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Which among the following is correct regarding the Monetization of deficit

1. Monetization is disadvantageous because there is increase in the net public 
debt

2.  Under FRBM act of 2003, RBI was completely barred from monetizing the 
debt

Select the correct answer using the code given below.

a) 1 only

b) 2 only

c) Both 1 and 2

d) Neither 1 nor 2



Monetization of deficit

Some economists including former RBI governor C Rangarajan have 
suggested that the government should monetize the deficit.

WHY IN NEWS



Monetization of Deficit

If the expenditure of the government exceeds its income, the 
government is said to have incurred a fiscal deficit. 

This deficit financing has to be done either by borrowing from the market 
or monetization of deficit through RBI. 

In simple words, monetization of fiscal deficits involves the financing of 
such extra expenses with money, instead of debt to be repaid at some 

future dates. So, it is a form of "non-debt financing".

As a result, under monetization, there is no increase in net (not gross) 
public debt.



Types of Monetization

Direct Monetization (DM): Under this method, RBI prints new currency 
and purchases government bonds directly from the primary market (from 

the government) using this currency. 

As a result, this supports the spending needs of the government. 

Indirect monetization (IM): In this method, deficits are monetized as the 
government issues bonds in the primary market and the RBI purchases 
an equivalent amount of government bonds from the secondary market 

in the form of Open Market Operations (OMOs). 



Background on Monetization of deficit 

Monetization of deficit was in practice in India till 1997, whereby the 
central bank automatically monetized government deficit through the 

issuance of ad-hoc treasury bills.

Treasury bills are money market instruments, are short term debt 
instruments issued by the Government of India and are presently issued in 

three tenors (91, 182 and 364 days). 

In 1994 and 1997, two agreements were signed between the government 
and RBI to completely phase out funding through ad-hoc treasury bills. 



Later on, with the enactment of Fiscal Responsibility and Budget 
Management (FRBM) Act, 2003, RBI was completely barred from 

subscribing to the primary issuances of the government. 

The FRBM Act as amended in 2017 contained an escape clause which 
permits monetization of the deficit under special circumstances.



Why people recommending monetization 
of deficit?

Combined fiscal deficit of the central and the state governments could 
cross 10% of the GDP during this year which was about 7-7.5% last year.

To meet this deficit, usually government has to borrow.

However, these borrowings increase government debt and negatively 
impacts debt-to-GDP ratio which is already worsening because of growth 

slowdown and possible contraction because of COVID-19 lockdown.

India’s debt-to-GDP ratio is likely to increase to 84% in FY21 from an 
already high level of 72% as per rating agencies like Moody’s and Fitch.



World Investment report is released by

A. World Bank

B. World Trade Organisation

C. International Monetary Fund

D. UNCTAD



World Investment Report 

The World Investment Report released by UNCTAD, focuses on trends in 
foreign direct investment (FDI) worldwide, at the regional and country

levels and emerging measures to improve its contribution to 
development.
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More about news

FDI flows to South Asia increased by 10% to $57 billion. The rise was driven 
largely by a 20% increase in investment in India, the largest South Asian 

FDI recipient, to $51 billion. 

India jumped from 12th position in 2018 to 9th in 2019 on the list of the 
World’s top FDI recipients.

India is biggest FDI host in the subregion, with more than 70% of inward 
stock 

Most of the investments were in the information and communication 
technology (ICT) and the construction industry 



Singapore is the largest source of FDI in India during the last fiscal.

It was followed by Mauritius, the Netherlands, the US, Caymen Islands, 
Japan and France. 

US has the largest inflow of FDI followed by China and Singapore

Global FDI flows will decrease by up to 40% in 2020, from their 2019 value 
of $1.54 trillion due to COVID-19 lockdown, supply chain disruptions and 

economic slowdown.

FDI is projected to decrease by a further 5% to 10% in 2021.

Investment flows are expected to slowly recover starting 2022.



UNCTAD

Established:  1964, Headquarter:  Geneva.

It is a permanent intergovernmental body 

It is the principal organ of the United Nations General Assembly dealing 
with trade, investment and development issues. 

Reports published by it are: Trade and Development Report, World 
Investment Report, The Least Developed Countries Report, E-commerce and 

Development Report, Review of Maritime Transport, Technology and 
Innovation Report



AGRIDEX

National Commodity and Derivatives Exchange (NCDEX) announced the 
commencement of trading in the country’s first agriculture futures index 

called AGRIDEX

WHY IN NEWS



More about news

NCDEX AGRIDEX is India’s first return based agricultural futures Index 
which tracks the performance of the ten liquid commodities (both kharif 

and rabi seasons) traded on NCDEX platform. 

Ten commodities include Castor seed, Chana, Coriander, Cotton Seed Oil 
cake, Guar Gum, Guar Seed, Jeera, Mustard Seed, Ref Soya oil and Soy bean. 

Futures: In futures, there is an agreement to buy or sell a specified 
quantity of financial instrument or physical commodity in a designated 

future month at a price agreed upon by the buyer and seller.



No group of related commodities may constitute more than 40% of the 
total weightage in the index in order to ensure diversification. 

It will facilitate the participants in hedging their commodity risk based on 
price anticipation of the products

It is based on the revised guidelines issued by the Securities and 
Exchange Board of India (SEBI), which allowed futures trading in 

commodity indices.

NCDEX has partnered with National Stock Exchange (NSE) Indices, a 
leading Index service provider, to maintain and disseminate real-time 

NCDEX AGRIDEX values.



NCDEX

It is the country’s leading agricultural commodity exchange

It offers services across the entire value-chain of agricultural commodities.

It offers a wide range of benchmark products across agriculture 
commodities. 

It brings buyers and sellers together through its electronic trading 
platform.
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