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India’s ambitious "Free Trade Agreement (FTA) spree,” aimed at boosting exports and integrating with global supply chains, has

International Relations / Prelims Exam

hit a geopolitical roadblock in West Asia. While negotiations with Western partners like the U.K. and the EU remain on a steady
trajectory for 2026, the escalating conflict involving Israel, Iran, and regional actors has forced a "pause” on talks with the Gulf

Cooperation Council (GCC) and Israel. This highlights the vulnerability of bilateral economic
agendas to regional instability and the strategic "chokepoints" of global trade.

Key Highlights of the Report

West Asia Delays: Negotiations with the GCC (comprising Bahrain, Kuwait, Oman, Qatar,
Saudi Arabia, and the UAE) and Israel are officially delayed due to the active state of
war in the region.

Progress in the West: * India-U.K. FTA: Expected implementation by May 1, 2026
(International Labour Day). This follows the signing of the Comprehensive Economic
and Trade Agreement (CETA) on July 24, 2025.

India—EU FTA: Negotiations concluded in January 2026; ratification by the
European Parliament is expected by November 2026, with the deal likely
entering into force in early 2027.

The Conflict Factor: The formal launch of India—GCC talks in February 2026 and the first
round. of India-Israel talks .in-the same month have been overshadowed by the
closure of the Strait of Hormuz and direct military escalations in the region.

Static Correlation
A. Free Trade Agreements (FTAs) & Economic Integration

Definition: An FTA is a pact between two or more nations to reduce barriers to imports
and exports among them.

Stages of Integration: 1. PTA (Preferential Trade Agreement): Lowering tariffs on
select goods.

2. FTA: Eliminating tariffs on most goods.

3. CEPA/CECA: Comprehensive deals including services, investment, and IPR.

FTA talks with
IstTaecl. GCC
courntries may
be delaved

T C.A. Sharad
NEW DELHI

Raghawvam

The ongoing conflict in
West Asia is going to create
delays in India’s negotia-
tions on free trade agree-
ments (FTAY with the Gulf
Cooperation Council coun-
tries as well as Israel, a se-
nior official in the Com-
merce hWinistry said.

The FTA with the UK.,
howewver, could be imple-
mented by May 1, and the
trade agreement with the
European Union could be
ratified by the European
Parliament by thhe end of
MNowvember., thhey added.

“There are sewveral im-
pacts of thhe war in thhe Wiid-
dle East., but one of thhem is
that our talks with the
GCCs and Israel will be de-
laved, since most of the
parties involved are at war
currently,” the official ex-
plained, declining to be
named as the matter is still
under discussion.

FTA negotiations with
the GCC countries — Bakh-
rain. Kuwait, Oman. Qatar.
Saudi Arabia. and the Unit-
ed Arab Emirates (UAE) —
were launched on Febru-
ary 2.

The same month., bet-
ween February 23-26. In-
dia and Israel also held the
first round of negotiations
for a bilateral FTA.

“The implementation of
the UK. FTA should hap-
pren by end-April. and we
might decide to announce
it onn May 1.7 the official
said. adding that India was
looking for a “significant
date”™ to announce it, and
that International Labour
Day was a good and early
candidate.

The India-U.K. Compre-
hensive Economic arnd
Trade Agreement (CETA)
was signed on July 24
2025,

Rules of Origin (RoO): Criteria used to determine the national source of a product to prevent third-party countries from

"dumping" goods through FTA partners.
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B. Gulf Cooperation Council (GCC)

Established: 1981 (Riyadh, Saudi Arabia).
Members: Saudi Arabia, UAE, Qatar, Kuwait, Oman, and Bahrain.
Significance for India: * Energy Security: Source of over 50% of India’s oil and 85% of LPG.
Remittances: Home to ~10 million Indian expats; a primary source of foreign exchange.
Trade: India’s largest trading bloc partner ($178 billion+ in FY25).
C. Geopolitical Chokepoints: The Strait of Hormuz
Location: Between the Persian Gulf and the Gulf of Oman.

Strategic Importance: Approximately 20% of the world's total oil consumption passes through this strait. Any disruption (as
seen in early 2026) directly spikes global crude prices and impacts India's Current Account Deficit (CAD).

Impact Analysis for India

Sector Impact of Delay / Conflict
Energy Supply chain disruptions leading to higher landed costs of crude and. gas.
Exports Delay in duty-free access for Indian textiles, gems, and engineering goods to the lucrative Gulf market.

Uncertainty over the India-Middle East-Europe Economic Corridor (IMEC), which relies on stability in the UAE,

Connectivit
Y Saudi Arabia, and Israel.
Strateaic Balancing ties between Israel (a "Special Strategic Partner") and the Arab world while managing the fallout of the
i
9 Iran-Israel confrontation.
Conclusion

The delay in FTA negotiations with West Asian partners is a tactical setback necessitated by regional volatility. However, the
imminent implementation of the U.K. deal and the progress with the EU provide a cushion for India’s trade targets. For India, the
long-term challenge remains the diversification of energy sources and the securitization of maritime trade routes. As India
pursues its vision of Viksit Bharat 2047, its trade policy must remain adaptive, balancing economic liberalization with the harsh
realities of "poly-crisis" in the Middle East.
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UPSC Prelims Exam Practice Question

Ques: With reference to Free Trade Agreements (FTAs), consider the following statements:

@ HINDU

D ALT
E

1. FTAs eliminate tariffs on all goods traded between member countries.
2. Rules of Origin are used to prevent trade deflection.

