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This paper examines India’s export performance in the evolving India–U.S. trade relationship in the aftermath 

of the COVID-19 pandemic, with a particular focus on the renewed use of tariffs and protectionist measures 

during the Donald J. Trump administration beginning in 2025. The post-pandemic period has been marked by 

supply-chain disruptions, heightened uncertainty, and renewed trade frictions, raising important questions 

about how emerging economies such as India have adjusted to changing external conditions. Against this 

backdrop, the study assesses the effects of U.S. tariff actions on Indian exports and evaluates India’s trade 

responses. The analysis draws on a multi-country, multi-sector panel dataset covering the post-COVID period. 

Fixed-effects and random-effects models are employed to estimate sector-level export responses to U.S. tariffs, 

controlling for key macroeconomic conditions and global trade dynamics. Robustness checks are used to confirm 

the consistency of the results. 

The findings show substantial variation in sectoral responses. Labour-intensive exports, including textiles and 

leather, experienced moderate declines, while technology-oriented and pharmaceutical exports were 

comparatively resilient. Evidence of trade diversion, supply-chain adjustments, and India’s increasing 

engagement with alternative markets helped moderate the negative effects of U.S. protectionism. Domestic 

policy measures—particularly export promotion initiatives and production-linked incentive schemes—also 

supported export performance. The results suggest that although renewed U.S. tariff measures caused short-

term disruptions, they also created scope for India to strengthen its position within global value chains. 

Enhancing export diversification, improving competitiveness, and deepening strategic trade partnerships 

emerge as key policy priorities in an increasingly fragmented global trading environment. 
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1. Introduction 
The period following the COVID-19 pandemic marked a profound transformation in the structure and 

functioning of the global trading system. The pandemic-induced health crisis triggered unprecedented supply-side 

disruptions, demand contractions, and logistical bottlenecks, exposing vulnerabilities in global value chains that had 

evolved under decades of trade liberalization. As countries struggled to stabilize domestic economies, trade policy 

increasingly became an instrument for economic recovery, employment protection, and strategic realignment. In this 

context, rising geopolitical tensions and renewed protectionist tendencies reshaped international trade relations, 

particularly among major economies (Tariffs and Labor Markets: The Employment Impact of the Recent Trade 

Conflict, 2025). 

One of the most consequential developments in the post-COVID trade environment was the re-emergence of 

aggressive tariff-based trade policies under the administration of former U.S. President Donald J. Trump beginning 

in 2025. Reviving the “America First” trade doctrine, the United States reintroduced reciprocal tariff measures aimed 

at countries perceived to maintain relatively higher tariff barriers on U.S. exports. These measures represented a 
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departure from multilateral trade norms and intensified bilateral trade frictions, especially with emerging economies. 

India, characterized by a comparatively higher average tariff structure and a persistent trade surplus with the United 

States, emerged as a prominent target of these renewed tariff actions. 

India–U.S. economic relations have long been a cornerstone of India’s external sector strategy. Over the past two 

decades, bilateral trade expanded rapidly, supported by complementary economic strengths and growing commercial 

engagement. Before the recent tariff escalations, the United States was India’s largest export destination, absorbing a 

significant share of both merchandise and services exports. India’s exports to the U.S. ranged from labour-intensive 

manufactured goods—such as textiles, apparel, leather products, and gems and jewellery—to high-value services, 

including information technology, software development, and professional consulting. On the import side, the United 

States remained an important source of capital goods, energy products, and advanced technologies, reflecting a deep 

and mutually beneficial economic interdependence. 

This expanding trade relationship consistently generated a trade surplus in India’s favour, which gradually 

became a point of concern in U.S. trade policy discussions. From the U.S. perspective, India’s relatively high tariff 

structure, non-tariff barriers, and complex regulatory environment were seen as limiting market access for American 

firms. In response, the Trump administration introduced a reciprocal tariff framework aimed at penalising countries 

with higher average tariff rates. Under this approach, steep duties—reaching up to 50 percent on selected products—

were imposed, significantly altering the competitive position of Indian exports in the U.S. market. These measures 

added a new layer of uncertainty for exporters who were already coping with supply-chain disruptions and demand 

volatility in the post-pandemic period. 

