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Reasons for US Tariffs
US Concerns on Trade Deficit

● Key issue – high India–US goods 
trade deficit

● Recent data – India increased 
imports from US

● Outcome – trade gap narrowing

Trade Balance Trends (Goods)

● India’s surplus with US
○ April – $3.17 bn
○ November – $1.73 bn

● Surplus nearly halved
●
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Impact of US Tariffs 

Impact of US Tariffs on Trade Flows

● 50% tariffs imposed – 27 
August

● immediate effect – exports 
decline

● India exports to US
○ August – $6.86 bn
○ October – $6.30 bn

● India imports from US
○ August – $3.60 bn
○ October – $4.84 bn

Sector-wise Export Impact

● worst hit – labour-intensive 
sectors
○ garments
○ footwear
○ sports goods

● November rebound – exports 
+22%

● Key driver – electronics exports
● Reason – outside tariff net

Oil Import Share (April–October)

● US share
○ 2024 – 4.43%
○ 2025 – 7.48%

● Russia share
○ Earlier – 37.88%
○ Now – 32.18%
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Additional Tariffs & Negotiation Stress

● Extra tariffs – 25%
● Issue – politically sensitive
● Effect – trade deal stalled
● India hit hardest – 50% tariff level
● Contrast – US reduced tariffs on 

China after truce

Crude Oil Trade Shift

● India crude imports from US – rising 
steadily

● US sanctions on Russia
● Effect – Russian oil exports to India 

declined

LPG & Energy Deals

● PSU refiners signed – 1-year US LPG 
deal

● LPG imports – ~2.2 MTPA
● share – ~10% of India’s LPG imports
● Crude imports from US – near 10%

India’s Fuel Import Profile

● LPG use – cooking fuel
● major suppliers

○ Saudi Arabia
○ UAE
○ Qatar
○ Kuwait

● US position
○ 5th largest crude supplier
○ 2nd largest LNG supplier

● LPG import dependence – >60%

Nuclear Sector Reforms

● US push – nuclear expansion & 

small reactors

● India response – opened nuclear 

sector to FDI
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India’s Response
Trade Diversification Strategy

● Accelerated FTAs with large markets
● EU – negotiations intensified
● New Zealand – talks concluded
● Oman – trade deal signed
● Ongoing talks

○ GCC
○ Russia-led EAEU

The Way Forward
Trade & Exports

● focus on labour-intensive exports 
and scale electronics, reduce 
logistics and compliance costs

Energy & Imports

● diversify crude, LNG and LPG sources 
through long-term contracts

● accelerate renewables and green 
hydrogen to cut import dependence

Industry & MSMEs

● stable QCO regime, simplified 
compliance

● export-linked PLI support and 
predictable industrial policy
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Mains Practise Question
Question : What are the key implications 
of recent India–US trade developments? 
How should India move forward to 
strengthen its trade and economic 
resilience? (10 Marks, 150 words)

Trade Agreements & Investment

● fast-track FTAs with GCC using 
China+1 opportunity

● attract GVC-linked FDI, deepen 
technology partnerships, strengthen 
IPR

Institutions & Strategy

● strengthen trade negotiation 
capacity and data-driven monitoring

● align trade with foreign policy while 
preserving strategic autonomy

● move from reactive trade 
management to strategic, resilient 
integration
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● Finance Commission (FC)
○ Constitutional body under 

Article 280
○ Constituted by the President 

every 5 years
○ Recommends Centre–State 

fiscal relations
● 16th Finance Commission

○ Chairman: Dr. Arvind 
Panagariya

○ Report tabled: 1 February 2026
○ Award period: 2026–27 to 

2030–31

● Share of States in Central Taxes
○ 41% of divisible pool (same as 

15th FC)
● Divisible Pool Explained

○ Gross tax revenue minus:
■ Cost of collection
■ Cesses and surcharges

● Criteria for Tax Devolution : 
formula-based approach
○ Assigns weights to multiple 

parameters (e.g., population, 
income distance, area, forest 
cover, etc.)

