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What are India’s diplomatic headwinds 
ahead?

4. Outlook for 2026 and Strategic Expectations

3. Diplomatic Successes and Strategic Gains

2. Major Foreign Policy Challenges for India

1. Global Context and Major Shocks in 2025

Prelims: General Studies Paper - 1
Current events of national and international importance

Mains: General Studies - 2
Effect of policies and politics of developed and developing 
countries on India’s interests, Indian diaspora.

	• India finalised bilateral trade agreements with the 
UK, Oman, and New Zealand.

	• Larger trade deals with the U.S., EU, ASEAN,   EAEU 
(Eurasian Economic Union), GCC (Gulf Cooperation 
Council), and others remain pending but may 
progress in 2026.

	• India–EU Free Trade Agreement likely to be finalised 
around Republic Day.

	• India will closely monitor elections in Myanmar, 
Bangladesh, and Nepal due to regional implications.

	• Hosting of major events:

	h In February, India will host the Artificial 
Intelligence Summit, where more than a dozen 
international leaders are expected, including 
French President Emmanuel Macron.

	h US President Donald Trump is expected to visit 
India for the Quad Summit, which New Delhi has 
not been able to host for the past two years.

	h Later in the year, leaders of BRICS, including 
Russian President Vladimir Putin and Chinese 
President Xi, will be invited to the BRICS 
Summit.

	• Improvement in India–Canada relations, ending 
tensions over the Khalistani issue.

	• Engagement with the Taliban led to improved 
India–Afghanistan ties, though it raised human rights 
concerns.

	• Strained Afghanistan–Pakistan relations indirectly 
benefited India strategically.

	• Continued rapprochement with China, including 
restoration of travel, visas, and religious pilgrimage.

	• Strengthened ties with Bhutan, Sri Lanka, and 
Maldives.

	• India’s humanitarian aid to Sri Lanka after Cyclone 
Ditwah enhanced goodwill.

	• India faced economic pressure for importing Russian 
oil, including EU, UK, and U.S. sanctions.

	• The Russia-Ukraine war continued, increasing India’s 
diplomatic balancing challenges.

	• The Gaza conflict stalled India’s India–Middle East 
Economic Corridor plans.

	• India’s refusal to criticise Israel’s strikes on Iran 
created awkward moments in SCO and BRICS where 
Iran is a member..

	• Regional instability included:

	h Conflict with Pakistan

	h Political unrest in Nepal

	h Anti-India violence in Bangladesh

	• These developments questioned the effectiveness of 
India’s “Neighbourhood First” policy.

	• India’s foreign policy in 2025 was marked by 
unexpected global disruptions.

	• The policies pursued by Donald Trump caused 
instability in the global economic and political order.

	• His high tariffs (“Liberation Day” tariffs) weakened 
multilateral trade and strained U.S. alliances.

	• Rise of right-wing and xenophobic politics across 
Europe, Japan, and Latin America affected global 
cooperation.

	• Falling oil prices due to OPEC overproduction raised 
concerns for renewable energy transitions.
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What are the signals from the Indian 
economy?

1. Background

2. Challenges

1.Context

3. Way Ahead

Prelims: General Studies Paper - 1
Economic and Social Development-Sustainable Development, 
Poverty, Inclusion, Demographics, Social Sector Initiatives, etc.

Mains: General Studies - 3
Indian Economy and issues relating to planning, 
mobilization, of resources, growth, development and 
employment.

	• 2025 was volatile for the Indian economy, marked 
by domestic policy support but external trade 
disruptions.

	• Budget 2025 cut income tax rates to raise disposable 
income; GST Council (Sept) scrapped 12% & 28% 
slabs, shifting items to 5% & 18%, aiding demand.

	• Structural reforms advanced with the implementation 
of four Labour Codes (November), enhancing social 
security and worker benefits.

	• Key trade gains: 

	h India-U.K. Comprehensive Economic and Trade 
Agreement (July 2025): Duty-free access to most 
UK markets and improved labour mobility.

	h Trade and Economic Partnership Agreement 
between India and the European Free Trade 
Association   (effective October 1, 2025): $100 
billion investment commitment over 15 years.

	h India - Oman CEPA (December) and India - New 
Zealand FTA concluded, granting 100% duty-free 
access for Indian exports to New Zealand with 
$20 billion investment over 15 years.

	• U.S. tariffs emerged as the biggest shock: after 
February trade optimism, the U.S. imposed 50% 
total tariffs on India by July- August 2025, disrupting 
exports.

	• Labour-intensive sectors dependent on the U.S. 
market suffered.

	• Export Promotion Mission announced but details 
pending, limiting relief.

	• Growth slowdown ahead: RBI projects 7.3% growth 
in 2025-26, with weaker second-half momentum.

	• Trade uncertainties persist, with tariff-related 
disruptions likely to continue in the near term.