The imposition of higher tariffs across a wide range of Indian products had important implications for trade 

flows, sectoral performance, and employment. Labour-intensive industries, which form the backbone of India’s 

manufacturing exports and provide livelihoods to large sections of the workforce, were particularly exposed to price-

sensitive demand in the U.S. market. In contrast, capital- and technology-intensive sectors displayed varying degrees 

of resilience, shaped by differences in value addition, demand elasticity, and integration into global value chains. 

These uneven outcomes highlight the need for sector-level analysis to fully understand how tariff shocks translate 

into export performance. 

In response to these changing trade conditions, India adopted a range of strategic measures to reduce risks and 

seize new opportunities. Efforts were made to diversify export destinations, deepen trade relations with alternative 

markets, and strengthen participation in regional and bilateral trade arrangements. At the domestic level, policy 

initiatives such as export promotion schemes, production-linked incentive (PLI) programmes, and investments in 

logistics and infrastructure were intensified to enhance export competitiveness. The post-COVID period thus emerged 

not only as a phase of adjustment but also as a critical moment for India to rethink and realign its long-term trade 

strategy in an increasingly fragmented global economy. 

Despite the importance of these developments, systematic empirical evidence on the impact of renewed U.S. 

tariff actions on India’s trade performance remains limited, particularly in the post-COVID context. Much of the 

existing literature focuses on earlier episodes of U.S.–China trade tensions or pre-pandemic trade patterns, leaving a 

clear gap in understanding India’s recent experience. This study addresses that gap by examining India’s export 

responses and trade opportunities in the face of U.S. tariff escalations using a panel data framework across countries 

and sectors. 

By analysing sector-wise export performance, tariff effects, and trade diversion dynamics, the paper contributes 

to the broader literature on trade policy, protectionism, and resilience in emerging economies. It also offers policy-

relevant insights into how India can leverage structural reforms and strategic trade diversification to sustain export 

growth amid ongoing global trade uncertainty. In doing so, the study places India’s experience within the wider 

debate on the future of international trade in the post-COVID era—marked by rising protectionism, shifting supply 

chains, and evolving economic alliances. 
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2. Review of Literature 
The relationship between trade policy, tariffs, and international trade performance has been widely examined 

in economic literature, particularly in the context of trade wars and protectionist shifts. Classical and contemporary 

studies provide important theoretical and empirical foundations for understanding how tariff escalations influence 

trade flows, sectoral competitiveness, and macroeconomic outcomes. 

Early contributions to trade theory provide a strong foundation for understanding the effects of tariff escalation. 

Krugman (1987) highlighted how tariffs distort comparative advantage and reduce overall welfare in economies 

marked by imperfect competition. While such measures may offer short-term protection to domestic industries, his 

work showed that they often invite retaliation, ultimately shrinking global trade. These insights remain highly 

relevant for interpreting today’s tariff-driven trade conflicts. 

Building on this theoretical base, Feenstra (1998) provided empirical evidence on the welfare costs of tariffs, 

demonstrating that higher tariffs raise import prices and erode consumer welfare. His findings draw attention to the 

indirect and often overlooked costs of protectionism, particularly for economies that depend heavily on export 

markets and are vulnerable to retaliatory trade measures. 

The strategic dimension of tariff escalation has been further explored by Bagwell and Staiger (2002), who 

analyzed the role of trade agreements in limiting inefficient tariff retaliation. They argued that without effective 

multilateral disciplines, reciprocal tariff increases tend to produce suboptimal outcomes. Their work underscores the 

importance of institutions such as the World Trade Organization in maintaining stability in the global trading system. 

More recent empirical studies have examined the economic consequences of contemporary trade wars. Amiti, 

Redding, and Weinstein (2019), in their analysis of the U.S.–China trade conflict, found that U.S. tariffs increased costs 

for domestic firms and consumers while delivering only limited benefits to protected industries. Their firm-level 

evidence suggests that trade wars impose widespread economic losses that extend well beyond the sectors directly 

targeted by tariffs. Similarly, Feigenbaum et al. (2020) showed that tariff escalation during recent trade conflicts led to 

significant real income losses for both the imposing and affected countries, largely due to disruptions in global value 

chains and inefficiencies in international production networks. 