3. CEPA includes provisions related to services and investment.

Which of the statements given above is/are correct?

A.1and 2 only

B. 2 and 3 only

C. 1 and 3 only

D.1,2and 3

Ans: A)

UPSC Mains Exam Practice Question

Ques: “India’'s trade diplomacy is increasingly shaped by geopolitical instability in  West Asia.”
Discuss in the context of recent delays in India’s FTA negotiations with GCC and Israel. (150 Words)
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The transition to the VB-GRAM (G) Act, 2025, marks a structural shift in India’s rural employment guarantee framework. While
the Centre has earmarked over 95,000 crore for FY 2026-27, the implementation hinges on a 40% cost-sharing model by States.

The current friction arises from the absence of a "normative allocation formula," leading States to budget based on historical
MGNREGA expenditure patterns to avoid a rural distress crisis.

24 States, UL.s set aside funds

Key Highlights of the Report

Budgetary Provisions: 24 States/UTs have already set aside approximately ¥31,000 crore as their share, despite the lack of a

for new rural jobs scheme

They use past expenditure under the MGNREGA as the baseline as the Centre is yet to notify
the formula for determining the State-wise normative allocations under the VB-GRAM (G) Act

Sobhana K. Nair
NEW DELHI

ith the Centre
w yet to notify the
formula for de-

termining State-wise nor-
mative allocations under
the Viksit Bharat Guaran-
tee for Rozgar and Ajeevika
Mission (Gramin) Act,
2025, at least 24 States and
Union Territories have ne-
vertheless earmarked
funds for the new rural em-
ployment programme.
Under the Act, States
must bear 40% of the
scheme’s expenditure, ex-
cept in the northeastern
and hilly States and UTs
such as Jammu & Kashmir,
which receive a relaxation.
Union Rural Develop-

Under the Act, States must bear 40% of the scheme’s expenditure,

except in the northeastern and hilly States. Arp

The Union Budget
for 2026-27 has set

ment i Shivraj
Singh Chouhan informed
the Rajya Sabha on Tues-
day that 27 States and UTs
are making provisions for
the new scheme, though
he read out allocations for
only 24 of them, amount-
ing to a little over ¥31,000
crore. The Union Budget
for 2026-27 has set aside

finalized Central formula.

The 125-Day Guarantee: Unlike MGNREGA's 100-day limit, VB-GRAM guarantees 125 days of work, increasing the financial

burden on both levels of government.

aside 95,652 crore
as the Centre’s share

395,652 crore as the
Centre’s share.
Responding to criticism
that States may struggle to
shoulder their share of the
financial burden, Mr.

Chouhan highlighted that
even Congress ruled Hima-
chal Pradesh, despite its
opposition to the Act, had
allocated 143 crore. Kar-
nataka, he noted, was the
only major outlier. “Many
members asked where
States will find the money.
1am only addressing their
anxiety,” he said.

A key pending element
is the Centre’s formula for

Funding Ratio: * General Category States: 60 (Centre) : 40 (State).

NE & Hilly States/UTs: 90 (Centre) : 10 (State) [or similar relaxed norms as per previous schemes].

normative allocation. Sec-
tion 4(5) of the Act man-
dates that the Union go-
vernment determine
State-wise allocations an-
nually based on “objective
parameters”.

The clause aims to en-
sure equitable distribu-
tion, following complaints
from economically weaker
States that they receive dis-
proportionately lower
funding.

In the absence of clarity,
most States have used their
past expenditure under
the MGNREGA as the base-
line while also accounting
for the additional 25 work-
days promised under new
Act, which extends guaran-
teed employment from
100 to 125 days. For in-
stance, Rajasthan has
spent over 37,597 crore un-
der the MGNREGA so far,
this financial year. Its 40%
share comes to roughly
33,038 crore. The State,
keeping a margin for the
expanded work guarantee
and anticipating uncertain-
ty in Central allocations,
has set aside 4,000 crore.
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The "Normative Allocation” Debate: Section 4(5) of the Act
requires the Centre to distribute funds based on "objective parameters” to ensure poorer States (like Bihar or Odisha)

get a fair share compared to historically high-spending States (like Rajasthan).
Static Correlation
A. MGNREGA vs. VB-GRAM (G) Act

MGNREGA (2005): A demand-driven scheme where the Centre bore 100% of unskilled labor costs and 75% of material
costs.

VB-GRAM (2025): Shifts toward a fixed cost-sharing ratio (60:40). This increases Cooperative Federalism but also raises
concerns about the fiscal capacity of debt-stressed States.

B. Fiscal Federalism & Article 282

Article 282: Allows the Union or a State to make grants for any public purpose. Most Centrally Sponsored Schemes (CSS)
like VB-GRAM fall under this.