	• India’s population of 146 crore amplifies growing 
health challenges including non-communicable 
diseases, resurgent infections, climate impacts, 
pharmaceutical quality issues, and healthcare 
funding shortages.

	• To prepare for health emergencies and achieve 
health for all, India must prioritise and realign care 
areas effectively.

	• Macroeconomic data upgrade: GDP, Index of 
Industrial Production, and Consumer Price Index , 
key indicators of economic health, will undergo base-
year updates and improved methodologies.

Is the ‘health for all’ campaign on track?
Prelims: General Studies Paper - 1
Current events of national and international importance

Mains: General Studies - 2
Issues relating to development and management of Social 
Sector/Services relating to Health, Education, Human 
Resources.

European Free Trade Association (EFTA)

	• The European Free Trade Association (EFTA) is 
an intergovernmental organisation established 
in 1960 to promote free trade and economic 
integration among its four members

	• Members include Iceland, Liechtenstein, Norway 
and Switzerland. 

	• It maintains the EFTA Convention, manages the 
European Economic Area (EEA) Agreement 

	• Indian policymakers hope for fewer shocks and more 
realistic diplomacy after a turbulent 2025 linking three EFTA states with the EU’s Internal 

Market, and develops a global network of free 
trade agreements. 

	• EFTA’s member states are open and competitive 
economies committed to trade liberalisation at 
the multilateral and bilateral levels. 
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2. US Funding Withdrawal Impact

6. Way Forward

5. Pharmaceutical Quality Crisis

4. TB Elimination and AMR Challenges

3. Health Budgetary Shortfalls

	• Early 2025 saw US President Donald Trump’s 
administration withdraw from WHO, cutting funds 
for global health projects including those benefiting 
India.

	• This affected key US programs like PEPFAR 
(President’s Emergency Plan for AIDS Relief) and 
USAID, drying up support for HIV/AIDS, population 
services, and maternal-child health initiatives.

	• USAID had committed $97 million for seven Indian 
projects, part of a $750 million total budget, creating 
sudden funding gaps.

	• Union and State governments stepped in to cover 
the deficit, straining domestic healthcare resources.

	• Raise health budget to 2.5% Gross Domestic 
Product, offsetting US funding cuts via domestic 
mobilization.

	• Scale TrueNat for Tuberculosis, replicate Kerala’s 
AMR (Antimicrobial Resistance) stewardship 
nationwide.

	• Mandate pharma quality tests, strengthen Central 
Drugs Standard Control Organisation to prevent 
contamination deaths.

	• Bridge infrastructure gaps for Non-Communicable 
Diseases, infections, climate health amid 146 crore 
population.

	• In 2025,   25   children of Madhya Pradesh died 
from Tamil Nadu-manufactured cough syrup 
contaminated with diethylene glycol, causing kidney 
and liver failure, exposing regulatory failures.

	• Similar incidents include 70 child deaths in Gambia 
from Indian cough syrups, highlighting recurring 
quality issues that undermine India’s ‘pharmacy of 
the world’ ambitions under Make-in-India.

	• Systemic gaps allow substandard or poisonous 
drugs to evade quality controls, raising questions 
on oversight mechanisms and undetected cases 
threatening public health.

	• India advanced the global TB elimination target to 
2025 but missed it despite diagnostic advancements 
like TrueNat machines enabling rapid mycobacterium 
detection and drug resistance identification.

	• Multidrug-resistant TB (MDR-TB) and extensively 
drug-resistant TB (XDR-TB) cases continue rising, 
hindering elimination efforts.

	• Antimicrobial Resistance (AMR) is a major concern 
in India, with WHO GLASS report showing one in 
three people who had bacterial infections in India 
bore resistant organisms, against one in six globally

	• High resistance noted to key antibiotics in serious 
infections from E.coli, Klebsiella pneumoniae, and 
Staphylococcus aureus, especially in hospital ICUs.

	• AMR is aggravated by over-the-counter antibiotic 
access, self-medication, incomplete courses, 
environmental contamination, and poor regulation 
enforcement.

	• India’s health budget remains below 2% of GDP 
despite annual demands for increase; 2025-26 
allocation of ₹99,859 crore marks 11% rise from 
previous year but falls short of 2.5% National Health 
Policy target.

	• Achieving over 2% GDP spending is essential to 
bridge funding gaps and realise ‘health for all’ goal.

	• Post-pandemic gains in diagnostics and beds exist, 
but massive demand-supply gulf persists in funding 
and infrastructure.

	• Kerala alone reduced community AMR via 
stewardship; other states must replicate under the 
second National Action Plan on AMR launched this 
year
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Diethylene glycol

	• Diethylene glycol (DEG), also known as 
2,2-oxydiethanol or diglycol, is a clear, 
colourless, odourless, hygroscopic liquid with 
the chemical formula C₄H₁₀O₃.