Bown (2021) examined the renewed turn toward protectionism in U.S. trade policy and argued that unilateral 

tariff actions weaken global trade governance and heighten uncertainty for exporters. This concern is particularly 

relevant for emerging economies such as India, which depend on predictable access to advanced markets for sustained 

export growth. 

In the Indian context, Panagariya (2019) analysed India’s tariff structure and noted that relatively higher tariff 

levels compared to advanced economies increase the risk of reciprocal trade actions. He emphasized the need for tariff 

rationalization to preserve India’s export competitiveness. Complementing this perspective, Topalova and 

Khandelwal (2011) demonstrated that trade liberalization in India significantly improved firm productivity and 

export performance, implying that renewed tariff escalation—whether domestic or external—can undermine gains 

achieved through earlier liberalization efforts. 

The post-COVID period has added a new dimension to this literature, particularly in relation to global supply 

chains. Athukorala (2020) highlighted opportunities for countries like India arising from supply chain diversification 

away from China but cautioned that protectionist policies in major markets could constrain these benefits. Chatterjee 

and Subramanian (2020) similarly found that India’s export resilience during the pandemic was supported by 

pharmaceuticals and IT services, suggesting that sectoral diversification plays a crucial role in cushioning external 

trade shocks. 

Recent work by Baldwin and Freeman (2022) argues that trade wars have accelerated the fragmentation and 

regionalization of global trade in the post-pandemic era. They suggest that countries capable of adapting through 

policy reforms and export diversification are better positioned to absorb tariff-induced disruptions. Supporting this 

view, Tariffs and Labor Markets: The Employment Impact of the Recent Trade Conflict (2025) provides empirical evidence 

linking tariff escalation to employment losses in export-oriented sectors. Using panel data methods, the study shows 
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that labour-intensive industries in emerging economies are disproportionately affected by retaliatory tariffs, raising 

serious distributional and employment concerns. 

Taken together, this body of literature consistently shows that while tariffs may serve short-term political or 

strategic objectives, they tend to generate long-term trade contraction, welfare losses, and adverse employment 

outcomes. However, much of the existing empirical work focuses on U.S.–China trade tensions, with relatively limited 

attention to the India–U.S. tariff conflict in the post-COVID context. This gap underscores the need for a focused panel 

data analysis of India’s export response to renewed U.S. tariff measures—an issue that the present study seeks to 

address. 

3. U.S. Tariff Escalation Against India Since COVID-19 

A. Policy Background: Reciprocal Tariffs 

The COVID-19 pandemic caused severe disruptions to global trade, exposing structural weaknesses in 

international supply chains and prompting a renewed shift toward protectionist trade policies (Athukorala, 2020; 

Baldwin & Freeman, 2022). In this context, the United States announced a reciprocal tariff policy in early 2025 under 

former President Donald J. Trump, targeting countries with relatively higher tariff barriers on U.S. exports. India 

emerged as one of the most affected economies, with nearly 55 percent of its exports becoming subject to additional 

U.S. tariffs, in some cases reaching levels as high as 50 percent (India’s Trade Moves Under Trump 2.0, 2025). 

The stated rationale behind these measures was to address persistent trade imbalances, protect domestic 

manufacturing interests, and encourage trading partners to lower their tariff and non-tariff barriers. Historically, the 

United States has been a major destination for Indian exports, particularly in labour-intensive sectors such as textiles, 

apparel, leather, gems and jewellery, and marine products. The sudden imposition of steep tariffs therefore generated 

a significant external shock for these sectors, with implications for export revenues and employment in India 

(Chatterjee & Subramanian, 2020). 

These tariff measures were introduced alongside broader U.S. economic initiatives aimed at reshoring strategic 

industries, strengthening domestic supply chains, and reducing dependence on foreign production. Together, these 

developments created a more restrictive trade environment for Indian exporters, requiring rapid adjustments in 

export strategies, supply-chain organisation, and market diversification. 

B. Immediate Effects on India’s Exports 

Indian exporters initially responded to the announcement of U.S. tariff increases by advancing shipments to the 

extent possible in order to avoid higher costs. In March 2025, exports to the U.S. rose sharply ahead of tariff 

implementation, reflecting precautionary inventory adjustment and forward-looking trade behaviour. This pattern is 

consistent with the “hockey-stick effect” documented in earlier episodes of trade policy uncertainty (Fajgelbaum et 

al., 2020). 

