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Important Note: 

The following content was prepared meticulously by real time officers dedicating their 

time for the wellbeing of the aspirant community. Guidely is proud to share the below 

content with the aim to instigate confidence among the students with regard to 

Descriptive Answer Writing Approach. The following document is a part of the 

questions (other parts to be released in due course) that are to be 

expected/important areas to be covered in the upcoming RBI Grade B Phase 2 exam 

2023. We wish you all the very best!! 
 

 

 

 

1. The impact of cryptocurrency is worldwide. Explain. Also discuss the opportunities and challenges for India with 

respect to cryptocurrency? 

 

Cryptocurrency, a digital or virtual form of currency that utilizes cryptography for secure transactions,  has emerged 

as a ground-breaking financial innovation. Spearheaded by the introduction of Bitcoin in 2009, cryptocurrencies have 

revolutionized the global society, transforming various aspects of economics, finance, and technology. The 

decentralized nature, transparency, and potential for financial inclusion have generated significant interest and 

debate worldwide.  

 

Cryptocurrency is a digital currency that operates independently of central banks and governments. It is based on 

cryptographic principles, ensuring secure transactions and protecting against fraud. Unlike traditional fiat currencies, 

which are controlled and regulated by central authorities, cryptocurrencies rely on decentralized systems known as 

blockchain. Blockchain technology is a decentralized ledger that records all transactions across a network of 

computers, ensuring transparency and immutability. 

 

Impact on Global Society: 

Cryptocurrencies have had a profound impact on global society, shaping various spheres of human activity. One 

notable effect is the democratization of finance. Cryptocurrencies offer financial inclusion, enabling individuals 

without access to traditional banking services to participate in global transactions. This empowers the unbanked 

population, providing them with opportunities for wealth creation and economic empowerment. 

 

Furthermore, cryptocurrencies have disrupted traditional remittance systems, reducing costs and improving 

efficiency. Cross-border transactions that were once expensive and time-consuming can now be conducted swiftly 

and at a fraction of the cost, benefiting both individuals and businesses. 
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The advent of Initial Coin Offerings (ICOs) has also revolutionized startup funding. Entrepreneurs can now raise 

capital by issuing digital tokens, which can be traded for cryptocurrencies. This innovative approach has opened up 

new avenues for funding startups and fostering innovation on a global scale. 

 

However, the emergence of cryptocurrencies has also raised concerns. The decentralized and pseudonymous nature 

of cryptocurrencies has facilitated illicit activities such as money laundering and tax evasion. Regulatory challenges 

have emerged, with governments grappling to strike a balance between consumer protection and fostering 

innovation in this rapidly evolving landscape. 

 

Opportunities and challenges for India : 

India, as a rapidly developing economy with a massive population, has witnessed both opportunities and challenges 

stemming from cryptocurrencies. The Reserve Bank of India (RBI) initially expressed caution, citing risks associated 

with cryptocurrency trading. However, in 2020, the Supreme Court of India lifted the ban on cryptocurrencies, 

providing a significant boost to the crypto industry. 

 

Cryptocurrencies have gained popularity in India, with a growing number of individuals embracing this form of digital 

asset. The Indian government has recognized the potential of blockchain technology and is exploring its applications 

in sectors such as finance, healthcare, and governance. 

 

Cryptocurrencies have also facilitated cross-border remittances for the Indian diaspora. The remittance market, 

which plays a vital role in India's economy, has witnessed increased efficiency and reduced costs through 

cryptocurrencies, benefiting both senders and recipients. 

 

Nevertheless, challenges remain. The lack of clear regulations and guidelines has created uncertainty among 

investors and businesses, hindering the full realization of cryptocurrency's potential in India. Concerns over money 

laundering and financial stability have prompted calls for a balanced regulatory framework to protect consumers 

while fostering innovation and growth. 

 

Cryptocurrency has transformed the global society, revolutionizing finance, technology, and economic opportunities. 