	• It is highly soluble in water and many organic 
compounds, making it useful in industrial 
applications such as antifreeze, brake fluids, 
and solvents.

	• DEG is strictly not intended for human 
consumption.

	• When ingested, it is metabolised into toxic 
compounds that cause severe kidney damage, 
leading to acute kidney injury, anuria, and 
potentially death.

	• Early symptoms include nausea, vomiting, 
abdominal pain, and lethargy, often rapidly 
progressing to renal failure.

	• Its detection in pharmaceutical syrups highlights 
manufacturing lapses and regulatory failures, 
making it an important public health and drug 
safety issue

	• The issue gained global attention after child 
deaths in Gambia and Madhya Pradesh, 
where diethylene glycol–contaminated cough 
syrups were linked to acute kidney failure. 

Rural Electrification Corporation (REC)

	• REC Limited (Rural Electrification Corporation 
Limited) is a Maharatna Central Public Sector 
Enterprise (CPSE) under the Ministry of Power.

	• It was incorporated in 1969 to promote rural 
electrification, especially irrigation through 
agricultural pump-sets.

	• REC is registered with the Reserve Bank of India 
(RBI) as a Non-Banking Financial Company 
(NBFC), Public Financial Institution (PFI), and 
Infrastructure Financing Company (IFC).

	• Its financing covers the entire power sector, 
including generation, transmission, distribution, 
and renewable energy.

KEYWORDS
	• REC also supports emerging areas such as 

Electric Vehicles (EVs), Battery Energy Storage 
Systems (BESS), and Green Hydrogen.

	• The company has diversified into non-power 
infrastructure sectors like roads, metros, and 
airports.

	• REC provides long-term loans to Central and 
State governments and private entities for 
infrastructure creation.

	• It plays a strategic role in government schemes 
such as SAUBHAGYA, Deen Dayal Upadhyaya 
Gram Jyoti Yojana (DDUGJY) and Revamped 
Distribution Sector Scheme (RDSS)

	• It serves as the National Project 
Implementation Agency for PM Surya Ghar 
Muft Bijli Yojana.

Regional Comprehensive Economic Partnership 
(RCEP) 

	• RCEP is a mega regional Free Trade 
Agreement (FTA) led by ASEAN to deepen 
economic integration in the East Asia- Asia 
Pacific region.

	• It is built on ASEAN+1 FTAs with China, Japan, 
South Korea, India, Australia, and New 
Zealand; India withdrew in 2019.

	• Negotiations began in 2012, the agreement 
was signed in 2020, and came into force in 
2022 with 15 members.

	• RCEP covers trade in goods and services, 
investment, IPR, e-commerce, competition, 
SMEs (Small and Medium Enterprises), and 
dispute settlement.

	• It is the world’s largest trading bloc, 
accounting for about 30% of global GDP and 
population.

	• RCEP promotes SME participation in regional 
and global value chains through lower trade 
barriers, transparency, and inclusive trade 
rules.
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Eurasian Economic Union (EAEU)

	• The Eurasian Economic Union (EAEU) is 
an international organisation for regional 
economic integration, established by the 
Treaty on the Eurasian Economic Union, and 
possesses international legal personality.

	• The EAEU ensures the free movement of 
goods, services, capital, and labour among its 
members. 

	• It also promotes coordinated, harmonised, and 
common policies in key economic sectors as 
defined by the Treaty and related international 
agreements.

	• The member states of the EAEU are Armenia, 
Belarus, Kazakhstan, Kyrgyzstan, and the 
Russian Federation.

	• The Union aims to modernise national 
economies, enhance competitiveness, and 
strengthen economic cooperation among 
member states, thereby fostering stable 
economic development and improving the 
living standards of their populations

Organization of the Petroleum Exporting Countries 
(OPEC)

	• The Organization of the Petroleum 
Exporting Countries (OPEC) is a permanent 
intergovernmental organisation established at 
the Baghdad Conference held from September 
10–14, 1960. 

	• It was founded by Iran, Iraq, Kuwait, Saudi 
Arabia, and Venezuela.

	• The main objective of OPEC is to coordinate 
and unify the petroleum policies of its member 
countries. 

	• This is done to ensure fair and stable oil prices, 
an efficient and regular supply of petroleum 
to consuming nations, and a fair return on 
capital for investors in the oil industry.

	• OPEC was formed during a period of significant 
change in the global economic and political 
order. 

	• This phase was marked by widespread 
decolonisation and the emergence of newly 
independent developing countries seeking 
greater control over their natural resources.

	• The OPEC Secretariat functions as the 
executive organ of the organisation. 

	• It is located in Vienna and serves as the 
headquarters of OPEC, in accordance with 
the provisions of the OPEC Statute.


