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Introduction

For decades, trade has been the backbone of US-India relations, fueling economic growth and
strengthening ties between the world’s two largest democracies. However, during President Donald
Trump’s second term, the trajectory of this partnership took a sharp and contentious turn. The US
has imposed steep tariffs on key Indian exports, hitting industries like steel, aluminum,
electronics, textiles, and agriculture. The Trump administration argues that these tariffs are
necessary to protect American jobs and industries, but for India, they feel like an economic
ambush. In response, India has fought back with its own tariffs, strategically targeting American
whiskey, apples, and almonds, products that come from politically sensitive states like
California and Kentucky, which are strongholds of Trump’s support. The message is clear : If the
US raises prices on Indian goods, India will make it costlier for American producers to sell in its
market. While both governments dig in their heels, the economic strain is increasingly evident, with

businesses and consumers on both sides beginning to feel the heat'.

The impact of escalating U.S. - India trade tensions is already evident. India’s merchandise exports to
the U.S. in March 2025 reached $10.14 billion, up 35.06% from March 2024, as exporters rushed
shipments ahead of the new U.S. tariffs imposed from April 2, 2025% However, this temporary spike
conceals deeper structural concerns, as India’s overall exports to the U.S. are projected to decline by
6.41% in 2025, amounting to an estimated loss of $5.76 billion, driven by the impact of the
26% reciprocal tariffs’. Sectors like steel and aluminum are already witnessing severe contractions,
with steel exports to the U.S. down by nearly 85%, triggering concerns about oversupply and falling
domestic prices*. Additionally, the Federation of Indian Export Organisations (FIEO) reports that
small manufacturers are experiencing a 12-15% rise in input costs due to disrupted supply chains
and limited U.S. market access’. With both countries still managing post-pandemic recovery and
global supply chain realignments, this tariff war couldn’t have come at a worse time. As a result, trade
relations between Washington and New Delhi have become strained, with Indian exporters
grappling with weakening demand and U.S. farmers and manufacturers facing declining sales
in one of their key markets. India now stands at a strategic crossroads: should it retaliate with tougher
trade restrictions, initiate a WTO dispute, or prioritize diversifying its global trade footprint to reduce
U.S. dependence? Each option carries significant economic and geopolitical implications. As

economist Ashok Gulati notes, “India must carefully weigh its response, balancing strategic retaliation
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with efforts to strengthen domestic industries and diversify its export markets. While protectionist policies
may offer short-term relief, a long-term vision focused on self-reliance and trade expansion is the need of
the hour.” This issue-brief explores Trump’s tariff regime, India’s countermeasures, the
unfolding economic fallout, and the roadmap to safeguard India’s trade interests while

ensuring long-term economic resilience.

Trump’s New Tariffs on India

In March 2025, President Donald Trump expanded trade restrictions on India, marking a significant
escalation in economic tensions between the two countries. As part of his “America First” economic
agenda, these tariffs target key Indian exports, including steel, aluminum, electronics, textiles, and
agriculture. The US government claims that these measures are necessary to reduce the trade deficit
and protect American manufacturers and farmers. However, for India, these tariffs represent a
severe challenge to its export-driven industries, potentially disrupting billions of dollars in trade
and threatening thousands of jobs. One of the hardest-hit sectors is Indian steel and aluminum,
which now face a 25% tariff, continuing restrictions initially imposed in 2018. The Trump
administration argues that India's metal exports are unfairly priced and undermine US
manufacturers. However, Indian industry leaders warn that these tariffs will not only hurt Indian
steelmakers but also increase costs for American businesses reliant on Indian raw materials.
This could lead to higher prices for US consumers and reduced demand for Indian exports’.
The electronics sector is also under pressure, with a 15% tariff imposed on mobile components
and semiconductors. The US argues that India’s cost advantages give it an unfair edge over
American companies, making it difficult for US manufacturers to compete. However, this move
has raised concerns among American tech firms, many of which rely on Indian suppliers for key
electronic components. The tariffs could increase production costs, slow innovation, and

disrupt global supply chains, affecting companies on both sides".

