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Nepal - Surging trade deficit expected to reach $18 billion 

this fiscal year. Balance of Payments (BoP) deficit and a huge debt liability are serious 

dangers for Nepal. Nepal’s debt to GDP ratio has gone over 40%.  

Need is to empower the MSMEs and give them liquidity support. An abrupt move 

towards ‘self-sufficiency’ has 

exposed the structural vulnerability of Nepal’s economy. Nepal’s 

economy is overtly politicised with tensions between the Finance Minister and the 

Central Bank Governor. 

Drastic measures such as an import ban on 
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luxury goods and reducing working hours have been announced, but have been 

unsuccessful.  

Some positive signs - Tourism picking up due to easing of visa 

restrictions and foreign remittances also showing an upward trend. India has been 

generous towards Sri Lanka and should do the same in case of Nepal.  

 

Nepal’s crisis is its own making -  curbing the autonomy of Nepal Rastra Bank and 

banning exports was a bad step. The central bank points towards the problems of 

inflation, BoP deficit, decreases remittances, etc – but govt never took it seriously.  

Government should lift the ban on imported goods which 

do not have competent alternatives in the domestic market. India’s BoP crisis of 1991 is a 

good example to learn from – transforming economy without political reforms won’t 

succeed.  

Nepal is now starting to play a more active role in Indo-Pacific as 

well, with the Nepalese Parliament approving the 

$500 million Millennium Challenge Corporation (MCC) grant from the USA, signalling a 

move away from China. India has set up an interministerial standing group under the 

chairmanship of the Foreign Secretary, to coordinate sections and 

ensure more rapid followup of project.  
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Beyond the Writeup: India Nepal Outstanding issues 

 
Efficient connectivity with India is topmost on Nepal’s agenda. During his visit, Deuba 

and PM Modi virtually inaugurated the India financed Kurtha-Jayanagar passenger 

railway. The railway is to be extended to Dhalkebar in Nepal. Air connectivity - 

Nepal requested India to provide three additional entry routes and also requested an 

agreement on near-border operation for the Gautam Buddha International Airport. The 

airport, located less than 10 kilometers from the Indo-Nepali border, will start operations 

from May 20. 

Nepal became an energy surplus country (during monsoon) in July 2021. As a result, it 

started selling 39 MW of electricity to India via the Indian Energy Exchange. Energy 

trade is mutually beneficial to both countries. The trade enables Nepal to sell the surplus 

energy it produces and opens up an opportunity for it to reduce the burgeoning trade 

deficit with India which is close to $5 billion. The Joint Vision Statement on Power 

Sector Cooperation, which was issued during Deuba’s visit, could also form a key 

stepping stone to subregional energy trade between Bangladesh, Bhutan, India and Nepal 

(BBIN). 

There is also debate about the Millennium Challenge Corporation (MCC) $500 million 

grant from the U.S. to improve Nepal’s power and road networks. Indo-American 

interests do not converge as much in dealing with small South Asian countries as they 

converge in their concern of rising China. Thus, India has concerns about increased US. 

influence in Nepal, as it could lead to a relative decline in its influence.  
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Page 8. GS III (Economic Development) 

 
 

RBI announced an ‘offcycle’ increase in benchmark interest rates. The Monetary 

Policy Committee voted to raise the policy repo rate by40 basis points to 4.4% with imme

diate effect. RBI said the long term inflation is hurting growth and stability in the 

country.  

While Russia’s invasion of Ukraine and the subsequent western sanctions on Moscow ha

ve roiled the outlook for prices on a range of commodities, including  wheat, edible oil, 

crude oil and coal.  

RBI governor said, “Sustained high inflation... hurts savings, 

investment, competitiveness and output growth. It has 

pronounced adverse effects on the poorer segments ... 

by eroding their purchasing power.”  

The fact that the novel coronavirus is still lurking and it 

could trigger a fresh wave of infections, as seen in China, adds to the uncertainty. Moneta

ry authorities have also rightly pointed to the impact that 

the increases in domestic pump prices of petroleum products have had on inflation.  
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Beyond the Writeup: Why Monetary Policy Committee & how Repo rate 

impacts the economy? 
 

MPC is a statutory and institutionalized framework under the Reserve Bank of India Act, 

1934, for maintaining price stability, while keeping in mind the objective of growth. 

The Governor of RBI is ex-officio Chairman of the committee. The MPC determines the 

policy interest rate (repo rate) required to achieve the inflation target (4%). An RBI-

appointed committee led by the then deputy governor Urjit Patel in 2014 recommended 

the establishment of the Monetary Policy Committee. 

Repo Rate: Rate at which the central bank of a country (RBI in case of India) lends 

money to commercial banks in the event of any shortfall of funds. Here, the central bank 

purchases the security. 

Reverse Repo Rate: Reverse repo rate is the rate at which the RBI borrows money from 

commercial banks within the country. 

Marginal Standing Facility (MSF) Rate: MSF is a window for scheduled banks to 

borrow overnight from the RBI in an emergency situation when interbank liquidity dries 

up completely. 

Inflation: An accommodative stance means the MPC is willing to either lower rates or 

keep them unchanged. 
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Pg 9. GS III (Economic Development) 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Inflation is back as a talking point in the country at large – wholesale inflation 

has been in the double digits for over 12 months. CPI has now 

breached the RBI’s upper target of 6% for three months continuously. India committed 

the mistake of adopting the western concept of inflation.  