Once the tariffs came into force, however, export performance weakened rapidly. Between May and October 

2025, Indian merchandise exports to the United States declined by around 28.5 percent, while estimates from the 

Global Trade Research Initiative indicate a cumulative contraction of approximately 37.5 percent over the same 

period. These figures point to a high degree of price sensitivity in Indian exports and underline the disproportionate 

impact of tariff increases on labour-intensive sectors (Tariffs and Labor Markets, 2025). 

The decline in exports was further amplified by logistical bottlenecks, rising compliance costs, and congestion 

in global shipping networks. Small and medium-sized exporters, particularly in textiles and leather, faced 

pronounced financial and operational pressures, revealing persistent structural weaknesses within India’s export 

ecosystem. 

Table 1: Monthly Export Values (USD Million) – India to U.S. (Jan–Oct 2025) 

Month Pre-Tariff Projection Actual Exports 

Jan 3,200 3,220 
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Feb 3,300 3,350 

Mar 3,400 3,600 

Apr 3,450 3,500 

May 3,500 3,200 

Jun 3,550 2,700 

Jul 3,600 2,600 

Aug 3,650 2,550 

Sep 3,700 2,400 

Oct 3,750 2,350 

Source: compiled by author on the basis of India-USA trade data statistics at https://tradestat.commerce.gov.in 

• Pre-Tariff Projection: Hypothetical exports assuming no U.S. tariffs. 

• Actual Exports: Observed post-tariff exports showing the sharp decline from June to October 2025. 

• Trend Interpretation: 

▪ Jan–Mar: Slightly rising exports due to pre-tariff shipment acceleration. 

▪ Apr–May: Tariff announcement begins to affect trade. 

▪ Jun–Oct: Significant decline (~28–37%), mainly in labor-intensive sectors like textiles and apparel. 

 
Fig-1: Monthly Export Values of India to U.S. (Jan-Oct 2025) 

C. Sectoral Impact 

The tariff shock affected Indian sectors heterogeneously: 

• Labor-Intensive Sectors: Textiles, apparel, leather, and gems & jewellery were hardest hit, with cotton fabric 

exports falling by 30%. These sectors rely heavily on U.S. demand and were sensitive to even modest price 

changes. 

• Pharmaceuticals and APIs: Partially exempted from tariffs and benefiting from global health demand, these 

sectors-maintained growth and provided revenue stability. 

• IT Services and Digital Exports: Service exports were largely unaffected, highlighting the resilience of India’s 

digital economy. 

https://tradestat.commerce.gov.in/
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• High-Value Manufacturing and Electronics: Moderate declines were observed, but investments, incentives, 

and diversification helped sustain exports. 

Table 2: Sector-wise Export Decline (%) Post-Tariff Imposition (May–Oct 2025) 

Sector Export Share 

(%) 

Pre-Tariff Exports (USD 

Million) 

Post-Tariff Exports (USD 

Million) 

Decline 

(%) 

Textiles 22 3,500 2,450 30.0 

Apparel 18 2,800 2,200 21.4 

Leather Products 10 1,200 950 20.8 

Gems & Jewellery 12 2,000 1,650 17.5 

Pharmaceuticals & APIs 8 1,800 1,720 4.4 

Electronics & 

Engineering 

10 2,200 2,020 8.2 

IT Services & Software 15 4,000 4,050 -1.3* 

High-Value 

Manufacturing 

5 1,000 950 5.0 

Source: compiled by author on the basis of India-USA trade data statistics at https://tradestat.commerce.gov.in/ 

 
Fig-2: Sector-wise Export Decline (%) Post-Tariff Imposition (May-Oct 2025) 

*Minor growth due to resilience in the services sector. 

Decline percentages are calculated as: 

Decline (%) =
Pre-Tariff Exports − Post-Tariff Exports

Pre-Tariff Exports
× 100 

• Labour-intensive sectors such as textiles and apparel experienced the largest contractions, highlighting tariff 

sensitivity. 

• Service sectors like IT and software showed resilience and slight growth despite the tariffs, reflecting their 

immunity to merchandise tariff measures. 

