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* Key Terms and Explanations

* Carrot-and-Stick Approach: This is a classic diplomatic strate%]y that combines the promise of rewards ("carrots") with the threat of punitive actions ("sticks") to induce a desired behavior from
a partner nation. For instance, a developed nation might offer enhanced market access for technology transfers as a carrot, while threatening to levy steep import tariffs as a stick if its intellectual
property demands are not met.

* Reciprocal Tariffs: These are retaliatory or matching customs duties imposed by a nation in response to tariffs levied on its own goods by a trading partner. The fundamental concept operates
on the principle of economic equivalence—"if you tax our steel at twenty percent, we will tax your agricultural products at twenty percent."

* Section 301 of the US Trade Act of 1974: A powerful, unilateral statutory provision in United States law that grants the executive branch the authority to investigate and take punitive action—
such as imposing retaliatory tariffs—against foreign countries whose trade practices are deemed unjust, discriminatory, or restrictive to US commerce.

* Section 122 of the US Trade Act of 1974: This legal provision allows the US executive to deal with serious balance-of-payments deficits by imposing temporary import surcharges or quotas for
a specific period (typically up to 150 days) to prevent rapid capital flight and stabilize domestic trade accounts.

* Trade Surplus vs. Trade Deficit: A trade surplus occurs when the value of a country's exports exceeds the value of its imports over a specific timeframe, indicating that it is a net seller to the
global market. Conversely, a trade deficit arises when a country imports more value than it exports, reflecting an accumulation of external liabilities.

* Non-Tariff Barriers (NTBs): These are trade-restrictive measures other than direct customs duties used by governments to regulate international commerce. Examples include stringent
sanitary and phytosanitary measures, complex licensing requirements, product labeling laws, and domestic content mandates that indirectly make foreign goods less competitive.

* Main Arguments and Substantive Parts

* The structural core of contemporary trade diplomacy between emerging and advanced economies—specifically exemplified by India and the United States—revolves around a
delicate balancing act between market protection and export maximization.

* The US "Carrot-and-Stick" Strategy

* The United States has increasingly adopted a transactional trade policy that utilizes market access as leverage. While Washington dangles the prospect of finalizing historic
bilateral trade agreements, it simultaneously deploys aggressive unilateral legal tools, such as trade investi%a]tions and impending tariff resets, to pressure its partners into
dismantling defensive economic walls. This dual-track approach seeks to force structural concessions from highly guarded markets like India.

* The Anxiety Over a Shrinking Trade Surplus

* From New Delhi’s perspective, maintaining a robust trade surplus with major western economies is an absolute macroeconomic necessity. India currently runs a severe goods
trade deficit with nine of its top ten trading partners, makinF its surplus with the United States a critical buffer for stabilizing its overall Current Account Deficit (CAD). However, due
to recent reciprocal tariff pressures and shifting global supply dynamics, this safety net has begun to compress dramatically. This shrinking margin threatens domestic currency
stability and impacts investor sentiment.

* Sectoral Vulnerabilities and Domestic Resistance
* The core friction points in these negotiations are concentrated within highly sensitive sectors:

. A%]riculture: Indian agrarian groups strongly resist any lowering of import barriers, fearing that heavily subsidized Western agricultural surpluses will flood local markets and
ruin the livelihoods of millions of smallholder, subsistence farmers.

* High-Value Technology & Electronics: While India is making strides toward becoming an electronics manufacturing hub, its export-import equilibrium remains volatile. A
sudden surge in high-value component imports from advanced nations can quickly erase gains made in traditional export categories like petroleum products.

* The Ideological Shift Against Free Trade

* A major underlying driver of this trade friction is a fundamental ideological transformation within Western trade leadership. The traditional consensus favoring unfettered
globalization has been replaced by a "free trade skepticism" that views open-market arrangements as mechanisms that hollowed out domestic manufacturing bases and
compromised national economic security. Consequently, trade policy is now increasingly viewed through a lens of economic nationalism and geopolitical risk management.



e Historical Evolution of the Issue

* The Pre-1991 Era of Estrangement: Following independence, India adopted an inward-looking, protectionist economic model driven by import substitution and
the "License Raj." Trade with the United States was minimal and frequently interrupted by geopolitical differences, as India maintained a non-aligned stance with
close ties to the Soviet bloc, while the US utilized trade as an explicit geopolitical tool.

* Post-1991 Liberalization and Opening: The paradigm shifted dramatically following India's landmark economic reforms in 1991. As India slashed customs duties
and dismantled its licensing regimes, bilateral trade began to expand rapidly. The 2000s witnessed a deepening strategic convergence, highlighted by the landmark
Civil Nuclear Deal, which positioned economic cooperation as a vital pillar of the broader strategic partnership.

* The Rise of Protectionist Friction (Late 2010s): The relationship faced renewed strain during the late 2010s due to a resurgence of economic nationalism in the
West. This period saw the termination of India’s preferential trade status under the Generalized System of Preferences (GSP), alongside a sequence of retaliatory tariff
exchanges concerning steel, aluminum, and agricultural products.

* The Modern Era of Geo-Economic Realignment (2025-2026): Today, trade relations are shaped by a complex mix of geopolitical alignment against shared regional
competitors and sharp bilateral economic disagreements. Unilateral measures like the International Emergency Economic Powers Act (IEEPA) and Section 301
investigations are frequently deployed, forcing both nations into a continuous cycle of tariff adjustments and intense legal negotiations to preserve market access.

* Way Forward

* Structural Diversification of the Export Basket: To reduce vulnerability to single-market tariff shifts, emerging economies must diversify both their export products
and destination markets. Moving beyond traditional sectors like petroleum products into high-value engineering, specialized electronics, and services can help
stabilize trade balances.

* Implementing a Graded and Tiered Tariff Framework: Rather than choosing between complete protectionism or total market openness, nations should implement
a dynamic, data-driven tariff system. Sensitive sectors like subsistence agriculture require strong protection, while advanced technology inputs can be liberalized to
boost domestic manufacturing competitiveness.

* Streamlining and Reforming Non-Tariff Barriers: Addressing underlying non-tariff barriers—such as harmonizing quality standards, streamlining customs
procedures, and standardizing certification processes—can enhance market access without triggering political resistance over tariff reductions.

* Institutionalizing Bilateral Dispute Mechanisms: To avoid sudden, disruptive economic actions, trading partners should establish permanent, institutionalized
bilateral dispute frameworks. These forums can resolve technical standard disagreements and trade friction points quietly, preventing them from escalating into full-
scale tariff disputes.

* Leveraging Geopolitical Alignment for Economic Security: Nations should convert shared strategic interests into robust economic partnerships. By positioning
themselves as reliable, safe alternatives for supply chain diversification ("friend-shoring"), developing economies can attract long-term investment, build deep
industrial capabilities, and create highly resilient trade networks.
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* Key Terms and Explanations

* Parens Patriae: A Latin term meaning "parent of the nation." It is a legal doctrine where the state has the
power and duty to protect persons who are legally unable to act on their own behalf, such as children or
individuals with severe disabilities.

* Reproductive Autonomy: The right of every individual to make decisions about their own reproductive life,
including whether to have children, when to have them, and the right to medical procedures like sterilization or
abortion.

* Informed Consent: The process by which a patient understands the nature, risks, and benefits of a medical
procedure before agreeing to it. For persons with intellectual disabilities, determining "capacity" to provide
this is a significant legal challenge.

* Intellectual Disability: A condition characterized by significant limitations both in intellectual functioning
and in adaptive behavior. The law treats this differently than "mental illness,".

* Hysterectomy: A surgical procedure to remove the uterus. When performed on women with disabilities, it is
often a subject of intense legal and ethical scrutiny regarding whether it is for health necessity or convenience.

* Main Arguments and Substantive Parts

* The Tension of Autonomy: The core debate is balancing an individual’s right to bodily integrity against the
need for protection. When an individual cannot legally or cognitively provide informed consent, who decides?

* Judicial Intervention as a Safeguard: Courts do not merely act as rubber stamps. They conduct inquiries
into the "best interests" of the person, prioritizing dignity and health over the convenience of caregivers.

* Systemic Misuse: There is a grave concern that medical procedures like hysterectomies are performed on
marginalized women, including those with disabilities, without consent or necessity, often linked to insurance
fraud or abuse, a point highlighted by the Supreme Court in Dr. Narendra Gupta v. Union of India.

* Legal Categorization: The law makes critical distinctions. For instance, the Medical Termination of
Pregnancy (MTP) Act, 1971, has different provisions for "mental illness" versus "intellectual disability," a
distinction that prevents the state from forcing abortions on the latter without their consent.



e Historical Evolution of the Issue

* Pre-Independence/Early Era: Decisions regarding individuals with disabilities were largely paternalistic,
left to the family or caregivers with minimal state oversight.

* Legislative Milestones: The enactment of the MTP Act (1971) created a framework for reproductive
medical procedures, though it left gaps regarding the consent of those with intellectual disabilities.

* The Rights-Based Shift: The passing of the Rights of Persons with Disabilities Act, 2016, marked a
paradigm shift toward recognizing the agency of persons with disabilities, specifically Section 10, which
safeguards against non-consensual sterilization.

* Judicial Landmarks: Cases like Suchita Srivastava v. Chandigarh Administration (2009) established that
reproductive choice is a fundamental dimension of personal liberty under Article 21, creating a protective
shield for those with intellectual disabilities.

* Present Day: Recent rulings, such as the 2023 Supreme Court directive on unnecessary hysterectomies,
reflect a maturing legal framework that emphasizes audit mechanisms and strict medical guidelines.

* Way Forward

* Judicial Sensitivity Training: Judges at the district and high court levels must be trained in medical ethics
and the nuance of the "best interests" doctrine to ensure consistent and humane verdicts.

* Robust Monitoring Committees: As mentioned in the recent SC directives, independent committees at
the district level are essential to audit hospitals and prevent the exploitation of women with disabilities
through unnecessary surgeries.

* Community-Based Support: Shifting the focus from surgical "management" of reproductive issues to
community support systems that empower women with disabilities to live with dignity.

* Empowered Informed Consent Models: Develop "supported decision-making" models where the
individual with a disability is assisted in making decisions, rather than having the decision made for them by
a guardian.