The Challenge: When the Centre mandates a 40% share, it shrinks the "fiscal space" for States to fund their own regional
welfare schemes.

C. Normative Allocation Formula
In public finance, "Normative" refers to how things should be distributed based on criteria like:
Rural Poverty Headcount Ratio.
Unemployment Rates.
Agricultural Distress Levels.

The goal is to move away from "historical spending” (which rewards efficient states) to "need-based allocation" (which
supports laggard states).

Comparison Table: MGNREGA vs. VB-GRAM (G)

Feature MGNREGA (2005) VB-GRAM (G) Act (2025)
Days Guaranteed 100 days per household 125 days per household
Funding (Unskilled Labor)||100% by Centre 60% Centre : 40% State (General)
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Feature MGNREGA (2005) VB-GRAM (G) Act (2025)
Allocation Basis Demand-driven (Bottom-up)||[Normative Allocation (Formula-based)
Focus Livelihood security Livelihood + Ajeevika (Enterprising)

Conclusion

The proactive budgeting by 24 States signifies their reliance on rural employment as a safety net, regardless of political
affiliation. However, the delay in notifying the "normative formula" creates a fiscal vacuum. For VB-GRAM to succeed, the
formula must balance "Equity” (supporting poor states) with "Efficiency” (not penalizing states with high demand). The transition
period will test the strength of India’s fiscal federalism and its ability to manage rural aspirations in a post-MGNREGA era.

UPSC Prelims Exam Practice Question

Ques: The term “Normative Allocation Formula” in public finance refers to:
A. Allocation based on past expenditure trends

B. Allocation based on objective need-based criteria

C. Allocation based on political considerations

D. Equal allocation among all States

Ans: (C)

UPSC Mains Exam Practice Question

Ques: "The shift from MGNREGA to VB-GRAM reflects a deeper transformation in India’s fiscal federalism.” Discuss. (150 Words)
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On February 27, 2026, the Ministry of Statistics and Programme Implementation (MoSPI) released a new series of GDP estimates,
shifting the base year from 2011-12 to 2022-23. This "rebasing" is a standard statistical practice to capture structural changes in

the economy, such as new industries, shifting consumption patterns, and updated data from the corporate and household
sectors. While the new estimates show a slightly smaller economy (3-4% lower) than previous projections, they offer a more
granular and realistic "health check" of India's growth.

New GDP series, charting the path ahead

much-awaited new GDP series with the
aila

Programme Implementation came out with a
press note on a new series of GDP estimates and
related agaregates for the financial years 202223,
202324 and 2024-25. This addresses the
Tongstanding demand for a

professor at

realistic pu:lum of the size of the Indian economy
by updating the base year. It overcomes the
limitations of earlier estimates, which relied on
the outdated 2011-12 base year.

The overall size of the Indian economy in
terms of GDP as per the new series at current
prices (in rupees lakh crore) is estimated to be
261.18 (financial year 202223), 289.84 (FY
2023-24) and 318.07 (2024-25), respectively (first
revised estimate). These aggregates are
marginally (between 3% and 4%) lower than what
were released earlier based on the previous
series. The relative shares of primary, secondary
and tertiary sectors in total Gross Value Added
(GVA) at current prices during 2024-25 remained
at 21.4%, 25.8% and 52.9%, respectively. The
manufacturing sector depicts a high growth rate

A

the expenditure side estimates, the share of
private financial consumption expenditure in
GDP is around 56%, both at current and constant
prices during the years 202324 and 2024-25

Major refinements in the new series
Some of the most significant refinements in the
mcmodotcgy adopted in the new series include:
ttion of activities of multi-activity
enterprises h(-lnngmg to non-financial privare
corporate sector by apportioning the total GVA of
0ss its business activities using
ing revenue share information of
the company available in the form of MGT 7/74
data (as against entire GVA being allocated to the
major activity of the enterprise in 201112 series);
second, use of a separate blown up factor at the
industry x size class level, based on paid-up
capital, for scaling up the GVA of the reported
active companies (o account for the contribution
of the active companies which did not file
returns; third, a comprehensive coverage of
Limited Liability Partnerships (LLPS) using
Ministry of Corporate Affairs (MCA) data; and
fourth, the use of high-frequency annual) data
on GVA per worker (GVAPW) as per the Annual
Survey of Unincorporated Sector Enterprises

Key Highlights & Data Points

Human Development,
Senior Adviser at

the National Council
of #pplied Economic
Research [NCAER),
and a Member

o the Advisory

Accounts Statistics

Updating

the AS|
sampling frame
and refining
the ASUSE
survey
methodology
can further
enhance the

aceuracy

of GDP and
GSDP estimates

(ASUSE) in conjunction with the estimates of the
number of workers utilising the information
available through Periodic Labour Force Survey
(PLFS) to estimate the GVA contribution of the
Household Sector. In this contet, it is worthwhile
to mention that in the 2011-i2 series, base year
(2011-12) GVA estimates at the activity level for the
Household Sector were extrapolated using
suitable indicators to derive GVA for subsequent
years,

‘The new series also introduces significant
improvements in the estimation of real GVA
through the expanded application of ‘double
deflation” and *volume extrapolation’ methods,
bringing the estimates more in line with
international guidelines. Tn addition, the
benchmark estimates for 2022-23 private final
consumption expenditure (PFCE) are now
derived more directly by utilising data from the
Household Consumption Expenditure Survey
(HCES 2022-23), especially for items that are
widely consumed across household groups and
tend to exhibit low income elasticity.