Its decentralized nature, enhanced security, and potential for financial inclusion have generated immense 

possibilities. In India, cryptocurrencies have gained traction, offering avenues for financial empowerment and cross-

border remittances. However, a comprehensive regulatory framework is crucial to address risks and uncertainties 

associated with this rapidly evolving landscape. Striking a balance between consumer protection and fostering 

innovation will be pivotal in harnessing the transformative power of cryptocurrencies for the benefit of Indian society 

and the global community at large. 
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2. Explain the following terms with respect to the current scenario of less cash economy (1) MDR (2) 

Interoperability 

 

In the context of a "less cash economy," two important terms to understand are MDR (Merchant Discount Rate) and 

interoperability. Let's explore each term in relation to the concept of a less cash economy.  

 

MDR (Merchant Discount Rate): 

MDR refers to the fee charged by payment service providers to merchants for accepting digital transactions. When 

customers make payments using debit or credit cards, mobile wallets, or other digital payment methods, the 

merchant pays a certain percentage of the transaction value as the MDR. This fee covers the costs associated with 

payment infrastructure, transaction processing, and maintenance of payment networks. 

In a less cash economy, promoting digital transactions is a key objective. The government and regulatory bodies often 

play a role in encouraging digital payments by setting guidel ines or regulations for MDR. To incentivize merchants to 

accept digital payments, policymakers may consider reducing the MDR or capping it at a certain percentage. This can 

help reduce the cost burden on merchants, making it more attractive for them to adopt digital payment methods and 

gradually reduce reliance on cash transactions. 

 

Interoperability: 

Interoperability refers to the ability of different digital payment systems or platforms to seamlessly exchange 

information and conduct transactions with each other. In a less cash economy, where multiple digital payment 

options coexist, interoperability becomes crucial for ensuring convenience and ease of use for customers and 

merchants. 

Interoperability allows customers to make digital payments using one payment platform and have the ability to 

transact with merchants using a different payment platform. For example, a customer using a mobile wallet from 

Bank A should be able to make a payment to a merchant using a payment terminal from Bank B.  

 

To achieve interoperability, standardization and collaboration among different payment service providers are 

necessary. Regulatory bodies may play a role in setting guidelines and encouraging interoperability among digital 

payment systems. This can enable users to access a wide range of payment options, increasing convenience and 

encouraging the adoption of digital transactions in a less cash economy. 

 

In summary, in a less cash economy, MDR plays a role in determining the cost merchants incur for accepting digital 

payments, while interoperability ensures seamless transactions between different digital payment systems. By 

addressing these factors, policymakers can create an environment conducive to digital transactions and drive the 

transition towards a less cash economy. 
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3. What is E-Rupi? Can it make direct benefit transfers tamperproof. Substantiate.  
  
E-rupi, a digital payment solution introduced in India, has the potential to enhance the efficacy of Direct Benefit 

Transfer (DBT) programs by making entitlements more targeted and leak-proof. The statement can be substantiated 
through the following points:  
 
Targeted Delivery: E-rupi enables targeted delivery of benefits by eliminating intermediaries and ensuring that the 

intended beneficiaries receive the entitlement directly. Traditional benefit transfer methods often involve multiple 
intermediaries, which can lead to leakages, corruption, and delays. With e-rupi, the benefits are delivered directly to 
the beneficiaries' mobile phones, ensuring that they receive the full entitlement without any diversion or dilution.   
 

Elimination of Intermediaries: By leveraging digital technology, e-rupi eliminates the need for physical vouchers, 
coupons, or cash, thereby reducing the involvement of intermediaries. The digital nature of e-rupi ensures that the 
benefits reach the beneficiaries directly, eliminating the risk of leakages that may occur when physical instruments 

pass through multiple hands.  
 

Increased Transparency: E-rupi transactions are recorded on a secure and transparent blockchain, providing a 
verifiable record of every transaction. This transparency helps in monitoring and auditing the flow of benefits, 

reducing the scope for corruption and misuse of funds. The immutability of blockchain ensures that the transaction 
records cannot be altered, ensuring greater accountability and reducing the potential for leakage.  
 