○ Determines state-wise share in 
central taxes

○ Exact criteria and weights are :

UPSC PRELIMS PYQ 2023

Q. Consider the following:

1. Demographic performance

2. Forest and ecology

3. Governance reforms

4. Stable government

5. Tax and fiscal efforts

For the horizontal tax devolution, the 
Fifteenth Finance Commission used how 
many of the above as criteria other than 
population area and income distance?

(a) Only two

(b) Only three

(c) Only four

(d) All five



CONTEXT: The Finance Minister laid the 16th Finance Commission report in the 
Lok Sabha.

16th Finance Commission 
Recommendations

The 
Analyst 
Handout

3rd February, 2025

UPSC PRELIMS PYQ 2025

Q: Which of the following statements with 
regard to recommendations of the 15th 
Finance Commission of India are correct?
 I. It has recommended grants of ₹4,800 
crores from the year 2022-23 to the year 
2025-26 for incentivizing States to enhance 
educational outcomes.
 II. 45% of the net proceeds of Union taxes 
are to be shared with States.
 III. ₹45,000 crores are to be kept as 
performance-based incentive for all States 
for carrying out agricultural reforms.
 IV. It reintroduced tax effort criteria to 
reward fiscal performance.

Select the correct answer using the code 
given below.
 (a) I, II and III
 (b) I, II and IV
 (c) I, III and IV
 (d) II, III and IV

Devolution Criteria
Per Capita GSDP Distance (Income 
Distance)

● Defined as: difference between a 
state’s per capita GSDP and the 
average per capita GSDP of the top 3 
large states

● Per capita GSDP: Average of 2018-19 
to 2023-24, excluding 2020-21

● Lower per capita GSDP → higher 
share (equity objective)

Demographic Performance

● Redefined by 16th FC
● Based on population growth 

between 1971–2011
● Replaces TFR-based approach used 

by 15th FC
● Lower population growth → higher 

share

Forest
● Weightage to:

○ Share in total forest area, and
○ Share in increase in forest area 

(2015–2023)
● Includes open forests
● Broader than 15th FC (which 

considered only dense & moderately 
dense forests)

Contribution to GDP
● New parameter introduced by 16th 

FC
● Replaces tax & fiscal efforts 

parameter of 15th FC
● Calculated as:

○ √(State GSDP) ÷ Σ√(GSDP of all 
states)

● GSDP measured as average nominal 
GSDP (2018-19 to 2023-24), excluding 
2020-21



CONTEXT: The Finance Minister laid the 16th Finance Commission report in the 
Lok Sabha.

16th Finance Commission 
Recommendations

The 
Analyst 
Handout

3rd February, 2025



CONTEXT: The Finance Minister laid the 16th Finance Commission report in the 
Lok Sabha.

16th Finance Commission 
Recommendations

The 
Analyst 
Handout

3rd February, 2025

Grants-in-Aid

● Total Grants Recommended:
○ ₹9.47 lakh crore for 2026–27 to 

2030–31
● Components of Grants:

○ Urban local bodies
○ Rural local bodies
○ Disaster management

● Grants Discontinued (vs 15th FC):
○ Revenue deficit grants
○ Sector-specific grants
○ State-specific grants
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Concerns from Revised Devolution Criteria
● Lower weight to Income Distance 

(42.5%) reduces redistributive 
support to poorer States.

● Higher weight to Population (2011) 
disadvantages States with successful 
population control.

● Removal of Tax & Fiscal Effort 
criterion weakens incentives for 
revenue-constrained States.

● Introduction of “Contribution to 
GDP” (10%) favours economically 
advanced States, reinforcing regional 
disparities.

● Reduced weight to Demographic 
Performance dilutes rewards for 
social sector achievements.