‘The challenges ahead
Among the four institutional sectors, namely,
general government, public corporati
corporations and households for which G
estimates are separaiely computed and then
aggregated, the database of the first two sectors is
quite robust. Coming to the private corporate

(Table 7, Prineipal Characteristics by Type of
Organisation in ASI 2011-2012 (Revise

Accordingly, the proportionate shares of different
States in the total GVA derived from the AST based
on a truncated frame may not reflect the reality
and hence affeet the State GDP figure. Remedial
measures to improve the sampling frame of AST
by utilising the MCA and GST databases can he a
step in the right direction. In parallel, a properly
designed sample survey of active companies
could be worth exploring to derive the
percentage shares of different States in total GvA
by the companies.

Resolving fluctuations

rds the Household Sector, its GVA at the
“compilation category' level in the
new series is derived as the praduct of GVAPW as
per the ASUSF. and number of warkers hased on
the Periodic Labour Force Survey (PLFS). This
necessitates that the corresponding estimates
from the surveys are fairly reliable. However,
available results from the ASUSE indicate a
certain volatility in the estimates across the vears
for some industries and States.

For example, the all-India annual estimates of
GVAI’W {rural and urban combined) as per the
(eovering hoth household sector and
‘q corporate’ units) for the years 202122,
202223 and 202324 were found to be 2163,078;
355,447; and ¥201,930, respectively, for the

sector, the private
for which GVA is iled

usmg the MCA database — a critical issue lies in
allocating the national-level total GYA of
companies across States to derive the
corresponding Gross State Value Added (GSVA),
given that the primary data are available only at
the enterprise level

In the 201112 series, total |||am|l;|rnn ing GVA
at the national level was all

rubber and plastic products’
which is a distinct compilation category in GDP
calculations.

Similarly, the annual estimates of GVAPW
Mr(am ing to the manuiaclu ring industry in
und to be 89,638;
i17,021; and FI00, |n| respectively, for the three
years. To address this problem, the methodology
in the new series recommends the use of three
years' moving average, wherever necessary,

over States by using their shares in GVA as per the
Annual Survey of Industries (ASD. In the new
series, apart from ASI data (confining to
manufacturing sector), the GST data is also
available for this purpose. A major limitation with
the ASI data is the inadequacy of the ASI frame.
To illustrate, the number of companies in 201112,
as an December 15, 201, as per the MCA
database classified under ‘Manufacturing’ was
135,802 (source: Changes in and

except for the base year. However, in resolving
the issue of such fuctuations in the annual
estimates of GVAPW, it may be worth exploring
whether a rotating panel design in the ASUSE
with a substantial ov er]av in the samples between
any two consecuti
procedure adopted in Ihc PLFS - can yield better
estimates,

Finally, to conclude, updating the ASI frame

of

Data Sources in the New Series of National
Accounts, Base Year 201112, Central Statistics
Office, 2015) as against only 67,649 factories
covered under the corporate sector in ASL 200412

and in the survey
ASUSE can be effective in further improvement of
the GDP and GSDP estimates.

The views expressed are personal

The New Scale: GDP at current prices is estimated at ¥318.07 lakh crore for FY 2024-25.

Sectoral Composition (GVA 2024-25):

Primary (Agri & Allied): 21.4%

Secondary (Industry/Mfg): 25.8% (Manufacturing grew at a robust 9.3%).

Tertiary (Services): 52.9%

Consumption: Private Final Consumption Expenditure (PFCE) remains the backbone of the economy, accounting for 56% of
GDP.
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Major Methodological Refinements

The new series introduces four "game-changing" technical updates:

Multi-Activity Segregation: Instead of tagging a company’s entire value to its "main" business, the GVA is now split across
its various activities (e.g., a company doing both manufacturing and retail) using MGT 7/7A data.

Size-Class Scaling: It uses a more sophisticated "blown-up factor" based on Paid-Up Capital (PUC) to estimate the
contribution of active companies that haven't filed returns yet.

LLP Integration: Comprehensive coverage of Limited Liability Partnerships (LLPs) using Ministry of Corporate Affairs (MCA)
data.

Household Sector Accuracy: It combines ASUSE (Annual Survey of Unincorporated Sector Enterprises) data for "value per
worker" with PLFS data for the "number of workers," replacing the old method of simple extrapolation.

Static Correlation

A. Understanding GDP and GVA

GDP (Gross Domestic Product): The total market value of all finished goods and services produced within a country's
borders in a specific period.

GVA (Gross Value Added): Provides the sector-wise contribution to'the economy (Supply side).
Base Year: A representative year used as a benchmark for calculating real growth by eliminating the effects of inflation.
B. Deflation Methods

Double Deflation: A method where both output and intermediate inputs are deflated separately by their respective price
indices. This is considered the "gold standard" for calculating Real GVA.