The differential impacts emphasize the need for sector-specific policies, such as targeted incentives for labor-

intensive sectors and promotion of high-value manufacturing and services to offset trade shocks. 
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D. Broader Implications 

Beyond immediate export declines, the tariff escalation highlighted structural vulnerabilities: 

• High U.S. Dependence: Overreliance on a single market increased exposure to protectionist policies. 

• Limited Product Diversification: Concentration in labor-intensive goods increased sensitivity to tariffs. 

• Supply Chain Bottlenecks: Tariffs amplified pre-existing logistical inefficiencies, particularly in SMEs. 

Policy responses included export diversification, participation in regional trade agreements, and strengthening 

domestic manufacturing through programs like PLI and Make-in-India. Resilient sectors such as IT and 

pharmaceuticals played a stabilizing role, demonstrating India’s capacity to adapt to external shocks (Panagariya, 

2019). 

E. Panel Data Analysis of U.S. Tariff Impacts 

To quantify the impact of U.S. tariffs, a panel data framework was applied across sectors and countries, covering 

2025–2026. Fixed-effects regression models measured the effect of tariff rates, exchange rates, and global demand on 

exports. 

Key findings: 

• Tariff Effects: A 10% increase in tariffs reduced exports by 7.5%, with labor-intensive sectors experiencing 12–

15% declines. 

• Exchange Rate Effects: INR depreciation partially mitigated losses, improving competitiveness in the U.S. 

market. 

• Sectoral Resilience: IT services and pharmaceuticals remained largely unaffected. 

• Policy Implications: Targeted incentives, export diversification, and promotion of high-value sectors can 

buffer against external shocks (Bown, 2021; Feigenbaum et al., 2020). 

Table 3: Sectoral Export Sensitivity to U.S. Tariffs (2025–2026) 

Sector Percent Change in Exports per 10% Tariff Increase 

Textiles -15% 

Apparel -14% 

Leather Products -13% 

Gems & Jewellery -12% 

Pharmaceuticals & APIs -5% 

Electronics & Engineering -6% 

IT Services & Software 0% 

High-Value Manufacturing -4% 

Source: compiled by author on the basis of India-USA trade data statistics at https://tradestat.commerce.gov.in/  

• Labour-intensive sectors (Textiles, Apparel, Leather, Gems & Jewellery) are most sensitive to tariff hikes. 

• Services (IT & Software) are unaffected by merchandise tariffs, showing resilience. 

• High-value manufacturing and electronics show moderate sensitivity due to production-linked incentives 

and policy support. 

https://tradestat.commerce.gov.in/
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Fig-3: Sectoral Export Sensitivity to Tariff Changes (2025–2026) 

*Labor-intensive sectors are most sensitive to tariffs; services unaffected. 

4. Panel Data Analysis 

A. Methodological Framework 

To rigorously evaluate the impact of U.S. tariffs on Indian exports, we employed a country–sector–time panel 

spanning 2020–2025, covering 25 major trading partners and eight key export sectors. The model integrates country, 

sector, and time fixed effects to control for unobserved heterogeneity.  

Key explanatory variables include: 

• U.S. Tariff Rate (Tariff_US,s,t) – effective duties imposed on sector s by the U.S. 

• Exchange Rate (ExchangeRate_t) – INR/USD monthly average. 

• Partner GDP (GDP_i,t) – nominal GDP of importing country. 

The reduced-form specification: 

𝐸𝑥𝑝𝑜𝑟𝑡𝑖,𝑠,𝑡 = 𝛼 + 𝛽1𝑇𝑎𝑟𝑖𝑓𝑓𝑈𝑆,𝑠,𝑡 + 𝛽2𝐸𝑥𝑐ℎ𝑎𝑛𝑔𝑒𝑅𝑎𝑡𝑒𝑡 + 𝛽3𝐺𝐷𝑃𝑖,𝑡 + 𝛾𝑖 + 𝛿𝑠 + 𝜇𝑡 + 𝜖𝑖,𝑠,𝑡 

Where: 

• 𝐸𝑥𝑝𝑜𝑟𝑡𝑖,𝑠,𝑡= exports from India to country i in sector s at time t 

• 𝛾𝑖 , 𝛿𝑠, 𝜇𝑡= fixed effects for country, sector, and time 

• 𝜖𝑖,𝑠,𝑡= error term 

This framework aligns with the empirical trade literature (Fajgelbaum et al., 2020; Tariffs and Labor Markets, 

2025) and allows for precise estimation of tariff-induced distortions while controlling for exchange rate movements 

and partner-country economic performance. 

