use cases in critical sectors like healthcare, education, and agriculture.
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6. E: Encourage Al-driven startups through government support.

7. E: Enhance global Al collaborations for mutual technological advancement.
8. P: Prioritize ethical Al frameworks to ensure fairness and accountability.
Conclusion

The emergence of DeepSeek highlights the shifting dynamics in Al innovation and global power structures.
India, with its strong technological base, must proactively invest in Al research, infrastructure, and policy
frameworks to emerge as a global Al leader. By fostering open-source Al development, strengthening industry-
academia collaboration, and securing strategic international partnerships, India can ensure its competitive
edge in the global Al revolution.

Read more- The Indian Express
UPSC Syllabus- GS 3- Awareness in the fields of IT, Space, Computers

Shipping Industry in India- Explained Pointwise

The Indian shipping industry is a cornerstone of the nation’s economy. With a coastline spanning 7,517 km,
India stands as the 16th largest maritime nation globally. However, despite substantial economic growth and
investments in port infrastructure, the shipping and shipbuilding industry has struggled to achieve its full
potential. The Union Budget 2025-26 aims to address these challenges with significant financial and policy
interventions, setting the stage for India’s emergence as a global maritime power.

—~—~ -

Source- Economic Times
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What is the current status of India’s Shipping Industry?

Trade handled by Maritime

95% by volume and 70% by value of India’s trade is managed.
Sector

e e (et T India is a leading exporter of shipping vessels with a 33% market share

(Economic Survey 2024).
Share in Global shipbuilding | India has a tiny presence in the global shipbuilding market, with just
and Ship ownership 0.07% share, and owns only about 1.2% of the world’s ships.
3rd largest ship recycling by tonnage with 30% global market share in
Ship Recycling shipbreaking with the world’s largest ship-breaking facility located in
Alang
Port Infrastructure 13 major ports and 200+ notified minor & intermediate ports.

What are the key announcements for the Shipping Industry in the Budget 2025-26?

1. Maritime Development Fund: A Rs. 25,000 crore fund has been established to provide long-term financing
and enhance global competitiveness. However, only 49% of this fund will come from the government, with the
rest dependent on major ports, raising concerns about its sustainability.

2. Financial Assistance Policy: This includes credit incentives for shipbreaking and an extension of the
tonnage tax scheme to inland vessels.

3. Basic Customs Duty Exemptions: A 10-year extension on duty exemptions for raw materials, components,
and consumables will reduce shipbuilding costs.

4. Infrastructure Status for Large Ships: This move will lower financing costs by up to 10 percentage points.

5. Special Economic Zones (SEZs) & International Financial Centres (IFSCs): Incentives for ship leasing,
insurance, and treasury centers at GIFT City, Gujarat, will attract global players.

What are the other government initiatives for Maritime growth?

1. Maritime India Vision (MIV) 2030- MIV 2030 outlines 150 initiatives for port-led development, shipping
modernization, and inland water transport expansion, positioning India as a global maritime leader.

2. Sagarmala Program (2015)- The program aims to harness India’s coastline and waterways to improve
logistics efficiency. It has achieved high project completion rates in:

e Port modernization and industrialization

e Port connectivity enhancement

e (Coastal shipping and inland water transport development
e Community development in coastal regions

3. Green Tug Transition Program (GTTP)- This initiative aims to replace conventional fuel-powered harbor
tugs with environmentally friendly tugs by 2040.

Why is Investment in Maritime Infrastructure Crucial for India?

a. Red Sea Crisis Impact: Houthi attacks have disrupted global
shipping routes, increasing costs and delays.
b. Dependence on Foreign Ships: India relies on foreign vessels
for 95% of its international cargo, leading to high freight costs.
c. Geopolitical Risks: Supply chain disruptions from global

Economic Security & Trade
Resilience
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conflicts highlight India’s limited domestic shipping capacity.
d. Forex Savings: Strengthening domestic maritime
infrastructure can reduce forex outflows and enhance trade
security.

a. IMEC Initiative: The India-Middle East-Europe Economic
Corridor (IMEC) aims to counter China’s Maritime Silk Road.
b. SAGAR Vision: Strengthening maritime infrastructure
enhances India’s leadership in regional maritime security.

Strategic Positioning in Indo-Pacific

a. Seafarer Contribution: India ranks third globally in seafarer
supply, contributing 10% of the global maritime workforce.
Growth in shipbuilding and port operations can generate
thousands of skilled and semi-skilled jobs.
b. Sagarmala Programme: This initiative has already generated
significant employment, with millions more jobs projected
through port-led development projects.

Employment Generation & SKkill
Development

a. COP28 Commitments: Maritime infrastructure modernization
aligns with India’s climate goals and green shipping initiatives.
Promotes Environmental | For ex- Harit Sagar Initiative.

Sustainability b. IMO’s Net-Zero Target: The International Maritime
Organization’s 2050 net-zero emissions strategy makes green
shipping infrastructure crucial.

What are the challenges in India’s Maritime and Shipbuilding Sector?

1. Financing & Infrastructure Constraints: Ships are not classified as infrastructure, limiting financing
options, despite shipyards having infrastructure status since 2016. Also, the SARFAESI Act 2002 prevents
banks from offering long-term loans, as ships cannot be mortgaged.

2. Lack of Port Infrastructure & Lower Operational Efficiency: Indian ports handled 1.4 billion tonnes of
cargo (2022-23) but lag in efficiency. Depth limitations at major ports restrict ultra-large container vessels,
increasing dependency on transshipment hubs in other countries.

3. Skilled Workforce Deficit & Technology Gaps: India supplies 10-12% of global seafarers but faces a
shortage of specialized shipbuilding skills.

4. Regulatory & Policy Outrage: Port expansion and maritime infrastructure projects face 2-3-year approval
delays due to land acquisition and Coastal Regulation Zone compliance.

5. Lower Performance in Global Competition & Market Positioning: China dominates 46.6% of global
shipbuilding, creating high entry barriers for India. Indian shipyards operate at 60-70% capacity, limiting
economies of scale and global competitiveness.

6. Slow Coastal Shipping Development: Despite 7,500 km of coastline, coastal shipping accounts for only 6%
of domestic freight movement. Lack of dedicated freight corridors raises logistics costs by 15-20%.

What should be the future roadmap & policy recommendations?

1. Strengthening Domestic Shipbuilding:

a. Create a National Shipbuilding Mission with direct financial support.

b. Introduce a Production-Linked Incentive (PLI) scheme for shipbuilding.

c. Improve access to long-term financing at concessional rates. For example, South Korea’s Korea Ocean
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Business Corporation (KOBC) provides low-cost financing to domestic shipbuilders, helping them dominate
global markets.

2. Enhancing Indian Shipping Competitiveness:

a. Provide tax incentives to Indian shipowners to increase fleet size.

b. Reintroduce the Cargo Reservation Policy to increase the share of Indian-flagged vessels in EXIM trade.
c. Reduce taxes on ship leasing and ship financing.

3. Boosting Coastal Shipping & Inland Waterways:

a. Improve last-mile connectivity between ports and industrial hubs.
b. Expand multimodal logistics hubs under PM Gati Shakti.

c. Incentivize ferry and roll-on/roll-off (RoRo) services.

4. Enhancing Port Infrastructure & Operational Efficiency:

a. Develop ultra-large container vessel (ULCV)-friendly ports to reduce transshipment dependency on hubs
like Singapore and Colombo.

b. Invest in automation, blockchain, IoT, and Al for faster port operations. For example, Jebel Ali Port (UAE)
operates with Al-driven efficiency, reducing ship turnaround times to just 4-6 hours.

5. Green Shipping & Sustainability Initiatives: Invest in hydrogen-powered ships, LNG bunkering facilities,
and solar-powered port operations. For example, Norway's electric ferry fleet has drastically reduced
maritime emissions.

6. Public-Private Partnerships (PPP): Encourage foreign investment in shipbuilding and port development.
For example, Singapore’s PSA Port Expansion through PPPs has made it a global transshipment hub.

Conclusion

The Union Budget 2025-26 has set the foundation for India’s maritime resurgence. Long-term reforms focusing
on tax rationalization, financial support, and regulatory simplifications will be crucial in achieving India’s $2
trillion export target by 2030. A strong maritime industry will not only enhance economic security but also
position India as a global maritime leader in the coming decades.

Read more- The Hindu
UPSC Syllabus- GS 3- Infrastructure

Social and Political Impacts of Al- Explained Pointwise

Artificial Intelligence (Al) has emerged as a transformative force, reshaping industries, governance, and daily
life. However, its rapid advancement has raised critical questions about regulation, ethical use, and geopolitical
implications. Striking a balance between fostering innovation and ensuring responsible Al governance has
become a global priority. In this context, world leaders are set to convene at the Al Action Summit in Paris on
February 10, 2025, to deliberate on the future of Al oversight.

The summit aims to establish a framework that aligns Al development with public interest. This article explores
the social and political impacts of Al, highlighting key challenges and opportunities in shaping global Al
governance.
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IMPACT OF Al

What is artificial Intelligence?

Artificial Intelligence- Artificial intelligence is intelligence demonstrated by machines. Al is a discipline which
focuses on formulating theories and methodologies for constructing machines that emulate human thought
processes and behaviours.

Generative Al is a subset of Artificial intelligence which is being increasingly used with wide ranging social and
poitical impacts.

Generative Al- Generative Al is a type of artificial intelligence technology that can produce various types of
content, including text, imagery and audio. The term ‘Generative’ refers to the ability of the models to create
new data based on certain input parameters. For ex- A generative model is used to generate facial images by
providing a set of parameters such as the eyes, hair, or skin colour etc.

What are the positive and negative political impacts of artificial Intelligence?
Positive impacts

1. Innovative Policy Development- Al is being increasingly used in innovative policy development. For ex-
Al-drafted bills in the US Congress is an example of Al's use in legislative drafting.

2. Enhanced Political Messaging- Al is being used to craft resonant political messages through advanced
analytics, which is revolutionizing campaign strategies.

3. New Political Platforms- Al is being used as a platform for political engagement and political ideological
development. For ex- Denmark’s Synthetic Party using Al Chatbox to shape its political ideology.
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4. Economic Contributions- Al-driven fundraising and business ventures marks a significant shift in political
finance dynamics.

5. Campaign Strategies- Generative Al is being used extensively in electoral campaigns, such as live translation
of election speeches into multiple languages.

Negative Impacts

1. Promotion of ‘Liar’s Dividend’ through Deepfakes- Liar’s Dividend refers to the situation when an
undesirable truth is dismissed as deepfake or fake news. Political leaders have been weaponising deepfakes
generated through Al, to replace an actual piece of media and truth. For Ex- Donald Trump’s deepfake videos
blur the line between reality and fake. People start dismissing reality as fake.

2. Erosion of trust in democratic processes like elections- Doctored content, most likely in the form of a
realistic fake video, is presented as fact to alter public perception and create democratic deficit. For Ex- Capitol
Hill violence, 2021 was incited by using deep fake media.

3. Manipulation Risks- There are concerns about Al swaying elections and public opinion through the spread
of false political narratives.