C. Unincorporated Sector (The "Household" Sector)
This sector includes small family businesses, kirana stores, and street vendors.

ASUSE (Annual Survey of Unincorporated Sector Enterprises): A crucial survey that captures the economic contribution
of the informal/unorganized sector, which is otherwise hard to track via corporate filings.

Challenges & The Path Ahead

Despite the improvements, the author highlights two critical "data gaps":
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The State-Level Split: While national data is robust, allocating a
company's total GVA across different States (GSVA) remains difficult. The author suggests using GST data and improving
the Annual Survey of Industries (ASI) frame to fix this.

Volatility in Small Business Data: The ASUSE data shows high fluctuations (e.g., in rubber and plastics). To fix this, the
series uses a three-year moving average, but the author recommends a "rotating panel design" (similar to PLFS) for
more stability.

Conclusion

The 2022-23 GDP series is a landmark step toward "Data Sovereignty” and statistical transparency. By integrating high-frequency
data from the MCA, GST, and ASUSE, India has moved closer to the System of National Accounts (SNA) 2008 standards.
However, the reliability of India’s economic narrative will depend on how well MoSPI addresses the "volatility" in informal sector
data and the "allocation” of corporate profits across states. For a $5 trillion aspiration, accurate measurement is the first step
toward effective management.

UPSC Prelims Exam Practice Question

Ques: The term “Double Deflation” refers to:

A. Adjusting GDP for inflation using CPI only

B. Deflating both output and input separately using price indices
C. Removing subsidy effects from GDP

D. Adjusting nominal GDP twice for accuracy

Ans: B)

UPSC Mains Exam Practice Question

Ques: Explain the methodological improvements introduced in the latest GDP series. How do they enhance the accuracy of
economic measurement? (150 Words)
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The military escalation between the U.S.-Israel alliance and Iran on February 28, 2026, has triggered a "black swan" event in

global trade: the closure of the Strait of Hormuz. As a chokepoint for 20% of global oil, its blockage has pushed crude prices
above $110 per barrel. This crisis is forcing a radical recalibration of international relations, turning former "pariah” states like
Russia into essential market stabilizers and testing the fiscal resilience of energy-dependent giants like India and China.

Oil, power, and politics of disruption

‘The closure of the Strait o Hormuz disrupts a vial artery of the global cconomy, riggering price increases and turmoil i energy markets:as supply shocks
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FCONOVIIE NOTIS

When routes run tight =

Jayan Jose Thomas

locked
e P oot the S, g
to price increases and urmoil in energy
markets

Gobalenarqy B

nes, prochice el
e ity nnd provide Sitkal o
materials for indust

economies China s
sl prochice) (Claet 1 They

crude and natural gas imports
fom West Ass, ch Of which Pases
through the Strat of Hormuz,

America and West Asia
The e

ices increased.
Jurvl) T the 970 wah A nbers

Today, with the Strait of Hormuz Sorm Indian refiners have made large
closcd and oil pri s by exporing products procesed
$110 a barrel, U  cxunde:

, | tosee greater purch:
of sanctioned Russian oil

Countries. The US. respe
twol et i

by dril o
the mid2000,
largest il prod;

Asia, Russia

War (190-91}, the Iraq War OV, Russian pmd\»clsi posed siee 3053
and i

3 Under strain
he ongoing U Ifan. [ y int L | sources, mainly in West Asi. “Today, with the Strait of Hormuz closed
ction levels are ipplei 't i " :

Russian oilat discounted prices. The US.is desperate t see greater purchases

" o calm the
s s 25K mznm o0, 0 Noce | ks
Aweek,

higher prices for d | erd Aweek, indeed, can e long time in
vl W et 1
sty diece, PG, and in West Asi
upses Mz T leul d mad with limited China and India have | Glayan Jose Thoas s a Profssor of
s " g b e = 5 | 4 o
enengy turmoil. Kollowing the | ol products Tecinolagy, Delhi)

Key Highlights of the Report

The Chokepoint: The Strait of Hormuz is only 33 km wide but carries nearly a fifth of global traded oil. Its closure essentially
"decapitates” the primary supply line from the Persian Gulf to Asia.

Russia’s Re-emergence: Following the 2022 Ukraine conflict, Russia was sanctioned by the West. However, the Hormuz
closure has made Russian oil the only viable large-scale alternative. Paradoxically, the U.S. now quietly favors increased
purchases of "marooned" Russian oil to prevent a global economic meltdown.
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India’s Strategic Pivot: India has shifted its oil basket significantly,
with Russian imports rising from 2.5% in 2021 to 39% by 2023. Indian refineries are now "middlemen," processing
discounted crude into refined products for global markets.

The Trump Factor: U.S. policy under President Trump (2026) aims to control future reserves in Venezuela and Iran, but the
current blockade has disrupted these long-term profit projections.