* Insurance Accountability: Strict regulatory action against private hospitals that perform procedures
solely to maximize insurance claims, ensuring ethical standards are non-negotiable.
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® DEFENCE

From Ukraine to Lebanon, ‘invisible’ drones are redefining asymmetric warfare

Abhinav Chakraborty
New Delfii, June 23

AFRAGILE ceasefire prevails betweenthe
Israel Defense Foroes (IDF) and Hezbollah
in Lebanon. This came after months of
fighting that saw the Iran-backed militia
deploying a low-cost wespon to kethal el-
fect against [srael’s advanced electronic
warfare systems: fibre-optic drones.

‘Invisible' drones

Eibre-optic dranes, as the name sug-
gests, are connected to their operators
through fibre-optic cables — these are
high-spead. high-strength, and lightweight
networkcablesthattransmit dataas pulses
of light through tiny strands of glass or
plastic. This thin cable is fisst wound onto
aspooland covered with a protective shell
before beingattached toa drone

“So it’s a big spool of very thin wire, al
mest hairdike, connected to boch the drone
andthe operator. The entlre commanication
is through this catde, sd thisthin wire pro-

videssacurty tothe drone becauseno rdio
emissions can be picked up” GroupCaptain
Rajiv Kumar Narang (retired), adrone sys-
tems expert and seniorfellow attheManohar
Parrikar Institute for Defence Studiesand
Analyses, told The brdian Express.

When the drone takes off, the cable be-
gins to unwind and can reach reasonable
speeds without encountering too much
drag. According to Narang, the drone’s in
formation and control lsmanaged through
this thin wire, which initially allowed op-
eration over shomter distancesof about S km
and Liter went up 1o — s per some claims
— distances of even 20 to 30 km. Since
these cables cantransmit operational data
duringflight, they enable adrone operator
to seethelr target and the surounding en-
vironmentin real time.

The Russia-Ukraine war has been the
testingaround for innovation in drone war
fare. Narang said that given traditdonal
dronesemit radio frequency (RF)signals and
create thelr signatures owing to theiruse of
GPS or rdio control, they are susoeptible 1o

!

MIVED A COMMONS

A Ukrainian first-person view drone with a
fibre-optic wire for communication.

jamming, detection, and fxing of pesiton.
Fibre-opticdronesemergedasthe solution.

Tackling the threat

These drones have found a new battle-
fiedd in southem Lebanon, where Hezbol-
lah hasbeen fighting the IDE. Repons indi-

cate that 1srael, despite its sophisticated

jamming systems, has found it tough to
neutralisethisthreatand suffered setbacks
since April, be it in the form of wounded
sokdiers ordestroyed armoured vehicles

Effecdve neutralisation is preceded by
detection and tracking. Acoording to Nar-
ang, detection requires proactive systems
“We neadl to develop better radars and, of
course, slectro-optic systems and infrared
systems, Theyshould beabletoprovide real
time detectlon, kentification, and tracking
ol sl slow and low Ayingdrones. " hessad

Narangsaldthe only source lordetaction
of a libee-optic drane & its radar cross-sec-
tion — ametricthat determines how visible
it is to radar. This requires highly capable
radar systemsand isextremelvdifficult wich
current technological levels

In terms of neutralisation, the drone's
smallsizeand lack of REsignals pose an ad-
ditional challengebesidesthe ek oftime for
detection. Drone neutralisation systems,
being multi-sensor and multi shooter sys:
tems, are becomingexpensivetoachleve as-
sured neutralisution ol hostiledrones.

A report in TheJerusake i Post painted
w efforts by top Israeli defence companies
to present arange of solutions to the IDF.
Among them were encrgy-based systems,
Induding one that utilises elecromagnetic
force weapaureand immobilise thedrone.
Another proposed solution are kinetic in-
terception systems — also called “hit-to-
kill™ — which destroy targets such as bal-
listic missiles and hostile drones using
kineticenergy, that Is, extreme physical
force of i direct, high-velocity collision.

Fornow, lsraddisoldiers havetaken acue
out of Ukraines playhock by using rather
rudimentary techniquessuch as protective
nets andeven metal enclosures on military
aquipment to block these drooes.

Besides, these drones also have thelr
shortcomings. For instance, they are sus-
ceptibletobad weather owingtotheirlight
body frame. Theycan also stop functioning
ifthe thin cable snaps.

The Indiancontext
India’s four-day condlict with Pakistan

kst May in the altermath of the Pahalgam
terror attackalso saw extensive use of drone
swarms and leitering munitions, Since
then, India has soughttoleam fromits own
experience as well as other battlegrounds.

Narang believes swarms would be a
“major challenge”. He saicd: “From an In-
dian pointolview, I think we need tothink
of developing better “hard-kill” counter-
drone systems.” ‘Hard Kill' refers to physi-
cally destroying the drone, whether by fir-
ing a gun, using a suicide drone, or
Launching a small misstle.

Since jamming may not be an option
against fibre-optic drones, Narang said that
India could also develop Light Combat
Hellcopters and Light Combat Alreraft,
among others, as airbome counter-drone
platforms. Narang also suggested] greater
use of Al and upgradationof munitionsin
detectionand neutralisation alongside hy-
brid and mobile alr defence systems to en-
hance accuracy and offectivencss.

FULL REPORTON
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* Key Terms and Explanations

* Asymmetric Warfare: A type of conflict where the opposing sides possess vastly unequal military capabilities, resources, or strategies. In these scenarios, the less powerful
combatant leverages unorthodox tactics, unconventional technologies, or structural vulnerabilities to neutralize the conventional advantages of a stronger state military.

* Fibre-Optic Drones: Unmanned Aerial Vehicles (UAVs) that maintain a physical, tethered connection to their o,:)erator_via ultra-thin, high-strength, and lightweight fibre-optic
cables. Instead of broadcasting over the air, they transmit operational commands and real-time video feeds as pulses of light through strands of glass or plastic, completely
eliminating wireless transmissions.

* Radio Frequency fRF) Jamming: An electronic warfare technique that floods the airwaves with noise or conflicting signals to disrupt the communication link between a drone
and its operator. While highly effective against standard wireless drones, RF jamming is entirely useless against physical fibre-optic connections.

* Radar Cross-Section ﬁRCS): A metric that measures how detectable an object is by a radar system based on its size, shape, and material composition. Modern micro-drones
feature an exceptionally low RCS, making them look like birds or clutter on traditional radar screens, which significantly complicates early warning efforts.

* Hard-Kill Countermeasures: Defensive systems designed to physically neutralize an incoming threat through direct impact or destruction. This includes firing kinetic projectiles,
deploying specialized interceptor drones, or utilizing small missiles to physically destroy a target, as opposed to "soft-kill" electronic jamming.

* Loitering Munitions: Often referred to as "suicide" or "kamikaze" drones, these weapons are designed to hover over a designated target area for an extended period, search
for an asset, and execute a precision strike by crashing directly into the target to detonate their onboard payload.

* Main Arguments and Substantive Parts
* The Vulnerability of Modern Electronic Shields

* The fundamental thesis centers on how physical-tether technology has disrupted contemporary electronic warfare. For years, state militaries invested heavily in sophisticated
signal-jamming arraYS, automated geofencing, and GPS-spoofing umbrellas to disable incoming drone threats. However, by shifting data transmission from vulnerable radio waves
to insulated physical cables, modern low-cost drones can bypass these multi-million-dollar electronic defense networks.

* Unparalleled Stealth and Operational Precision

* Because fibre-optic drones emit absolutely no radio frequency signatures, they remain virtually invisible to standard electronic surveillance systems. The physical cable
unwinds smoothly from an onboard spool during flight, allowing the drone to navigate dense environments without signal degradation. This uninterrupted data link provides
operators with crystal-clear, real-time video feedback over expanding ranges—from an initial 5 kilometers to distances stretching between 20 and 30 kilometers—enabling surgical
precision against high-value targets.

¢ Real-World Tactical Success

* This shift is not merely theoretical; it has rewritten tactical playbooks across active global flashpoints. The technology underwent extensive field testing in Eastern Europe
before proliferating to non-state actors in West Asia, where it has successfully compromised advanced state-sponsored air defense systems. The inability of state-of-the-art
jamming equipment to halt these low-cost devices highlights a growing tactical imbalance on the modern battlefield.

* Inherent Vulnerabilities and Operational Limitations
* Despite their tactical advantages, these systems face distinct physical limitations:
* Structural Fragility: Their lightweight airframes make them highly susceptible to adverse weather conditions, such as high winds or heavy rainfall.

* The Single Point of Failure: The very component that grants them stealth—the hair-thin fibre-optic cable—is vulnerable to snapping if it catches on dense foliage, rugged
terrain, or moving machinery, which immediately disconnects the operator and disables the platform.



e Historical Evolution of the Issue

* Pre-2000s (The Era of Strategic Monopolies): Unmanned aerial technology was primarily the domain of well-funded state militaries. These early platforms were
large, expensive, and used almost exclusively for long-range strategic reconnaissance and intelligence gathering, relying entirely on secure satellite and high-frequency
radio networks.

* 2000s-2010s (Commercialization and Tactical Proliferation): The rapid commercialization of quadcopters and hobbyist drones democratized aerial access. Non-
state actors and insurgent groups began modifying cheap, off-the-shelf consumer drones to carry out rudimentary surveillance and drop small explosive payloads,
introducing the early stages of low-cost asymmetric air threats.

* Late 2010s to Early 2020s (The Electronic Warfare Counter-Response): In response to these commercial drone threats, global militaries developed robust
Electronic Warfare (EW) protocols. Sophisticated localized jamming systems, GPS-spoofing tools, and RF-detection grids became standard components of modern air
defense, successfully neutralizing the vast majority of standard wireless drones.

* Present Day (The Resurgence of the Wired Frontier): To counter pervasive electronic jamming, the technology has evolved by looking backward—repurposing
physical wire-guided concepts into modern high-speed fibre optics. This transition has turned low-cost, tethered platforms into highly lethal tactical weapons capable
of penetrating advanced electronic shields across global conflict zones, creating a brand-new dimension of asymmetric warfare.

