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🎤
INTERVIEW ANGLE

"Regulation can either follow market preferences or actively shape them. Which approach is
more appropriate for India's transition to cleaner mobility, and what are the risks of each?"

Every fact web-verified against primary sources

THE LIFT LINE

A fuel-efficiency standard that can be met without a single engine getting more efficient is not a fuel-

efficiency standard. It is a fuel-efficiency accounting exercise, and manufacturers are very good at

accounting.

WHY THIS EDITORIAL MATTERS FOR YOUR EXAM

Vehicular emissions standards sit at the intersection of India’s climate commitments, industrial policy and

energy security, and the CAFE norms are a recurring, technically detailed GS3 topic.

GS Paper 3: Conservation, environmental pollution and degradation, environmental impact assessment;

infrastructure, energy; achievements of Indians in science and technology, indigenisation of technology.

For Prelims, fix the distinction between CAFE norms (fleet-average fuel consumption, regulating

manufacturers) and Bharat Stage emission norms (tailpipe pollutant limits, regulating individual vehicles),

which are frequently confused.

Beyond Compliance: Why India's Draft CAFEBeyond Compliance: Why India's Draft CAFE
III Norms Need TeethIII Norms Need Teeth
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CONCEPT MEANING WHY UPSC TESTS IT

CAFE norms Corporate Average Fuel Efficiency; regulates a

manufacturer’s fleet-average fuel consumption, not

individual vehicle emissions

Commonly confused with Bharat Stage

(BS) emission norms, which regulate

tailpipe pollutants

Super-credits Multiplier counting of EV/hybrid sales toward a

manufacturer’s average, easing compliance

Tests understanding of how flexibility

mechanisms can dilute a standard’s

intended stringency

Non-fungible

obligation

A requirement that cannot be met by trading or

substitution, only by the specific action mandated

The design principle distinguishing

China’s Dual Credit model from India’s

more flexible draft

Ethanol blending

programme

India’s push to blend ethanol into petrol, reaching

20 per cent (E20) nationally from April 2026

Relevant because carbon-neutrality

credits under CAFE III link to this

programme

BACKGROUND AND CONTEXT

DATE DEVELOPMENT

2017 CAFE I norms take effect, India’s first fleet-average fuel-consumption standard

2022 CAFE II norms tighten fuel-consumption targets further

April 2026 E20 (20 per cent ethanol-blended petrol) becomes the nationwide default fuel standard

2026 CAFE III draft norms circulated, incorporating super-credits, carbon-neutrality credits and

credit trading as flexibility mechanisms

China, 2018

onward

Dual Credit Policy operational, pairing fuel-consumption credits with a separate, non-fungible

New Energy Vehicle credit requirement

THE CORE ARGUMENT / ISSUE

Super-credits allow a manufacturer selling a modest number of electric or hybrid vehicles to count each sale

multiple times against its fleet-average target, which can let a large volume of otherwise inefficient internal-

combustion vehicles pass unnoticed within the average. Carbon-neutrality credits reward the use of ethanol-

blended fuel, a genuine emissions-reduction tool, but one that addresses fuel composition rather than vehicle

efficiency, meaning a manufacturer can improve its compliance position without improving engine or

How the flexibility mechanisms work, and where they weaken the standard
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powertrain design at all. Below-penalty credit trading, finally, lets a manufacturer that misses its target simply

buy compliance from one that exceeds it, which is efficient at the industry level but does nothing to guarantee

that the worst-performing manufacturers ever improve their own technology.

China’s model separates two obligations that India’s draft CAFE III conflates: a fuel-consumption credit,

broadly similar to India’s approach, and a New Energy Vehicle (NEV) credit, a distinct, non-fungible

requirement that a minimum share of a manufacturer’s production must be electric or plug-in hybrid vehicles.

A manufacturer cannot use surplus fuel-consumption credits to satisfy its NEV obligation, and vice versa. This

design ensures that even a manufacturer that games the fuel-efficiency side through credits and blending still

faces a hard, separate electrification floor.

The counter-case for India’s current draft is not naive. India’s EV and hybrid manufacturing base is smaller

and less mature than China’s was even at the Dual Credit Policy’s introduction, and an inflexible standard

risks either mass non-compliance, undermining regulatory credibility, or a wave of manufacturer litigation

and lobbying that delays the standard’s implementation altogether. The ethanol-blending credit specifically

supports a separate, genuinely valuable national programme, and penalising manufacturers for using

compliant ethanol-blended fuel could undercut that programme’s own uptake.

The reply is not to remove flexibility but to bound it. A non-fungible minimum EV or hybrid production share,

set modestly at first and escalating on a published schedule, preserves commercial breathing room on the

efficiency side while guaranteeing that electrification itself, not merely compliance accounting, advances on a

predictable path.

HOW TO THINK ABOUT THIS (ANALYTICAL FRAME)

Ask what a standard is actually trying to change, then check whether every path to compliance

requires that change. A well-designed regulation closes off the possibility of meeting its letter without

advancing its purpose. When multiple flexible compliance paths exist, test each one against the standard’s

underlying goal: does this path require the manufacturer to do the thing the regulation exists to induce, or

does it let the manufacturer satisfy the paperwork while leaving the underlying behaviour unchanged? This

test generalises well beyond fuel-efficiency norms, to any policy area where compliance flexibility risks

substituting for substantive change, from corporate social responsibility spending to renewable purchase

obligations.