Static Correlation
A. Geography: Maritime Chokepoints
Strait of Hormuz: Connects the Persian Gulf and the Gulf of Oman. It is the world's most important oil transit chokepoint.
Other Critical Straits:
Bab-el-Mandeb: Connects the Red Sea to the Gulf of Aden.
Strait of Malacca: Vital for India and China's trade with East Asia.
Suez Canal: Connects the Mediterranean to the Red Sea.
B. Economics: Oil Pricing & India’'s Macroeconomy

Brent Crude: The international benchmark for oil prices.

Current Account Deficit (CAD): Since India imports ~85% of its oil, a price surge above $110 leads to a widening CAD,
weakening the Rupee and causing Imported Inflation.

Strategic Petroleum Reserves (SPR): India maintains underground salt caverns (Visakhapatnam, Mangaluru, Padur) to hold
oil stocks for ~9.5 days of consumption to mitigate such supply shocks.

C. International Relations: Energy Diplomacy

The "Double Game": The analysis shows how Western nations criticize Russian oil purchases publicly while relying on those
same flows to maintain global price stability.

Strategic Autonomy: India’s decision to buy Russian oil despite Western pressure is a prime example of "Strategic
Autonomy"—prioritizing national interest (energy security and inflation control) over bloc politics.

Comparison of Energy Giants (IEA/Author Data)

Feature United States India Russia

Role Largest Producer & Consumer 2nd Largest Importer

Largest Tradable Surplus
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Feature United States India Russia

Energy Intensity 10x per person vs India High growth, low per capita Export-dependent economy

Current Strategy|| Intervention & Shale drilling ||Diversification & Refining exports||Market stabilization (Unintended)

Conclusion

The "Strait of Hormuz Crisis" of 2026 underscores a fundamental truth: geopolitics follows the pipes. The closure has proven that
sanctions are luxury tools of peacetime; in a true energy crunch, economic survival trumps political moralizing. For India, this
crisis validates its multi-alignment strategy but also highlights the urgent need to accelerate the Green Energy Transition to
reduce dependency on volatile maritime corridors.

Ques: The term “Strategic Autonomy” in India’s foreign policy refers to:
A. Aligning with Western democracies

B. Maintaining neutrality in all conflicts

C. Taking independent decisions based on national interest

D. Avoiding all military alliances

Ans: C)

UPSC Mains Exam Practice Question

Ques: Examine how the ongoing West Asian conflict has altered global power dynamics, particularly the role of Russia as an
energy supplier. (250 Words)
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The Mahad Satyagraha, led by Dr. B.R. Ambedkar on March 20, 1927, was not merely a protest for water; it was a revolutionary

Indian Modern History / Prelims Exam

claim to "human-ness." By drinking from the Chavdar Tale (Tasty Tank), Ambedkar challenged millennia-old social hierarchies.
While the 1930 Salt Satyagraha fought an external colonial power, Mahad fought an internal social "sickness." As the centenary
approaches in 2027, the Republic faces a moment of "honest reckoning” regarding the lived reality of Article 17 (Abolition of

Untouchability).

FULL CONTEXT

Before salt, there was water: why Mahad
Satyagraha deserves its centenary

‘The republic must mark the centenary of the Mahad Satyagraha with the seriousness it deserves; it calls year of honest reckoning to ask
whether the constitutional promise of dignity and freedom from untouchability has become a lived reality for all

Sanjay Hegde
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What happened at Mahad
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The Bole Resolution (1923): A legislative move to open public
places to "depressed classes,” which remained a "dead letter" until the Mahad march transformed law into action.

The Symbolic Fire (Dec 25, 1927): During the second conference at Mahad, the Manusmriti was publicly burned, signaling
a break from "graded inequality" toward a future based on rights.

The Judicial Battle (1927-1937): A decade-long litigation followed. It culminated in the Bombay High Court ruling (Narhari
Damodar Vaidya v. Bhimrao Ramji Ambedkar) which affirmed that the tank was public property and access was a right,

not a "pollution.”

Comparison: Salt Satyagraha vs. Mahad Satyagraha

Feature Salt Satyagraha (1930) Mahad Satyagraha (1927)
Target External Oppressor (British Empire) Internal Oppressor (Caste Hegemony)
Objective Political Freedom (Swaraj) Social Dignity & Equality
Nature of Challenge|| Economic Apparatus (Salt Tax) Civilizational Sickness (Untouchability)
Legacy Challenged Colonial Legitimacy ||Formed the "Grammar of Equality" for the Constitution

Static Correlation: The "Watermark” on the Constitution
The Mahad Satyagraha directly informed the drafting of Part Il (Fundamental Rights).

Article 15(2): Specifically prohibits discrimination regarding access to shops, public restaurants, hotels, and places of public

entertainment; or the use of wells, tanks, bathing ghats, roads, and places of public resort. This is a direct legal response
to the Chavdar Tank denial.

Article 17: The absolute abolition of "Untouchability." Unlike other rights that can be restricted, this is an absolute mandate,
reflecting the non-negotiable dignity sought at Mahad.

Constitutional Morality: Ambedkar's insistence on using the courts (1927-1937) despite social violence highlights his belief
in Constitutional Methods over anarchy—a theme he emphasized in his final Constituent Assembly speech.