The Path Ahead
● Sector-specific grants – health, 

education, nutrition
● State-specific grants – backward, 

demographically weaker States
● Revenue deficit grants – fiscal 

equalisation
● Outcome-linked conditional grants 

– human development indicators
● Performance grants (within 

framework) – governance, service 
delivery

● Capacity building of States – tax 
administration, own revenue

● Periodic mid-term review – 
inter-State divergence

● Cooperative federalism 
mechanisms – GST Council, 
Inter-State Council
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Land Rights

● Proper implementation of the Forest 
Rights Act, 2006.

● Individual ownership titles for forest 
land cultivated for generations.

● Correction of title formats that 
exclude tribals from government 
schemes and institutional loans.

Irrigation & Agriculture

● Construction of small dams and 
river-linking (west-flowing to 
east-flowing rivers).

● Year-round irrigation (currently only 
one paddy crop).

● MSP for crops beyond paddy (corn, 
soybean, onion, millets, fruits, etc.).

Employment & Education

● Completion of pending recruitments 
under Panchayats (Extension to 
Scheduled Areas) Act, 1996.

● Filling vacant teacher and staff posts 
in Zilla Parishad schools.

● Better educational access and 24×7 
electricity.

Objectives

● Strengthen Gram Sabha–based local 
self-governance

● Ensure livelihood security and 
poverty alleviation

● Promote community-led forest 
conservation and management

Forest Rights Act, 2006 (FRA)

● Enacted to recognise forest and land 
rights of Scheduled Tribes (STs) and 
Other Traditional Forest Dwellers 
(OTFDs)

● Aims to correct historical injustice
● Integrates livelihood security with 

forest conservation
● Formally called Scheduled Tribes and 

Other Traditional Forest Dwellers 
(Recognition of Forest Rights) Act, 
2006

Need for FRA, 2006

● Tribals historically dependent on 
forests for food, shelter, livelihood

● Colonial forest laws severed 
tribal–forest relationship

● Post-Independence continuation of 
exclusionary forest governance

● Non-recognition of 
customary/ancestral rights

● Displacement due to development 
and conservation projects

Key Provisions

● Recognition of individual and 
community forest rights

● Rights for habitation and 
self-cultivation

● Ownership, access, use, and 
disposal of Minor Forest Produce 
(MFP)

● Recognition of community rights 
(Nistar)

● Habitat rights for PVTGs and 
pre-agricultural communities

● Community Forest Resource (CFR) 
rights to protect, regenerate, 
conserve, and manage forests
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Protection and Conservation 
Rights

● Community right to protect, 
manage, and conserve 
forests

● Authority to protect wildlife 
and biodiversity

● Shift from exclusionary to 
participatory conservation

Protection from Eviction

● No arbitrary displacement 
from national parks and 
protected areas

● Displacement only after due 
process and safeguar
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What is Adaptive Testing?

● Dynamic, computer-based assessment using Item Response Theory (IRT).
● Different questions for different candidates, drawn from a calibrated question 

bank.
● Starts with medium difficulty:

○ Correct → harder question
○ Incorrect → easier question

● After each response, the system re-estimates ability.
● Test ends when ability precision or syllabus coverage criteria are met.
● Fewer but better-targeted questions, yet scores remain on a common scale.
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Why Adaptive over Linear Tests?

● Moves focus from test-cracking to 
conceptual understanding.

● Built-in fairness: higher-ability 
students access higher-weight 
questions.

● Greater precision with fewer items.
● Used globally for 25+ years (e.g., 

GRE/GMAT).

Legal & Practical Challenges in India

● Article 14 (Equality) concerns: 
different question sets may be 
challenged.

● Risks from algorithm opacity and 
non-transparent normalisation.

● Trust deficit: explaining why fewer 
hard questions can outscore many 
easy ones.

● Infrastructure risks (especially Tier-3 
cities): glitches could trigger litigation.

● Need robust documentation, 
grievance redressal, proctoring, and 
incident handling.