* Way Forward
* Transitioning to Comprehensive Hard-Kill Capabilities

* Since traditional radio frequency jamming cannot disrupt tethered systems, defensive doctrines must pivot toward physical interception. This requires deploying
rapid-fire projectile systems, automated close-in weapon stations (CIWS), and low-cost kinetic interceptor drones designed to physically shred incoming platforms.
Additionally, developing cost-effective Directed Energy Weapons (DEWSs), such as tactical lasers, offers a sustainable way to neutralize incoming threats at a low cost
per shot.

e Airborne Anti-Drone Platforms

* To counter low-flying, slow-moving threats that can easily hide from ground radar in rugged terrain, militaries should deploy airborne counter-drone systems.
Utilizing highly maneuverable platforms like Light Combat Helicopters (LCH) or Light Combat Aircraft (LCA) equipped with specialized tracking systems and high-rate-
of-fire guns allows defensive forces to spot and destroy incoming drones from above before they reach critical assets.

e Al-Enhanced Multi-Sensor Detection Networks

* Militaries can no longer rely on single-spectrum radio frequency or traditional radar tracking. Defense grids must integrate multi-sensor arrays that combine highly
sensitive infrared trackers, electro-optical cameras, and acoustic sensors. Processing these inputs through artificial intelligence algorithms enables real-time
identification of micro-drones based on their visual profile or acoustic signature, bypassing the lack of an electronic footprint.

* Hardening Critical Infrastructure and Tactical Assets

* Recognizing that no air defense shield is completely foolproof, states must invest in passive physical protection. Upgrading military vehicles, command posts, and
vital infrastructure with protective metal enclosures, slat armor, and reinforced steel netting can catch or prematurely detonate incoming kamikaze drones. This
simple, cost-effective layer of physical defense helps safeguard core assets from structural damage.
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THE REGULATOR SAID THE PERMISSION IS IN ADDITION TO EXISTING LENDING PROVISIONS
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* Key Terms and Explanations

* Foreign Currency Non-Resident (Bank) [FCNR(B)] Deposits: These are foreign currency-
denominated term deposits that Non-Resident Indians (NRIs), Persons of Indian Origin (PIOs), and
Overseas Citizens of India (OCls) can maintain with commercial banks in India. Unlike typical Non-
Resident External (NRE) accounts that convert foreign cash into Indian Rupees, FCNR(B) deposits
preserve the original currency—such as US Dollars, Euros, or Pounds Sterling. Example: An NRI
working in New York deposits $50,000 into an FCNR(B) account. The funds remain in dollars, earn
compound interest in dollars, and are returned to the depositor in dollars at maturity, completely
insulating the saver from rupee fluctuations.

* Forex Swap Facility: A financial mechanism where two parties exchange principal amounts of
two different currencies at the current spot rate and agree to reverse the transaction at a future
date at a predetermined rate. The central bank acts as the counterparty, allowing commercial
banks to sell incoming dollars for rupees today and buy back those identical dollars at par upon
maturity, removing exchange rate uncertainty from the commercial banking sector.

* Hedging Burden/Cost: The expense incurred by banks or investors to eliminate currency risk by
purchasing forward contracts. Normally, if a bank accepts dollar deposits but lends in rupees, it
must pay a market premium (often 3% to 3.5% annually) to secure future dollars for repayment.
When the central bank absorbs this cost, it frees up commercial lenders to pass these savings on to
depositors through superior interest rates.

* Lien: A legal claim or right established over an asset until a debt or contractual obligation is fully
discharged. In the context of credit expansion against diaspora wealth, an Indian bank can grant
loans to a depositor and mark a lien on their FCNR(B) account, meaning the bank holds the deposit
as collateral to secure the loan repayment.

» Standby Letters of Credit (SBLC): A legal guarantee issued by an Indian bank to a foreign lender
on behalf of an NRI client. It serves as an assurance that if the client defaults on an overseas loan,
the Indian bank will fulfill the financial obligation using the client's FCNR(B) deposit as the ultimate
backstop.

* External Commercial Borrowings (ECB): Commercial loans raised by eligible resident Indian
entities from non-resident lenders, subject to the regulatory frameworks and limits of the Foreign
Exchange Management Act (FEMA).



* Main Arguments and Substantive Parts

* Core Thesis: Macroeconomic stress driven by a widening balance of payments deficit and global capital flight requires
unconventional central bank intervention to mobilize foreign capital. By taking over the currency hedging risks of commercial
banks, the monetary authority can spark a multi-billion dollar capital inflow, reinforcing foreign exchange reserves and
stabilizing the domestic currency against global pressures.

e Absorbing Hedging Risk to Drive Inflows: The cornerstone of the policy is the central bank's decision to bear the financial
burden of currency hedging. Historically, high forward premiums limited the interest rates commercial banks could offer on
foreign deposits. By providing a par swap facility for three- to five-year tenors, the central bank enables commercial lenders
to offer highly competitive interest rates (touching 6% to 7%), which market analysts estimate could draw an additional $50
billion into the economy.

* Credit Leveraging via Regulatory Relaxation: The operational guidelines introduce a crucial multiplier effect by allowing
banks to extend credit or issue Standby Letters of Credit (SBLCs) against these deposits. This allows depositors to maximize

their financial returns by taking low-cost foreign loans backed by their Indian deposits. It bridges the gap between domestic
and international asset markets, giving commercial banks a robust tool to expand their credit portfolios.

* Operational Boundaries and Risk Controls: While the policy aims to maximize resource mobilization, it maintains strict
prudential constraints. The swap window is structured with a hard deadline expiring in September 2026, requires a minimum
lock-in period of one year to prevent speculative capital flight, and restricts the swap coverage exclusively to the principal
amount of the deposits, leaving interest components subject to standard commercial banking guidelines.

N



* Historical Evolution of the Issue

* 1975 - The Birth of FCNR(A): In the wake of global oil shocks and economic strains following the 1971 war, the Indian government introduced the Foreign
Exchange Non-Resident (Account) scheme. Under this original model, the central bank bore the entire exchange risk to attract hard currency from the diaspora,
prioritizing balance of payments survival over institutional risk management.

* 1993 - The Paradigm Shift to FCNR(B): Following the landmark 1991 balance of payments crisis and subsequent economic liberalization, India abandoned the
unsustainable FCNR(A) model. It introduced the FCNR(B) framework, transferring the currency fluctuation risk completely from the central bank's books to commercial
banks. This forced the financial sector to rely on private hedging mechanisms and market-driven interest rates.

* 1999 - Institutionalization via FEMA: The replacement of the draconian Foreign Exchange Regulation Act (FERA) with the Foreign Exchange Management Act
(FEMA) in 1999 fundamentally redefined India’s approach to external capital. FCNR(B) deposits were integrated into a liberalized capital account architecture,
guaranteeing full repatriability of both principal and interest, which significantly bolstered NRI investor confidence.

* 2013 - The Taper Tantrum Intervention: When the US Federal Reserve hinted at winding down quantitative easing, emerging markets faced catastrophic capital
flight. The Indian Rupee plummeted to historic lows. To arrest the decline, the then RBI Governor Raghuram Rajan revived central bank swap support, offering a
concessional 3.5% swap window for FCNR(B) deposits. The tactical masterstroke pulled in over $26 billion in less than two months, rapidly stabilizing the external
sector.

* 2026 - Evolution and Capital Expansion: The policy has moved from a temporary emergency subsidy to a sophisticated risk-absorption mechanism. By eliminating
the hedging cost completely for long-term deposits until September 2026 and combining it with loan-against-deposit provisions, the monetary authority has
institutionalized diaspora capital mobilization to shield the economy from a widening global interest rate differential.

* Way Forward

* Institutionalizing Strict Leverage Caps on SBLCs: To prevent a recurrence of past banking banking malpractices where credit guarantees were exploited to
artificially multiply deposit books, the central bank must enforce granular reporting requirements and strict leverage caps on Standby Letters of Credit. Guarantees
should only back genuine investment or trade activities.

* Transitioning from NRI Deposits to Long-Term Diaspora Bonds: While FCNR(B) deposits provide excellent short-term capital cushions, they remain debt liabilities
subject to redemption pressures every three to five years. India should transition toward issuing long-term sovereign diaspora bonds dedicated to green infrastructure
funding, converting volatile hot money into permanent nation-building capital.

* Deepening the Domestic Private Hedging Ecosystem: Relying on the central bank to absorb hedging costs is an expensive emergency fix. Policymakers should
focus on deepening domestic financial markets, liberalizing currency derivative trading, and encouraging corporate entities to naturally hedge their exposures,
thereby lowering forward premiums through market liquidity rather than state support.

* Calibrating Domestic Investment Yields: To reduce dependence on volatile external debt capital, structural reforms must focus on improving the productivity and
efficiency of domestic industries. By lowering logistical costs and streamlining regulatory clearances, India can generate higher organic corporate yields, attracting
stable Foreign Direct Investment (FDI) that inherently outpaces global interest rate differentials.
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* Key Terms and Explanations

* Legal Person / Juridical Person: In legal theory—as famously articulated by the jurist John Salmond—a "person" is any entity that the law
recognizes as capable of holding rights and being bound by legal duties. This is divided into two categories:

* Natural Persons: Living human beings.

* Juridical/Artificial Persons: Entities created by law that enjoy a distinct legal existence separate from the individuals who compose
them.

* Example: A company incorporated under Section 9 of the Companies Act, 2013, becomes a body corporate with perpetual
succession, its own seal, and the power to acquire property and enter contracts. It can sue and be sued in its own name,
independent of its shareholders.

* Body of Individuals (BOI) & Association of Persons (AOP): These terms refer to unincorporated groups of people who come together for a
shared purpose but choose not to establish a formal corporate or statutory identity.

* Under Section 2(31) of the Income Tax Act, 1961, the definition of a "person" is expansive and explicitly includes an AOP or a BOI,
whether incorporated or not. This means that while an entity may lack a corporate identity, it is still treated as a distinct taxable
unit by revenue authorities.

* Example: A local neighborhood committee that pools resources to organize an annual cultural festival without registering as a
formal society or trust operates as a Body of Individuals.

* Gurudakshina: A traditional, voluntary token of gratitude or contribution given to a teacher or institution. In legal and taxation contexts, it
represents a voluntary contribution made by members to an informal organization. Indian jurisprudence has historically evaluated whether
such traditional inflows constitute taxable income or qualify as tax-exempt voluntary contributions based on their intent and usage.