The Centenary Proposal: 2026-2027

The author proposes a "Year of Reckoning" to evaluate if the "Constitutional Promise" has met the "Social Reality."
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The Manual Scavenging Crisis: Despite legal bans, the
persistence of manual cleaning of sewers is a modern-day extension of the "untouchability" logic.

Educational Access: Reports of Dalit children still being segregated during mid-day meals or denied water in certain rural
pockets suggest the "No Peon, No Water" principle survives in "new vocabularies."

Conclusion

The Mahad Satyagraha was the first time "the last, the least, and the lost" of India drank water as a matter of right, not stealth. If
Dandi gave India the "aspiration for Swaraj," Mahad gave it the "logic of Justice." As the nation moves toward the centenary on
March 20, 2027, the celebration must go beyond ceremonies to ensure that no Indian is diminished by the "lottery of birth."

Ques: The Bole Resolution (1923) is related to:
A. Abolition of Zamindari

B. Opening of public spaces to depressed classes
C. Civil Disobedience Movement

D. Formation of Constituent Assembly

Ans: B)

UPSC Mains Exam Practice Question

Ques: "The Mahad Satyagraha was not merely a protest for water but a struggle for human dignity.” Discuss. (250 Words)
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Al-powered tax governance in India and its challenges

been the low tax-Gross Domestic Product

(GDP) ratio and high levels of tax evasion.
On average, during 2001-22, India’s tax-GDP ratio
(16.36%) was the lowest among emerging and
developing economies. India loses around 4.3%
of tax revenues due to tax evasion annually. At
the India Al Impact Summit (February 2026),
global leaders and tech titans hailed India’s
progress in utilising the power of Artificial
Intelligence (Al to solve real-world problems.

One problem area where the application of Al

is worth examining is tax revenue mobilisation
and tax governance. In this context, India’s
Income Tax Department (ITD)’s Project Insight
(PD) initiative — aimed at leveraging Al and data
analytics to strengthen tax administration and
revenue mobilisation — warrants critical
examination.

! key tax policy challenge facing India has

The benefits

Launched in 2017 and fully operational in 2019,
the PI aims to encourage voluntary tax
compliance, reduce high-risk cases of potential
tax evasion, make tax enforcement fairer and
equitable, and reduce prejudice in tax
enforcement.

The PI has three components. The Income Tax
Transaction Analysis Centre (INTRAC) is the
analytical engine that utilises Al and advanced
data analytics to process financial data from
multiple sources, including banking and financial
institutions, property and securities transactions,
credit card and GST payments, and high-value
purchases, to generate a 360-degree taxpayer
financial profile.

Such information helps the ITD detect
inconsistencies between taxpayers’ declared
income and their actual financial activities. The
Compliance Management Centralized Processing
Centre ensures behavioural compliance using
information from the INTRAC. It nudges
taxpayers who have filed incorrect tax returns to
file correct returns using the Non-intrusive Usage
of Data to Guide and Enable (NUDGE) strategy,
which involves sending SMS or email reminders
to the person pay taxes that match their actual
economic activities. Taxpayers can either submit
arevised tax return or stand by the initial returns
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they filed. Deploying Al in tax administration has
several benefits. First, it can assist tax agencies in
accurately assessing taxpayers’ risk profiles and
identifying tax evasion. Second, it enables tax
administrators to prioritise tax evasion cases
based on the size and sophistication of evasion.
Third, Al can automate routine tax
administration tasks, freeing tax administrators to
focus on those that require greater human
judgment. Fourth, Al can enhance taxpayer
services by assisting taxpayers with filing correct
tax returns, answering queries through smart
chatbots, and preventing tax scams.

Outcome of PI initiative, concerns and risks
The PI is beginning to show the results. After
receiving nudges, many taxpayers utilised the
ITD’s updated-return feature to make voluntary
changes to their original tax returns. Since
2020-21, over one crore revised returns have been
filed, resulting in an additional 11,000 crore in
taxes. Out of the 19,501 taxpayers contacted by
the ITD as part of a targeted Foreign Income and
Assets NUDGE campaign, 62% of them corrected
the information originally reported in their tax
returns. Also, 30,161 tax filers declared overseas
assets totalling 329,208 crore and foreign income
of ¥1,089 crore from cryptocurrencies or virtual
digital assets.

The NUDGE campaign covering 6.25 lakh
taxpayers resulted in corrections of false claims
for income-tax deductions amounting to 963
crore for political donations, and the payment of
additional taxes to the tune of ¥410 crore. The
average time taken to process a tax refund has
decreased from 93 to 17 days. Recently, using big
data analysis and Al tools, the ITD discovered that
restaurants across India had suppressed sales
turnover of 370,000 crore since 201920 using
sophisticated methods such as selective deletion
of cash invoices, post-billing modifications,
wiping of sales data, and manipulation of bill
value.

Many advanced countries, such as Australia,
Italy, the United Kingdom and the United States
have successfully implemented Al-enabled
platforms modelled on the PI and have generated
additional revenue.

As India transitions to algorithmic tax

governance, several operational, ethical, and
legal issues require serious attention.