4. Ethical and Legal Challenges- The acceptance of Al-generated political contributions or parties raises
complex ethical and legal questions about Al’s role in democratic processes.

What are the positive and negative Social impacts of AI?
Positive Impacts

1. Improving Healthcare System- Al has the potential to revolutionize the healthcare sector by improving the
accuracy of diagnosis. For ex- Conversion of X-ray or any CT scan images to real images can improve the
accuracy of diagnosis.

2. Boost to Agriculture- Al enables precision agriculture, improving crop productivity by providing accurate
agronomic and weather data. This is crucial for meeting the needs of a growing population.

3. Creating empathy for people of War torn regions- Projects like the Deep empathy project of MIT and
UNICEF has been increasing empathy for victims of a disaster region by creating Al-images of war-torn regions
like Syria, Yemen.

4.Voicerestoration- The technology is being used to restore the voices of patients suffering from amyotrophic
lateral sclerosis. For ex- Launch of various ‘Voice cloning initiatives'.

5. Use in the field of creative art and Entertainment- The deepfake technology can be used to improve the
dubbing of foreign language, films and resurrect dead actors. For ex- Samsung artificial intelligence lab in
Moscow bringing Monalisa to life by using deep fake technology.

Negative Impacts

1. Crime against women- The deepfakes generated through Al are being used as a weapon to attack women
dignity and chastity. According to Al company Deeptrace report, over 90% of the deepfake videos are
pornographic in nature.

2. Fuelling Radicalisation and violence- The non-state actors like ISIS and Al-Qaeda, use fake videos to stir
anti-state sentiments among people. For Ex- Fake videos showing armed forces committing ‘crimes in conflict
areas’.
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3. Threat of Job Losses- There are fears of job losses due to the use of Al technology, which can prove to be
more cost-efficient and productive to firms as compared to human capital. For ex- Customer service jobs are
under threat from the Al chatboxes (Zomato’s Zia).

4. Data Privacy Concerns- Al's ability to analyze vast amounts of data raises significant concerns over data
protection, cybersecurity, and privacy.

5. Environmental Concerns- Al systems require a lot of computing power, which have grave implications for
the environment. For ex- According to analysts, training a transformer model just once with 213 million
parameters can emit carbon emissions equivalent to 125 flights between New York and Beijing.

What is the status of regulation of Al in India and across the globe?
India

a. Digital India Framework- India is developing a comprehensive Digital India Framework that will include
provisions for regulating Al. The framework aims to protect digital citizens and ensure the safe and trusted
use of AL

b. National Al programme- India has established a National Al Programme to promote the efficient and
responsible use of AL

c. National Data Governance Framework Policy- India has implemented a National Data Governance
Framework Policy to govern the collection, storage, and usage of data, including data used in Al systems. This
policy will help ensure the ethical and responsible handling of data in the Al ecosystem.

d. Draft Digital India Act- The Ministry of Information Technology and Electronics (MeitY) is working on
framing the draft Digital India Act, which will replace the existing IT Act. The new act will have a specific
chapter dedicated to emerging technologies, particularly Al, and how to regulate them to protect users from
harm.

Rest of the World

a. European Union- The European Union is working on the draft Artificial Intelligence Act (Al Act) to regulate
Al from the top down.

b. United States- The White House Office of Science and Technology Policy has published a non-binding
Blueprint for the Development, Use, and Deployment of Automated Systems (Blueprint for an Al Bill of Rights),
listing principles to minimize potential harm from Al

c. Japan- Japan’s approach to regulating Al is guided by the Society 5.0 project, aiming to address social
problems with innovation.

d. China- China has established the “Next Generation Artificial Intelligence Development Plan” and published
ethical guidelines for Al It has also introduced specific laws related to Al applications, such as the management
of algorithmic recommendations.

What Should be the Way Forward?

1. De-biasing while training the AI- We must ensure fairness of the information which is being fed into the
system, to ensure that Al doesn’t perpetuate or amplify social biases, like gender and racial biases.

2. Transparency of information- Users should have transparent information about the limitation and risks of
AL

3. Privacy protection- The user data and confidentiality must be protected to ensure user privacy. For ex-
Strict implementation of data protection laws.
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4. Ethical use of AI- We must ensure that Al is used only for beneficial purposes. The push must be made
towards universal adoption of the Bletchley Declaration by all the countries.

Ai has the potential to give society intelligent guidance on how to approach some of the biggest problems, like
climate change and pandemics. In the coming times, Al will contribute to longer, healthier, and more fulfilling
lives worldwide if used responsibly.

Read More- The Indian Express
UPSC Syllabus- GS 3- Development in the field of IT

India-Indonesia Relations- Explained Pointwise

Indonesian President Prabowo Subianto’s visit to India as the chief guest for the 76th Republic Day was a
significant milestone in India-Indonesia relations. The two nations share deep historical, cultural, and trade
ties. Notably, Indonesia’s first President, Sukarno, was the chief guest at India’s first Republic Day in 1950,
underscoring their long-standing friendship.

The Indonesian President’s recent visit also led to the signing of several Memorandums of Understanding
(MoUs) in health, digital infrastructure, and defence cooperation, further strengthening ties between the two
Indo-Pacific democracies.

Source- ORF

How have India-Indonesia Relations evolved over time?
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Early Post-Independence Period
(1940s-1950s)

India played a crucial role in supporting Indonesia’s struggle for
independence from Dutch colonial rule. Under Prime Minister
Jawaharlal Nehru, India emerged as a strong advocate for
Indonesia’s freedom on the global stage. Key developments

during this period included:
a. Treaty of Friendship (1951): Strengthening cooperation in
trade, culture, and military affairs.

b. Non-Alignment and Anti-Colonialism: Both nations were
aligned on principles of non-alignment, peaceful coexistence, and
anti-colonialism, leading to their active participation in the 1955
Bandung Conference and the formation of the Non-Aligned
Movement (NAM) in 1961.

Deterioration in Ties (1960s)

Despite early cooperation, India-Indonesia relations faced
setbacks in the 1960s due to geopolitical shifts:
a. Sino-Indian Conflict (1962): India’s ties with China worsened
post the 1959 Tibetan uprising and the 1962 war, while Indonesia
maintained cordial relations with China.
b. India-Pakistan Conflict (1965): Indonesia openly sided with
Pakistan during the 1965 India-Pakistan war, even providing
military assistance to Pakistan, causing a strain in Indo-
Indonesian ties.

Cold War Era (1966-1980s)

A shift in Indonesia’s political landscape led to the gradual revival
of ties:
a. President Suharto’s Era: Indonesia distanced itself from
China and sought to rebuild relations with India.
b. Maritime Boundary Agreement (1977): Strengthened
cooperation in maritime affairs and regional security.
c. Suharto’s Visit to India (1980): Marked a new phase of
improved diplomatic relations between the two nations.

Look East Policy (1990s)

India’s economic liberalization in the 1990s and the launch of the
‘Look East’ policy in 1991 significantly boosted Indo-Indonesian
ties:

a. Expansion of Economic Ties: Trade and investment between
the two  countries witnessed substantial  growth.
b. Comprehensive Partnership: Economic, security, and
cultural cooperation became key aspects of bilateral relations.

Act East Policy and Recent
Developments (Since 2000s)

With the launch of India’s ‘Act East’ policy in 2014, Indonesia
emerged as a key regional partner. Notable advancements
include:

a. Trade Relations: Indonesia is India’s 2nd largest trading
partner in ASEAN (after Singapore), with trade growing from USD
4.3 billion in 2005-06 to US$ 29.40 billion in 2023-24.
b. Comprehensive Strategic Partnership (2018)- PM Modi’s
visit to Jakarta led to the signing of the Comprehensive Strategic
Partnership and a shared vision on Indo-Pacific maritime
cooperation.

c. Maritime Cooperation: Both nations jointly advocate for the
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resolution of maritime disputes and the finalization of the South
China Sea Code of Conduct as per UNCLOS (United Nations
Convention on the Law of the Sea).
d. Defense Cooperation: Indonesia is negotiating with India for
the BrahMos missile system, with an estimated deal worth USD
450 million.

What are the key pillars of cooperation between India-Indonesia?

1. Economic & Trade Relations

Bilateral Trade: It has reached $29.4 billion in FY 2023-24, with the ambitious goal of increasing it to
$50 billion by 2025. Indonesia is India’s second-largest trading partner within ASEAN.

Key Exports & Imports: India’s key imports include coal, palm oil, and rubber, while its key exports
are refined petroleum, telecom equipment, and agricultural products.

Investment: Indian investment in Indonesia stands at $1.56 billion, with a focus on mining, textiles,
and infrastructure, while Indonesian investment in India totals $653.8 million, primarily in
manufacturing and trade.

Trade Facilitation: India and Indonesia have made efforts in trade facilitation, including the ASEAN-
India Trade in Goods Agreement (AITIGA) review to reduce trade barriers, and the Local Currency
Settlement MoU, which encourages trade in local currencies.

2. Strategic & Security Cooperation

Defence & Security- Both countries pledged to enhance defense cooperation through initiatives such
as Coordinated Patrol, Ex Garuda Shakti (Army), and Ex Samudra Shakti (Naval). Additionally, both
sides agreed to set up a Bilateral Maritime Dialogue and a Cyber Security Dialogue.

Defense Industry Collaboration: India-Indonesia Defense Industry Exhibition (2024) showcased
opportunities for cooperation in defense technology and manufacturing.

3. Energy & Health Security

Renewable Energy & Critical Minerals: Both countries are focused on joint exploration of nickel and
bauxite for clean energy and biofuel collaboration for sustainability.

Health Cooperation: Both countries signed MoUs on Health Cooperation and Traditional Medicine
Quality Assurance, focusing on digital health and capacity-building for healthcare professionals.

4. Technological Cooperation

Digital & Tech Advancements:
o India’s digital initiatives, such as Aadhaar, UPI, and CoWIN, serve as models for Indonesia’s
digital growth
o Collaborative efforts in quantum communication, cybersecurity, artificial intelligence, and
space technology

5. Cultural & Educational Cooperation

Heritage & Arts: India supports the restoration of the Prambanan Temple, a UNESCO World Heritage
Site in Indonesia, and the Indian Cultural Centers in Jakarta and Bali promote Indian arts and yoga.
Education: Scholarships for Indonesian students available through ITEC (Indian Technical and
Economic Cooperation) and ICCR (Indian Council for Cultural Relations) programs

6. Multilateral Cooperation
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e Both countries highlighted the significance of ASEAN centrality and collaboration on regional matters
such as the ASEAN Outlook on the Indo-Pacific, the India-Indonesia-Australia Trilateral, the Indo-
Pacific Oceans Initiative (IPOI), as well as BRICS and the Indian Ocean Rim Association (IORA).
What are the challenges in India- Indonesia relations?