* Unregistered Body: An alliance, organization, or movement that operates without formal registration under statutes like the Societies
Registration Act, 1860, or the Indian Trusts Act, 1882. Generally, an unregistered body cannot sue or be sued in its own collective name
because it lacks an independent legal personality.

* Foreign Contribution (Regulation) Act (FCRA), 2010: A stringent regulatory framework that governs the acceptance and utilization of
foreign hospitality or funds by individuals or associations. To qualify for an FCRA registration, an association must be registered under an
existing statute (such as a Society, Trust, or Section 8 Company), have an active existence for at least three years, and have spent a minimum
threshold of X15 lakh during the preceding three years on its stated societal objectives.

S



* Main Arguments and Substantive Parts
* The Case for Autonomy and Informal Socio-Cultural Frameworks

* Constitutional Freedom of Association: Voluntary groups argue that the right to assemble and form associations is an inherent fundamental right
under Article 19(1)(c) of the Constitution. Registration is an option provided by the state, not a mandatory prerequisite for existence or peaceful
operation.

* Distinct Institutional Nature: Many socio-cultural entities deliberately avoid formal registration forms, fees, and membership rolls to maintain an
organic, value-based character. Affiliation is established through active participation rather than bureaucratic documentation.

* Judicial Recognition of Financial Practice: Courts have upheld the validity of traditional financial practices within these frameworks. For instance, in
the historic litigation Commissioner of Income Tax v. Rashtriya Swayamsevak Sangh (1994), the Patna High Court addressed whether internal member
contributions like Gurudakshina were taxable. The court held that such amounts are voluntary tokens of gratitude from members and are exempt from
standard income tax, validating the financial viability of an unregistered entity within current laws.

* Functional Compartmentalization: While a parent organization may remain informal and unregistered, its specialized wings (such as student, labor,
educational, or tribal welfare bodies) are frequently registered independently under relevant laws (like the Societies Registration Act or as registered
trusts). This ensures targeted statutory compliance wherever formal public interactions occur. For instance, student wings like the Akhil Bharatiya
Vidyarthi Parishad (ABVP), founded around 1948, were formally registered as NGOs in 1949, balancing parent informality with functional statutory
compliance.

* The Case for Public Accountability and Registration

* The Problem of Scale and Public Footprint: Critics argue that when an unregistered voluntary organization grows to a massive scale, commanding
millions of participants and significant socio-political influence, its operations cease to be purely private matters. A large public footprint logically
requires standard transparency, disclosure, and compliance norms to prevent governance blind spots.

* Regulatory Parity with Civil Society: Registered Non-Governmental Organizations (NGOs), media houses, trusts, and corporate entities face intense
regulatory scrutiny, financial audits, and disclosure mandates. Allowing large-scale informal organizations to operate outside these frameworks creates
a dual standard in civil society regulation.

* Legal Standing and Redressal: Because an unregistered body lacks an independent legal personality, citizens face procedural hurdles when seeking
legal remedies against it. However, the judiciary has adapted to this challenge. In the landmark case Singhai Lal Chand Jain v. Rashtriya Swayamsevak
Sangh (1996), the Supreme Court ruled that an unregistered body can be named as a distinct party in civil litigation (such as eviction disputes) if it is
properly represented by its managers or office-bearers who jointly defend the suit. This precedent ensures that informal organizations cannot use their
lack of registration to evade civil decrees.



* Historical Evolution of the Issue
* Pre-Independence Era and Colonial Frameworks (Late 19th Century to 1947)

e The British colonial administration introduced laws like the Societies Registration Act, 1860, and the Indian Trusts Act, 1882, primarily to
monitor, regularize, and occasionally restrict indigenous public gatherings and charitable works.

e Concurrently, various cultural, social, and political movements emerged. Many chose to remain informal or unregistered to avoid colonial
surveillance and to preserve an organic, community-driven structure rather than conforming to a state-controlled legal framework.

* Post-Independence Institutionalization and Bifurcation (1947-1960s)
* Following independence, the newly framed Constitution guaranteed the fundamental right to form associations under Article 19.

* During this period, many expanding socio-cultural movements adopted a dual structure. The core ideological parent body remained an
informal "body of individuals" to preserve its socio-cultural flexibility. Meanwhile, its functional offshoots in education, labor, and student
welfare were systematically registered under statutory laws to interface legally with state institutions.

* Taxation Scrutiny and Financial Institutionalization (1970s-1990s)

* As the financial resources of informal movements grew, state revenue authorities began analyzing their tax liabilities. During the 1970s and
1980s, tax proceedings in Bombay and Patna scrutinized whether unrecorded inflows from members could be classified as taxable income.

* This culminated in the 1994 Patna High Court ruling (C/T v. RSS), which recognized the validity of informal, trust-based internal funding
mechanisms like Gurudakshina, granting them exemption from income tax under specific provisions for Bodies of Individuals.

* Judicial Clarification on Civil Liability (1996)

* In 1996, the Supreme Court encountered a procedural challenge in Singhai Lal Chand Jain v. Rashtriya Swayamsevak Sangh, where an
eviction suit involved an unregistered entity.

* The apex court established that the absence of a formal corporate stamp does not immunize an organization from civil liability. If its
leadership actively participates in and defends a suit, the organization is legally bound by the court's decree.

* Modern Regulatory Shifts and the FCRA Era (2010s—Present)

* With the enactment of the Foreign Contribution (Regulation) Act (FCRA) in 2010 and its subsequent strict amendments, the state drastically
increased compliance requirements for NGOs receiving foreign funding.

* This created a sharp contrast: registered NGOs face intense, data-driven compliance to access public and foreign funds, while informal,
domestic organizations operate completely outside the FCRA ambit by relying entirely on internal, localized member contributions.



* Way Forward

* Introducing Voluntary Transparency Frameworks: The state could create a voluntary disclosure avenue specifically designed
for large, unregistered socio-cultural organizations. This would allow them to publish certified financial audits and governance
structures publicly, building public trust without requiring them to adopt a corporate legal identity.

* Implementing Scaled Disclosure Based on Asset Thresholds: Financial and regulatory compliance can be linked to an
organization's actual financial footprint rather than its legal format. If an unincorporated "body of individuals" handles internal
funds beyond a specific threshold, it could be required to file standard financial disclosures to prevent regulatory blind spots.

* Clarifying Judicial Standards for Unregistered Bodies: The judiciary can build on precedents like the Singhai Lal and CIT cases
to create a clearer, consolidated test. This would define exactly when an informal association's scale requires public
accountability, helping to harmonize individual liberties with the public interest.

* Harmonizing Rules for All Civil Society Groups: Ensuring a level playing field by making compliance requirements proportional
to an organization's operational scale and funding sources. This reduces regulatory gaps and ensures that all large organizations—
whether registered NGOs or informal associations—are held to consistent standards of public accountability.
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THE REGULATOR SAID THE PERMISSION IS IN ADDITION TO EXISTING LENDING PROVISIONS

Banks can extend loans against
FCNR(B) deposits, says RBI

RBI made FCNR(B) deposits a more
attractive source of overseas funding for
lenders by absorbing the hedging burden

George Mathew

Mumbai, Junec23

THE RESERVE Bank of India
(RBI) on Tuesday said Indian
banks, nduding their overses
branches, are permitted to ¢x-
tend loans to non-resident ac-
count holders or even ssue
Standby Letters of Credit
{(SBLC) in favour of overseas
lenders against FCNR(B) de
posits mobdised underthe new
swap facility

The regulator has said that
this permisdon & inadkitionto
existing provisions that already
allow bankstoextendsecuredor
unsecured croditand issue guar
antees under normal banking
porms. The RBL in its clanifica-
thon issuedas Frequently Asked
Questions (FAQ), sald banks are

permitted to extend loans to
the FONR (B) account holders
and mark Ben on such deposits.,
Lenisalegal claimor rightover
someone else’s property untila
delx orobtigation is paid.

On June S, the RBI an-
nounced the special dispensa-
tion that allows banks tomaobi-
lise fresh three- to five-year
FCNRIB) deposits until Sep-
tember 2026, It also permitted
them to swap these deposits
with the RBI at a concessional
rate, effectively covering the
entire hedging cost,

By absorbing the hedging
burden, the RBI has made
FCNR(B) deposits a more at
tractive source of overseas fund-
ing for lenxders, Expernts bedieve
thestepsannounced mayanract
an additionad S50 billion in for-

» FCNR(B) DEPOSIT PUSH

THE SPECIAL despensation
allowing banks to mobilise fresh
theee- 10 five-year FCNR(B)
depositsuntd September 2026
was announcad by RBlon June 5

IT ALSO permitted them to
swapthesedeposits with the
central bank at aconcessions
rote, efectively covenng the
ontire hedging cost

EXPERTS BELIEVE the steps are
likely toattract an additioral
$50bifion in foregncapital into
Indian markets asbanks have

egncapitalinto Indan markets
asbanks haveoffered higherin-
terest rates after consideringthe
hedging sops. The RBI will be
providing a forex swap for the
deposit received. The Bacility is
a plain buy/sell foreign ex-
change swap from the RE side
covering only the principal

offered higher interest rates after
considering tha hedging sops

amount of the depostsand not
the interest component, “The
bank will be allowed to under-
take swaps fortencesofless than
three years provided they have
mobilised fresh digible FCNR
(B) deposits for minimum orig-
inal tenor of three years as per
the scheme,” It sald. Interest

rates on deposits, including
where differential ratesof Inter-
estarcoffered, willbesubjectto
compliance with paragraph
222} of the Reserve Bank (Com-
myercial Banks - Interest Rateon
Deposits) Directions, 2025,

Banks will continue to offer
regular FCNR (B) deposits,
without availing Swap facility,
for customer deposits with a
tenor of 3 years anxd aboveupto
5 years, without the require-
ment of a minimum lock-in
period of one year, However,
records shall be maintained
separatedy, it said.

ECBs can be raised for any
period, as permitted interms of
Forcign Exchange Management
(Borrowing and Lending (Firg
Amendment) Regulations,
2026, However, the ECBs of aver-
age maturity of three years and
above are cligible forthisfacility.
Further, the tenor of the swap
will be co-terminus with the re-
payment schedule or maturity
of the ECB, subject to naximum
period of five years, the RBIEsald.