The first is about data provenance and quality.
Al systems such as the PI are only as good as the
data they are trained on. They could identify
outliers, but cannot always distinguish evasion
from legitimate complexity. Data on
variable-income professionals using prior savings,
clerical errors, or joint family financial structures
can trigger false positives. Without accessible
human review, taxpayers must prove the
legitimacy of flagged patterns.

The second is on the algorithmic bias. Al
models trained on historical enforcement data
can unintentionally duplicate existing
socio-economic or geographic biases, identifying
tax fraud more often in some taxpayer or
geographic areas than others, as demonstrated by
the Dutch childcare benefits scandal.

The third is on the issue of explainability and
due process. For an Al-based tax compliance
system to be legitimate, taxpayers need to know
why they were identified, how their information
is used, how the system arrives at its decisions,
and have a clear, easy way to challenge decisions.
There must be a human-in-the-loop evaluation for
any decision with serious consequences for
taxpayers.

The fourth is about the concerns over data
privacy and security. Accessing sensitive financial
and personal information about taxpayers creates
a big attack surface for potential exploitation.

There is no ombudsman
Finally, India lacks an AT ombudsperson to review
contested decisions, a requirement for
algorithmic impact assessments and public
reporting of false-positive and appeal-success
rates, and external audits of risk-scoring models.
Without such strong Al governance guardrails
outlined above, the PI might turn into a hidden
surveillance system that compromises
accountability and tax system fairness, making
taxpayers less trusting and more resistant. India
must make a clear choice: to pursue a modern
tax intelligence system that is both ethical and
effective.

The views expressed are personal

T IIAIE Indian Economy

(VAo ET R STETH L E T (L WO TR IE “Project Insight represents a paradigm shift from

intrusive tax enforcement to intelligent compliance management.” Discuss.(250 Words)
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Context : Historically, India has struggled with a low tax-to-GDP ratio (averaging ~16.36% between 2001-22) and significant tax
evasion (estimated at 4.3% of revenue annually). In the digital era, the Income Tax Department (ITD) is transitioning from
traditional, intrusive enforcement to a data-driven, non-intrusive approach. At the forefront of this shift is Project Insight, which
utilizes Al and Big Data to bridge the "tax gap" and modernize India's fiscal governance.

Core Framework: Project Insight (PI)
Launched in 2017 and fully operational by 2019, Project Insight is the "brain" of India's algorithmic tax governance.
Key Components

INTRAC (Income Tax Transaction Analysis Centre): The analytical engine that creates a 360-degree profile of taxpayers by
integrating data from PAN, Aadhaar, GSTN, property registrations, and credit card transactions.

Compliance Management Centralized Processing Centre (CMCPC): Based in Bengaluru, it handles automated
verifications and communications.

NUDGE Strategy: Standing for Non-intrusive Usage of Data to Guide and Enable, it uses behavioral economics to send
SMS/email alerts to taxpayers whose filings mismatch their actual expenditure.

The Benefits: Efficiency and Outreach
The application of Al in taxation has yielded tangible results:
Increased Revenue: Over one crore revised returns have been filed since 2020-21, generating an additional 11,000 crore.

Detection of Sophisticated Fraud: Recently, the ITD uncovered suppressed sales of ¥70,000 crore by restaurants using
"selective deletion" of digital invoices.

Improved Service: The average time to process tax refunds has plummeted from 93 days to 17 days.

Tax Base Expansion: Identification of high-value transactions (e.g., overseas assets or crypto income) has forced a larger
section of the "shadow economy" into the tax net.

Critical Challenges and Risks

The transition to "Algorithmic Governance" is not without friction:

Challenge Impact

Al may flag legitimate financial complexities (like joint family structures) as evasion, creating "false

Data Quality positives."

. e If trained on historical data, models might unintentionally target specific geographic or socio-economic
Algorithmic Bias 9 y target sp geograp

groups.
Explainability Taxpayers often don't know why they were flagged, violating the principle of due process.
Privacy & . . . . e . . .
Security Creating a massive centralized repository of sensitive financial data increases the risk of data breaches.
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Lack of Oversight|| India currently lacks an Al Ombudsperson or a legal requirement for external audits of risk-scoring models.

Static Perspective
Article 265: No tax shall be levied or collected except by authority of law.

Direct vs. Indirect Tax: Direct taxes (Income Tax) are progressive; Indirect taxes (GST) are regressive. Al is being used across
both via GSTN and Project Insight.

Behavioral Economics: The "Nudge Theory" (pioneered by Richard Thaler) is central to the Pl initiative, moving away from
the "command and control” model to voluntary compliance.

Digital Governance: Pl aligns with the National Strategy for Al and the Digital India Mission.

Conclusion

Al is a double-edged sword for Indian tax governance. While it offers a powerful solution to the chronic problems of low tax
compliance and manual inefficiency, it risks becoming a "black box" of surveillance without adequate safeguards. To ensure a
fair and equitable tax system, India must introduce human-in-the-loop evaluations, algorithmic transparency, and a dedicated Al
grievance redressal mechanism. The goal should be a modern tax intelligence system that is as ethical as it is effective.
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