1. Trade and Economic Barriers

e Lack of Comprehensive Economic Cooperation Agreement (CECA): Unlike Malaysia and Singapore,
Indonesia does not have a CECA with India, reducing its competitiveness, particularly in sectors like
palm oil.

e Low utilization of AITIGA: The ASEAN-India Trade in Goods Agreement (AITIGA) has a utilization
rate of only 25%, limiting the benefits that could be gained from the agreement.

e Trade Imbalance: India imports significant quantities of palm oil ($11 billion in 2022) and coal from
Indonesia, contributing to a trade imbalance that favors Indonesia.

e Unrealized trade potential: Bilateral trade could increase by 33% to reach $61 billion, indicating
untapped opportunities for growth in trade.

2. Investment and Competition with China

e Dominance of Chinese investments: Under President Joko Widodo, Chinese investments have
overshadowed Indian investments. In 2024, Indonesia signed $10 billion worth of business deals with
China, further intensifying competition for investment.

e Protectionist policies in India: Indian industries, especially textiles, have raised concerns about the
influx of Indonesian products like Viscose Staple Fibre (VSF), fearing increased competition.

3. Geopolitical and Strategic Constraints

e Growing Chinese influence: Indonesia’s participation in China’s Belt and Road Initiative (BRI),
including large-scale infrastructure projects like railways, raises concerns for India, particularly
regarding regional influence.

e Regulatory challenges in defence: Differences in defense procurement processes have delayed joint
defense projects, limiting the scope of strategic cooperation between the two nations.

4. Connectivity and People-to-People Barriers

e Limited air connectivity: Direct flights between India and Indonesia are limited, restricting tourism,
business expansion, and people-to-people exchanges.
e Visa barriers: Restrictive visa policies hinder student exchanges, business travel, and cultural
engagement, limiting deeper bilateral ties.
What should be the way forward?

1. Enhancing Trade: Accelerating the Comprehensive Economic Partnership Agreement (CEPA) and
expanding economic cooperation in renewable energy and agriculture can address trade imbalances.

2. Strategic Partnerships: Encouraging Indonesia to join global initiatives like the International Solar Alliance
and the Global Biofuels Alliance can foster mutual growth and innovation.

3. Multilateral Engagement: Strengthening cooperation through ASEAN, IORA, and the Indian Ocean Naval
Symposium will align strategic interests and reinforce regional stability.

4. Economic Synergy: Joint defense projects, maritime security initiatives, and infrastructure development
will build a robust Indo-Pacific framework to balance China’s influence.
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5. Deepened Collaborations: Expanding partnerships in IT, energy, and tourism, while fostering cultural ties,
positions India as a reliable partner for Indonesia’s growth trajectory.

Read more- The Hindu
UPSC Syllabus- GS 2- Bilateral, regional and global groupings and agreements involving India and/or
affecting India’s interests.

India’s R&D Funding and Private Sector Role- Explained Pointwise

India is at a crucial juncture in its research and innovation landscape. The government is actively shifting
towards privatizing research funding to boost innovation and strategic autonomy. A significant step in this
direction was announced in the Union Budget 2025-26, where Finance Minister Nirmala Sitharaman allocated
20,000 crore to the Department of Science and Technology (DST) to establish a private sector-driven research
and development (R&D) fund. This move aims to enhance India’s research ecosystem by fostering innovation
in emerging technologies, including artificial intelligence (Al), deep tech, and space technology.

Source- The Hindu

What is the current state of R&D funding in India? How does the private sector drive research in other
countries?

Aspect Current Status (Economic Survey 2022)

0.64%, significantly lower than the developed and emerging
nations such as China (2.4%), Germany (3.1%), South Korea
(4.8%) and the United States (3.5%).

India’s Gross Expenditure on Research
and Development (GERD) as % of GDP

Global Rank in Research Publications 3rd place globally
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Private Sector Contribution

It contributes 36.4% of the country’s gross expenditure on
R&D (GERD).

Global Rank in Patents Granted (2022)

6th place (30,490 patents granted)

Al Market Growth

Expanding at 25-35% compounded annual growth rate
(CAGR), projected to reach US$ 17 billion by 2027

Global examples of private sector-driven research

1. France: Defense research is funded by the government but conducted in private defense firms.

2. USA: 80% of NASA’s budget is contracted out to private firms and universities. The Jet Propulsion Laboratory
(JPL) at Caltech, a private university, has been funded by NASA since 1954.

3. China: The success of DeepSeek, a private Al initiative, highlights how private-sector innovation can drive

national progress.

What are the key programs for funding private research in India and the recent budgetary

announcements?

Key Programs supporting private research:

Department of Science and Technology (DST)

It provides research grants to private universities
through schemes like FIST (Fund for Improvement of
S&T Infrastructure).

Ministry of Education’s STARS Program

[t supports private institutions in basic research

DBT-BIRAC (Biotechnology
Research Assistance Council):

Industry

It offers funding to private biotech firms.

State University Research Excellence (SERB-
SURE):

It aims to enhance R&D in state universities and colleges.

Fund for Industrial Research Engagement
(SERB-FIRE)

It supports research collaborations between industries
and academia.

Recent budgetary announcements:

Anusandhan National Research Foundation
(ANRF)

ANRF, a new organization, will allocate Rs. 2,800 crore
annually to fund early-stage research in private
institutions.

Budget 2025-26

Rs 20,000 crore allocated to private sector-driven
research and innovation. It encourages private sector-
driven R&D in sectors like Al,
technology, and advanced manufacturing.

initiatives Space

ISRO'’s Private Contracts

ISRO will now purchase launch vehicles from private
firms, injecting taxpayer money into private-sector
engineering.

Ministry of Electronics and IT (MEITY) Al
Investment

Procured 18,693 GPUs to support Al research, offering
them to private IT firms at $1 per hour.
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X1 Lakh Crore Corpus for Sunrise | A 50-year interest-free loan to promote private sector
Technologies (interim Budget for 2024-25) investment in emerging fields.

Why should public funds be used to support private research?

1. The private sector is the second-largest contributor to R&D funding in India.

Sector-wise R&D spending

= Central government

u Private Sector
Industry

| State Sector

Public Sector
Industry

Higher Eduction
Sector

Niti Aayog

2. Private universities lead in innovation, prototype development, and intellectual property (IP) generation,
often outperforming central universities.

Technologies Commercialized / Transferred

60

40

30

>rsity Private University State University

Source- Niti Aayog
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3. Collaborative R&D: Private institutions show stronger industry collaborations, leading to practical
applications of research.

4. Global Rankings
and Research
Output:  Stagnant

Formal Collaborations for R&D in the University

research
performance  and
funding stress upon

State Uiniversity

players involvement.

aannsdisiomniia e No Indian
university ranks in
the top 300 of the
Times Higher
Education Index;

only two are in the

mYes W No

Farmal Collaborations for R&D by University Type

top 400.
Figure 1.Source- Niti Aayog e India has 15
researchers per lakh

population, compared to 111 in China and 825 in [srael.
e India contributes 4.8% of global scientific publications, a quarter of the output from China and the USA.
What are the benefits of shifting to private sector-led research?

1. Efficiency & Innovation - Private firms operate in a competitive market, which drives them to achieve more
efficient and innovative R&D outcomes.

2. Economic Growth - Private sector research aligns better with market needs, leading to enhanced
commercialization and job creation in research-intensive sectors.

3. Improved Education & Industry Collaboration - Stronger academia-industry partnerships foster better
training opportunities for students and researchers, bridging the gap between education and industry.

4. Risk Diversification - Contracting research to multiple private firms reduces dependency on government-
run laboratories, ensuring a more diverse and resilient research ecosystem.

5. Greater Societal Impact - Knowledge spillovers from private research can contribute to higher GDP growth,
benefiting society as a whole.

What are the challenges in Implementation?
1. Low R&D Investment: India’s GERD remains around 0.7% of GDP, significantly below the 2% target.

2. Accountability Issues: Relying on the private sector for 72% of National Research Foundation (NRF)
funding raises concerns about alignment with national priorities.

3. Limited knowledge dissemination: Expertise remains isolated within select institutions like ISRO, rather
than widely distributed across academia and industry.

4. Bureaucratic hurdles: Complex layers of administrative clearance delay financial approvals and project
execution.
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5. Belief-Based Research Focus: Scientists express concerns over the government’s emphasis on panch-gavya
and Indian Knowledge Systems, potentially diverting resources from evidence-based research.

What should be the way forward?

1. Increase Public Funding for R&D- India must increase public funding for R&D by raising GERD to at least
2% of GDP to remain competitive. Additionally, greater financial support should be provided to state and
private universities to bridge research gaps.

2. Strengthening Legal & Financial Frameworks- Legal reforms should promote public-private partnerships
(PPP) in research, with transparent mechanisms to ensure efficient fund allocation and utilization.

3. Enhancing Industry-Academia Collaboration- The government can incentivize private sector investments
in research by offering tax benefits and grants while also establishing Centers of Excellence (CoEs) in emerging
fields.

4. Improving Research Accountability & Performance Evaluation- Creating monitoring frameworks to
track research outcomes and commercialization while encouraging global collaborations to improve research
output.

5. Encouraging Entrepreneurship & Startups in Deep Tech- The government can provide grants and
venture funding for startups in sectors like Al, biotechnology, and space technology. Additionally, expanding
incubators and accelerators in universities and research institutions will further support innovation and
entrepreneurship.

Conclusion

India’s transition towards funding private universities and firms for R&D is a pivotal step in fostering
innovation and intellectual growth. This approach aligns with Prime Minister Narendra Modi’s vision of “Jai
Jawan, Jai Kisan, Jai Vigyan, and Jai Anusandhan,” emphasizing the importance of scientific research in national
development.

Read more- The Hindu
UPSC Syllabus-GS 3- Indian science and technological development and Research

MSME Industry in India- Explained Pointwise

The Micro, Small, and Medium Enterprises (MSME) sector is a crucial pillar of the Indian economy, contributing
significantly to industrial output, employment generation, and exports. In 2023-24, MSME-related products
accounted for 45.73% of India’s total exports. Often termed the backbone of the economy, MSMEs are
instrumental in realizing the vision of Atmanirbhar Bharat (Self-Reliant India). This article explores the
definition, significance, challenges, government initiatives, and future roadmap for MSMEs in India.
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Our Small Hands to Make you LARGE

Source- PIB

What are MSMEs and its related Statutory bodies?

MSMEs- These are enterprises engaged in the production, processing, and preservation of goods and
commodities. These businesses are classified based on their investment in plant and machinery (for
manufacturing) or equipment (for service enterprises), along with their annual turnover.

MSME Regulation in India- MSMEs are regulated under the Micro, Small & Medium Enterprises Development
(MSMED) Act, 2006. In 2007, the Ministry of Small Scale Industries and the Ministry of Agro and Rural
Industries were merged to form the Ministry of Micro, Small & Medium Enterprises.

Statutory Bodies under MSME Ministry

The Ministry of Micro, Small & Medium Enterprises (MSME) has four statutory bodies:

1. Khadi and Village Industries Commission (KVIC) - Promotes and develops khadi and village industries
to generate rural employment and strengthen the rural economy.

2. Coir Board - Oversees the development of the coir industry and improves workers’ living conditions.
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3. National Small Industries Corporation (NSIC) - Supports the growth of micro and small enterprises,
primarily on a commercial basis.