Enhanced Security: E-rupi utilizes unique one-time vouchers or QR codes for each transaction, ensuring that the 

benefits can only be redeemed by the intended recipients. This increases the security of the benefits and reduces the 
possibility of fraud or misuse. The digital nature of e-rupi also eliminates the risks associated with physical cash, such 

as theft or counterfeit.  
 

Improved Efficiency: E-rupi streamlines the process of benefit transfer by eliminating the need for physical 
instruments, paperwork, and manual verification. The digital payments are instant, reducing transaction time and 
administrative costs. The efficiency gained through rupi enables quicker and more accurate disbursement of benefits, 
ensuring that they reach the beneficiaries in a timely manner.  
 

Direct Impact: By ensuring direct delivery of benefits to the intended beneficiaries, e-rupi reduces the chances of 
leakage at various levels. This targeted delivery ensures that the entitlements fulfill their purpose of providing 
support to the vulnerable sections of society, thereby increasing the overall efficacy of DBT programs.   
 

In conclusion, e-rupi has the potential to enhance the efficacy of Direct Benefit Transfer by making the entitlements 

more targeted and leak-proof. The elimination of intermediaries, increased transparency, enhanced security, 
improved efficiency, and direct impact contribute to the effectiveness of e-rupi in ensuring that the benefits reach 

the intended recipients without leakage or diversion. By leveraging digital technology, e-rupi strengthens the 
integrity and efficiency of DBT programs, ultimately benefiting the socio-economically disadvantaged sections of 

society.  
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4. "Monetary policy is both a catalyst and an impediment to India's growth story ." Examine critically.   
  
The statement "Monetary policy is both a catalyst and an impediment to India's growth story" acknowledges the dual 

role that monetary policy plays in shaping India's economic trajectory. A critical examination of this assertion r equires 
analyzing the impact of monetary policy on India's growth while considering its potential benefits and limitations.   
 
Catalyst for India's Growth Story:  

a. Price Stability: Monetary policy, through the control of interest rates and money supply, aims to maintain price 
stability. Price stability fosters an environment conducive to investment, consumption, and economic growth. When 
inflation is controlled, businesses can make better long-term decisions, and consumers' purchasing power is 
preserved, leading to sustained economic expansion.  
b. Stimulating Investment and Consumption: By adjusting interest rates, monetary policy influences the cost of 
borrowing, which affects investment and consumption decisions. Lower interest rates can incentivize borrowing for 
investment, encouraging businesses to expand and creating employment opportunities. Similarly, reduced borrowing 

costs for consumers can stimulate spending, boosting economic activity and growth.  
c. Exchange Rate Management: Monetary policy helps manage the exchange rate, which impacts international trade 

competitiveness. Maintaining a stable and competitive exchange rate can support export-oriented industries, bolster 
foreign exchange reserves, and contribute to economic growth.  

d. Confidence and Market Sentiments: Effective monetary policy implementation builds confidence among investors, 
both domestic and foreign. Positive market sentiments attract investments, foster entrepreneurship, and fuel 

economic growth.  
 

Impediments to India's Growth Story:  
a. Limited Effectiveness: Monetary policy actions, such as adjusting interest rates, may have limited effectiveness in 

influencing real economic variables in India. Structural bottlenecks, policy constraints, and supply-side issues can 
undermine the transmission mechanism, resulting in a weaker impact on investment, consumption, and growth.  
b. Inflationary Pressure: The pursuit of growth-oriented monetary policy measures, such as lowering interest rates, 
may create inflationary pressures. Persistent inflation erodes purchasing power, reduces consumer confidence, and 
hampers long-term growth prospects. c. External Vulnerabilities: India's growth story can be affected by external 

factors beyond the scope of monetary policy. Global economic conditions, trade dynamics, and capital flows can 
significantly impact India's growth trajectory, limiting the effectiveness of monetary policy in managing these external 

vulnerabilities.  
d. Trade-Offs and Policy Dilemmas: Monetary policy decisions often involve trade-offs and policy dilemmas. 