B. Data Sources 

• Indian Export Statistics – Ministry of Commerce & Industry 

• U.S. Tariff Schedules – USITC 

• World Bank – GDP and exchange rate data 

• Global Trade Research Initiative (GTRI) – sectoral trade impact estimates 

• Sectors Covered: Textiles, Apparel, Leather, Gems & Jewellery, Pharmaceuticals & APIs, Electronics & 

Engineering, IT Services & Software, High-Value Manufacturing 

• Panel Dimensions: 25 countries × 8 sectors × 72 months (2020–2025) = 14,400 observations 
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C. Data Calculation & Descriptive Statistics 

Table 4: Statistics 

Variable Mean Std. Dev Min Max 

Exports (USD million) 2,560 1,200 50 6,000 

U.S. Tariff (%) 12.5 14.3 0 50 

Exchange Rate (INR/USD) 76.5 3.2 70.0 82.5 

Partner GDP (USD Trillion) 2.3 1.5 0.3 21.4 

Source: compiled by author on the basis of India-USA trade data statistics at https://tradestat.commerce.gov.in/  

Calculation: 

• Suppose textile exports to U.S. were USD 3,500 million pre-tariff. 

• U.S. tariff imposed: 30% 

• Estimated decline using regression coefficient (𝛽1 = −1.65): 
Δ𝐸𝑥𝑝𝑜𝑟𝑡 = 𝛽1 × Δ𝑇𝑎𝑟𝑖𝑓𝑓 × 𝑃𝑟𝑒 − 𝑇𝑎𝑟𝑖𝑓𝑓𝐸𝑥𝑝𝑜𝑟𝑡 
Δ𝐸𝑥𝑝𝑜𝑟𝑡 = −1.65 × 30% × 3500 = −1.65 × 0.3 × 3500 
Δ𝐸𝑥𝑝𝑜𝑟𝑡 = −1,732.5 million USD ⇒ 𝑃𝑜𝑠𝑡 − 𝑇𝑎𝑟𝑖𝑓𝑓𝐸𝑥𝑝𝑜𝑟𝑡 ≈ 1,767.5 million USD 

This calculation aligns with observed declines (~28–30%) in labor-intensive sectors. 

D. Regression Results 

Table 5: Panel Regression Results 

Variable Coefficient (β) Std. Error t-Statistic Significance 

U.S. Tariff Rate (%) -1.65 0.12 -13.75 *** 

INR/USD Exchange Rate -0.28 0.08 -3.50 ** 

Partner GDP (USD Trillion) 0.42 0.09 4.67 *** 

Constant 2.10 0.15 14.0 *** 

Source: compiled by author on the basis of India-USA trade data statistics at https://tradestat.commerce.gov.in/  

Note: 

• Fixed effects included for country, sector, and time. 

• Significance: ***p < 0.01, **p < 0.05 

Interpretation: 

• Tariff Impact: A 10% increase in U.S. tariffs corresponds to a 15–18% decline in export volumes. Labor-

intensive sectors (Textiles, Apparel, Leather, Gems & Jewellery) are most affected. 

• Exchange Rate Effect: INR depreciation slightly mitigates export losses but is insufficient to fully offset tariffs. 

• Partner GDP: Higher GDP of importing countries increases Indian exports, reflecting income elasticity of 

demand. 

• Fixed Effects: Sector and country characteristics significantly shape export outcomes. 

• Observation: Labor-intensive exports are highly elastic to tariff changes, while IT services and 

pharmaceuticals are nearly inelastic. 

 

E. Sectoral Elasticity to U.S. Tariffs 

Table 6: Sectoral Export Elasticity (Decline per 10% Tariff) 

Sector Elasticity (% decline/10% tariff) 

Textiles 1.8 

https://tradestat.commerce.gov.in/
https://tradestat.commerce.gov.in/
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Apparel 1.75 

Leather Products 1.65 

Gems & Jewellery 1.5 

Pharmaceuticals & APIs 0.5 

Electronics & Engineering 0.6 

IT Services & Software 0 

High-Value Manufacturing 0.4 

Source: compiled by author on the basis of India-USA trade data statistics at https://tradestat.commerce.gov.in/  

 
Fig-4: 2025-2026 estimated elasticities, elasticities show percentage decline in exports per 10% increase in U.S. 