* Key Terms and Explanations

* FCNR(B) Deposits (Foreign Currency Non-Resident Bank Accounts): These are term deposits that Non-Resident Indians (NRIs) can open and maintain with authorized banks in India. Unlike
regular rupee accounts, these deposits are held in fully convertible foreign currencies (such as USD, GBP, EUR, or JPY). A major advantage is that both the principal and the interest are completely
exempt from Indian income tax and are fully repatriable, meaning they can be transferred back overseas without any exchange rate risk to the depositor. Example: An NRI living in New York
deposits $50,000 directly into an FCNR(B) account in Mumbai. They receive their interest and principal back in US dollars, insulated from any depreciation of the Indian Rupee.

* Forex Swap Facility / Swap Window: This is a financial mechanism where an authorized commercial bank sells foreign currency to the Reserve Bank of India (RBI) spot market and
simultaneously enters into a forward contract to buy back the same amount of foreign currency at a future date at a predetermined exchange rate. By offering a concessional swap window, the
central bank provides these forward covers at rates cheaper than market prices.

* Hedging Cost: The financial premium paid by an institution or individual to eliminate or mitigate the risk of adverse price movements in foreign exchange rates. When a bank accepts foreign
currency deposits but lends in domestic currency, it faces massive exchange risks. Hedging eliminates this, but it comes at a cost. The RBI’s decision to absorb the hedging burden means the
central bank absorbs this premium, making capital mobilization highly lucrative for domestic banks.

* Standby Letters of Credit (SBLC): A legal document issued by a bank that guarantees payment to a foreign beneficiary if the bank's own customer defaults on an underlying agreement or debt
obligation. It acts as an international safety net or payment of last resort.

* Lien: A legal claim or right that a lender holds over a borrower’s property or asset until the underlying debt or financial obligation is fully discharged. In this banking framework, banks can
mark a lien on high-value FCNR(B) deposits, allowing these deposits to act as ironclad collateral for cross-border credit.

* External Commercial Borrowings (ECBs): Loans raised by eligible Indian corporate entities from non-resident lenders. These instruments must comply with specific parameters such as
minimum maturity periods, permitted end-uses, and maximum caps on all-in-cost ceilings as regulated under the Foreign Exchange Management Act (FEMA).

* Main Arguments and Substantive Parts
* The structural core of this monetary intervention centers on fortifying India's external capital account balance while expanding the global operational freedom of domestic commercial banks.
* The Core Thesis

* The central bank is actively deploying a dual-purpose macroprudential tool: boosting foreign currency reserves through specialized, time-bound incentives while simultaneously expanding
credit deployment channels. By absorbing the hedging costs of 3-to-5-year FCNR(B) deposits until September 2026, the regulator eliminates the key cost barrier that prevents commercial banks
from offering premium, highly competitive interest rates to global Indian savers.

* Maechanics of the Special Dispensation

 Absorption of Hedging Risks: Typically, the high cost of hedging foreign currency prevents Indian banks from offering aggressive interest rates on FCNR(B) accounts. By offering a plain buy/sell
foreign exchange swap covering the principal amount, the RBI absorbs this risk onto its own balance sheet.

* Unlocking Collateral Value: By allowing banks to extend loans to non-resident account holders and issue Standby Letters of Credit (SBLC) against these FCNRﬁB) deposits, the policy transforms
passive foreign savings into highly active collateral. This means a diaspora member can keep their money safely in India while leveraging it to access credit globally.

* Expected Impacts and Structural Counter-Arguments

* Market experts project that this targeted policy push will attract an additional $50 billion in stable foreign capital into the Indian financial ecosystem. This capital influx acts as a powerful
buffer against external sector vulnerabilities and volatile global capital flight.

* However, from an analytical perspective, this strategy introduces a few critical trade-offs:

* Quasi-Fiscal Costs: The central bank takes on a substantial financial burden by absorbing hedging costs at concessional rates, which could impact its annual surplus transfers to the
government if exchange rates fluctuate drastically.

* Asymmetrical Risk Profiles: Because the RBI's swap facility explicitly covers only the principal amount of the deposits and excludes the interest component, commercial banks must still
independently manage and absorb the residual exchange rate risks tied to those interest payouts.



e Historical Evolution of the Issue

* The Pre-1991 Era of Strict Controls: Under the regime of the Foreign Exchange Regulation Act (FERA) of 1973, India operated under an
exceptionally rigid, closed capital account framework. Foreign exchange was treated as a scarce state resource. Remittances and non-resident
savings were strictly regulated, and the country lacked flexible, market-determined banking products to attract diaspora wealth.

* The 1991 Balance of Payments (BoP) Crisis and Structural Realignment: The historic 1991 crisis forced a shift from rigid administrative
controls to market-linked systems. The replacement of FERA with the Foreign Exchange Management Act (FEMA) marked a major policy shift,
treating foreign exchange as a resource to be managed rather than rationed. The older FCNR(A) scheme, where the central bank bore all exchange
risks, was phased out because it strained public finances during currency depreciations.

* The Inception of the FCNR(B) Scheme (1993): To fix the flaws of the previous model, the Foreign Currency Non-Resident (Bank) scheme was
introduced in 1993. The defining structural change of FCNR(B) was that the foreign exchange risk was shifted away from the RBI and placed onto
the commercial banks, who were expected to manage their own portfolios through market-based hedging.

* The 2013 "Taper Tantrum" Interventions: When the US Federal Reserve hinted at tapering its quantitative easing program in 2013, emerging
markets faced sudden, massive capital flight. The Indian Rupee hit historic lows. In response, the RBI (under Dr. Raghuram Rajan) opened a
special, highly successful concessional swap window for FCNR(B) deposits. This emergency measure brought in over $34 billion in a few months,
stabilized the currency, and proved that targeted swap incentives are highly effective during global market stress.

* The 2026 Policy Framework: The framework detailed in 3c504efc-7343-4fe9-8eb7-b444afc05cc9.jpg shows an evolution from an emergency
patch to a proactive, long-term policy tool. Running through September 2026, this framework blends macroprudential reserve accumulation with
advanced global banking tools like SBLCs and structural liens, allowing Indian banks to operate more competitively on the world stage.



* Way Forward
* To maximize the benefits of this policy while minimizing its risks, a balanced and forward-looking approach is required.

* Developing Deep Domestic Derivative Markets: The central bank should not have to permanently step in to absorb hedging costs. India
needs to focus on deepening its own domestic currency derivative markets. Enhancing liquidity in long-term onshore currency forwards and
options will allow commercial banks to hedge their risks efficiently on the open market, reducing the need for direct central bank support over
time.

* Establishing Strict Cross-Border Legal Frameworks: To prevent defaults on loans secured by FCNR(B) deposits, the RBI and the Ministry of
Finance must work with international financial regulators to create clear, standardized legal procedures. Establishing ironclad, cross-border
enforcement mechanisms for asset liens and Standby Letters of Credit will protect Indian banks from complicated international legal battles.

* Adopting a Calibrated Approach to Capital Account Convertibility: This targeted framework should serve as a testing ground. The insights
gained from tracking these 3-to-5-year foreign inflows can help regulators design a safe, step-by-step path toward fuller capital account
convertibility, following the cautious blueprints laid out by the historic Tarapore Committees.

* Diversifying Financial Products for the Diaspora: Building on the success of the FCNR(B) model, the financial system should design new,
specialized investment products for the diaspora. Introducing diaspora-targeted green bonds or infrastructure-focused long-term deposits could
direct international inflows straight into vital national development projects, turning passive savings into active engines for growth.



HISTORICAL
| PROCRESSION ,

BoP Crisis <
(FERA to FEMA)

N

Q

Taper Tantrum o)
Emergency

Present O

FCNR(B)
Scheme

Modern
Integration

7

RBI PERMITS LOANS AGAINST FCNR(B) DEPOSITS:

A COMPREHENSIVE UPSC ANALYSIS.

CONTEXT & POLICY SHIFT \

THE RBI SOLUTION

THE IMPACT

THE CHALLENGE:
Hedging Costs

FCNR(B) DEPOSITS
EXPLAINED

June 5 - Sep 2026 e e
RBI absorbs hedging cost +$50 BILLION
(held in foreign currency). ~ Banks face high cost SaDUONS ‘,’,?{,‘,f,‘;’,sv?'°“a' bl a?lditional foreign
* Tax-exempt and fully of forward cover. NRI —p Indian —» RBI Bank capital inflow

g repatriable.

1. LOANS TO FCNR(B)
HOLDERS

(USD)

2. LOANS AGAINST
DEPOSITS MOBILISED

Bank  (Swap) INR predicted by experts.

3. ISSUE SBLC FOR
I OVERSEAS LENDERS

Overseas
building

Indian bank
HQ

» Extend secured or unsecured e Standby Letters of Credit

¢ Mark lien on such deposits.
Secured or unsecured credit credit. Tenor co-terminus with (SBLC) in favour of overseas

\

allowed. S re-payment schedule. | | lenders.
@ axiaiasacademy.com

SPECIALLY

PRELIMS & MAINS

MULTIDIMENSIONAL
~ ANALYSIS SUMMARY

&35

SOCIAL POLITICAL
(Diaspora (Economic

connection) sovereignty)
LEGAL ETHICAL
(Cross-border (Systemic
enforcement) stability)

™ .-
\

Y Zonll

INTERNATIONAL ECONOMIC

{Global (Capital
competitiveness) account buffer)/

_ UPSC PRELIMS Focus

"Impossible Trinity

Free
Fixed Capital

Independent
Monetary
Policy  Exchange Rate Flows

Previous Year Questions Thefne:

AXIA IAS ACADEMY & (51 6002417458
- - Rise Above the Rest e




RBI issues final norms on TReDS,
eases onboarding process for MSMEs

WIDENING REACH. Insurers, guarantee funds brought into receivables financing ecosystem

—
Our Bureau
Mumbai

The Reserve Bank of India on
Tuesday  issued  final
guidelines on the Trade Re-
ceivables Discounting Sys-
tem (TReDS), simplifying
the onboarding process for
MSME sellers and enabling
insurance companies and
credit guarantee fund trusts
to play a larger role in sup-
porting transactions on the
platform.