Balancing the objectives of growth, inflation control, financial stability, and currency management can be challenging. 
For instance, tightening monetary policy to control inflation may have a dampening effect on investment and 
consumption, temporarily impeding growth.  
 

Conclusion: Monetary policy plays a dual role in India's growth story, acting as both a catalyst and an impediment. It 
can contribute to growth by maintaining price stability, stimulating investment and consumption, managing exchange 

rates, and boosting confidence. However, the effectiveness of monetary policy measures may be limited by structural 
constraints, inflationary pressures, external vulnerabilities, and policy trade-offs. Recognizing these complexities, 
policymakers need to strike a delicate balance between achieving growth objectives and addressing inflation and 
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financial stability concerns. Integrating monetary policy with complementary fiscal, structural, and regulatory reforms 
is crucial to unleashing India's growth potential and fostering sustainable economic development.   
 

5. Discuss the efforts of the Central Bank in Atma Nirbhar Bharat. 
  

The Reserve Bank of India (RBI) has taken several steps under the Atma Nirbhar Bharat initiative to support the Indian 
economy during the COVID-19 pandemic. Here are some key measures implemented by the RBI:  
 

Liquidity Measures:  

a. Reduction in Policy Rates: The RBI reduced the repo rate, which is the rate at which it lends to commercial banks, 
to provide liquidity and support credit growth. The repo rate was lowered by a cumulative 115 basis points in 2020.  

b. Liquidity Injection: The RBI infused liquidity into the banking system through measures like Long Term Repo 
Operations (LTROs) and targeted LTROs. These operations provided funding to banks at lower interest rates, 
encouraging them to lend to various sectors.  

c. Moratorium on Loans: The RBI introduced a moratorium on loan repayments, allowing borrowers to defer their 
loan installments for a specified period. This measure aimed to ease the financial burden on individuals and 

businesses affected by the pandemic.  
 

Credit Support:  
a. Credit Guarantee Scheme: The RBI introduced the Emergency Credit Line Guarantee Scheme (ECLGS) to support 

businesses affected by the pandemic. Under this scheme, banks provided collateral -free loans to eligible borrowers 
with a government-backed credit guarantee.  

b. Restructuring of Loans: The RBI allowed banks to restructure loans of eligible borrowers impacted by COVID-19. 
This provided relief to borrowers facing financial stress and helped businesses to sustain their operations.   
 

Regulatory Measures:  
a. Relaxation in Asset Classification Norms: The RBI provided relaxation in the classification of loans as non-
performing assets (NPAs). This measure aimed to prevent the downgrading of borrower accounts due to pandemic -
related disruptions.  
b. Increase in Group Exposure Limit: The RBI raised the limit on bank group exposure for lending to corporates from 
25% to 30% of the eligible capital base. This facilitated increased credit flow to corporates in need of funds.   
 

Digital Initiatives:  
a. Promoting Digital Payments: The RBI introduced measures to promote digital payments and reduce cash usage. 
This included enhancing the limits on contactless card transactions and increasing the coverage and interoperability 
of payment systems like Unified Payments Interface (UPI) and National Electronic Funds Transfer (NEFT).   
 

It is important to note that these steps taken by the RBI under the Atma Nirbhar Bharat initiative were aimed at 

mitigating the impact of the pandemic and supporting economic recovery. The RBI continued to monitor the evolving 
situation and implemented further measures as necessary to ensure stability and growth in the Indian economy.   
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6. How did the Reserve Bank of India revive the Indian economy from Corona pandemic? 
  
The Reserve Bank of India (RBI) implemented several measures to revive the Indian economy from the impact of the 

COVID-19 pandemic. Here is an account of the key steps undertaken by the RBI:  
 

Liquidity Infusion: a. Reduction in Policy Rates: The RBI reduced the repo rate, which is the rate at which it lends to 
commercial banks, to provide liquidity and support credit growth. The repo rate was lowered by a cumulative 115 

basis points in 2020. b. Long Term Repo Operations (LTROs): The RBI conducted LTROs to injec t liquidity into the 
banking system. LTROs provided funds to banks at lower interest rates, encouraging them to lend to various sectors, 
especially stressed sectors affected by the pandemic. c. Open Market Operations (OMOs): The RBI conducted OMOs 
by purchasing government securities from the market to infuse liquidity and ensure the smooth functioning of 
financial markets.  
 