4. National Institute for Micro, Small and Medium Enterprises (NI-MSME) - Focuses on enterprise
promotion, entrepreneurship development, and policy research.

Additionally, the Mahatma Gandhi Institute for Rural Industrialisation (MGIRI) works to accelerate rural
industrialization, support traditional artisans, promote innovation, and develop alternative technologies using
local resources.

What are the key measures for MSMEs in Union Budget 2025-26?

To help MSMEs scale operations and access better resources, the investment and
turnover limits for classification have been increased by 2.5 times and 2 times,
respectively.

Current Revised Current R

Revised

Classification

Criteria Micro Enterprises 1 2.5 5
Small Enterprises 10 25 50
Medium Enterprises 50 125 250
Source- PIB

1. The credit guarantee cover for micro and small enterprises has been increased from
X5 crore to X10 crore, enabling an additional credit infusion of X1.5 lakh crore over
five years.
2. Startups will see their guarantee cover double from X10 crore to 20 crore, with a
reduced fee of 1% for loans in 27 priority sectors.
3. Exporter MSMEs will benefit from term loans up to X20 crore with enhanced
guarantee cover.

Enhanced Credit
Availability

Credit Cards fi
> S A customized Credit Card scheme will provide X5 lakh in credit to micro enterprises

g : registered on the Udyam portal, with 10 lakh cards set to be issued in the first year.
Enterprises

Support for | 1. A new Fund of Funds with ¥10,000 crore will be established to expand support for
Startups and | startups.

First-Time 2. A scheme for 5 lakh first-time women, Scheduled Caste, and Scheduled Tribe
Entrepreneurs entrepreneurs will provide term loans up to X2 crore over five years.
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Focus on Labour- | 2. A new scheme for the toy sector will promote cluster development and skill-
Intensive Sectors | building.

1. A Focus Product Scheme for the footwear and leather sector is expected to create
22 lakh jobs and generate a turnover of 34 lakh crore.

3. A National Institute of Food Technology, Entrepreneurship and Management will
be established in Bihar to boost food processing industries in the eastern region.

Manufacturin
& under the Make in India initiative.
and Clean Tech . . . ; . .
L. 2. Special emphasis will be given to clean tech manufacturing, including solar PV
Initiatives

1. A National Manufacturing Mission will support small and medium industries

cells, EV batteries, wind turbines, and high-voltage transmission equipment.

What is the role of MSMEs in India’s economic growth?

1. Job Creation & Livelihood Opportunities

MSMEs are the largest source of non-agricultural employment in India, providing jobs primarily to
semi-skilled and unskilled workers.

Government programs like PM Vishwakarma and Mudra Yojana have expanded self-employment
prospects.

Currently, more than 1 crore registered MSMEs employ nearly 7.5 crore people across the country.

2. Contribution to GDP & Industrial Development

MSMEs play a pivotal role in India’s economic framework, accounting for around 30% of the GDP and
45% of the total manufacturing output.

They play a crucial role in industrial clusters by supplying raw materials and intermediates to large
industries.

The Udyam portal has streamlined the formalization of MSMEs, promoting a more structured and
organized industrial sector.

3. Enhancing Exports & Foreign Exchange Reserves

In 2023-24, MSMEs contributed 45.73% of India’s total exports, reinforcing their vital role in
international trade.

Schemes such as the Government e-Marketplace (GeM) and the Production-Linked Incentive (PLI)
program have strengthened MSMEs’ integration into global supply chains.

4. Advancing Digital & Technological Innovations

Initiatives like the Open Network for Digital Commerce (ONDC) are fostering digital transformation
within the MSME sector.

Currently, 72% of MSME transactions are conducted digitally, enhancing financial inclusion and
operational efficiency.

5. Promoting Women & Social Entrepreneurship

Women-led MSMEs are contributing to gender equality and economic empowerment.
Under the Mudra Yojana, loans worth %32.36 lakh crore have been sanctioned, benefiting 51.41 crore
entrepreneurs, with 68% of them being women.
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What are the other government initiatives for MSMEs?

PM Vishwakarma Provides comprehensive support for artisans and craftspeople
Simplifies business registration and integration into the formal

Udyam Registration Portal
economy.

Prime Minister’s Employment
Generation Programme (PMEGP)
Scheme of Fund for Regeneration of
Traditional Industries (SFURTI)

Offers credit-linked subsidy for micro-enterprises.

Organizes artisans into clusters for product development.

Mandates that 25% of government procurement be sourced
from MSMEs.

What are the challenges faced by the MSME Sector?

Public Procurement Policy

1. Cumbersome Registration Process- Lengthy registration procedures and inefficient single-window
clearance systems create bureaucratic hurdles for MSMEs, delaying their formalization and operational setup.

2. Lack of Awareness About Government Schemes- Many MSMEs struggle to navigate the complex
landscape of government schemes due to inadequate awareness and poor coordination between the Centre
and States.

3. Financial Constraints- Limited access to institutional finance, stringent collateral requirements, and high
interest rates make it difficult for MSMEs to secure the funds necessary for expansion and modernization.

4. Export-Related Challenges- Poor infrastructure, inadequate trade facilitation, and difficulty in meeting
Environmental, Social, and Governance (ESG) standards restrict MSME participation in global markets.

5. Labour Shortages and Skill Gaps- A lack of skilled workers, wage disparities across regions, and inefficient
training centers result in low productivity and reduced competitiveness for MSMEs.

What should be the way forward?

1. Strengthening Credit Access & Financial Support

o Expand collateral-free lending via fintech platforms and alternative credit assessment models.

e Mandate strict payment timelines under the MSME Samadhan portal to ensure timely dues from large
corporations and government agencies.

e Enhance the role and reach of MUDRA and SIDBI to facilitate easier credit access.

e Develop tailored fintech solutions and promote financial literacy programs for MSMEs.

2. Reducing Compliance Burden & Regulatory Bottlenecks

e Implement single-window clearance for faster approvals and streamlined processes.

e Establish state-level MSME facilitation councils for quicker grievance redressal.

e Simplify GST registration and reduce the frequency of regulatory amendments to ensure ease of doing
business.

e Set up a dedicated MSME Coordination Council to streamline policy implementation and address
sector-specific challenges.

3. Enhancing Digital & Technological Adoption

e Facilitate adoption of Al, IoT, and automation through MSME technology hubs.
e Launch Digital MSME 2.0 to improve cybersecurity, cloud computing access, and digital marketing
capabilities.
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e Strengthen the Credit Linked Capital Subsidy Scheme (CLCSS) to support MSMEs investing in advanced
technologies.

e Promote MSME Innovation & Incubation Hubs in collaboration with academic and research
institutions.

4. Workforce Development & SKilling Initiatives

e Ensure uniform labor wages and introduce affordable labor insurance schemes for MSME employees.
e  Align skill training programs under Skill India, PMKVY, and NAPS to address MSME workforce needs.
e Promote women entrepreneurs through targeted vocational training and credit linkage schemes.

5. Infrastructure Development & Cluster-Based Growth

e Strengthen MSME clusters under the Micro & Small Enterprises - Cluster Development Programme

(MSE-CDP).

e Encourage Public-Private Partnerships (PPPs) to set up Common Facility Centers (CFCs) for shared
resources.

e Develop MSME Industrial Parks with subsidized utilities, logistics support, and better last-mile
connectivity.

Read more- PIB
UPSC Syllabus- GS 2/ GS 3- Government policies and interventions for development in various
sectors/Government Budgeting

High Level Committee for Regulatory Reforms- Explained Pointwise

Finance Minister Nirmala Sitharaman recently announced that a high-level committee for regulatory reforms
will be set up for a review of all non-financial sector regulations, certifications, licenses, and permissions. The
objective of the high-level committee will be to strengthen trust-based economic governance and take
transformational measures to enhance ease of doing business, especially in matters of inspections and
compliances. The committee will be expected to make recommendations within a year.
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4 MINISTRY OF
GD FINANCE

2025-26

Regulatory Reforms in
Financial Sector

Modern, flexible, people-friendly, trust-based, light-touch

regulatory framework for the twenty-first century

> High-Level Committee for Regulatory Reforms to be set up
for reviewing all non-financial sector regulations,
certifications, licenses, and permissions, to enhance Ease of
Doing Business

Investment Friendliness Index of States to be
launched in 2025

Mechanism to be set up under the Financial Stability and
Development Council to evaluate impact of current
financial regulations

» Jan Vishwas Bill 2.0 to decriminalize more than 100
provisions in various laws

@ sranse @ srmes () sobnds @ sotesa O soteds @ Gediedo

Source- PIB

What is the significance of regulatory sector reforms in India?

1. Record Foreign Direct Investment (FDI) inflows of $84.8
billion in 2021-22.

2. The X2.5 lakh crore Production-Linked Incentive (PLI)
scheme across 14 sectors.

Economic boost

3. Unified Payments Interface (UPI) transactions surpassing
100 billion in 2023.

The Indian banking sector has significantly strengthened
through:

1. Reduction of Non-Performing Assets (NPAs) from 11.2% in
Financial fortification 2018 to 5.0% in 2023.

2. Insolvency and Bankruptcy Code (IBC) recovering I2.5 lakh
crore in stressed assets.

3. UPI processing over 8 billion transactions monthly.

India’s business environment has vastly improved, leading to:
1. Ease of Doing Business ranking improvement from 142 to
63.

2. Reduction in company registration time from over 30 days

Ease of Business Boost
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to under 3 days.
3. Unification of 17 taxes under the Goods and Services Tax
(GST).

Infrastructure development has been accelerated through:
1. The $1.5 trillion National Infrastructure Pipeline.
Infrastructure Impact 2. Real Estate (Regulation and Development) Act (RERA)
improving transparency in real estate.
3. A 40% reduction in project delays as per NITI Aayog.

The manufacturing sector has gained momentum through:
1. Simplification of 29 labor laws into 4 labor codes.
25 Consistent 7%+ sectoral growth.
3. Greater integration into global value chains.

Manufacturing Momentum

Digital transformation in India has seen rapid growth with:
1. 1.2 billion beneficiaries under the Digital India initiative.
2. Over 100,000 registered startups by 2023.
3. Improved ranking in the Global Innovation Index.

Digital Dominance

The social sector has witnessed inclusive growth through:
1. X2.25 lakh crore savings via Direct Benefit Transfers (DBT).
Social Sector Transformation 2. Ayushman Bharat benefiting 500 million citizens.
3. National Education Policy (NEP) 2020 reshaping the
education sector.

India has advanced in sustainability with:
1. Renewable energy capacity surpassing 175 GW.
2. Over $10  billion raised via green bonds.
3. A 15% reduction in emission intensity.

Sustainable Development

What are the key reforms undertaken?

1. Simplification of Regulation: The Jan Vishwas Act 2023 decriminalized 3400+ legal provisions and reduced
39,000 compliances. The SPICe+ portal simplified business incorporation by integrating PAN, TAN, DIN, and
other identifiers into a single form. For ex- The Economic Survey 2024-25 emphasized the need to “peel off
layers of needless rules” and adopt a “minimum government, maximum governance” approach.