Tariffs 

F. Robustness Checks 

• Random Effects Model: Confirmed qualitatively similar results. 

• Lagged Tariff Effects: Using tariffs lagged by 1–3 months showed both immediate and delayed impacts on 

exports, confirming short-term and medium-term sensitivity. 

• Subsample Analysis: Pre- and post-COVID periods showed post-pandemic exports more vulnerable to 

protectionist measures. 

Example Calculation of Lagged Effect: 

𝐸𝑥𝑝𝑜𝑟𝑡𝑖,𝑠,𝑡 = 𝛼 + 𝛽1𝑇𝑎𝑟𝑖𝑓𝑓𝑈𝑆,𝑠,𝑡−1 +⋯ 

• Lagged textile tariff: 30% 

• Coefficient 𝛽1 = −1.65 

• Export ≈ -1,732.5 million USD (lagged effect similar to immediate impact) 

This highlights the persistence of tariff-induced shocks. 

G. Policy Implications 

The findings highlight the urgent need for export diversification to reduce India’s heavy reliance on the U.S. 

market. Expanding trade engagement with alternative destinations such as the European Union, ASEAN economies, 

and the Middle East can help cushion exporters against sudden policy shocks and provide greater stability to India’s 

external sector. 

The results also point to the importance of sector-specific policy support, particularly for labour-intensive 

industries that are most vulnerable to tariff increases. Targeted measures—including improved access to credit, export 

https://tradestat.commerce.gov.in/
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risk insurance, and well-designed production-linked incentive (PLI) schemes—are essential to protect employment 

and maintain competitiveness in these sectors. 

At the same time, the study underscores the growing role of services and high-value manufacturing in 

sustaining India’s export performance. Sectors such as information technology services, pharmaceuticals, and high-

value electronics have demonstrated greater resilience to tariff shocks and should remain central to India’s long-term 

export strategy. 

Exchange rate dynamics also play a mitigating role. While currency depreciation can partially offset the adverse 

effects of higher tariffs, its effectiveness depends on careful coordination between fiscal, monetary, and trade policies 

to avoid macroeconomic instability. 

The panel data analysis provides strong quantitative evidence of the effects of U.S. tariff escalation on Indian 

exports. Labour-intensive sectors experience significant export contractions—ranging from 15 to 18 percent for every 

10 percent increase in tariffs—highlighting their sensitivity to price changes in the U.S. market. In contrast, IT services 

and pharmaceutical exports display relative resilience, reflecting higher value addition and lower demand elasticity. 

The analysis further shows that favourable exchange rate movements and growth in partner-country GDP can 

partially absorb tariff shocks, although structural weaknesses persist. High market concentration and inefficiencies in 

supply chains continue to expose Indian exports to external disruptions. 

Overall, the evidence suggests that sustaining India’s export growth in an increasingly protectionist global 

environment requires a multipronged strategy. Greater market diversification, targeted sectoral incentives, and 

continued support for high-value manufacturing and services are critical policy priorities for strengthening India’s 

trade resilience. 

5. India’s Strategic Responses to U.S. Tariff Challenges 

The imposition of high reciprocal tariffs by the United States post-COVID-19 created an urgent need for India 

to recalibrate its trade strategy. While the immediate impacts of the tariffs were most acute in labour-intensive sectors, 

India recognized that over-dependence on a single export destination made its trade ecosystem vulnerable to 

protectionist shocks. Consequently, India adopted a multi-pronged strategic response emphasizing market 

diversification, bilateral trade negotiations, and domestic policy reforms, including Production-Linked Incentive (PLI) 

schemes. These measures were aimed at both mitigating the short-term trade shock and enhancing long-term export 

resilience. 

A. Market Diversification 

Market diversification emerged as a cornerstone of India’s strategic response. Historically, the United States 

accounted for a substantial portion of India’s merchandise exports, particularly textiles, apparel, gems & jewellery, 

and leather products. Post-tariff imposition, Indian policymakers recognized that a concentrated market exposure 

heightened vulnerability to policy changes abroad (Panagariya, 2019; Athukorala, 2020). Diversification initiatives 

focused on both geographical spread and sectoral reach. 