Credit Support: a. Credit Guarantee Scheme: The RBI introduced the Emergency Credit Line Guarantee Scheme 

(ECLGS) to support businesses affected by the pandemic. Under this scheme, banks provided collateral-free loans to 
eligible borrowers with a government-backed credit guarantee. b. Loan Moratorium: The RBI announced a 

moratorium on loan repayments, allowing borrowers to defer their loan installments for a specified period. This 
provided relief to individuals and businesses facing financial stress due to the pandemic. c. Loan Restructuring: The 

RBI allowed banks to restructure loans of eligible borrowers impacted by COVID-19. This measure aimed to provide 
relief to borrowers facing financial difficulties and helped businesses sustain their operations.   
 

Regulatory Measures: a. Relaxation in Asset Classification Norms: The RBI provided relaxation in the classification of 

loans as non-performing assets (NPAs). This prevented the downgrading of borrower accounts due to pandemic-
related disruptions. b. Increase in Group Exposure Limit: The RBI raised the limit on bank group exposure for lending 

to corporates from 25% to 30% of the eligible capital base. This facilitated increased credit flow to corporates in need 
of funds. c. Liquidity Coverage Ratio (LCR) Requirement: The RBI relaxed the LCR requirement for banks, allowing 
them to dip into their statutory liquidity reserves to meet liquidity needs and support lending.  
 

Digital Initiatives: a. Promoting Digital Payments: The RBI introduced measures to promote digital payments and 
reduce cash usage. This included enhancing the limits on contactless card transactions and increasing the coverage 
and interoperability of payment systems like Unified Payments Interface (UPI) and National Electronic Funds Transfer 
(NEFT).  

These steps undertaken by the RBI aimed to provide liquidity support, credit availability, and regulatory flexibility to 
revive the Indian economy from the impact of the COVID-19 pandemic. The RBI continued to monitor the evolving 
situation and implemented further measures as necessary to ensure stability and promote economic recovery.   
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7. Monetary policy is significant for India's economic growth and human development. Justify.  
  
Monetary policy plays a crucial role in India's economic growth and human development. It impacts various aspects 

of the economy, including inflation, interest rates, investment, employment, and overall financial stability. Here is a 
discussion on the significance of monetary policy in India's economic growth and human development:  
 
Price Stability and Inflation Control: Monetary policy aims to maintain price stability by controlling inflation. Price 

stability is essential for economic growth as it provides a stable environment for businesses to plan their investments 
and consumers to make purchasing decisions. When inflation is low and stable, it helps in preserving the purchasing 
power of individuals, boosting consumer confidence, and encouraging long-term savings and investments.  
Interest Rates and Investment: Monetary policy influences interest rates, which have a significant impact on 
investment decisions. By adjusting policy rates such as the repo rate, the Reserve Bank of India (RBI) can influence 
borrowing costs for businesses and individuals. Lower interest rates can stimulate investment by reducing the cost of 
borrowing, encouraging businesses to expand, and supporting entrepreneurship. Increased investment leads to job 

creation, higher productivity, and overall economic growth.  
 

Financial Stability and Development: Monetary policy contributes to financial stability by ensuring the soundness of 
the banking system and the overall financial sector. The RBI supervises and regulates banks, monitors systemic risks, 

and takes necessary measures to maintain stability. A stable financial system facilitates efficient allocation of 
resources, encourages savings and investments, and supports the growth of financial institutions, which are vital for 

the functioning of the economy.  
 