The textile industry, a major contributor to Indian exports, is also feeling the impact. A 10% tariff
has been placed on Indian garments, making it harder for Indian manufacturers to compete in the
US market. This comes after Trump’s 2019 decision to revoke India’s Generalized System of
Preferences (GSP) status, which had previously allowed duty-free access for Indian textiles.
Without these benefits, Indian exporters face stiff competition from countries like Bangladesh

and Vietnam, which continue to enjoy preferential trade treatment. The tariff is expected to lead to
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significant revenue losses and potential job cuts in India’s textile sector’. The agriculture
sector has arguably been hit the hardest, with a 100% tariff on basmati rice, spices, and processed
foods. The US claims that this is retaliation for India’s trade restrictions on US dairy imports
and genetically modified crops. Indian exporters argue that these tariffs will drastically reduce
their market share in the US, leading to severe revenue losses for Indian farmers. Since the US
is a key destination for Indian agricultural products, this move could force India to look for
alternative markets, potentially disrupting long-established trade relationships". However, it is
important to note that not all agricultural exports are equally impacted. Items like tea, cotton, and
tobacco have been exempted from the tariff hike, and continue under most-favored-nation status.
Moreover, the US accounts for only around 4.6% of India’s total agricultural exports. As a result,
India retains significant export flexibility through alternative markets like the UAE, Iran, and the
EU." Beyond these direct tariffs, the US is also considering new restrictions on Indian
pharmaceutical exports, a move that could have global consequences. India is one of the world’s
largest suppliers of generic medicines, accounting for nearly 50% of all generic drug prescriptions
in the US. A proposed 25% tariff on Indian pharmaceutical imports could lead to higher
healthcare costs for American consumers, while also disrupting the global medical supply chain.
Industry leaders warn that these restrictions could delay access to life-saving medicines and drive

up prices for patients in the US".

The US has justified these tariffs on three key grounds. First, Washington argues that the US-India
trade deficit, which stood at $45.7 billion in 2024, needs to be reduced. While the $45.7 billion
deficit appears substantial, it represents only around 0.17% of the United States’ GDP and has
remained relatively stable over the past five years. India is ranked 9th among America’s trade
partners far behind China, Mexico, and Canada suggesting that its trade imbalance poses a limited
macroeconomic threat to the US economy. Hence, critics argue that the use of such figures to justify
sweeping tariffs may be more political than economic in intent.”” By discouraging imports and
promoting domestic manufacturing, the US hopes to create a more favorable environment for
American producers'. Second, the US wants to protect domestic industries, particularly
steelmakers, textile manufacturers, and farmers, who have long argued that Indian goods benefit

from unfair price advantages”. Third, the US has raised concerns over India’s restrictive trade
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policies, particularly high tariffs on American agricultural products and regulatory barriers
on foreign e-commerce platforms like Amazon and Apple. Washington claims that India’s
policies create an uneven trade relationship, limiting market access for American businesses
while giving Indian firms greater flexibility in the US market'. These tariffs mark a significant
shift in US-India trade relations, escalating economic tensions between the two countries. While
the US views them as a necessary step to protect domestic industries, India sees them as a major
threat to its export-driven economy. How India chooses to respond, whether through
retaliatory tariffs, WTO action, or shifting its trade strategy, Will determine the next phase of

this growing trade conflict.

Economic Impact of Trump’s Tariffs on India

The new tariffs imposed by the United States are expected to have significant consequences for
India’s export-driven industries, affecting revenue, employment, and global supply chains. The
tariff measures are expected to contract India’s GDP by an estimated 0.4% in FY2025, according
to preliminary data by the Ministry of Commerce and Industry. With projected export losses
amounting to $5.76 billion nearly 9.8% of India’s bilateral trade surplus with the US critical
sectors like steel, textiles, and pharmaceuticals face disproportionate strain. The Apparel Export
Promotion Council warns that up to 700,000 jobs in export hubs like Tirupur and Surat could
be impacted due to declining order volumes and supply chain disruptions'’. .Below is a

sector-wise breakdown of the economic impact of these tariffs:

Sector Tariff Impact Projected Economic Impact
Steel & 25% tariff on Indian metal | Estimated $2 billion decline in exports due
Aluminum eXports. to reduced US demand. This could lead to job

losses in India’s manufacturing hubs and
higher costs for US industries reliant on

Indian steel.’®

. 15% tariff on mobile Increased production costs for Indian
Electronics ] )
components and manufacturers, reducing their
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Sector Tariff Impact Projected Economic Impact

semiconductors. competitiveness in the US market. This
could discourage foreign investment in

India’s semiconductor sector."”