How to Ease the Transition

● Build large, calibrated item banks 
with strict syllabus coverage.

● Pre-test items securely to avoid 
leakage.

● Ensure algorithm transparency, 
disclosures, and equity audits.

● Phased rollout with extensive mock 
testing to familiarise candidates.

● Prepare testing agencies for 
scientific and legal defence
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Aircraft Accident Investigation Bureau 
(AAIB)    

● India’s independent civil aviation 
accident investigation authority

● Established in 2012
● Functions under the Ministry of Civil 

Aviation
● Created to ensure functional 

independence from regulators like 
Directorate General of Civil Aviation 
(DGCA)

● Aligned with International Civil 
Aviation Organization (ICAO) 
standards (Annex 13)

Legal Framework

● Aircraft Act, 1934 – Section 7: 
Empowers Government to frame 
accident-investigation rules

● Earlier investigations were handled by 
DGCA under Aircraft Rules, 1937 
(Chicago Convention, Article 26)

Governing Rules

● Aircraft (Investigation of Accidents 
and Incidents) Rules, 2012

● Amended in 2017 and 2021
● AAIB designated as an Attached 

Office of the Ministry of Civil Aviation

Jurisdiction

● Investigates all Accidents and Serious 
Incidents involving:

● Aircraft > 2,250 kg All-Up Weight 
(AUW), and

● Turbojet aircraft
● May investigate other cases if 

directed by the Government

Core Functions : Classifies occurrences 
into:
● Accidents
● Serious Incidents
● Incidents
● Enjoys immediate and unrestricted 

access to evidence from any agency
● No prior judicial or governmental 

approval required
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Q1. Regarding Forest Rights Act, 2006, 
consider the following statements:

1. It recognises forest rights only for 
Scheduled Tribes residing inside notified 
forest areas.

2. The Gram Sabha has a role in initiating 
the process of determining forest rights.

3. Rights recognised under the Act include 
ownership of minor forest produce.

How many of the statements given above 
is/are correct?
a) Only One
b) Only Two
c) All Three
d) None

Answer: b

Q2. Consider the following statements: 
1. Adaptive tests can achieve higher 

measurement precision than linear tests 
even with fewer questions.

2. Adaptive tests ensure equality under 
Article 14 because all candidates receive 
identical difficulty-level questions.

3. In adaptive tests, a candidate may score 
higher despite attempting fewer 
high-difficulty questions than another 
candidate.

Which of the statements given above is/are 
correct?
a) 1 only
b) 3 only 
c) 1 and 3 only
d) 1, 2 and 3

Answer: c

Q3. Regarding government bond yields,  
consider the following statements: 

1. When bond prices rise in the secondary 
market, their yields rise.

2. A steepening yield curve always 
indicates expectations of higher 
economic growth.

3. If inflation expectations rise, nominal bond 
yields may rise even when the policy rate is 
unchanged.
Which of the statements given above is/are 
correct?
a) 2 and 3 only 
b) 1, 2 and 3
c) 1 and 2 only
d) 3 only 

Answer: d

Q4. Regarding the working of UPI payments, 
consider the following statements:

1. Every UPI transaction involves real-time 
fund settlement between two banks 
through the central bank.

2. A UPI ID must always be linked to a debit 
card for transactions to be executed.

3. UPI transactions are executed using a 
“pull” or “push” request authenticated by 
the payer.

How many of the statements given above 
is/are correct?
a) Only One
b) Only Two
c) All Three
d) None

Answer: a

Q5. Consider the following statements:
1. It functions under the Ministry of Civil 

Aviation and conducts investigations 
independent of aviation regulators.

2. Its investigation reports can directly fix 
criminal liability on pilots and airline 
operators.

3. It investigates only civil aircraft accidents 
occurring within Indian territory.

Which of the statements given above is/are 
correct?
a) 1 and 3 only
b) 1 and 2 only
c) 2 only
d) 3 only

Answer: a