Employment and Human Development: Monetary policy indirectly affects employment levels and human 
development. A conducive monetary policy environment that supports economic growth and investment contributes 

to job creation and a reduction in unemployment rates. By promoting growth and stability, monetary policy helps in 
providing opportunities for individuals to improve their livelihoods, enhance their skills, and contribute to economic 
development. Higher employment levels and improved incomes have positive spill -over effects on human 
development indicators such as poverty reduction, education, healthcare, and standard of living.   
 

Financial Inclusion and Access to Credit: Monetary policy initiatives in India have also focused on promoting financial 
inclusion and expanding access to credit for underserved sections of society. Through measures like priority sector 
lending, directed lending, and credit guarantee schemes, monetary policy encourages banks to lend to sectors and 

segments that have limited access to finance. This helps in reducing income inequality, promoting entrepreneurship, 
and supporting the overall development of marginalized communities.  
 

In conclusion, monetary policy in India plays a significant role in economic growth and human development. It 

ensures price stability, influences interest rates and investment decisions, supports financial stability and 
development, contributes to employment generation, and promotes financial inclusion. A well -crafted and effectively 

implemented monetary policy is crucial for fostering sustainable economic growth, reducing poverty, and improving 
the overall welfare and well-being of individuals and communities.  
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8. Even after 5 decades of nationalization, the public sector banks are still lagging behind private sector banks in 
majority of performance indicators. Suggest measures to improve this scenario.  
  

The lagging performance of public sector banks compared to their private sector counterparts after 50 years of 
nationalization raises concerns and calls for strategic remedies. Here are some suggestions to address this issue:   
Autonomy and Governance: Grant greater autonomy to public sector banks to improve decision-making and 
operational efficiency. Implement transparent governance practices, ensuring that appointments and promotions are 
based on merit rather than political considerations. Independent boards with professionals from diverse  backgrounds 
can enhance accountability and effectiveness.  
 
Professionalization and Skill Enhancement: Focus on building a skilled and professional workforce within public sector 
banks. Invest in robust training programs to upgrade employees' skills in areas such as risk management, digital 

banking, customer service, and innovation. Encourage collaboration with top educational institutions and industry 
experts to provide specialized training and knowledge-sharing opportunities.  

1. Performance-Based Incentives: Introduce a performance-based incentive structure that rewards employees for 
exceptional performance, including meeting targets related to asset quality, profitability, customer satisfaction, 

and innovation. Such incentives can help align employees' interests with organizational goals and foster a 
competitive and results-driven culture.  

2. Technology Adoption and Digital Transformation: Embrace technology and digital banking solutions to enhance 
operational efficiency, streamline processes, and improve customer experience. Invest in robust IT infrastructure, 
digital security measures, and data analytics capabilities to provide innovative services and stay competitive in the 
rapidly evolving banking landscape.  

3. Customer Focus and Relationship Management: Place a strong emphasis on customer-centricity. Develop 

personalized banking experiences, enhance customer service, and ensure quick and efficient grievance redressal 
mechanisms. Implement customer relationship management systems to track and manage customer interactions, 

preferences, and feedback.  
4. Recapitalization and Capital Adequacy: Address the issue of capital adequacy by injecting adequate funds into 

public sector banks. Regularly assess capital requirements to support lending  activities, maintain healthy loan 
portfolios, and meet regulatory guidelines. Ensure efficient utilization of capital through stringent risk 

management practices.  
5. Strategic Partnerships and Collaborations: Foster strategic alliances and collaborations with leading national and 

international financial institutions, fintech companies, and industry experts. Such partnerships can bring in 
expertise, technological advancements, and innovative practices to public sector banks, accelerating their growth 
and competitiveness.  

6. Niche Specialization: Encourage public sector banks to develop niche areas of expertise, catering to specific 

industries or segments. By focusing on specialized services such as agricultural lending, microfinance, or 

infrastructure financing, public sector banks can differentiate themselves and tap into underserved markets.   
7. Merit-Based Promotion and Performance Evaluation: Establish a robust performance evaluation system based on 

objective criteria, considering factors such as productivity, efficiency, customer satisfaction, and risk 
management. Promote a culture of meritocracy, where individuals are rewarded based on their performance 

rather than seniority alone.  
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8. Review Regulatory Framework: Continuously review and refine the regulatory framework governing public sector 
banks to strike a balance between prudential norms and flexibility. Promote a business-friendly environment 
while ensuring adequate risk management and governance practices.  