Estimated 150,000 job losses in India's textile

sector due to reduced exports to the US.

10% tariff on Indian
Textiles The revocation of India’s GSP status has
garments. . .
already affected textile exports, and these tariffs
will worsen the situation. *
Major revenue losses for Indian farmers as
100% tarift on Indian the US is a key market for these exports.
Agriculture basmati rice, spices, and The tariff could increase food prices for
processed foods. American consumers while forcing India to
diversify its agricultural exports.”!
Higher drug prices in the US as India
supplies nearly 50% of generic
. Proposed 25% tarift on prescriptions. The tariff could cause a $8.7
Pharmaceuticals
Indian drug exports. billion loss in India’s pharmaceutical

exports and disrupt global medical supply

chains.”

Table 1: Economic Impacts of US Tarifts on India

These tariffs are already increasing production costs, reducing India’s export competitiveness,
and threatening jobs across multiple industries. If unresolved, they could lead to long-term

structural damage to India’s trade and manufacturing sectors.

% Economic Times.2025

20 Hindustan Times, 2025
21 Vocal news, 2025
2 R euters, 2025



https://www.reuters.com/business/healthcare-pharmaceuticals/indian-drugmakers-with-big-us-exposure-trump-plans-pharmaceutical-import-tariffs-2025-02-19/
https://thevocalnews.com/business/trump-tariff-war-india-us-products-costlier-economic-impact/cid16332040.htm
https://www.hindustantimes.com/india-news/india-s-exports-to-us-rise-despite-no-gsp-benefits/story-okbsPocFAmMGhK8hVlmAMI.html
https://m.economictimes.com/tech/technology/indias-electronics-manufacturing-sector-grapples-with-uncertainty-over-trumps-tariff-threat/articleshow/119052797.cms

IV.

India’s Response and Retaliatory Measures

The Indian government has strongly condemned the latest tariffs imposed by the Trump
administration, calling them “protectionist, unjustified, and harmful to global trade.” India has argued
that these tariffs violate international trade norms and could destabilize economic relations
between the two countries. Commerce Minister Piyush Goyal has stated that India will take all
necessary countermeasures while remaining open to negotiations, signaling a firm but diplomatic
approach to handling the situation. Finance Minister Nirmala Sitharaman has also weighed in,
stating that India is closely monitoring the evolving trade situation and will take calibrated steps to
protect Indian industries and exporters while ensuring that negotiations remain on the table”. As a
direct retaliation, India has imposed significant tariffs on key US exports. One of the most
notable measures is the 150% tariff on American whiskey, which directly impacts a high-profile
sector that Trump has actively promoted. This move is strategic, as it affects major US liquor
brands that have been expanding their market in India, making American whiskey significantly

more expensive for Indian consumers™,

Additionally, India has introduced 100% tariffs on US apples, almonds, and pulses, commodities
that are heavily exported from Trump-supporting states like California and Washington. This
measure is expected to reduce the competitiveness of American agricultural products in the
Indian market, thereby pressuring US farmers to push for policy changes. Indian officials have
stated that these tariffs are a direct response to the US’s 100% tariff on Indian basmati rice and
spices, reinforcing the idea that India will not sit idly by as its key export sectors are
targetedzs. Beyond tariff-based retaliation, India is also considering restrictions on US tech
giants like Apple and Amazon, both of which have been heavily criticized by Trump for
outsourcing jobs to India. While no formal decision has been made, Indian regulators have hinted at
increased scrutiny on the business practices of major American tech firms, including potential
changes in e-commerce regulations that could make it more difficult for US companies to
operate freely in the Indian market. Sitharaman has indicated that India will use all available
policy tools to safeguard its digital economy, hinting that India has leverage beyond trade

tariffs™.

While these countermeasures are designed to put pressure on the US to engage in trade

negotiations, India is also exploring legal avenues to challenge these tariffs. The government is
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considering filing a formal complaint at the World Trade Organization (WTO), arguing that
the US tariffs violate international trade agreements. However, given Trump’s history of
dismissing WTO rulings, Indian officials recognize that a legal battle at the WTO could be a
long and complex process with no immediate relief. Sitharaman has emphasized that while India
will defend its economic interests at global forums, the focus remains on securing a balanced resolution
through diplomacy. With escalating economic tensions, India must now decide on its next course
of action, whether to continue retaliatory measures, push for negotiations, or shift its trade
strategy toward alternative markets. The coming months will be critical in determining whether

this trade conflict intensifies or moves toward resolution.

Potential Solutions

India can adopt several structured strategies to mitigate the economic impact of U.S. tariffs and secure
a stronger, more resilient trade posture. One potential solution under consideration is the launch of a
$2 billion export support fund, specifically targeted at subsidizing logistics costs for small and
medium enterprises (SMEs) in the textile and electronics sectors. This proposal mirrors the 2020
Production-Linked Incentive (PLI) scheme framework and aims to ease the tariff shock experienced by
exporters due to U.S. trade measures”. To safeguard key industries from global dumping, the Indian
government has proposed a 12% safeguard duty on steel imports for 200 days, with the
possibility of extension to one year. This temporary duty, recommended by the Directorate General of
Trade Remedies (DGTR), targets an influx of cheap steel imports from countries like China, South
Korea, and Japan, which have undercut domestic producers, particularly in the alloy and semi-finished

steel categories™.

In parallel, retaliatory tariff calibration is emerging as a strategic tool. India has indicated its
readiness to reduce tariffs on select U.S. goods, such as whiskey, from 150% to 100%, as a gesture of
trade flexibility, provided reciprocal concessions are made by the United States. This move is outlined
in a recent Department of Revenue circular, which suggests aligning customs duty structures with
diplomatic negotiations to sustain momentum in bilateral trade talks”. A fourth major avenue is the
acceleration of Free Trade Agreements (FTAs). India is aiming to conclude comprehensive FTAs
with both the European Union and New Zealand by 2026, with a focus on textiles, agriculture,

and renewable energy. Notably, India has proposed a phased reduction of tariffs on EU cars from
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100% to 10%, a significant concession aimed at securing broader access to the EU’s textile markets and

diversifying away from U.S.-centric dependencies”.

Domestically, India is focused on reforming its import duty structure to eliminate inverted
duties that disadvantage local manufacturers. As proposed in the Union Budget 2025-26, import
duties on key raw materials for electronics, such as semiconductor components will be reduced from
10% to 5%. This reform is expected to enhance domestic value addition and improve cost
competitiveness by nearly 15%, according to industry estimates™. To complement these structural
reforms, India has also expanded its PLI schemes, recently approving a new Rs 22,919 crore
initiative focused on electronics component manufacturing. Coordinated by NITI Aayog, this
scheme aims to modernize India’s supply chains, address tariff-driven losses, and offset export
disruptions by facilitating access to EU and ASEAN markets. The new initiative is expected to attract

Rs 58,000 crore in investments and generate over 91,000 jobs32.

Lastly, the Government of India is pursuing a phased trade agreement with the United States,
with a goal of reaching $500 billion in bilateral trade by 2030. According to the Department of
Commerce’s April 2025 press note, the deal includes a proposal to reduce tariffs on U.S. defense
goods from 20% to 5%, in exchange for greater U.S. market access for Indian textiles,

electronics, and processed food exports’.

Conclusion

The escalating trade war between India and the United States represents a significant shift in their
economic relations. While the Trump administration justifies these tariffs as necessary to protect
American industries and reduce the trade deficit, they have triggered severe economic
consequences for India, particularly in steel, electronics, textiles, agriculture, and
pharmaceuticals. In response, India has adopted a mix of retaliatory tariffs, diplomatic
engagement, and trade diversification strategies to mitigate the impact. However, prolonged
economic tensions could hurt businesses and consumers on both sides. Given that the United
States accounts for only 18% of India’s merchandise exports, the country retains substantial room

to recalibrate its trade focus. India is actively diversifying its trade ties through fast-tracked FTAs
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with the European Union, New Zealand, and ASEAN. These agreements aim to enhance market
access in textiles, electronics, and processed food all sectors hit by US tariffs thereby reducing
India’s overdependence on the American market™. Going forward, India must balance
short-term retaliatory measures with long-term economic strategies. Strengthening domestic
manufacturing, diversifying trade partnerships, and leveraging global platforms like the
WTO will be crucial to ensuring economic stability and resilience. At the same time, bilateral
negotiations with the US remain essential to prevent further economic disruptions. The choices
made now will shape India’s trade policies, economic security, and global standing in the years

to come.
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