2. Ease of Doing Business (EoDB) and Penal Provisions: The Jan Vishwas Act 2023 removed jail provisions
for minor procedural defaults, such as delayed filings or incorrect calculations. For ex- The Economic Survey
2024-25 called for decriminalizing regulations that do not involve physical harm, fraud, or large externalities.

3. Sunset Clauses for Outdated Regulations: The Economic Survey 2024-25 recommended sunset clauses to
automatically repeal regulations after a fixed period unless explicitly renewed. For ex- The Insolvency and
Bankruptcy Code (IBC) introduced time-bound resolutions, setting a precedent for regulatory efficiency.

4. Consolidation of Laws and Codes: The Labour Codes consolidated 29 central labor laws into 4 codes,
simplifying compliance for employers. The GST regime unified 8 central and 9 state taxes into a single tax,
reducing compliance costs.

5. Structured Notification Schedules: The Economic Survey 2024-25 proposed structured notification
schedules to ensure predictable and phased implementation of regulations. The GST Council meets quarterly
to announce changes, providing businesses with a clear timeline for compliance.
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6. Risk-Based Regulatory Inspections: The Shram Suvidha Portal introduced risk-based inspections,
reducing unnecessary scrutiny for compliant businesses. The GST e-way bill system uses data analytics to
identify high-risk transactions for inspection.

What are the challenges in implementing regulatory reforms?

1. Red Tape Overload: India’s regulatory framework is often criticized for being overly complex, with over
85,000 compliances and 5,000+ jail provisions for businesses. This creates a high compliance burden, especially
for small and medium enterprises (SMEs).

2. Ease of Doing Business Mirage: Despite India’s rise in the World Bank EoDB ranking from 142nd (2014)
to 63rd (2020), SMEs still face challenges due to excessive penal provisions and interpretation subjectivity.

3. Legacy Laws: Many regulations, such as the Factories Act (1948) and Shops and Establishments Act, are
outdated and do not align with modern business practices. India has over 1,000 central laws and 15,000 state
laws, many of which overlap or conflict, creating confusion for businesses. For ex- The TeamLease report
highlights how fragmented labour laws have slowed employment growth, making consolidation a critical
reform.

4. Regulatory Volatility: Frequent and unpredictable regulatory changes create uncertainty for businesses,
especially startups and SMEs.

5. Inspection Harrasment: Traditional inspection systems are often manual, subjective, and prone to
corruption, leading to harassment of businesses.

What are the key recommendations for the High-Level Committee?

1. Modernizing Regulations for Growth: Introduce sunset clauses for outdated regulations to ensure periodic
review and repeal. Also, adopt a risk-based approach to compliance, focusing on high-risk sectors while
reducing scrutiny for low-risk businesses. For ex- The GST regime consolidated 17 indirect taxes into one,
reducing compliance costs by 20-30% for businesses.

2. Smart Sanctions for Business: Restrict jail provisions to only those involving intentional fraud or physical
harm. Introduce a National Employer Compliance Grid (NECG) to streamline compliance filings and reduce
subjectivity. For ex- The Shram Suvidha Portal reduced labor inspection timelines by making reports public
within 48 hours, enhancing transparency.

3. Five year check-up for Regulations: Implement sunset clauses for all regulations, with a mandatory review
every 5 years. For ex- The Telecom Regulatory Authority of India (TRAI) periodically reviews its policies to
align with technological advancements.

4. One-Stop Law Shop: Consolidate sector-specific laws into umbrella codes, such as the Environmental Code
or Energy Code. For ex- The Companies Act, 2013 replaced the 1956 Act, simplifying corporate governance
and compliance.

5. Regulatory Calendar: Introduce a structured regulatory calendar for all ministries, with pre-announced
dates for notifications and amendments. For ex- The RBI's monetary policy calendar provides clarity on
interest rate decisions, reducing market uncertainty.

6. Al and Analytics for Proactive Compliance: Expand risk-based inspections to all sectors, using Al and data
analytics to identify high-risk entities. For ex- The Food Safety and Standards Authority of India (FSSAI) uses
arisk-based approach to prioritize inspections for high-risk food businesses.
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7. Global Best Practices: Adopt successful international regulatory models, such as the US Regulatory
Flexibility Act, which mandates regular reviews of business regulations, and Singapore’s Pro-Enterprise Panel,
which reduces inspections for compliant businesses to enhance ease of doing business.

What should be the way forward?

1. “Peel the Onion” Approach: The Economic Survey 2024-25 likens deregulation to peeling an onion—each
layer removed reveals the next, making the process easier over time.

2. Digital Public Infrastructure (DPI) for Employers: The proposed PAN 2.0 and Entity Digilocker can
revolutionize compliance by creating a paperless, presence-less, and cashless ecosystem.

3. Butterfly Effect: Small deregulatory actions can trigger aripple effect, leading to significant gains in business
competitiveness and growth.

4. Regulatory Cholesterol: Reducing excessive regulatory burdens is essential for unlocking India’s
entrepreneurial potential and fostering high-wage job creation.

5. Viksit Bharat by 2047: Sustaining 8% GDP growth over the next decade requires a concerted focus on
deregulation, innovation, and simplifying the regulatory framework.

Conclusion:

India’s regulatory reforms have made significant strides, but the journey is far from over. By focusing on
simplification, decriminalization, and digitization, India can create a business-friendly environment that fosters
innovation, entrepreneurship, and economic growth. The Economic Survey 2024-25 and Union Budget 2024-
25 provide a clear roadmap, but timely implementation and political will are crucial to realizing the vision of a
Viksit Bharat.

Read more- Live mint
UPSC Syllabus- GS 2/ GS 3- Government policies and interventions for development in various sectors/
Indian Economy and issues relating to planning, mobilization, of resources

India and Global South- Explained Pointwise

India has positioned itself as a strong advocate for the Global South, raising the concerns of developing nations
on global platforms. At the 18th Pravasi Bharatiya Divas in January 2025, Prime Minister Narendra Modi
highlighted India’s commitment to amplifying their voice. Similarly, during the 3rd Voice of Global South
Summit in August 2024, he emphasized India’s role in pushing for inclusive global governance reforms.

Since independence in 1947 to its G20 presidency in 2023, India has consistently voiced the concerns of the
Global South. However, these nations remain underrepresented in global forums, leaving their issues largely
unaddressed.

What is Global South?

1. The Global South refers to countries that are often categorized as developing, less developed, or
underdeveloped, primarily located in Africa, Asia, and Latin America.

2. These nations generally experience higher levels of poverty, income inequality, and challenging living
conditions compared to the wealthier nations of the Global North.

3. The Global North consists of richer nations, primarily located in North America and Europe, with some
exceptions in Oceania and other regions.
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The Brandt Line: Dividing the Global North and Global South
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Figure 2.Source- Big Think

Read More- Fallacy, fantasy, Global South

What is India’s Historical Association with Global South?

India shares its historical roots of colonial struggles and underdevelopment with the countries of the Global
South. Hence, under the leadership of Prime Minister Jawaharlal Nehru, newly independent India took on a
leadership role in advocating for the issues of the Global South.

India’s role in the Global South

1. India played a key role in the establishment of NAM, which
represented the socio-economic and political priorities of the
Establishment of the Non-Aligned | Global South.
Movement (NAM) 2. India also led efforts in drafting NAM’s agenda for a New
International Economic Order (NIEO) to counter the dominance
of Bretton Woods institutions.

1. India played a crucial leadership role in the establishment of
the Group of 77 (G-77), a coalition of 134 developing nations at
the UN.
2. The primary objective of G-77 was to present a unified voice
of the Global South at the UN General Assembly (UNGA) and

Formation of the G-77

other UN bodies.
1. India actively voiced the concerns of the Global South
regarding climate change.

2. India’s leadership at the conference contributed to the
development of key principles, including Sustainable
Development (Brundtland Report), Common But Differentiated
Responsibilities (CBDR), and the Polluter Pays Principle.

Stockholm Conference of 1972

Shift in India’s Foreign Policy Post-Cold War
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However, with the end of the Cold War and India’s domestic economic crisis, a pragmatic shift emerged in its
foreign policy. India began prioritizing its national economic and security interests over broader ideals of
justice and equity for the Global South. This shift is evident in the following:

1. India significantly reduced its engagement with NAM, placing
it in a state of dormancy.
Neglect of NAM Post-Cold War 2. In recent years, India’s participation at NAM Summits has not
been at the highest political level, with the Prime Minister
skipping the 18th NAM Summit in 2019.

India has developed deeper strategic partnerships with the
Closer strategic Ties with the Global | United States, the European Union, and Japan. For example, the
North India-US Civil Nuclear Deal marked a significant shift in India’s
global alignments.

India has strengthened its involvement in new multilateral
groupings such as BRICS, SCO, and ASEAN, often at the expense
of traditional platforms like G-77 and NAM.

Engagement with New Multilateral
Forums

However, with the growing economic and geopolitical heft of India, it has emerged as the Voice of Global South
Once again.

What are the challenges faced by the Global South?

1. Limited representation in global decision-Making: Regions like Africa and Latin America lack permanent
membership in key global institutions, such as the UN Security Council.

2. Escalating public debt: According to UNCTAD’s A World of Debt Report 2024, developing nations face a
debt crisis, with their public debt rising at twice the pace of developed economies.

3. Outdated global governance and financial frameworks: Institutions like the WTO struggle with
inefficiencies, such as a dysfunctional appellate dispute mechanism, while developing countries remain
underrepresented in financial bodies like the World Bank and IMF.

4. Ideological and policy divergences from the Global North: Differences persist regarding interpretations
of democracy, human rights, and climate policies, leading to challenges in global consensus-building.

5. Impact of geopolitical conflicts: Wars involving major powers, such as the Russia-Ukraine conflict, have
exacerbated inflation in food and energy prices, disproportionately affecting the Global South.

How is India becoming the Voice of the Global South?

1. New Delhi Declaration- India used the G-20 presidency to build consensus among the G-20 members to
include the issues of the Global South like debt financing, climate justice and gender equality in the New Delhi
Declaration.

2. Expansion of G-20- India played a key role in giving Voice to Global South Members at the high table of G-
20 by inclusion of African Union.

3. Voice of Global South Summit- India has conducted the Voice of Global South Summit to build solidarity
among the Global South countries, amidst the unprecedented challenges these countries are facing.

4. Vaccine Maitri- In the wake of COVID-19, India has played a key role in saving the lives of many in the Global
South Countries by supplying free vaccine and medicines.

Created with love ® by ForumIAS- the knowledge network for civil services.
Visit academy.forumias.com for our mentor based courses.

EForum[liy




7 PM COMPILATION 1st AND 2nd WEEK FEBRUARY, 2025

5. More representative multilateral fora- India has also played a key role in making other multilateral fora
like BRICS, SCO more representative by inclusion of countries from the Global South. For Ex- BRICS
transforming into BRICS PLUS.

6. Climate Justice- India has been playing a key leadership role in climate negotiations to promote the interests
of Global South. For Ex- Recently established Loss and Damage Fund at COP28.