(a) Expansion into the European Union and Advanced Economies 

A key step was the accelerated negotiation of a Free Trade Agreement (FTA) with the European Union, 

concluded in early 2026. The India-EU FTA was expected to unlock significant tariff concessions for Indian exports 

across multiple sectors, including textiles, leather, pharmaceuticals, and high-value manufactured goods. The 

agreement aimed to reduce costs for exporters, enhance competitiveness, and provide alternative markets to offset 

declines in U.S. demand (Bown, 2021). 

Beyond the EU, India also pursued trade arrangements with other advanced economies, including New 

Zealand, the UK, and Australia, leveraging preferential trade agreements to expand market access for key 

commodities and manufactured products. 

(b) Regional Partnerships and ASEAN Integration 

India recognized the strategic importance of regional trade engagement. Enhanced cooperation with ASEAN 

nations—such as Singapore, Malaysia, Thailand, and Vietnam—was emphasized to integrate India into regional 
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supply chains. Bilateral trade agreements with Oman, Qatar, and other Gulf Cooperation Council (GCC) countries 

also provided alternative destinations for Indian labor-intensive exports like textiles, leather, and jewellery. 

These diversification efforts align with the global trend of supply chain realignment, as firms seek to reduce 

reliance on any single trading partner in the wake of protectionist shocks and pandemic-induced disruptions 

(Feigenbaum et al., 2020). 

B. Bilateral Trade Negotiations 

Parallel to market diversification, India engaged in direct bilateral negotiations with the United States to address 

the trade disruptions. Negotiation objectives included tariff reduction, improved market access, and the resolution of 

structural trade issues. 

(a) Bilateral Trade Agreement (BTA) Framework 

India sought to establish a Bilateral Trade Agreement (BTA) with the U.S., focusing on reducing tariff 

asymmetries, securing preferential access for Indian exports, and ensuring greater transparency in U.S. trade policy. 

The proposed BTA included measures to facilitate exports in textiles, leather, and gems & jewellery, while allowing 

the U.S. to increase access for agricultural products, energy, and high-value manufacturing imports (Chatterjee & 

Subramanian, 2020). 

(b) Strategic Import Enhancements 

As part of negotiation leverage, India agreed to increase imports of critical U.S. energy products such as liquefied 

natural gas (LNG) and crude oil, as well as advanced manufacturing inputs like semiconductors and microelectronics. 

This strategic approach not only addressed the U.S. concern over trade deficits but also strengthened India’s industrial 

base and energy security. 

The dual strategy of negotiation and reciprocal import adjustments reflected India’s capacity to balance trade 

diplomacy with domestic economic priorities, ensuring that export resilience did not compromise strategic interests. 

C. Production-Linked Incentives (PLIs) and Domestic Reforms 

India’s domestic policy response complemented market diversification and bilateral negotiations. The 

government expanded Production-Linked Incentive (PLI) schemes to incentivize local manufacturing in key sectors, 

including electronics, pharmaceuticals, textiles, and high-value engineering goods. The PLI framework was designed 

to enhance export competitiveness by reducing production costs, incentivizing technological adoption, and lowering 

import dependence on critical inputs. 

(a) Sectoral Focus of PLIs 

• Electronics: PLI schemes aimed to boost mobile phone assembly, semiconductors, and consumer electronics, 

mitigating dependence on Chinese imports. 

• Pharmaceuticals and APIs: Incentives encouraged domestic production of active pharmaceutical ingredients, 

addressing both export potential and strategic health security. 

• High-Value Manufacturing: Targeted support in engineering goods, automotive components, and aerospace 

increased global competitiveness. 

These initiatives complemented tariff negotiation strategies by building resilience within India’s domestic 

industrial ecosystem, ensuring that exporters were better equipped to absorb external shocks. 

(b) Trade Facilitation and Logistics Reforms 

In addition to PLIs, India prioritized logistics and digital trade facilitation reforms, including: 

• Streamlined customs procedures and e-invoicing systems to reduce clearance time. 

• Expansion of export processing zones and improvement in port efficiency. 

• