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1. Rupee Falls to Record Low Of 96.25 Against U.S. Dollar (TH) 
GS Paper - Indian Economy 
Topic - Indian Economy and issues relating to planning, mobilization of resources, growth, development, 
and employment; External Sector; Inflation. 
Sub-Topic - Currency Depreciation vs. Appreciation, Foreign Exchange (Forex) Market Dynamics, 
imported Inflation, and RBI Open Market Interventions. 
1. Introduction 

In May 2026, the Indian Rupee (INR) experienced sharp downward volatility, breaching the 
psychologically significant threshold of ₹96 per US Dollar (USD) and touching historic lows near ₹96.96. 
This rapid descent is driven by structural shifts in the global macroeconomic landscape - an external 
energy shock from West Asian geopolitical tensions, closing maritime choke points like the Strait of 
Hormuz, and large capital outflows from foreign portfolio investors. 
The situation highlights the complex task facing the Reserve Bank of India (RBI) in balancing exchange 
rate volatility, domestic inflation, and export competitiveness. 
2. Conceptualizing Currency Dynamics - Appreciation vs. Depreciation 
The external value of a floating currency is determined by market-driven demand and supply forces 
within the foreign exchange market. 
A. Rupee Appreciation (Strengthening) 
Definition - Occurs when the domestic currency gains purchasing power against a foreign benchmark 
currency (e.g., the USD). 
Numerical Value - Fewer Rupees are required to purchase one unit of foreign currency. For example, a 
shift from $1 USD = ₹85 to $1US = {₹}80 denotes appreciation. 
Primary Catalysts - Heavy inflows of Foreign Direct Investment (FDI), robust export performance, high 
domestic interest rates relative to global markets, or strong economic growth prospects. 
B. Rupee Depreciation (Weakening) 
Definition - Occurs when the domestic currency loses purchasing power against foreign benchmarks 
due to market forces. 
Numerical Value - More Rupees are required to purchase one unit of foreign currency. For example, a 
shift $1 USD = ₹85 to $1US = {₹}80 denotes depreciation. 
Primary Catalysts - Persistent capital outflows, widening current account deficits, high domestic 
inflation, or global risk-aversion. 
3. The Multi-Sectoral Impacts of Currency Fluctuations 

Economic Dimension Impact of Rupee Appreciation Impact of Rupee Depreciation 
Import Sector Positive - Lowers the cost of 

importing critical inputs like raw 
petroleum, industrial machinery, and 
electronics. 

Negative - Inflates the landing cost 
of dollar-denominated imports, 
widening the trade deficit. 
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Export 
Competitiveness 

Negative - Makes Indian goods and 
services more expensive for foreign 
buyers, potentially lowering export 
volumes. 

Positive - Makes Indian goods 
cheaper and more price-
competitive in international markets. 

Domestic Inflation Positive - Reduces Imported Inflation 
by dampening the domestic price of 
imported fuel and commodities. 

Negative - Fuels inflation as high fuel 
import costs pass through into 
domestic transport and 
manufacturing. 

Service & Export 
Sectors (IT, Pharma, 
Textiles) 

Negative - Compresses profit 
margins when converting dollar-
based export revenues back into 
fewer rupees. 

Positive - Boosts dollar-
denominated revenue realizations, 
strengthening export-oriented 
sectors. 

Outward Remittances 
& Expenditure 

Positive - Lowers the domestic cost 
for outbound tourism, tech licensing, 
and overseas student education. 

Negative - Increases the financial 
burden on Indian households 
financing foreign travel or education. 

4. Structural Factors Driving the 2026 Rupee Depreciation 
The sharp drop below the ₹96/$ mark is caused by a combination of domestic and global headwinds - 
The Exogenous Energy Shock - Prolonged conflict in West Asia and the closure of the Strait of Hormuz 
have pushed Brent crude oil prices toward $100–$110 per barrel. As the world's third-largest oil importer, 
India faces a rapidly expanding import bill. 
Foreign Portfolio Investment (FPI) Outflows - Rising U.S. Treasury yields and global risk aversion have 
caused Foreign Institutional Investors (FIIs) to withdraw over ₹2.65 lakh crore from Indian capital markets 
in 2026, leading to a shortage of dollars locally. 
The Strong Dollar Index (DXY) - Safe-haven buying has pushed the global dollar index near 99.24, 
putting pressure on emerging market currencies across Asia. 
5. Policy Interventions and the Role of the RBI 
Unlike a fixed currency regime, India follows a managed float exchange rate system. The central bank 
intervenes strategically rather than targeting a specific numerical level - 
Sterilized Intervention - The RBI sells dollars from its foreign exchange reserves and buys rupees to 
absorb excess volatility and prevent a destabilizing, panic-driven slide. 
Preserving the Macro-Balance - Central bank actions are calibrated to limit sudden drops without 
completely working against global market trends, preserving India's balance of payments position. 
Complementary Fiscal Action - To assist monetary interventions, the government has used targeted 
fiscal measures, such as raising import duties on non-essential items like gold and silver, to reduce 
dollar demand. 
6. Way Forward 
Incentivizing Non-Debt Capital Inflows - Easing regulatory compliance for long-term Foreign Direct 
Investment (FDI) to substitute volatile short-term portfolio flows (FPI). 
Expanding Local Currency Trade Settlement - Broadening bilateral trade settlement mechanisms in 
Indian Rupees (INR)—similar to arrangements explored for crude oil—to partially bypass dollar-
denominated invoicing. 
Deepening Export Diversification - Moving past standard service exports toward high-value 
manufacturing segments like electronics and defines components to build a structural trade buffer. 
Strategic Input Import Substitution - Accelerating domestic green energy transitions and ethanol 
blending programs to structurally lower India's high reliance on crude oil imports. 
Conclusion 

Currency fluctuations are a structural reality of an open, globally integrated economy. While a 
depreciating rupee helps text-based service exporters and manufacturing industries, its immediate 
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impact manifests as higher imported inflation and pressure on the fiscal deficit. Managing this trade-off 
requires a balanced approach. India's strategy must look beyond short-term central bank interventions, 
focusing instead on long-term structural resilience through energy diversification, export 
competitiveness, and stable capital inflows. 
Source - https -//www.thehindu.com/business/markets/rupee-falls-to-record-low-against-us-
dollar/article70992484.ece 
Question 
"The sharp depreciation of the domestic currency acts as a double-edged sword for an emerging 
economy like India. Discuss how a steep fall in the value of the rupee impacts different sectors of the 
economy and examine the limitations of central bank interventions in mitigating external currency 
shocks." (250 Words, 15 Marks) 
1. Introduction 

When a currency operates under a managed float exchange rate system, its value is determined 
by market forces but monitored by the central bank. When the Indian Rupee sharply depreciates—as 
seen by it breaching the ₹96 per US Dollar threshold due to rising crude oil prices and Foreign Portfolio 
Investment (FPI) outflows—it triggers a cascading wave of positive and negative shocks across diverse 
sectors of the domestic economy. 
2. Sectoral Impact of Rupee Depreciation - A Double-Edged Sword 
A. Adverse Structural Impacts (The Negative Edge) 
The Imported Inflation Trap - India imports nearly 80–85% of its crude oil requirements. A weaker rupee 
directly inflates the landed cost of dollar-denominated petroleum and critical industrial inputs. This 
filters into domestic logistics, driving up wholesale and retail inflation. 
Fiscal Deficit Pressures - Costlier imports expand the value of government subsidies on essential 
commodities like fertilizers. Furthermore, a depreciating rupee increases the domestic capital required to 
service external commercial borrowings and foreign debt. 
Household Strain - Outward remittances for overseas education and foreign travel become significantly 
more expensive, stretching middle-class household budgets. 
B. Compensatory Advantages (The Positive Edge) 
Export Price Competitiveness - A depreciating currency makes Indian products cheaper in global 
markets. This price advantage aids labour-intensive export sectors such as textiles, leather, and gems. 
Boost to Service Exporters - High-earning export sectors, particularly Information Technology (IT) and 
pharmaceuticals, benefit significantly. Their dollar-denominated revenues yield higher returns when 
converted back into rupees, boosting corporate profit margins. 
3. Limitations of Central Bank (RBI) Interventions 
To defend a sliding rupee, the Reserve Bank of India strategically sells dollars from its foreign exchange 
reserves. However, this monetary intervention has clear structural limits - 
Depletion of Sovereign Forex Reserves - Continuous open-market intervention risks draining finite 
foreign exchange reserves, reducing the country's import cover and its capacity to handle long-term 
external crises. 
The Monetary Dilemma (Liquidity Squeezes) - When the RBI sells dollars, it absorbs an equivalent 
amount of Indian Rupees from the banking system. This can create domestic liquidity shortages, driving 
up short-term interest rates and increasing borrowing costs for local businesses. 
Inability to Fix Fundamental Triggers - Central bank interventions handle short-term panic and market 
volatility, but they cannot alter structural global causes, such as high U.S. Federal Reserve interest rates, 
safe-haven dollar demand, or geopolitical spikes in global Brent crude oil prices. 
Conclusion 

A steep depreciation of the rupee presents a complex policy challenge, balancing short-term 
imported inflation against export advantages. While the RBI's market interventions are necessary to 

https://www.thehindu.com/business/markets/rupee-falls-to-record-low-against-us-dollar/article70992484.ece
https://www.thehindu.com/business/markets/rupee-falls-to-record-low-against-us-dollar/article70992484.ece
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maintain orderly conditions and prevent panic, they cannot substitute for structural economic resilience. 
Over the long term, India must move away from short-term monetary defences by focusing on 
structural solutions - expanding local-currency trade settlements, accelerating green energy transitions 
to lower oil imports, and attracting stable, long-term Foreign Direct Investment (FDI). 
Source - https -//www.thehindu.com/business/markets/rupee-falls-to-record-low-against-us-
dollar/article70992484.ece 

2. Great-Power Competition Demands a First-Principles Foreign Policy (IE) 
GS Paper II - International Relations 
Topic - Bilateral, regional, and global groupings and agreements involving India and/or affecting India’s 
interests; Effect of policies and politics of developed and developing countries on India’s interests. 
Sub-Topic - The Quad, Strategic Autonomy, Sino-Russian Axis, G-2 Vulnerabilities, and External 
Alignment. 
1. Introduction 

The core argument of the article states that India’s traditional, post-Cold War foreign policy 
discourse is drifting away from basic economic and geopolitical realities. As US President Donald Trump 
visits Beijing and Russian President Vladimir Putin deepens ties with Chinese leader Xi Jinping, New Delhi 
must reassess its strategic calculations. The author argues that instead of fearing entrapment or 
worrying about external alignments, India must move past the defensive concept of "strategic 
autonomy" and focus on leveraging Western partnerships—specifically the Quad—to fuel its own 
modernization and balance a rising China. 
2. The Shift in Great-Power Dynamics - The Sino-Russian Axis 
The Fallacy of the Eurasian Balance - A key pillar of India's traditional strategic strategy is using its 
relationship with Russia to maintain a balance of power in Eurasia. 
Russia’s Deepening Dependence - The Eurasian reality of the past 25 years, particularly since the 2022 
invasion of Ukraine, reveals a growing bond between Moscow and Beijing. Russia has become 
increasingly dependent on China economically and geopolitically, limiting its ability to act as an 
independent balancer for India. 
A Celebrating Partnership - While any potential US-China detente (a "G-2" arrangement) aims to 
stabilize ties, Putin’s high-profile visits to Beijing emphasize a strategic partnership that directly 
reinforces China's regional dominance. 
Historical Fluidity - The author notes that great-power relations among the US, China, and Russia have 
shifted repeatedly since World War II. Taken in pairs, these nations have been allies, friends, enemies, 
and frenemies at different times. India should expect this fluidity rather than being unsettled by every 
shift. 
3. The China Challenge - A Growing Strategic Gap 
The real, pressing challenge for India is managing the consequences of China’s rapid rise and increasing 
assertiveness - 
The Border and Regional Strain - India faces an active, tense boundary dispute alongside China's 
growing political and economic influence across South Asia and the Indian Ocean region. 
The Multilateral and Trade Imbalance - China continues to expand its footprint in global governance 
institutions at India's expense. Bilaterally, India grapples with a massive trade deficit exceeding $110 
billion, rooted in a deep structural dependence on Chinese manufactured goods. 
The Widening Power Gap - Following reforms initiated in the early 1990s, the economic and 
technological gap between the two nations has widened. Today, China’s economy is five times larger 
than India’s, and the disparity in higher education, R&D, technology, and military capability continues to 
grow. 
 

https://www.thehindu.com/business/markets/rupee-falls-to-record-low-against-us-dollar/article70992484.ece
https://www.thehindu.com/business/markets/rupee-falls-to-record-low-against-us-dollar/article70992484.ece