What are the headwinds which inhibit India from becoming a leader of the Global South?

1. UNSC Membership- India’s campaign for a permanent seat at UNSC as part of the G-4 group is opposed by
the Coffee Club members which consist of Global south countries from Africa and Asia.

2. India’s neglect of NAM and G-77- India has been neglecting the oldest grouping of Global South, which has
often caused breakdown of effective communication between the countries of Global South.

3. China Factor- China with its deep pockets has been splurging economic aid and developmental assistance
to the countries of Global South. India has been locking horns with China to emerge as the leader of Global
South.

4. Lack of consistent engagement- After launching summits with regions of Africa and Indo-Pacific, India has
failed to engage with them on a constant basis. For Ex- No India-Africa Summit has been held since the three
summits from 2015-2018. India also failed to show up at the Pacific Island Summit in Papua New Guinea in
2023.

5. Big Brother Attitude- India has been accused of meddling in domestic politics of the countries of Global
South. This has attracted mistrust among these countries regarding India’s leadership role. For Ex- ‘India Out
Campaign‘in the Maldives.

6. Delays in Project Implementation- India’s aim to become the ‘Voice of the Global South’ is also challenged
by India’s incapacity to deliver on the development projects within the agreed time frame. For Ex- delays in
Kaladan Project, Asia Africa Growth Corridor, etc.

What Should be the way Forward?

1. India’s own Development Bank- India must establish its own Development bank to provide development
assistance to the Global South and emerge as an alternative to China.

2. Revival of NAM- India must revive the NAM forum in the post COVID world, which is seeing increased
ideological divide & geopolitical conflicts like Ukraine-Russia War and Israel-Hamas wars.

3. Enhanced project delivery capacity - India must invest its resources in improving the quality and timely
execution of its development projects.

4. Fostering mutual respect - India should move beyond a “big brother” approach and build partnerships
based on mutual trust and respect with Global South nations.

5. Continued summits- India must engage with the African nations and the Indo-Pacific nations by
regularising the Indo-Africa summit.

6. Capacity-Building Initiatives - India can enhance its ties with the Global South by sharing its expertise in
micro, small, and medium enterprises (MSMEs), digital infrastructure, climate solutions, and food security.
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Read More- The Hindu
UPSC Syllabus- GS 2- Bilateral, Regional and Global Groupings and Agreements involving India and/or
affecting India’s interests.

President’s Rule (Article 356)- Explained Pointwise

President’s Rule, under Article 356 of the Indian Constitution, is a crucial yet contentious provision in India’s
federal system. It empowers the Centre to take direct control of a state when its constitutional machinery fails
or governance collapses, often due to political instability, a hung assembly, or a breakdown of law and order.

Originally intended as an emergency provision, its frequent invocation—especially for political gains—has
drawn criticism and judicial scrutiny. Recent discussions surrounding Manipur’s political crisis, following the
resignation of N. Biren Singh as Chief Minister, have once again brought Article 356 into the spotlight.

What is Article 356 of
the Indian
Constitution?

Article 356 empowers
the President to impose
central rule in a state on
the advice of the Union
Council of Ministers if
he is satisfied that the
state’s governance
cannot be carried out in

accordance with
constitutional
provisions. Once

invoked, all functions of
the state government
are transferred to the
Centre, and the powers of the state legislature are exercised by Parliament for the duration of its enforcement.

Figure 3.Source- Fifty two

Exception: The only exception is the functioning of High Courts, which remains unaffected.
Constitutional basis for President’s Rule

Articles 355 to 357 in Part XVIII, along with Article 365 in Part XIX of the Indian Constitution, pertain to the
President’s Rule.

It mandates the Union to protect states from external aggression and
Article 355 internal disturbances, ensuring that governance aligns with
constitutional principles

Allows the President to take over the governance of a state upon

Article 356

satisfaction that its constitutional machinery has broken down.

Article 357 of the Constitution of India allows Parliament to exercise the
Article 357 legislative powers of a state when a Proclamation is issued under Article

356
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States that if a state government fails to comply with directions from the
Union, the President may assume direct control over the state.
What is the procedure and duration for the imposition of President’s Rule in India under Article 356?

Article 365

1. Governor’s Report: The process begins if the President, on receiving areport from the Governor, is “satisfied
that a situation has arisen in which the Government of the State cannot be carried on in accordance with the
provisions of this Constitution”.

2. Presidential Satisfaction: The President, upon being convinced of the crisis, issues a proclamation imposing
President’s Rule.

3. Parliamentary Approval: Within two months, both Houses of Parliament must approve the proclamation
by a simple majority.

4. Duration: Initially, the rule lasts for six months, extendable up to three years with parliamentary approval
every six months.

5. Extension Beyond One Year: According to the 44th Amendment Act of 1978, President’s rule can only be
extended over a year every 6 months under the following conditions:
a. The Election Commission certifies that elections cannot be conducted in the state concerned.
b. There is already a national emergency throughout India or in the whole or any part of the state.

In practice, President’s Rule has been imposed in a state under any of the following circumstances:

e The state legislature is unable to elect a leader as Chief Minister within the time prescribed by the
Governor.

e Breakdown of a coalition in the state government, resulting in the Chief Minister losing majority
support in the legislature and failing to prove a majority within the time given by the Governor.

e Ano-confidence vote in the legislative assembly leading to the loss of majority.

e Postponement of elections due to unavoidable circumstances such as a natural disaster, epidemic,
or war.

Read more- Difference between National Emergency and President’s rule

What are the consequences of the President’s Rule?

1. Governor’s Role: The Governor assumes executive control and runs the administration on behalf of the
President.

2. Legislative Assembly: The Assembly is either dissolved or kept in suspended animation.
3. Parliament’s Role: The Union Parliament takes over the legislative functions of the state.
4. Impact on Governance: No new state laws can be enacted, and administration is run by bureaucrats.

5. Fresh Elections: The Election Commission must conduct elections within six months unless an extension is
granted.

Additionally, pending public and state welfare policies often remain stalled during the enforcement of
President’s Rule.

What is the history of President’s Rule in India?
1. Since 1950, President’s Rule has been imposed 134 times across 29 states and UTs.

2. Manipur and Uttar Pradesh have seen the most frequent impositions, 10 times each.
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Note- However, these are not the regions that have spent the longest time under central control.
States/UTs with the longest duration under President’s Rule:
1. Jammu & Kashmir - Over 12 years (4,668 days).
2. Punjab - Over 10 years (3,878 days).
e Both faced prolonged militant and separatist activity leading to instability.
3. Puducherry - Over 7 years (2,739 days).

e Frequent government collapses due to infighting and defections.
What is the Supreme Court landmark judgment on President’s Rule?

The landmark S.R. Bommai v. Union of India (1994) case imposed strict judicial scrutiny on Article 356:

1. Judicial review: The court ruled that the President’s decision to impose President’s Rule is subject to judicial
review.

2. Material consideration: The court can examine whether there was relevant material justifying the
imposition.

3. Limited scope: The ruling emphasized that states are not merely appendages of the Centre, reinforcing
federalism.

4. Revival of dismissed government: If Parliament does not approve the proclamation within two months,
the dismissed state government is reinstated.

What are the criticisms of President’s Rule and the key recommendations for reform?

Despite being a constitutional safeguard, Article 356 has been criticized for its misuse, particularly for political
motives:

1. Frequent usage: It has been invoked over 100 times, with 39 cases under Indira Gandhi alone.

2. Political manipulation: Often used to dismiss opposition-led state governments.

3. Centralization of power: Undermines the federal structure by placing states under direct central control.
4. Suspension of democracy: Disrupts elected governance and denies citizens a functional state government.

5. Dubious grounds: Governments have been dismissed for reasons like internal party conflicts rather than
genuine governance failures.

key Recommendations for reform
Several commissions have suggested ways to prevent the misuse of Article 356:

1. Sarkaria Commission: Advocated for using Article 356 as a last resort and recommended prior warning
before its imposition.

2. Punchhi Commission: Proposed a localized approach where only specific areas of a state, rather than the
entire state, could be brought under central rule.

What is the the way Forward?
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1. Stringent guidelines: The Centre should adhere strictly to the guidelines set by the Supreme Court in S.R.
Bommai’s case.

2. Enhancing federalism: Strengthen institutional mechanisms to resolve state crises without resorting to
Article 356.

3. Judicial oversight: Fast-track judicial review of proclamations to prevent politically motivated misuse.

4. Alternative measures: Encourage dialogue, financial assistance, or Governor’s intervention before invoking
Article 356.

5. Limited scope: Explore decentralized emergency provisions instead of imposing blanket President’s Rule
over an entire state.

Conclusion

President’s Rule under Article 356 remains a vital constitutional provision for maintaining governance when a
state government fails. However, its history is marred by instances of political misuse. While judicial
interventions, particularly the S.R. Bommai case, have curtailed arbitrary impositions, further safeguards are
necessary to protect India’s federal structure. Moving forward, balancing the need for constitutional stability
with federal autonomy is crucial for ensuring a robust and democratic India.

Read more- The Indian Express
UPSC Syllabus- GS 2- Separation of powers between various organs dispute redressal mechanisms and
institutions.

Cooperative and Competitive Federalism of Freebies- Explained Pointwise

Federalism in India operates on two key principles: cooperative federalism and competitive federalism, both
of which influence governance, economic growth, and fiscal discipline. However, the growing trend of freebies-
based competitive federalism has raised concerns about sustainability, fiscal responsibility, and the long-term
economic impact.

While competitive federalism fosters economic efficiency and innovation, an unchecked race to provide
freebies threatens financial stability. This article explores the dynamics of cooperative and competitive
federalism, their impact on governance, and the challenges posed by excessive freebies.
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COOPERATIVE & COMPETITIVE

FEDERALISM

Source- Big Buzz
What is the concept of Competitive and Cooperative Federalism?

Cooperative Federalism

Cooperative federalism emphasizes collaboration between the Union and state governments. Both levels of
government share responsibilities and work together for the larger public interest. It ensures coordination and
alignment of policies across the Centre and states. Examples include:

1. Goods and Services Tax (GST) Council, where the Centre and states jointly decide tax rates and structures.
2. Ayushman Bharat and PM-KISAN, which require Centre-state collaboration for effective implementation.
3. Zonal Councils, established by the States Reorganization Act, 1956, to resolve inter-state disputes.

Competitive Federalism

Competitive federalism fosters horizontal competition among states and vertical competition between the
Centre and states to attract investment, enhance governance, and improve public services. The NITI Aayog
promotes competition through rankings in ease of doing business, education, and health.
Examples include:

1. Gujarat and Maharashtra’s economic rivalry in the 2000s, offering tax breaks and subsidies to attract
manufacturers.

2. State-specific welfare schemes, such as Telangana’s Rythu Bandhu and Odisha’s KALIA, complementing
central schemes like PM-KISAN.

3. Vibrant Gujarat Summit, attracting global investments.

Constitutional provisions supporting Cooperative & Competitive Federalism
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1. Seventh schedule: It classifies legislative subjects into the Union List, State List, and Concurrent List,
ensuring a balance of power and cooperation between different levels of government.

2. Article 261 (Full Faith and Credit Clause): Mandates that public acts, records, and judicial proceedings
of one state be recognized and upheld across all states, promoting legal uniformity.

3. Article 263 (Inter-State Council - ISC): Provides for the establishment of the Inter-State Council (ISC)
to investigate and discuss subjects of common interest among states and the Union, fostering cooperation.

4. All India Services (Article 312): Provides for centrally-recruited officers serving in both the Centre and
states, ensuring administrative cooperation.

5. Goods and Services Tax (GST) (Article 279A): Establishes the GST Council, where states negotiate and
compete over taxation policies, striving for a favorable business environment.

NITI Aayog (Executive Initiative, Replacing Planning Commission): Encourages a competitive approach
through performance-based rankings, incentives, and best governance practices among states.

What is the present status of freebies Competitive Federalism?

1. Shift from Cooperative to Competitive Freebies- Instead of competing on efficiency and governance,
states now engage in populist policies that include reckless subsidies and fiscal imprudence. This has turned
competitive federalism into a fiscal bidding war, where states offer increasingly larger cash transfers and free
services to gain political mileage.

Examples include: Monthly cash transfers to women announced by Karnataka and Rajasthan, despite
fiscal constraints.

2. Unsustainable Fiscal Health:

o States like Punjab and Delhi struggle with debt due to excessive freebies.
e Karnataka and Rajasthan’s policies of monthly cash transfers raise concerns about long-term
sustainability.
o Ease of doing business (BRAP rankings) reflect a wide variation in competitiveness, with some
states lagging due to fiscal mismanagement.
What is the significance of Competitive and Cooperative Federalism?

Competitive federalism:

1. Enhancing economic efficiency: Encourages states to align policies with local needs, leading to investment
and job creation.

2. Encouraging policy innovation: States experiment with new governance models and regulatory
frameworks.

3. Strengthening fiscal discipline: Competitive federalism, when linked to financial prudence, ensures that
states balance spending and revenue generation.

4. Improving public service quality: To attract businesses and skilled workers, states invest in infrastructure,
education, and healthcare.

Cooperative Federalism

1. Balanced Regional Development: Promotes equitable growth by reducing regional disparities through
collaboration between the central and state governments.
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2. Facilitates Resource Sharing: Encourages joint initiatives in infrastructure, disaster management, and
environmental protection, ensuring optimal resource utilization and avoiding duplication of efforts.

What are the key initiatives undertaken to enhance both Competitive and Cooperative Federalism?

Competitive Federalism

1. TS-iPASS (Telangana) a single-window clearance for
businesses

State-Level Policy Initiatives 2. Global Investors Meet (Tamil Nadu) attracts FDI and domestic
investment

3. GIFT City (Gujarat) turned into a global financial hub.

To be launched in 2025, the IFI will rank states based on
investment attractiveness. It will be built on the Business Reform
Action Plan (BRAP) by DPIIT, which has driven regulatory
reforms since 2014-15.

Investment Friendliness Index (IFI)

States mandated to develop public-private partnerships (PPP)

PPP Project Pipelines . .
for infrastructure projects.

Cooperative Federalism

Aims to foster cooperative federalism by aligning central and
National Manufacturing Mission | state efforts to strengthen manufacturing ecosystems.
(NMM): Encourages States to compete on efficiency while collaborating
on systemic improvements.

The IIPDF fosters cooperative federalism by providing financial

India Infrastructure Project | and technical assistance, enabling states—regardless of their
Development Fund (IIPDF): fiscal capacity—to actively participate in national infrastructure
development.

Highlights the importance of cooperative federalism in
achieving sustainable development goals.
What are the challenges in Competitive and Cooperative Federalism?

Economic Survey 2022-23

Challenges in Competitive Federalism:

1. Quasi-Federalism & Central Dominance: The Union government holds superior powers through the
residuary list and precedence in the concurrent list, often overriding state authority and limiting competition.

2.Unchecked competition & Race to the Bottom: States engage in reckless subsidies and tax breaks to attract
investment, often leading to fiscal mismanagement. Bureaucratic inefficiencies negate the benefits of
competition, preventing real structural reforms.

3. Conflict Between Finance Commission (FC) and GST Council: Article 269A(1) empowers the GST Council
to recommend tax-sharing for inter-state trade, while Articles 270(1A) and 270(2) state that GST revenues
must be distributed as per Finance Commission (FC) recommendations. This imbalances both cooperative
federalism (GST) and competitive federalism (FC).

Challenges in Cooperative Federalism:

1. Inequitable Distribution of Central Tax Revenue:
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e  States like Bihar, Odisha, and Assam argue that uniform funding ignores economic disparities, putting
them at a disadvantage.

e Richer states feel burdened by having to contribute more tax revenue while receiving fewer central
grants.

2. Implementation Gaps in Centrally Sponsored Schemes:

e Many schemes (e.g, Smart Cities Mission, National Health Mission) suffer from bureaucratic
inefficiency, leading to delays and poor execution.
e  States lack flexibility in implementation, leading to inefficient spending.
What are the recommendations for Reform?

1. Conditional Grants Framework: The Finance Commission should link central grants to performance-based
criteria to curb fiscal imprudence.

2. Policy Innovation: The National Manufacturing Commission should drive real policy shifts rather than
duplicating existing schemes.

3. Yardstick Competition: Public rankings create reputational incentives for states to improve performance
relative to peers. For ex- Scandinavian countries use competitive federalism while maintaining strict fiscal
rules.

4. Accountability Mechanisms: Establish clear frameworks to prevent states from prioritizing populism over
fiscal prudence.

5. Market-Preserving Federalism: Subnational competition drives efficiency and innovation, while a
structured national framework prevents coordination failures. For ex- Germany’s federal financial system
ensures competition while maintaining equal development.

6. Balanced Competitive & Cooperative Federalism: Ensure responsible competition while collaborating on
systemic improvements.

Read more- The Hindu Business line
UPSC Syllabus- GS 2- Issues and challenges pertaining to the federal structure

India-France Relations- Explained Pointwise

At the invitation of French President Emmanuel Macron, Prime Minister Narendra Modi visited France from
February 10 to 12, 2025. The visit was significant in strengthening the long-standing strategic partnership
between the two nations, established in 1998. PM Modi and President Macron co-chaired the Al Action Summit
in Paris, held bilateral talks, and addressed a gathering of business leaders. The two countries also reviewed
the ‘Horizon 2047’ Roadmap agreed two years ago.

Key Outcomes of the PM’S France Visit
1. India-France declaration on Artificial Intelligence (AI)- Both nations pledged to deepen

collaboration in Al research and applications, with a focus on ethical and responsible Al development.

2. Launch of the India-France Year of Innovation 2026 Logo- The official logo for the initiative was
unveiled, symbolizing a shared commitment to fostering innovation and scientific collaboration.

3. Indo-French Center for Digital Sciences- A Letter of Intent was signed between India’s Department of
Science and Technology (DST) and France’s INRIA to establish a dedicated center for digital sciences,
promoting research and development.
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4. Support for Indian Startups- An agreement was signed to host 10 Indian startups at France’s premier
startup incubator, Station F, fostering entrepreneurial growth.

5. Collaboration on Advanced Modular and Small Modular Reactors- A Declaration of Intent was
signed to strengthen cooperation on next-generation nuclear reactor technologies.

6. Renewal of MoU on nuclear energy cooperation- India’s Department of Atomic Energy (DAE) and
France’s CEA renewed their agreement, reinforcing the partnership in nuclear energy.

7. Strengthening nuclear research collaboration- A new implementing agreement was signed between
DAE and CEA to enhance cooperation between India’s Global Center for Nuclear Energy Partnership
(GCNEP) and France’s Institute for Nuclear Science and Technology (INSTN).

8. Triangular development cooperation- India and France issued a joint declaration of intent to
collaborate on sustainable development projects in the Indo-Pacific region.

9. Inauguration of India’s Consulate in Marseille- PM Modji, along with French officials, inaugurated
India’s new consulate in Marseille, strengthening diplomatic and people-to-people ties.

10. Environmental Partnership- A Declaration of Intent was signed between India’s Ministry of
Environment, Forest and Climate Change and France’s Ministry for the Ecological Transition to enhance
cooperation on biodiversity conservation, climate action, and sustainable development.

Source- The Indian Express

What is the history of India-France Relations?

India and France have traditionally close and friendly relations.
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Diplomatic relations were established after India’s Independence.
a. French aircraft and helicopters like Ouragan, Mystere, Alize, Alouette, Jaguar
have been part of the Indian air fleet since 1960’s.
b. In 1984, France stepped in to supply nuclear fuel to Tarapur power plant

Post India’s | after the us backed out citing domestic constraints.

Independence c. France supported India’s space programme since its inception, like setting up
Sriharikota launch site and Centaure and Viking rocket technologies in the
1970s.

However, the Cold War Constraints, did not let the development of a fully
developed relationship.

India and France entered into Strategic Partnership in 1998. The areas of
Post Cold War Era defence & security cooperation, space cooperation and civil nuclear
cooperation constitute the principal pillars of our Strategic Partnership

Agreements signed during President Macron’s visit to India as Chief Guest for Republic Day 2024
1. Defence Industrial Roadmap- To enable the joint development and production of vital military
hardware and platforms.
2. Helicopters- Tata and Airbus helicopters will partner to produce H125 helicopters in India.
3. Fighter Jets- French engine Maker Safran to transfer 100% technology to build fighter jet engines in the

country.
4. Satellites- India’s space PSU New Space India Limited and French Company Arianespace cooperation in
satellite launches.

5. Schengen Visa for Indian Students- Agreement on the activation of five year validity of Schengen visas
for Indian Students pursuing their master’s degree in France.
What are the areas of cooperation between India and France?

1. Geo-Political- India and France have close geopolitical relations which has only strengthened in due course
of time.

e France was the first P-5 country to support Indian membership in the UNSC and the reforms of the
United Nations.

e France’s support was vital in India’s accession to the Missile Technology Control Regime (MTCR),
Wassenaar Arrangement (WA) and Australia Group (AG).

e France has got the unique honour of being the country that has been invited the highest number of
times as chief guest for the Republic Day.

2. Geo-Strategic- France has been appreciative of the geostrategic concerns of India and has taken the
following measures to bolster the geo-strategic cooperation.

e France has offered its biggest strategic asset in the Indo-Pacific territory to India. For Ex- Indian Air
Force planes have been deployed to Reunion Island.

e France has also given equities in organisations such as the Indian Ocean Commission to India. France
is also part of India-France-Australia Trilateral Dialogue that supports free, open and inclusive Indo-
Pacific

e France has supported India on Jammu and Kashmir and has stood with India to counter Pakistan-
sponsored terrorism, and has bolstered India’s capabilities against China.