The move is aimed at im-
proving the ease of doing
business for MSMEs and en-
couraging greater participa-
tion on TReDS.

TReDS is an institutional
mechanism designed to facil-
itate financing of trade re-
ceivables of MSMEs from

MSME BOOST. The RBI directed TReDS platforms to establish
validation mechanisms to ensure that sellers are genuine MSMEs
and that funds are credited only to the seller’s bank account

corporate buyers, govern-
ment departments and pub-
lic sector undertakings.

The platform brings to-
gether various participants
for uploading, accepting,
bidding, discounting and set-
tling invoices and bills,

thereby enhancing liquidity
for MSMEs through timely
access to working capital at
competitive rates.

The RBI said TReDS plat-
forms shall undertake cus-
tomer due diligence of buy-
ers and put in place

appropriate mechanisms to
establish the genuineness of
uploaded invoices and bills.

INSURANCE COVER

The central bank has also dir-
ected TReDS platforms to
establish validation mechan-
isms to ensure that sellers
are genuine MSMEs and that
funds are credited only to the
seller’s bank account.

The measure is expected
to make access to invoice fin-
ancing faster and more con-
venient for small businesses.

Under the revised frame-
work, financiers may avail of
insurance cover for TReDS
transactions, provided the
insurance premium is not
borne by the MSME seller.
However, such credit insur-
ance cannot be treated as a
credit risk mitigant for avail-

ing prudential benefits.

Further, financiers may
obtain guarantees for factor-
ing units — trade receivables
in the form of invoices or
bills uploaded by sellers or
buyers — from any credit
guarantee fund trust set up
by the Union government.

With regard to capital re-
quirements, entities seeking
authorisation to set up and
operate a TReDS platform
must maintain a minimum
net worth of ¥25 crore. Exist-
ing TReDS operators have
been given time until March
31, 2028, to meet this
requirement.

There are currently five
TReDS platforms. According
to RBI data, these platforms
collectively financed
1,40,972 invoices worth
329,869 crore in April 2026.



* Key Terms and Explanations
* Trade Receivables Discounting System (TReDS)

* TReDS is an institutional, digital mechanism established by the Reserve Bank of India (RBI) to facilitate the financing and discountinlg of trade receivables
(invoices) of MSME sellers. It operates as an electronic platform where MSMEs can upload their unpaid invoices, and multiple financial institutions bid to fund them,
unlocking immediate liquidity.

* Factoring and Invoice Discounting

* Factoring is a financial transaction and a type of debtor finance where a business sells its accounts receivable (invoices) to a third party ‘called a factor) ata
discount. In the TReDS ecosystem, the financial institutions act as the "factors" or financiers, providing upfront cash against future receivables.

* Credit Risk Mitigant

* This refers to various techniques used by lending institutions to reduce the credit risk associated with an exposure or loan. Under advanced regulatory
frameworks, certain guarantees or collateral allow banks to lower their capital requirements.

* Receivables Financing Ecosystem

* The broader financial infrastructure that encompasses all stakeholders involved in converting unpaid invoices into liquid cash. This includes the primary MSME
sellers, large corporate or government buyers, financing institutions (banks, NBFCs), and newly integrated auxiliary players like insurance companies and credit
guarantee fund trusts.

* Main Arguments and Substantive Parts
* Core Thesis

* The structural transformation of the Trade Receivables Discounting System (TReDS)—specifically through the easing of MSME onboarding and the integration of
credit insurance and $uarantee funds—is crucial to solving the endemic cash-flow mismatch in India’s small-business sector. By expanding the ecosystem's

articilpant base, the framework shifts the burden of credit risk away from fragile micro-enterprises and onto institutional risk-absorbers, driving economic
ormalization.

* Key Structural Enhancements

* Expansion of the Participant Network: By bringing insurance companies and credit guarantee fund trusts into the receivables financin% ecosystem, financiers can
mitigate default risks. This structural cushion encourages more aggressive bidding, leading to highly competitive discounting rates for small businesses.

» Safeguarding the Vulnerable Party: A critical directive ensures that while financiers can avail themselves of insurance cover to secure transactions, the cost of the
insurance premium cannot be passed down or borne by the MSME seller.

* Prudential Guardrails vs. Operational Risk: To guarantee that the digital platforms remain robust and resilient against systemic failures, operators face upgraded
capital requirements, demanding a minimum net worth of X25 crore. Existing players are provided a transitional runway until March 31, 2028, to meet this standard.

e Substantive Traction and Evidence

* The operational success of this institutional mechanism is reflected in its massive scale. As of April 2026, the ecosystem comprised five authorized TReDS
platforms. In that single month alone, these platforms coIIectiveIY financed 1,40,972 invoices, unlocking vital working capital worth 29,869 crore. This proves that
digital factoring has transitioned from an experimental fintech solution to a core pillar of India's industrial trade finance.



* Historical Evolution of the Issue
* Pre-Independence to Early Liberalization Era (1947-1990s)

* Credit access for small industries was heavily fragmented and dominated by informal money markets. Traditional banking institutions
prioritized large, asset-backed industrial houses. Small enterprises suffered from high credit costs, severe structural delays in payments,
and lacked institutional avenues to leverage their bills of exchange or trade receivables.

* The Legislative Milestone: MSMED Act, 2006

* The enactment of the Micro, Small and Medium Enterprises Development (MSMED) Act, 2006, marked the first major policy shift. It
legally mandated that buyers must make payments to MSME suppliers within 45 days of accepting goods or services. However, due to
the asymmetric bargaining power between small vendors and corporate giants, enforcement remained weak, and delayed payments
continued to choke small business balance sheets.

* The Blueprint for Digital Factoring (2008-2014)

* The Raghuram Rajan Committee on Financial Sector Reforms (2008) explicitly recommended the creation of an electronic drafting and
discounting system to help small enterprises monetize their receivables. This conceptual framework was institutionalized in 2014 when
the RBI issued the foundational guidelines for setting up and operating TReDS platforms.

* The Modernization and Scaling Phase (2018-2026)

* Over the last decade, the framework underwent continuous refinement. The central government mandated all companies with an
annual turnover exceeding X500 crore to register on TReDS. By 2026, the policy evolved to integrate advanced risk-mitigation layers—
bringing in third-party insurers, standardizing strict customer due diligence for buyers, and raising the net worth bar for operators to
ensure long-term stability.

N



*  Way Forward
* Universal and Mandatory Onboarding

* While policies require large firms to register on TReDS platforms, active compliance
remains uneven. The regulatory framework should move toward stricter enforcement
mechanisms, making it mandatory for all central and state public sector enterprises, along
with large listed corporates, to route a set minimum percentage of their annual procurement
bills through TReDS.

* End-to-End Deep Technological Integration

* To eliminate invoice fraud and double-discounting risks, TReDS platforms should be
seamlessly integrated with the Goods and Services Tax Network (GSTN) and the e-invoicing
ecosystem. This would enable real-time verification of trades, automating customer due
diligence and making the bidding process completely instantaneous and secure.

* Reviewing Credit Risk Mitigation Rules

* Currently, the RBI stipulates that credit insurance on TReDS cannot be treated as a direct
credit risk mitigant for bank capital adequacy benefits. As the trade insurance market matures,
the RBI could consider a balanced calibration. Allowing banks partial risk-mitigation relief for
insured invoices would incentivize even more competitive bidding and unlock a larger volume
of bank credit.

* Grassroots Awareness and Capacity Building '

* The operational success of these digital platforms hinges on user awareness. A

collaborative effort involving the Ministry of MSME, industrial associations, and TReDS

operators is required to launch vernacular financial literacy programs. This will help micro-
entrepreneurs across Tier-2 and Tier-3 cities confidently navigate digital factoring platforms. /

o




—— RISE ABOVE THE REST —

}& AXIA IAS ACADEMY
A

COMPREHENSIVE ANALYSIS:
— key Terms & concepts -~ RBI'S FINAL TReDS NORMS FOR MSMEs

An Educational Insight for UPSC & APSC Aspirants & LOGICAL BASE
CORRECTION

HISTORICAL EVOLUTION

Factoring & Invoice
Trade Receivables
Discounting System Discounting

a9

Suppliers Banks 72 MSMED RBI TReDS

» h m PR R Guidelines
CreditRisk  Receivables Financing| | Fregmentedera e |
Mitigant Ecosystem
Shai;iadmmgw : “"“mp:m“ MULT|D|MENS|ONAL IMPACT ANALYSIS - " UPSC SYLLABUS &
guarantee funds
— 1 ®—j , @—1‘ ~ NCERT LINKAGES
. WAYFORWARD SOCIAL ’1 POLITICAL ,ch,i‘}\%gm
! Job Protection Inclusive Growth m Contracts
? MANDATORY ONBOARDING aing Poverty nibhar BharitJ e Cores

€3 DEEP TECH INTEGRATION (GSTN)
i
€4 REVIEW CREDIT RISK MITIGATION

ETHICAL

INTERNA" | ' ECONOMIC i - CONTACT AXIA IAS ACADEMY ‘

i Fair Play ~ Global Value Chain Ca
RASS pital Release '
b 2 w:cmawnﬁ;"sss fop Corporate (eve) ‘N PA Reduction | WEBSITE: CONTACT NUMBER:
\ , ) JEEsitation VeOie | axiaiasacademy.com | +916002-417438




“To achieve Viksit Bharat goal by
2047, India must grow at 7-8%’

CLEAR PATH. Resurgence in private investment, strong expansion in
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* Key Terms and Explanations

* Viksit Bharat (Developed India) 2047: This refers to the strategic vision of transforming India into a fully developed nation by the year 2047, marking the centenary
of its independence. It encompasses multi-dimensional progress, including high per-capita income, robust infrastructure, advanced technological capabilities, and
excellent social indicators.

* Economic Advisory Council to the Prime Minister (EAC-PM): An independent, non-constitutional, non-statutory body constituted to provide elite economic
counsel to the Prime Minister of India. It analyzes macroeconomic trends, advises on policy interventions, and addresses issues referred to it by the PM.

* Nutrient Use Efficiency (NUE): A critical agricultural metric that measures the proportion of nutrients (like nitrogen, phosphorus, and potassium) absorbed and
utilized by a crop relative to the total amount of fertilizer applied. Low NUE means fertilizers leach into groundwater or volatilize into the air, causing financial waste
and environmental degradation.