Inflation targeting refers to the policy of controlling inflation by raising the 

interest rate over which the central bank has control. Problem – this is forcing the 

economic activities to slow down. Allowing full productivity would lead to more 

employment.  

India’s official model of inflation control is based on unscientific 

foundation. Neither the price of agricultural goods nor that of imported oil is 

under the central bank’s control. The only way in which monetary policy 

can control inflation is by curbing the growth of non-

agricultural output, which would in turn 

lower the growth of demand for agricultural goods. But this comes at the cost of output a

nd employment.  
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The implication for the policymaker that inflation is driven by agricultural goods prices 

and thus focus should be on increasing the supply of these goods. Ideally, food prices 

should decline, for the consequent rise in demand for other goods will 

propel the economy forward.  

BUT - Growing per capita income in India has shifted the average 

consumption basket towards foods rich in minerals, such as fruits and 

vegetables, and protein, such as milk and meat. But the expansion of the 

supply of these foods has been lower than the growth in demand for them. 

So a concerted drive to increase the supply of food other than rice and 

wheat holds the key. RBI is unwilling to acknowledge this change.  

The States haven’t done anything ensure a supply of cheap. When they do 

produce surpluses, their only concern is that these be procured by the 

central government at the highest price. Under these circumstances, a nation-

wide project for producing food cheaply remains a distant dream.  

Monetary policy maneuvers like Repo 

rate is not an efficient solution for an agricultural price-driven inflation.  

Any lasting inflationcontrol would require placing agricultural production on a steady foo

ting, with continuously rising productivity.  
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Beyond the Writeup: India’s agriculture productivity issues 
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Page 10. GS III (Economic Development) 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Mamata Banerjee administration said slashing State levies on 

petrol and diesel will be possible only if the Union govt clears the 

outstanding dues of over ₹97,000 cr which includes 

compensation for implementing the GST.  

Under GST, the states were assured that revenue losses will be 

compensated for 5 years. The compensation was to be calculated by 

assuming a 14% yearonyear growth over revenues in 201516 from the State taxes 

subsumed in GST, and remitted from a compensation cess fund backed by cess levied on 

sin goods. Finance Ministry said that outstanding GST compensation due to the states 

for 2021-22 is ₹78,704 crore, equivalent to four months. 

Since July 2017, about ₹7.35 lakh crore has been 

released as GST compensation to States.  

During pandemic, govt has had to raise external money to compensate the states for GST. 

Compensation cess was to stop from June 30 this year, but it has been 

extended till March 202526 to use the receipts to repay these special loans. Several 

States have urged the Centre to extend the GST compensation period beyond the five-

year promise.  
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Page 1. GS II (Polity) 
 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

SC disagreed with the Central government’s suggestion that the court should 

wait till the President took call on Rajiv Gandhi assassination case convict A.G. Perarival

an’s mercy plea referred to him by the Tamil Nadu Governor for a decision. 

SC - Pertinent question was whether the Governor had 

the authority to refer the mercy plea to the President. Under Article 161 of the 

Constitution, the Governor was bound by the aid and advice given by the Tamil 

Nadu Council of Ministers - to release Perarivalan, who has already served 

over 30 years of his life sentence. The Governor prima facie had no authority to 

transfer the mercy plea to the President. There was no role for the President here 

under the Constitution – SC.  

SC - There had been ample time for the Centre to return the mercy 

plea file to the Governor. The court also asked why the Centre had to speak for 

the Governor. Tamil Nadu CoM 

had recommended Perarivalan’s release way back in September 9, 2018. 

President and Governor exercised two distinct powers of mercy under Articles 72 

and 161, respectively. 
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Beyond the Writeup: Governor’s power to pardon overrides Section 

433A of IPC 
 

Recently, the Supreme Court (SC) held that the Governor’s power to pardon overrides 

Section 433A of Code of Criminal Procedure (CrPC). SC held that the Governor of a 

State can pardon prisoners, even before they have served a minimum 14 years of 

prison sentence. The Governor's power to pardon overrides a provision in the CrPC 

Section 433A which mandates that a prisoner’s sentence can be remitted only after 14 

years of jail. 

Section 433A states that where a sentence of imprisonment for life is imposed on 

conviction of a person for an offence for which death is one of the punishments provided 

by law, or where a sentence of death imposed on a person has been commuted under 

section 433 into one of imprisonment for life, such person shall not be released from 

prison unless he had served at least fourteen years of imprisonment. 

The court noted that the sovereign power of a Governor to pardon a prisoner 

under Article 161 is actually exercised by the State government and not the Governor on 

his own. The advice of the appropriate government binds the Head of the State. The state 

government can frame a policy of grant of remissions either under Section 432 of the 

CrPC or under Article 161 of the Constitution. If a prisoner has undergone more than 14 

years of actual imprisonment, the state government, as an appropriate Government, 

is competent to pass an order of premature release. Section 432 of the Code of Criminal 

Procedure empowers the Government to remit sentence. 
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Mains Practice Questions 

 
1. Write a short note on the pardoning powers of the Governor of a state in India 

and draw comparison with the pardoning powers given to the President of India.  

                                                                                                         (250 words; 15 marks) 

 

 

2. What is GST compensation cess? Does the demand by the state governments to 

extend GST compensation by 5 more years have merit?  

                                                                                                         (250 words; 15 marks) 

 

 

Q1 – GS II (Polity) 

Q2 – GS III (Economic Development) 
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