9. Implementing these remedies requires a comprehensive approach involving stakeholders, policymakers, bank 
management, and employees. A concerted effort to revitalize public sector banks with a focus on efficiency, 
innovation, and customer-centricity can help bridge the performance gap and strengthen their position in the 
banking sector.  

 
9. How does the Insolvency & Bankruptcy Code, 2016 help to recover Non Performing Assets? Explain in detail.   
  
The "Twin Balance Sheet Syndrome" refers to a situation where both banks (the banking sector) and corporations 
(the corporate sector) in an economy have stressed balance sheets, leading to a cycle of deteriorating asset quality, 

non-performing assets (NPAs), and financial instability. This syndrome can create a vicious cycle, where weak 
corporates are unable to repay their loans, leading to a rise in NPAs for banks, which, in turn, weakens the banking 

sector. In the aftermath of Global financial crises, due to TBS, the quantum of NPA increased.  
  

Under Sarfaesi act lenders can attach assets of the borrower for recovery of NPAs. However, banks had difficulty 
recovering NPAs due to litigations which led to erosion of value of the asset. To overcome the shortcomings of the 

SARFAESI act, the IBC code was introduced to address the NPA menace. The IBC provides a structured framework for 
the resolution of stressed assets. The IBC helps in mitigating the challenges in the following ways:  
  
Timely Resolution: The IBC introduces a time-bound process for the resolution of stressed assets, setting specific 
deadlines for each stage of the resolution. The entire resoltuion process has to be completed within 330 days else the 

company will be liquidated. This helps in expediting the resolution process and prevents delays that could further 
deteriorate the balance sheets of banks and corporates.  

  
Transparent Mechanism: The IBC establishes a transparent and credible mechanism for the resolution of stressed 

assets. The process is overseen by the National Company Law Tribunal (NCLT) and the Insolvency and Bankruptcy 
Board of India (IBBI), ensuring that the resolution is conducted in a fair and equitable manner. This  instills confidence 

among stakeholders and reduces uncertainty.  
  

Asset Reconstruction: The IBC provides an opportunity for distressed assets to be acquired by potential investors 
through the resolution process. This promotes asset reconstruction and allows for the transfer of stressed assets to 
entities that can effectively manage and revive them. Such restructuring and revival of distressed assets help in 
reducing the burden on both banks and corporates.  

  

Prevents Evergreening and Zombie Companies: The IBC discourages the practice of evergreening, where banks 
provide further loans to stressed companies to service existing debts. By mandating the initiation of insolvency 

proceedings within a specified time period, the IBC prevents the perpetuation of unsustainable debt levels and the 
creation of zombie companies that impede economic growth.  
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Maximizes Value Realization: The IBC emphasizes the maximization of value realization from stressed assets.  Pre 
packaged Insolvency resolution process helps the borrowers to negotiate a resolution plan with the lenders even 
before approaching NCLT. This process saves the brand image of the company and hence the value of the assets of 

the company. This benefits both banks, by recovering a higher portion of their outstanding dues, and corporates, by 
allowing potential investors to inject fresh capital and revive the business.  
  
After the introduction of IBC, more than 70000 crores were recovered in 2018-2019.IBBI has 
given NeSL the Information utility (IU( status. IU will maintain data on borrowers and lenders which will help in the 
resolution process. Also, IICA has launched a 2-year Graduate Insolvency program to train students as Insolvency 
professionals.  
  
While the IBC is a significant step in resolving stressed assets it is important to acknowledge that it may not fully solve 

the NPA issue. Cross-border insolvency is still a problem associated with IBC. Attaching properties held abroad by 
defaulters is not possible through IBC.  