* Import Substitution (Modern Context): Unlike the closed-door policies of the pre-1991 era, modern import substitution under Atmanirbhar Bharat focus on
identifying high-dependence foreign goods (such as a targeted list of 100 strategic items) and building domestic capacity to manufacture them. The goal is to enhance
global competitiveness and product quality rather than retreating from international trade.

* El Nifio Interventions: El Nifio is a climate pattern characterized by the unusual warming of surface waters in the eastern tropical Pacific Ocean, which historically
disrupts the Indian Southwest Monsoon. Navigating this requires structural agricultural resilience to protect output and curb food inflation from climate shocks.

* Main Arguments and Substantive Parts

* The core thesis of this development path asserts that reaching a developed economy status within a generation requires a departure from business-as-usual
growth trajectories. The strategy centers on structural transformations across sectors.

* The 7-8% Growth Imperative: To escape the middle-income trap and achieve the status of a developed economy by 2047, India must maintain an annual economic
growth rate of 7-8%. While current estimates hover realistically around 6.6% due to immediate global headwinds, accelerating this rate is non-negotiable for long-
term goals.

* The Dual Growth Engines: Public expenditure alone cannot carry the burden of sustained high growth. The trajectory relies heavily on a resurgence in private
sector capital investment (capex) alongside a major expansion in merchandise and services exports. This dual approach ensures that domestic manufacturing scales
up to meet global benchmarks.

* Re-engineering the Agrarian Architecture: Agriculture remains the foundational baseline for economic stability. The sector must transition away from volume-
based, input-heavy models toward a system that is diversified, nutrient-rich, sustainable, and climate-resilient. High crop productivity must be achieved without
expanding the ecological footprint.

* Mitigating Subsidies and Geopolitical Risks: Geopolitical tensions, such as conflicts in West Asia, introduce vulnerabilities by disrupting supply chains and inflating
input costs. For instance, global urea prices fluctuate wildly—spiking toward $900 a tonne before stabilizing around $450. To shield national budgets from ballooning
fertilizer subsidy bills and imports exceeding 10 million tonnes, diversifying import channels and scaling up domestic natural farming are vital steps.



* Historical Evolution of the Issue
* The pursuit of high economic growth and agricultural self-reliance has evolved through distinct phases in India’s post-independence journey.

* The Food Crisis and PL-480 Era (1947-1960s): Post-independence India struggled with severe food insecurity, remaining heavily dependent on food aid under
the United States' PL-480 program. The economic focus was heavily tilted toward heavy industrialization under the Mahalanobis model, leaving agriculture
underfunded and vulnerable to monsoon failures.

* The Green Revolution and Input Subsidies (1960s-1980s): The introduction of High-Yielding Varieties (HYV) of seeds, expanded irrigation, and chemical
fertilizers transformed India from a food-deficit country to a food-secure one. However, this success established a system of heavy chemical usage and massive
fiscal subsidies for fertilizers (primarily Urea), distorting natural soil chemistry over time.

* The 1991 Structural Reforms and Sectoral Divergence: The LPG (Liberalization, Privatization, Globalization) reforms unlocked the private sector and led to
services-driven GDP growth. While urban centers boomed, the agricultural sector did not experience equivalent structural or market-oriented deregulation,
leading to an increasing income gap between the farm and non-farm sectors.

* The Strategic Self-Reliance Era (Present): The contemporary focus aligns with the vision, which emphasizes combining high-tech growth with structural
resilience. The current economic strategy targets a 7-8% growth rate through focused export growth, private sector resurgence, a shift to natural farming, and
targeted import substitution to protect the economy from global disruptions.

*  Way Forward

* Deploying a National Nutrient Efficiency Framework: India should move away from broad chemical fertilizer subsidies and instead expand precision
agriculture technologies. Scaling up the use of nano-fertilizers and tying incentives to soil health data can optimize input costs and protect soil quality.

* Spurring Private Capex via Targeted PLI Schemes: The Production Linked Incentive (PLI) model should be expanded deeper into agritech, cold-chain logistics,
and the domestic manufacturing of high-dependency import items. This will de-risk private investments and stimulate corporate capital expenditure.

* Diversifying and Upgrading Agricultural Exports: Setting up specialized export zones with international-standard testing labs can ensure Indian agro-products
reliably pass global sanitary and phytosanitary rules, unlocking high-value markets in the West.

* Building Climate Resilience and Market Access: Investing in climate-resilient, bio-fortified seed varieties is essential for mitigating risks like El Nifio.
Simultaneously, integrating regional markets into a unified national trading platform can help ensure fair pricing and curb food inflation.
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Centre tightens norms for foreign donations

NGOs must declare everything they published:

NGOs must stick to the activities specified by
Centre in their category and geographical area

Vijaita Singh

NEW DELHI

on-governmental
organisations
(NGOs) wanting to

access foreign funds must
now stick to a list of activi-
ties specified by the
Centre, according to the
latest amendment to the
Rules of the Foreign Con-
tribution Regulation Act
(FCRA), 2010, notified on
Monday.

While NGOs seeking fo-
reign funds are required to
register under one of the
five permitted categories,
namely social, economic,
educational, cultural, and
religious, this is the first
time separate activity lists
have been laid out for
those in each category.

NGOs must now disclose
their activities, the geo-
graphical scope of their
programmes, their web-
sites, social media ac-
counts, and publications.
They must pay separate
fees for each category and
State or Union Territory
they operate in, as op-
posed to the previous sin-

gle fee for FCRA
registrants.

Any new registration
must follow the new norms
and existing registrations
must comply with the
changes within the next
year. Any violations will be
penalised with a minimum
fine of T lakh, according to
another order from the Un-
ion Home Ministry. The Mi-
nistry regulates all foreign
donations through the
FCRA.

Earlier amendments of
the Rules only required
NGOs to give an undertak-
ing that their acceptance of
foreign funds is not likely
to affect the sovereignty
and integrity of India or
impact friendly relations
with foreign states or dis-
rupt communal harmony.

Key functionaries

The amended Rules also
broaden the definition of
an NGO's “key function-
ary” beyond office-bearers
and directors to include
trustees, partners, the Kar-
ta or head of a Hindu Undi-
vided Family, governing
body ~members, and

books, magazines, and articles in newspapers

Funding
check

Under the fresh
changes to Rules of the
Foreign Contribution
Regulation Act, all
NGOs are required

to disclose specific
activities and
geographical scope of
their programmes to
receive contributions
under 5 permitted
categories:

anyone else controlling or
managing the organisa-
tion.

Associations having fo-
reign nationals (other than
persons of Indian origin) as
key functionaries will ordi-
narily not be considered
eligible for registration or
prior permission, unless
specifically permitted by
the Centre, according to
the new Rules. NGOs must
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also declare whether their
association or any of their
key functionaries brought
out any publication during
the year, including books,
magazines, and newspaper
articles.

A senior government of-
ficial said that the amend-
ments were effected to
bring uniformity in Fo-
reign Contribution forms
(F-C) and to avoid

duplication,

The amended Rules
state that the certificate of
registration or the applica-
tion form (for fresh regis-
trations) shall specify the
purpose or purposes for
which registration is grant-
ed, chosen only from such
list of purposes as specified
in the Schedule appended
to the Rules; and the States
or Union territories in

which the NGO proposes to
undertake the activities.

The Rules also imposes
a fee on NGOs to operate
for each specified purpose,
and within each State or
Union Territory.

Some categories specifi-
cally exclude political ac-
tivities. For instance, the
“educational” purpose lists
22 activities but adds the
caveat that “awareness
programmes on constitu-
tional rights, fundamental
duties, and civic responsi-
bilities” must be “strictly
non-political in nature.”

The “cultural” purpose
lists “promotion of con-
temporary arts inspired by
Indian traditions” among
18 categories, adding the
caveat to “exclude politi-
cal/ ideological content.”

There are 16 permitted
categories of religious ac-
tivities, including “conduct
of religious education, mo-
ral instruction, satsangs,
discourses, and meditation
retreats (excluding prosely-
tisation)”, and "burial/cre-
mation ground develop-
ment and maintenance.”
There are 19 activities listed

Existing registrations must comply within the
next year; a minimum fine of T1 lakh will apply

under “economic” pur-
pose, and 30 items under
the “social” category.

Fines for violations

MHA notified another or-
der which specifies fines
for FCRA violations such as
excess administrative
spending, speculative in-
vestments, misuse of
funds, unauthorised re-
ceipt/use of foreign contri-
butions, and using funds
for unapproved purposes
or in unapproved
States/UTs.

Any use of funds for pur-
poses other than those for
which they were received
can attract a penalty of up
to 30% of the amount mis-
used or ¥ lakh, whichever
is higher. Similarly, using
toreign funds for purposes
or in areas not covered un-
der the NGO's approval al-
so invites a fine of 30% of
the amount or U lakh, whi-
chever is higher. In addi-
tion, spending beyond the
permitted expense limit is
penalised with fines calcu-
lated as a percentage of the
amount involved, subject
to a minimum of ¥1 lakh.




* Key Terms and Explanations

* Foreign Contribution Regulation Act (FCRA): This is the bedrock legislation enacted to regulate the acceptance and utilization of foreign funds or hospitality by individuals, associations, or
companies. Its primary objective is to ensure that foreign capital does not adversely affect the sovereign functioning, internal security, or democratic ethos of the nation. For example, if a
global philanthropic foundation wants to fund an Indian rural health program, the recipient organization must hold a valid FCRA license.

* Key Functionaries: Traditionally restricted to top office-bearers like the President or Secretary, the administrative definition of a "key functionary" has been broadened significantly. It now
encompasses trustees, partners, members of the governing body, heads of Hindu Undivided Families (Karta), and anyone who exercises structural or operational control over the organization.
If an entity appoints an international expert or a non-resident to its core advisory board, this individual falls directly under strict regulatory oversight.

* Permitted Core Categories: The legal framework classifies permissible foreign-funded activities into five distinct thematic buckets: Social, Economic, Educational, Cultural, and Religious.
An organization cannot operate as a generic entity; it must register under specific verticals and align its field operations with granular, pre-approved activity lists defined within these categories.