The Dual Credit alternative

Why flexibility was built in deliberately

Reconciling the two positions
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THE DIAGRAM IN WORDS

Picture a manufacturer’s compliance report as a scale with a single needle, labelled “fleet average fuel

consumption,” that must fall within a target zone to pass. Three weights can be added to the low-consumption

side of that scale without touching a single engine: a heavy weight of super-credits from a handful of EV sales,

a medium weight of carbon-neutrality credits from ethanol-blended models, and a variable weight of

purchased credits from another manufacturer’s surplus. The needle can reach the target zone with all three

weights in place while the actual vehicles on the factory floor, the ones a customer drives home, remain exactly

as inefficient as before. A Dual Credit design adds a second, separate scale next to the first, one that only

accepts genuine electric or hybrid production as its weight, so passing the first scale with borrowed weights no

longer suffices; the second scale must also balance, and nothing but real electrification tips it.

WAY FORWARD

PYQ LINKAGE AND PRACTICE

UPSC has tested vehicular emissions standards, India’s ethanol-blending roadmap, and comparative climate-

policy design; CAFE III offers a current, technically rich vehicle for combining all three in a GS3 answer.

Practice question: “Flexibility mechanisms in fuel-efficiency regulation can either ease a difficult transition

or substitute for it entirely.” Examine this claim with reference to India’s draft CAFE III norms and China’s

Dual Credit Policy. (250 words, 15 marks)

Interview angle: Regulation can either follow market preferences or actively shape them. Which approach is

more appropriate for India’s transition to cleaner mobility, and what are the risks of each?

Sources: The Hindu, Ministry of Road Transport and Highways, Bureau of Energy Efficiency

Introduce a non-fungible minimum EV/hybrid production share alongside the existing

fuel-consumption credit system, modelled on China’s Dual Credit Policy.

1

Cap the multiplier effect of super-credits, so a small number of EV sales cannot offset a

disproportionately large volume of inefficient vehicles.

2

Separate ethanol-blending incentives from CAFE compliance, supporting the E20

programme through its own dedicated policy instruments rather than folding it into fuel-efficiency

accounting.

3

Publish an escalating schedule for the non-fungible obligation, giving manufacturers a

predictable multi-year runway to build EV and hybrid manufacturing capacity.

4

Audit credit-trading transactions publicly, so the market for compliance credits remains

transparent and does not become an opaque mechanism for the least-efficient manufacturers to

indefinitely defer real investment.

5
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Source: Beyond Compliance: Why India's Draft CAFE III Norms Need Teeth — Ujiyari.com | Free UPSC & State

PCS Editorial Analysis

K E Y  A R G U M E N T S  A T  A  G L A N C E

✓ SUPPORTING

⚠ COUNTER

Flexibility mechanisms exist precisely to make an ambitious standard commercially survivable
for an industry still building EV and hybrid manufacturing capacity, and removing them risks
non-compliance, litigation and a slower transition than a workable, imperfect standard
achieves.

→ WAY FORWARD

Adopt a China-style Dual Credit model with a non-fungible minimum EV production
obligation alongside fuel-efficiency scoring, so flexibility mechanisms supplement rather than
substitute for a hard decarbonisation floor.

India’s draft CAFE III fuel-efficiency norms risk becoming a
compliance exercise rather than a genuine decarbonisation driver,

because their flexibility mechanisms let manufacturers meet
targets on paper without making real technological upgrades.

Super-credits for electric and hybrid vehicles let a small number of compliant models offset
a much larger number of inefficient ones, diluting the average fleet-efficiency improvement
the norms are meant to force.

Carbon-neutrality credits for ethanol-blended vehicles allow manufacturers to claim
compliance through fuel substitution rather than powertrain efficiency, addressing a
different problem than the one CAFE norms exist to solve.

Below-penalty credit trading lets manufacturers buy their way to compliance, which is
efficient in theory but, without a binding non-fungible EV obligation, can become a
permanent low-cost escape hatch rather than a transitional tool.
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✍️ MAINS ANSWER FRAMEWORK

QUESTION

India's draft CAFE III norms rely heavily on flexibility mechanisms that risk becoming a compliance

exercise rather than a driver of real decarbonisation. Examine this critique and suggest design
improvements drawing on comparable international models. (250 words)

INTRODUCTION

India’s Corporate Average Fuel Efficiency (CAFE) norms regulate the average fuel consumption of a
manufacturer’s new vehicle fleet, and the draft third phase, CAFE III, is under discussion as India tightens

vehicular emissions standards toward its stated 2030 decarbonisation goals.

BODY

The draft CAFE III framework, like its predecessors, sets a fleet-average fuel-consumption target per
manufacturer but permits several flexibility mechanisms to ease compliance: super-credits that let electric

and hybrid vehicle sales count multiple times toward the average, carbon-neutrality credits for vehicles
using ethanol-blended fuel, and a below-penalty credit-trading market allowing manufacturers who

exceed the target to sell credits to those who miss it. Each mechanism has a legitimate rationale,
incentivising electrification, supporting the ethanol-blending programme, and providing commercial

flexibility, but together they create multiple paths to nominal compliance that do not require the
underlying technological upgrade the standard is meant to induce.

China’s Dual Credit Policy addresses this by pairing a fuel-consumption credit system with a separate, non-
fungible New Energy Vehicle credit obligation that cannot be met through fuel-efficiency credits alone,
ensuring a minimum electrification floor regardless of how flexibly the efficiency target itself is met.

CONCLUSION

India should retain CAFE III’s flexibility mechanisms, which serve real transitional purposes, but pair them
with a non-fungible minimum EV or hybrid production obligation, so that flexibility supplements a hard

decarbonisation floor rather than substituting for one, ensuring the standard drives actual technological
change rather than accounting optimisation.
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