  
Overall, while the IBC may not completely cure the Twin Balance Sheet Syndrome, it provides a robust mechanism 

that helps alleviate the pain by expediting the resolution process, promoting transparency, maximizing value 
realization, and discouraging unsustainable practices. It contributes to the overall efforts of addressing the challenges 

posed by stressed balance sheets in the Indian economy. The resolution process depends on several factors, including 
the complexity of the case, availability of investors, market conditions, and legal proceedings. Additionally, the 
success of the IBC requires a holistic approach involving complementary measures such as strengthening the banking 
sector, improving corporate governance, and addressing structural issues in the economy.  
  

  
10. "Just as good governance is necessary for vibrant Indian democracy, corporate gov ernance is  

necessary for vibrant Indian economy." Elaborate. 

 

Just as good governance is essential for a vibrant Indian democracy, corporate governance is equally crucial for a 

vibrant Indian economy. Corporate governance refers to the system of rules, practices, and processes by which 

companies are directed, controlled, and operated. It ensures that businesses are managed in a manner that 

promotes transparency, accountability, integrity, and fairness. Here are some key points elaborating on the 

significance of corporate governance for the Indian economy: 

 

Investor Confidence and Capital Mobilization: 

Strong corporate governance practices instill confidence in domestic and international investors. When companies 

adhere to ethical standards, provide accurate and timely information, and uphold the rights of shareholders, 

investors feel secure in investing their capital. This leads to increased capital mobilization, both in the form of equity 

and debt, which fuels economic growth, facilitates business expansion, and creates employment opportunities.  

 

Protection of Shareholder Rights: 
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Corporate governance safeguards the rights and interests of shareholders, who provide the necessary capital for 

businesses to operate. It ensures that shareholders have a say in decision-making processes, access to information, 

and avenues for redressal in case of violations. By protecting shareholder rights, corporate governance fosters trust 

and encourages long-term investments, contributing to the stability and growth of the Indian economy. 

 

Improved Business Performance: 

Effective corporate governance contributes to improved business performance. Transparent and accountable 

practices reduce the risk of fraud, corruption, and mismanagement. By ensuring proper checks and balances, 

independent oversight, and effective risk management, corporate governance helps companies make informed 

decisions, mitigate risks, and pursue sustainable growth strategies. This leads to increased operational efficiency, 

better financial performance, and enhanced competitiveness, benefiting the overall economy. 

 

Attraction of Capital and Foreign Investments: 

In a globalized economy, countries compete to attract capital and foreign investments. Robust corporate governance 

practices create a favorable business environment that attracts both domestic and foreign investors. Countries with 

strong corporate governance frameworks are viewed as trustworthy and reliable investment destinations. A vibrant 

corporate governance regime in India encourages foreign direct investment, technology transfers, and knowledge 

sharing, fostering economic development and integration with the global economy. 

 

Prevention of Corporate Scandals and Financial Crises: 

Effective corporate governance acts as a preventive mechanism against corporate scandals and financial crises. By 

enforcing transparency, accountability, and independent oversight, it reduces the risk of fraudulent activities, 

misreporting of financial statements, and unethical behavior. Strong corporate governance practices ensure that 

companies operate within legal and ethical boundaries, minimizing the occurrence of financial scandals that can 

negatively impact the economy. 

 

Stakeholder Engagement and Social Responsibility: 

Corporate governance encourages companies to engage with various stakeholders, including employees, customer s, 

suppliers, and the community. By incorporating stakeholder interests and considering environmental, social, and 

governance (ESG) factors, companies can contribute to sustainable development, social welfare, and inclusive 

growth. This leads to a more balanced and responsible approach to business, benefiting both the economy and 

society at large. 

 

In summary, corporate governance is necessary for a vibrant Indian economy because it fosters investor confidence, 
protects shareholder rights, improves business performance, attracts capital and foreign investments, prevents 
corporate scandals, and promotes stakeholder engagement and social responsibility. A robust corporate governance 

framework ensures ethical conduct, transparency, and accountability in business operations, creating a conducive 
environment for sustainable economic growth and prosperity. 
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