* Proselytisation: This refers to the act of attempting to convert a person from one religion, belief, or opinion to another. Under current regulatory guidelines, while genuine religious
discourses, traditional preservation, and meditation retreats are permitted, any form of foreign-funded coercive or incentivized religious conversion is strictly prohibited.

* Non-Political Caveat: A legal condition ensuring that funds meant for developmental or academic purposes are not diverted toward political mobilization. For instance, while an
organization can run awareness programs on constitutional rights or civic responsibilities, these programs must remain strictly non-partisan and free from ideological or electoral biases.

* Main Arguments and Substantive Parts

* The core discourse around the tightening of foreign donation norms revolves around balancing national sovereignty with the operational autonomy of the voluntary sector. The regulatory
architecture has shifted from general post-facto reporting to hyper-granular, preventive compliance.

* The Architecture of Micro-Targeting
* The state has moved away from giving omnibus approvals for foreign funding. Organizations must now navigate a highly compartmentalized system:

* Activity-Specific and State-Wise Compliance: Organizations must declare the exact geographical scope and specific nature of their programs across individual States and Union Territories.
Rather than paying a single, blanket fee for an FCRA registration, entities are now required to pay separate fees for every targeted category and geographical jurisdiction in which they intend to
operate.

* Scrutiny of Intellectual Output: The regulatory lens has expanded from purely tracking financial ledgers to monitoring intellectual footprints. Organizations and their key functionaries must
disclose all publications, including books, ma%]azines, and newspaper articles. This ensures that foreign funding is not subtly utilized to shape public policy narratives or drive external ideological
agendas under the guise of academic research.

» Strict Financial Penalties: To deter non-compliance, a rigid penalty structure has been introduced. Any deviation—such as exceedin§ administrative spending caps, engaging in speculative
investments, or utilizing funds in unauthorized districts—triggers severe financial disincentives. These range from a minimum flat fine of X1 lakh to a penalty of up to 30% of the total diverted
amount.

* The Debate: State Oversight vs. Civil Society Autonomy

* The State’s Perspective: The primary argument for these stringent measures is the protection of national integrity and the prevention of fund duplication. By defining specific activities—
such as 22 distinct activities under "educational", 18 under "cultural", 16 under "religious", 19 under "economic", and 30 under "social" classifications—the state aims to create a clean,
traceable map of transnational financial flows. This level of oversight helps prevent funds from being channeled into unauthorized activities that could disrupt communal harmony or
compromise internal security.

* The Civil Society Counterargument: Conversely, representatives of the voluntary sector argue that these hyper-granular rules create an overwhelming administrative burden. Smaller
grassroots organizations often lack the legal and accou_ntln% infrastructure to manage multiple state-wise registrations and distinct fee structures. There is also concern that strict restrictions on
political or ideological content" in cultural and educational programs could inadvertently suppress legitimate civic advocacy, human rights education, and policy critiques.



e Historical Evolution of the Issue

* The Pre-Independence and Early Post-Independence Era: During the freedom struggle, the voluntary sector was deeply rooted in the
Gandhian philosophy of constructive community work, relying primarily on domestic charities and community self-reliance. In the initial
decades after independence, foreign funding was largely unstructured and directed toward large-scale humanitarian aid, such as food security
initiatives and disaster relief.

* The 1976 Legislative Turning Point (The Emergency Era): The formal institutionalization of foreign funding controls began with the
enactment of the Foreign Contribution (Regulation) Act of 1976. Set against the backdrop of the Cold War, this law was introduced due to
concerns over foreign intelligence agencies manipulating domestic political processes, media houses, and trade unions. The primary objective
was to insulate India's sovereign democratic institutions from external financial influence.

* The 2010 Statutory Overhaul: As the non-profit sector expanded rapidly into rights-based advocacy, the state replaced the older legislation
with the Foreign Contribution (Regulation) Act, 2010. This marked a major shift from a one-time permanent registration model to a mandatory
five-year renewal system. It also introduced stricter utilization audits to ensure that foreign funds were used explicitly for development rather
than political mobilization.

* The 2020 Tightening of the Reins: Amendments passed in 2020 introduced sweeping structural transformations. They completely banned
the sub-granting or transfer of foreign funds from one FCRA-registered entity to another—a practice that smaller grassroots NGOs heavily
relied upon. Furthermore, the maximum allowance for administrative expenses was cut from 50% to 20%, and all foreign inflows were routed
through a single, designated bank account at the State Bank of India's main branch in New Delhi.

* The Present Paradigm: The regulatory landscape has shifted focus toward micro-activity tracking and ideological neutrality. The state now
monitors specific activities, geographical boundaries, and the media publications of an organization's leadership. This reflects a comprehensive
strategy to manage both financial capital and intellectual influence entering the country from abroad.
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UN maritime body secures
safety pledges to evacuate
ships stuck in Persian Gulf
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* Key Terms and Explanations

* International Maritime Organization (IMO): A specialized agency of the United Nations established in 1948, responsible for measures to improve the safety and security of
international shipping and to prevent pollution from ships.

* Strait of Hormuz: A strategically vital, narrow waterway connecting the Persian Gulf with the Gulf of Oman and the Arabian Sea. It acts as the world's most critical energy
choke point, through which a significant percentage of the globe's petroleum consumption passes daily.

» Traffic Separation Scheme (TSS): A maritime traffic management routeing system regulated by the IMO. It separates opposing streams of marine traffic by the establishment of
two-way lanes and separation zones to prevent vessel collisions in congested or narrow waters.

* Automatic Identification System (AIS): An automated, transponder-based tracking system used on ships and by vessel traffic services (VTS) for identifying and locating vessels
by electronically exchanging data with other nearby ships, AIS base stations, and satellites.

* Sea Lines of Communication (SLOCs): The primary maritime routes between ports used for trade, logistics, and naval operations. They serve as the economic arteries of global
globalization.

* Freedom of Navigation (FoN): A principle of international law enshrined in the United Nations Convention on the Law of the Sea (UNCLOS), asserting that ships flying the flag
of any sovereign state shall not suffer interference from other states, except under specific circumstances permitted by international law.

* Main Arguments and Substantive Parts

* The geopolitical crisis gripping the Persian Gulf highlights a profound conflict between regional military friction and the preservation of the global economic commons. An
analysis of the core dynamics reveals several key arguments:

* The Humanitarian and Economic Imperative

* At the heart of the current crisis is a massive logistical logjam: approximately 11,000 seafarers and hundreds of merchant vessels are stranded in the Persian Gulf due to active
hostilities in West Asia. The primary argument put forth by international governance bodies is that civilian mariners and commercial vessels must be decoupled from geopolitical
warfare. The human cost of using seafarers as collateral pawns threatens the structural stability of the global maritime workforce.

* The Weaponization of Strategic Choke Points

* The shift away from traditional shipping pathways is driven by immediate, existential threats—specifically the deployment of naval mines along standard routes. Because
traditional Traffic Separation Schemes (TSS) are heavily compromised by mine warfare, international shipping cannot proceed under standard operating protocols. This highlights
how easily modern asymmetric warfare can immobilize traditional maritime infrastructure.

* Multilateral Mediation vs. Fragmented Sovereignty

* Securing safe evacuation requires a complex web of ad-hoc multilateral diplomacy. The diplomatic framework involves an institutional UN push led by the IMO, regional
balancing states acting as intermediaries (such as Oman, Qatar, and Pakistan), and major global stakeholders like the United States and Iran. The establishment of temporary
northern and southern maritime corridors demonstrates that maintaining global trade requires a functional synthesis of regional sovereign approval and international supervision.

* Scale Disparity and Economic Chokers

* Acritical substantive point is the staggering reduction in maritime transit capacity. The emergency alternative corridors are engineered to handle a mere 20 to 30 ships per day,
whereas the traditional central strait route safely processed roughly 130 vessels daily prior to the conflict. This structural bottleneck causes compounding delays, soaring freight
rates, and volatile global supply lines, illustrating that alternative routing is only a temporary fix, not a permanent solution for global trade.



e Historical Evolution of the Issue

* Pre-1980s: The Creation of the Energy Hub: Following the post-WWII global economic boom, the Persian Gulf
emerged as the undisputed epicenter of global oil exports. The codification of international maritime principles via
early UN frameworks sought to protect transit rights through such straits, recognizing them as international
highways.

* The Tanker War (1980-1988): During the protracted Iran-lraq War, both nations systematically targeted
commercial oil tankers belonging to each other and neutral nations in the Persian Gulf. This era marked the first
large-scale asymmetric threat to the Strait of Hormuz, forcing global powers (including the US and USSR) to launch re-
flagging operations and military escorts (e.g., Operation Earnest Will) to ensure the flow of oil.

* Post-9/11 Era and Technological Standardisation: The dawn of the 21st century shifted the focus toward
maritime counter-terrorism, anti-piracy, and strict vessel monitoring. The IMO mandated the widespread adoption of
the Automatic Identification System (AIS) to increase maritime domain awareness and prevent state and non-state
actors from operating anonymously in congested waters.

* The Present Crisis (2020s Escalations): Recent years have seen a transition from conventional naval standoffs to
sophisticated asymmetric warfare, featuring drone strikes, limpet mine attachments, and cyber-disruptions. The
current escalation has forced international bodies like the IMO to bypass traditional traffic frameworks entirely and
build ad-hoc diplomatic corridors to rescue thousands of stranded mariners.

* Way Forward
* Institutionalizing Rapid Maritime Humanitarian Corridors

* The international community, under the auspices of the UN and IMO, should transition from ad-hoc crisis
response to a formalized, standing blueprint for maritime safety corridors. By pre-negotiating coordinates,
communication protocols, and neutral oversight mechanisms during peacetime, the global community can rapidly
protect civilian shipping the moment a regional conflict escalates, bypassing prolonged diplomatic friction.

* Enhancing India's Strategic Maritime Footprint

* For India, ensuring the security of its energy imports requires a proactive naval strategy. The Indian Navy should
expand forward-deployed protection frameworks, modeled after Operation Sankalp, to provide robust escort
services to Indian-flagged commercial vessels in high-risk zones. Strengthening maritime intelligence sharing with
regional neutral states like Oman can significantly improve predictive risk modeling.
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