3. Defence and Security- India and France’s Relationship in the defence and security domain has increased
many folds, which are mentioned below-
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e France has emerged as a key defence partner for India. It has become the second-largest defence
supplier in 2017-2021. Major Military equipments imported from France include Rafale and Mirage
2000 Fighter Aircraft and Scorpene Submarines.

e India and France have been regularly conduct joint exercises- Varuna (Naval), Garuda (Air Force) and
Shakti (Army).

e India and France have been undertaking ‘joint patrolling’ in the Indian Ocean Region and are striving
towards maritime domain awareness in the Indian Ocean region.

e During recent PM Modi’s visit, India offered France the DRDO-developed Pinaka multi-barrel rocket
launcher.

4. Economic cooperation- India and France share a strong economic partnership, as outlined below

e Bilateral trade between India and France has reached a new peak at USD 13.4 billion in 2022-23. The
exports from India have crossed USD 7 billion.

e France is the 11th largest foreign investor in India. The cumulative investment of France in India is
USD 10.49 billion from April 2000 to December 2022.

e More than 1,000 French establishments are present in India. Their total turnover is around US$ 20
billion and they employ around 300,000 persons.

5. Energy and Climate- India-France relationship is distinctly defined by the close cooperation in the fields of
renewable energy to protect the Climate change.

e French support played an important role in India getting an exemption from the Nuclear Suppliers
Group (NSG) in 2008 to resume international cooperation in civil nuclear energy.

e France actively supports India’s entry in to the NSG.

e India and France played a pivotal role in the establishment of International Solar Alliance.

6. Science and Technology- India and France share close partnership in the field of Science and Technology.

e France’s CNES and India’s ISRO partnership has been strengthened with the Joint Vision for Space
Cooperation in 2018.

e India and France are collaborating on Joint Earth Observation Mission- TRISHNA, Joint Mars Mission
and removal of space debris.

e India and France are jointly constructing the world’s largest nuclear park in Jaitapur, Maharashtra.

e France is the first European country to accept the UPI payments system.

7. Diaspora- Around 109,000 of Indians, largely originating from French enclaves of Puducherry, Karaikal,
Yanam, Mahe and Chandernagore live in France. Also, a sizable number of Indian-origin population lives in the
French Overseas Territories of Reunion Island (280,000), Guadeloupe (60,000), Martinique (6,000) and Saint
Martin (300).

8. Connectivity- Both countries recently agreed to strengthen cooperation on implementing the India-Middle
East-Europe Economic Corridor, first discussed during the G20 Summit in New Delhi in 2023. The plan includes
an Eastern Corridor linking India to the Gulf region and a Northern Corridor connecting the Gulf region to
Europe. The corridor will integrate railway networks, a ship-rail transit system, and supporting road transport
routes.

What is the significance of India-France Relations?

1. Securing the Indo-Pacific- India requires French support for maintaining the stability and security of the
Indo-Pacific region and to counter the growing Chinese aggression. For ex- India-France Joint Strategic Vision
for cooperation in the Indian Ocean Region in 2018.
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2. Strategic Autonomy- The India-France relation is strategically autonomous in its truest sense, as it is not
constrained either by the Anglo-Saxon views (in France) nor the anti-western thoughts (In India). For ex-
France support of India after 1998 Pokhran Nuclear Test.

3. Entry to Key Organisations- France’s support is crucial to India’s entry into important organisations like
the UNSC and the NSG.

4. Global Stability- India- France relations is crucial for checking Russia’s assertiveness in Europe and China’s
assertiveness in Asia. This will ensure, global stability and power parity in the emerging world order.

5. Horizon 2047 Agreement- Horizon 2047 agreement between India and France lays down the future
roadmap of India-France collaboration for the next 25 years. The collaboration between India and France in
emerging domains such as supercomputing, cloud computing, artificial intelligence, and quantum technologies
holds significant importance for India’s future.

What are the challenges in India-France Relationship?

1. Absence of Free Trade Agreement- The absence of Free Trade Agreement has impacted the deepening of
India-France economic relations (Bilateral trade between India and France is less than half of India’s trade with
Germany). Stalled progress on the India-EU Broad based Trade and Investment agreement (BTIA) has
prevented further deepening of India-France relation.

2. Trade Imbalances and IPR issues- India- France economic relation is a concern for India as it suffers from
trade imbalances (France exports more to India). Also, India has been criticized by France for inadequate
protection of intellectual property rights (IPRs) of French businesses operating in India.

3. Stalled Projects- The India-France relations also face the challenge of non-operationalisation of the
negotiated projects. For ex- Stalled Jaitapur nuclear project.

4. Differences in geopolitical approaches- While France has openly criticized the Russian Invasion in
UKkraine, India has taken a nuanced approach. Also, France’s stand on China’s BRI contrasts with that of India.

5. Emerging geopolitical scenario- The Middle East disturbances like Hamas-Israel War, Chinese
aggressiveness in Indian Ocean region, Ukraine-Russia war, are the emerging geopolitical tensions in India-
France relations.

What should be the Way Forward?

1. Early Conclusion of FTA- India must leverage its good relations with France and convert the idea of India-
EU BTIA into reality at the earliest.

2. Implementation of Agreement on Migration and Mobility- India and France must work jointly to increase
the mobility of students, graduates, professionals and skilled workers while strengthening their efforts to
combat irregular migration.

3. Increased Trade and Investment- The two countries must work towards increasing bilateral trade and
investment with measures like setting up joint ventures, expanding trade agreements and promoting cross-
border investment.

4. Expedition on stalled projects- A joint working group must be created to expedite the completion of the
stalled projects like Jaitpur Nuclear Power Plant.
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Read More- The Indian Express
UPSC Syllabus- GS 2- Bilateral, regional and global groupings and agreements involving India and/or
affecting India’s interests.

New Income Tax Bill, 2025- Explained Pointwise

The Income-tax Bill, 2025, introduced in the Lok Sabha on February 13, 2025, aims to overhaul India’s six-
decade-old direct tax structure. The Bill seeks to simplify the Income-tax Act, 1961, by removing redundant
provisions, streamlining language, and introducing a more user-friendly framework. Once passed by
Parliament, the new law is expected to come into effect on April 1, 2026.

Source- The Economic Times

What is the present Status of the Income-tax Act, 1961?

1. The 1961 Act has undergone numerous amendments over the years, leading to a complex and cumbersome
structure. The Act currently spans 823 pages, with 47 chapters, 298 sections, and 1,200 provisos.

2. Ambiguities in language and multiple cross-references have resulted in tax disputes and prolonged litigation.

3. The concept of “previous year” and “assessment year” has added to the confusion, requiring taxpayers to
track two different periods.
What are the new additions in the Income-tax Bill, 2025?
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1. Simplified Structure: The Bill is 622 pages long, 24% shorter than the 1961 Act. It contains 23 chapters,
536 sections, and 16 schedules, with 57 illustrative tables compared to 18 in the 1961 Act. Redundant
provisions, including 1,200 provisos and 900 explanations, have been removed.

2. Introduction of “Tax Year”: The Bill replaces the concept of “previous year” and “assessment year” with a
single “tax year,” defined as the 12-month period from April 1 to March 31. For new businesses or professions,
the tax year begins from the date of establishment and ends with the financial year.

3. Streamlined Deductions and Exemptions: Deductions for rent paid, life and health insurance premiums,
provident fund contributions, and home loans are specified. Outdated exemptions, such as Section 54E (capital
gains exemptions for assets transferred before April 1992), have been removed.

4. Inclusion of Virtual Digital Assets: Cryptocurrencies and other virtual digital assets are now classified as
property and treated as capital assets.

5. Enhanced Dispute Resolution Mechanism: The Dispute Resolution Panel (DRP) provisions now include
clear points of determination, decisions, and reasons, reducing ambiguity.

6. Digital Monitoring and Compliance: The Bill empowers the CBDT to implement digital tax monitoring
systems without frequent legislative changes. “Virtual digital space” is defined to include social media accounts,
email servers, cloud storage, and online banking platforms, enabling tax authorities to access information
during surveys and searches.

What is the significance of the Bill and its Progress so far?
1. Simplified Language: The Bill uses clearer language, tables, and formulas to enhance understanding.
2. Reduced Litigation: By removing ambiguities, the Bill aims to reduce tax disputes and litigation.

3. Taxpayer-Friendly Approach: The focus on tabular formats for deductions, exemptions, and TDS/TCS rates
makes it easier for taxpayers to navigate.

4. Modernization: The inclusion of virtual digital assets and digital monitoring systems aligns the tax
framework with evolving economic realities.

Progress So Far

1. The Bill was introduced in the Lok Sabha on February 13, 2025, and will be reviewed by a Parliamentary
Committee.

2. The government has incorporated over 6,500 suggestions from the public and stakeholders.

3. The Bill follows the Interim Budget 2024 announcement, where Finance Minister Nirmala Sitharaman
emphasized the need for a comprehensive review of the 1961 Act.

What is the impact of the Bill?

1. Improved Taxpayer Trust: The “trust first, scrutinize later” approach will foster greater trust between
taxpayers and the government, encouraging a culture of compliance.

2. Better Tax Administration: Improved clarity and reduced litigation will enhance tax administration and
revenue collection.

3. Economic Growth: A modernized tax framework will support India’s transition to a $5 trillion economy by
fostering a transparent and efficient tax environment.
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4. Ease of Doing Business: The simplified tax structure and reduced compliance burden will improve India’s
ranking in the Ease of Doing Business Index, attracting more foreign and domestic investments. Businesses,
especially MSMEs, will benefit from clearer provisions and reduced litigation, enabling them to focus on growth.

5. Support for Digital Economy: The inclusion of virtual digital assets like cryptocurrencies in the tax
framework will provide clarity to investors and traders in the growing digital asset market.

What are the challenges and its future implications?

1. Implementation: Transitioning to the new system may require significant administrative effort and
taxpayer education.

2. Digital Infrastructure Gaps: While the Bill emphasizes digital monitoring, uneven access to digital
infrastructure, especially in rural and remote areas, could hinder implementation.

3. Potential for New Disputes: While the Bill aims to reduce litigation, the introduction of new concepts like
“tax year” and virtual digital assets could lead to interpretational challenges and disputes in the initial years.

4. Resistance to Change: Stakeholders accustomed to the old system may resist adopting the new framework.
What is the way Forward?

1. Stakeholder Engagement: Continuous engagement with taxpayers, businesses, and tax professionals to
address concerns and ensure smooth implementation.

2. Capacity Building: Training tax officials and upgrading digital infrastructure to support the new system.
3. Periodic Review: Regular assessment of the Bill’s impact to identify and address any emerging issues.

4. Alignment with Global Best Practices: Incorporate global best practices in tax administration to ensure
the new framework remains competitive and aligned with international standards. Collaborate with
international organizations like the OECD to learn from their experiences in tax simplification.

Conclusion

The Income-tax Bill, 2025, represents a historic milestone in India’s tax landscape. By simplifying the language,
removing redundancies, and incorporating modern provisions, the Bill aims to create a transparent, efficient,
and taxpayer-friendly system. While challenges remain, the Bill’s focus on “trust first, scrutinize later” aligns
with the government’s vision of minimum government and maximum governance.

Read more- The Indian Express
UPSC Syllabus- GS 3- Indian Economy and issues relating to planning, mobilization, of resources, growth,
development and employment.
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