P.L.RAJ IAS & IPS ACADEMY                                                                                                                                                   
Building Bureaucrats Since 2006     
 

5 
 

4. Moving Past the "Strategic Autonomy" Trap 
The Ideological Baggage - The term "strategic autonomy" is often framed as a neutral policy position. 
However, the author argues its actual political usage has historically been driven by an anti-Western 
bias shared by both political extremes (the Left and the Right) in India, focused on keeping a distance 
from the US and Europe. 
The Multi-Polar Mismatch - In the 1990s, Indian discourse assumed that the answer to global 
imbalances lay in building deeper bilateral, trilateral, and multilateral ties with Russia and China. This 
view has run into a fundamental obstacle - an assertive China has emerged as India's primary security 
challenge. 
Economic Reality vs. Mindspace - The author highlights a stark economic mismatch - India exports 
more goods to the Netherlands—a nation of 19 million people—than to China and Russia combined. 
Despite this reality, Russia and China continue to dominate India's foreign policy debates, while key 
European partners are often marginalized. 
5. Leveraging Western Partnerships for Internal Modernization 
Since India cannot close the power gap with China on its own anytime soon, it must use external 
cooperation to build its internal capabilities - 
The Western Engine - India must look toward the West—the US and Europe—as its largest export 
markets, primary sources of high-end technology, and homes to its most influential diaspora. 
Modernization over Isolation - While shifts in great-power alignments are beyond India’s control, the 
country can direct its own internal development. Deeper engagement with Western markets and 
technology ecosystems provides the resources necessary to upgrade India's defense, technological, 
and economic foundations. 
A Pragmatic Foreign Policy - In practice, New Delhi has already begun reconnecting its foreign policy to 
these core principles. This is reflected in efforts to sustain trade relations with the US, pursue a 
comprehensive trade deal with the EU, and deepen technology transfers over the last two years. 
6. The Quad - A Sustainable Agenda 
Hosting the Foreign Ministers - The upcoming Quad foreign ministers' meeting reflects a clear logic - 
the alliance's revival is rooted in the shared need to build a multipolar Asia that can manage challenges 
from China. 
Surviving Leadership Shifts - The strategic need for the Quad remains steady regardless of shifting 
administrations in Washington. Even during high-profile US-China summits, the structural requirements 
of the Indo-Pacific architecture ensure the alliance remains relevant. 
Dismissing the Critics - The author challenges domestic critics who previously warned that the Quad 
would "entrap" India in a military alliance, and who now claim the US is about to "abandon" the region. 
The government has taken a more measured, practical view, sustaining multiple rounds of official 
consultations with its partners. 
A Window of Opportunity - The visit of high-level US officials provides an opportunity to engage directly 
with Washington’s changing approach to alliances, helping India develop a productive and sustainable 
agenda for the Quad. 
Conclusion 

The changing global landscape requires India to move past the defensive, post-Cold War 
rhetoric of strategic autonomy. True autonomy is not achieved by maintaining an equal distance from 
all major powers, but by mastering the art of partnerships to build domestic strength. By positioning itself 
as an indispensable node within the Quad and deepening its economic and technological integration 
with the West, India can acquire the resources needed to balance regional asymmetries, protect its 
sovereign interests, and shape a multipolar Asia entirely on its own terms. 
Source - https -//indianexpress.com/article/opinion/columns/c-raja-mohan-india-strategic-
autonomy-russia-china-us-trump-xi-putin-10697688/ 

https://indianexpress.com/article/opinion/columns/c-raja-mohan-india-strategic-autonomy-russia-china-us-trump-xi-putin-10697688/
https://indianexpress.com/article/opinion/columns/c-raja-mohan-india-strategic-autonomy-russia-china-us-trump-xi-putin-10697688/
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Question  
"The traditional conceptualization of 'Strategic Autonomy' in India’s foreign policy is increasingly out 
of sync with contemporary geo-economic and geopolitical realities. Comment on how India can 
leverage Mini lateral groupings like the Quad to manage regional asymmetries without 
compromising its sovereign decision-making." (250 Words, 15 Marks) 
Introduction - 
1. Define "Strategic Autonomy" as India's historical foreign policy approach aimed at maintaining 

independent decision-making by avoiding formal alignment with major power blocs. 
2. State the transition - Modern shifts—specifically a rising, assertive China and a close Sino-Russian 

partnership—require India to move from passive non-alignment toward active, interest-driven 
partnerships. 

The Mismatch of Traditional Strategies (The Constraints) - 
The Eurasian Imbalance - Explain how Russia’s growing economic and strategic dependence on China 
limits its traditional role as a geopolitical balancer for India in Eurasia. 
The Capabilities Gap - Highlight the structural power asymmetry with China, where a $110 billion trade 
deficit and a 5 -1 economic advantage makes absolute self-reliance difficult in the short term. 
Ideological Limitations - Discuss how viewing strategic autonomy as an unyielding distance from the 
West ignores economic realities, given that India’s trade, technology access, and diaspora interests are 
heavily linked to the US and Europe. 
Leveraging the Quad for Strategic Resilience (The Opportunities) - 
Internal Capability Building - Frame alignment with Quad partners (US, Japan, Australia) not as political 
entrapment, but as a mechanism to secure critical technology transfers, defense co-production, and 
infrastructure investments. 
Securing a Multipolar Asia - Show how the Quad functions as a flexible, Mini lateral security umbrella to 
counter unilateral hegemony in the Indo-Pacific, preserving freedom of navigation without requiring a 
binding, mutual-defense military pact. 
Variable Geometry Diplomatic Posture - Explain that India can practice "calibrated engagement"—
cooperating closely with the West on maritime security and supply chain resilience (Pax Silica), while 
preserving its independent voice on global governance. 
Conclusion - 

Conclude that true strategic autonomy is an outcome of domestic strength, not a policy of 
diplomatic isolation. By utilizing the Quad to accelerate its internal economic and technological 
modernization, India can protect its sovereign space and engage the international order from a position 
of strength. 
Source - https -//indianexpress.com/article/opinion/columns/c-raja-mohan-india-strategic-
autonomy-russia-china-us-trump-xi-putin-10697688/ 

3. Fiscal Implications of the West Asian Conflict (BS) 
General Studies Paper - General Studies Paper II – Governance and Fiscal Federalism 
Topic - Fiscal policy and public finance 
Sub-Topic - External sector vulnerabilities 
Introduction 

The article highlights the growing fiscal challenges faced by both the Union and State 
governments due to escalating tensions in West Asia. Rising crude oil prices, global uncertainty, supply-
chain disruptions, and inflationary pressures can significantly affect India’s fiscal deficit, subsidies, 
revenue mobilisation, and growth prospects. Since India is highly dependent on imported energy, 
geopolitical instability in West Asia directly impacts macroeconomic stability and public finances. 
 

https://indianexpress.com/article/opinion/columns/c-raja-mohan-india-strategic-autonomy-russia-china-us-trump-xi-putin-10697688/
https://indianexpress.com/article/opinion/columns/c-raja-mohan-india-strategic-autonomy-russia-china-us-trump-xi-putin-10697688/
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1. Why West Asia Matters for India 
Dependence on Crude Oil Imports 
1. India imports a major share of its crude oil requirements from West Asia.  
Strategic Economic Linkages 
1. The region is important for energy supplies, trade routes, remittances, and investments.  
Vulnerability to Geopolitical Tensions 
1. Conflicts in West Asia quickly affect global oil prices and shipping costs.  
2. Impact of Rising Crude Oil Prices 
Increase in Import Bill 
1. Higher crude prices widen India’s import expenditure and current account deficit (CAD).  
Inflationary Pressures 
1. Fuel price increases raise transportation and production costs across sectors.  
Pressure on Foreign Exchange Reserves 
1. Increased import payments strain forex reserves and currency stability.  
3. Fiscal Implications for the Union Government 
Higher Subsidy Burden 
1. Governments may increase fuel, fertiliser, or food subsidies to protect consumers.  
Revenue-Uncertainty 
1. Reduced consumption and slower growth may lower tax collections.  
Pressure on Fiscal Deficit 
1. Additional expenditure combined with lower revenues can widen fiscal deficits.  
Economic Stabilisation Measures 
1. Emergency fiscal interventions may require additional borrowing.  
4. Impact on State Governments 
Reduced Revenue Collections 
1. States dependent on fuel taxes may face revenue instability.  
Welfare Expenditure Pressure 
1. States may increase social support spending during inflationary periods.  
Fiscal Stress in Highly Indebted States 
1. States with already weak fiscal positions become more vulnerable.  
5. Current Account Deficit (CAD) Concerns 
Meaning of CAD 
1. Current Account Deficit occurs when imports exceed exports and other foreign earnings.  
Link Between Oil Prices and CAD 
1. Higher oil imports directly worsen the current account balance.  
External Vulnerability 
1. Persistent CAD increases dependence on foreign capital inflows.  
6. Inflation and Macroeconomic Stability 
Cost-Push Inflation 
1. Rising fuel prices increase costs across the economy.  
Impact on Household Consumption 
1. Inflation reduces purchasing power and consumer demand.  
Monetary Policy Challenges 
1. RBI may need tighter monetary policy to control inflation.  
7. Impact on Economic Growth 
Slower Industrial Activity 
1. High energy costs increase operational expenses for industries.  
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Supply Chain Disruptions 
1. Global instability disrupts trade routes and logistics networks.  
Reduced Investment Confidence 
1. Uncertainty discourages domestic and foreign investment.  
8. Fiscal Federalism Dimension 
Shared Fiscal Burden 
1. Both Union and State governments bear the impact of external shocks.  
GST and Revenue Coordination 
1. Fiscal coordination between Centre and States becomes essential during crises.  
Uneven State Capacity 
1. Different states possess varying fiscal strengths and borrowing capacities.  
9. Government Responses Mentioned in the Article 
Austerity Measures 
1. Governments may attempt expenditure rationalisation to contain deficits.  
Conservation of Foreign Exchange 
1. Measures may be introduced to reduce unnecessary imports.  
Stabilisation Funds and Support Mechanisms 
1. Emergency funds and targeted support schemes may be activated.  
10. Broader Structural Challenges 
Energy Import Dependence 
1. India remains structurally vulnerable due to dependence on imported crude oil.  
Limited Fiscal Space 
1. High public debt restricts large-scale fiscal interventions.  
Global Economic Uncertainty 
1. External shocks increasingly influence domestic economic stability.  
11. Way Forward 
Diversify Energy Sources 
1. Expand renewable energy, biofuels, and domestic energy production.  
Strengthen Fiscal Prudence 
1. Improve expenditure efficiency and maintain sustainable debt levels.  
Build Strategic Petroleum Reserves 
1. Larger reserves can reduce short-term energy shocks.  
Enhance Centre–State Coordination 
1. Cooperative fiscal management is essential during external crises.  
Promote Energy Efficiency 
1. Reduced dependence on fossil fuels can improve long-term resilience.  
Conclusion 

The West Asian conflict demonstrates how geopolitical instability can rapidly transform into a 
fiscal and macroeconomic challenge for India. Strengthening energy security, fiscal resilience, and 
cooperative federalism is essential for managing such external shocks effectively. 
Source - https -//www.business-standard.com/opinion/columns/not-just-an-external-threat-india-
faces-strong-fiscal-headwinds-within-126051901793_1.html 
Question 
Q. “Geopolitical conflicts in West Asia pose significant fiscal and macroeconomic challenges for 
India.” Discuss. (250 words) 
Introduction 

https://www.business-standard.com/opinion/columns/not-just-an-external-threat-india-faces-strong-fiscal-headwinds-within-126051901793_1.html
https://www.business-standard.com/opinion/columns/not-just-an-external-threat-india-faces-strong-fiscal-headwinds-within-126051901793_1.html
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India’s economic stability is closely linked to developments in West Asia due to heavy 
dependence on imported crude oil. Escalating regional conflicts can significantly affect inflation, fiscal 
management, and external sector stability. 
Fiscal and Economic Challenges 
1. Rising crude oil prices increase India’s import bill and widen the current account deficit.  
2. Higher fuel costs create inflationary pressures across sectors.  
3. Governments may face increased subsidy burdens and welfare expenditure demands.  
4. Slower growth can reduce tax collections and worsen fiscal deficits.  
5. State governments also face revenue and expenditure stress.  
Broader Macroeconomic Impact 
1. Currency depreciation and forex pressure may intensify.  
2. Supply chain disruptions affect trade and industrial activity.  
3. Investor confidence may weaken amid uncertainty.  
4. RBI may face challenges in balancing inflation control and growth.  
Measures Required 
1. Expand renewable energy and diversify energy imports.  
2. Strengthen strategic petroleum reserves.  
3. Maintain fiscal prudence and coordinated Centre–State responses.  
4. Improve energy efficiency and reduce import dependence.  
Conclusion 

West Asian conflicts highlight India’s structural vulnerabilities in energy and fiscal management. 
Long-term resilience requires energy diversification, macroeconomic discipline, and stronger 
institutional preparedness against global shocks. 
Source - https -//www.business-standard.com/opinion/columns/not-just-an-external-threat-india-
faces-strong-fiscal-headwinds-within-126051901793_1.html 

4. Italy And India - A Strategic Partnership for The Indo-Mediterranean 
(MT) 

General Studies Paper - General Studies II – International Relations 
Topic - India and Europe relations 
Sub-Topic - Technology cooperation and industrial policy 
Introduction 

The article discusses the growing strategic partnership between India and Italy and situates it 
within the broader concept of the “Indo-Mediterranean.” It argues that India and Italy, as major maritime 
democracies and manufacturing economies, can cooperate in trade, technology, defence, connectivity, 
clean energy, and global governance. The partnership reflects the increasing interconnection between 
the Indo-Pacific and Mediterranean regions in a rapidly changing geopolitical order. 
1. Evolution of India–Italy Relations 
From Limited Engagement to Strategic Partnership 
1. India and Italy have significantly expanded bilateral engagement in recent years.  
Shared Democratic Values 
1. Both countries emphasise democracy, pluralism, rule of law, and open societies.  
Expanding Areas of Cooperation 
1. Cooperation now includes trade, defence, clean energy, technology, innovation, and maritime 

security.  
 
 

https://www.business-standard.com/opinion/columns/not-just-an-external-threat-india-faces-strong-fiscal-headwinds-within-126051901793_1.html
https://www.business-standard.com/opinion/columns/not-just-an-external-threat-india-faces-strong-fiscal-headwinds-within-126051901793_1.html
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2. Meaning of the Indo-Mediterranean Concept 
Connecting Two Strategic Regions 
1. The concept links the Indo-Pacific with the Mediterranean region through trade, energy, and 

maritime routes.  
Emerging Geopolitical Space 
1. Economic and security developments increasingly connect Asia, Europe, West Asia, and Africa.  
Maritime Interdependence 
1. Shipping lanes through the Indian Ocean, Red Sea, Suez Canal, and Mediterranean are globally 

critical.  
3. Strategic Importance of Italy for India 
Gateway to Europe 
1. Italy is an important industrial and economic power within Europe.  
Advanced Manufacturing Capabilities 
1. Italy possesses strengths in machinery, engineering, automotive components, and design industries.  
Mediterranean Access 
1. Italy provides strategic connectivity to European and Mediterranean markets.  
4. Strategic Importance of India for Italy 
Large Consumer Market 
1. India offers one of the world’s fastest-growing major markets.  
Manufacturing and Innovation Potential 
1. “Make in India” and industrial reforms create opportunities for Italian investment.  
Indo-Pacific Presence 
1. India’s growing role in the Indo-Pacific enhances Italy’s strategic outreach in Asia.  
5. Economic and Industrial Cooperation 
Synergy Between “Make in India” and “Made in Italy” 
1. India’s manufacturing expansion complements Italy’s industrial expertise and quality production.  
Investment and Technology Transfer 
1. Joint ventures can strengthen advanced manufacturing and industrial ecosystems.  
MSME Collaboration 
1. Both countries can cooperate in small and medium enterprise development.  
6. Technology and Innovation Cooperation 
Artificial Intelligence and Digital Technologies 
1. The partnership includes cooperation in AI, semiconductors, and digital infrastructure.  
Research and Academic Collaboration 
1. Universities and innovation centres can support joint research initiatives.  
Industry 4.0 and Advanced Manufacturing 
1. Technological collaboration can improve productivity and competitiveness.  
7. Maritime and Security Cooperation 
Maritime Security 
1. Both countries depend heavily on secure sea lanes and maritime trade.  
Countering Emerging Threats 
1. Cooperation is important against piracy, trafficking, cyber threats, and maritime instability.  
Defence Collaboration 
1. Strategic cooperation may expand in defence technology and naval engagement.  
8. Energy and Green Transition 
Renewable Energy Cooperation 
1. India and Italy can collaborate in solar, green hydrogen, and sustainable technologies.  
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Climate Commitments 
1. Both countries support sustainable development and climate resilience.  
Clean Infrastructure Development 
1. Green industrial partnerships can support long-term energy security.  
9. Role of Artificial Intelligence 
AI as an Economic Driver 
1. AI is expected to transform manufacturing, healthcare, logistics, and governance.  
Ethical AI Governance 
1. Democracies must ensure that AI remains transparent, accountable, and human-centric.  
Shared Technological Standards 
1. India and Italy can cooperate on responsible technology frameworks.  
10. Geopolitical Significance 
Multipolar World Order 
1. Middle powers increasingly shape global governance and regional stability.  
Europe–India Strategic Convergence 
1. Europe seeks stronger Indo-Pacific partnerships amid global geopolitical shifts.  
Balancing Global Supply Chains 
1. Diversified partnerships reduce dependence on concentrated supply systems.  
11. Challenges Before the Partnership 
Bureaucratic and Regulatory Barriers 
1. Investment procedures and regulatory differences may slow cooperation.  
Global Economic Uncertainty 
1. External shocks and geopolitical tensions affect trade and investment flows.  
Strategic Coordination 
1. Long-term institutional coordination is required for sustained partnership.  
12. Way Forward 
Expand Trade and Investment 
1. Encourage industrial corridors, technology parks, and joint ventures.  
Strengthen Maritime Cooperation 
1. Enhance naval coordination and secure sea-lane infrastructure.  
Promote Innovation Ecosystems 
1. Increase collaboration between startups, universities, and industries.  
Build Human Capital Partnerships 
1. Encourage academic exchange, skill development, and research mobility.  
Deepen Strategic Dialogue 
1. Regular high-level engagement can strengthen long-term cooperation.  
Conclusion 

The India–Italy partnership reflects the emergence of a broader Indo-Mediterranean strategic 
space shaped by connectivity, technology, trade, and maritime interdependence. By combining India’s 
scale and growth potential with Italy’s industrial and technological strengths, both countries can 
contribute to a more resilient and multipolar global order. 
Source - https -//www.livemint.com/news/india/italy-and-india-a-strategic-partnership-for-the-
indomediterranean-11779276378781.html 
Question 
Q. “India’s growing partnership with European powers is increasingly shaped by the strategic 
importance of the Indo-Mediterranean region.” Discuss with reference to India–Italy relations. (250 
words) 

https://www.livemint.com/news/india/italy-and-india-a-strategic-partnership-for-the-indomediterranean-11779276378781.html
https://www.livemint.com/news/india/italy-and-india-a-strategic-partnership-for-the-indomediterranean-11779276378781.html
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Introduction 
India and Italy have expanded their bilateral relationship into a strategic partnership covering 

trade, technology, maritime security, and industrial cooperation. This partnership reflects the growing 
geopolitical importance of the Indo-Mediterranean region. 
Importance of India–Italy Partnership 
1. Italy serves as an important gateway to Europe and the Mediterranean region.  
2. India offers a large market, technological talent, and Indo-Pacific strategic relevance.  
3. Both countries share democratic values and support a multipolar world order.  
4. Cooperation is expanding in manufacturing, AI, clean energy, and maritime security.  
Indo-Mediterranean Significance 
1. The Indo-Pacific and Mediterranean are increasingly interconnected through trade and energy 

routes.  
2. Maritime security in the Indian Ocean, Red Sea, and Suez region is globally critical.  
3. Diversified supply chains and strategic connectivity have become major priorities.  
Challenges 
1. Regulatory barriers and global economic uncertainty may affect cooperation.  
2. Sustained institutional coordination is required for long-term strategic outcomes.  
Conclusion 

The India–Italy partnership demonstrates how emerging geopolitical realities are creating new 
forms of cooperation between Europe and the Indo-Pacific. Stronger Indo-Mediterranean engagement 
can contribute to resilient supply chains, maritime stability, and sustainable economic growth. 
Source - https -//www.livemint.com/news/india/italy-and-india-a-strategic-partnership-for-the-
indomediterranean-11779276378781.html 
 
 

 

https://www.livemint.com/news/india/italy-and-india-a-strategic-partnership-for-the-indomediterranean-11779276378781.html
https://www.livemint.com/news/india/italy-and-india-a-strategic-partnership-for-the-indomediterranean-11779276378781.html

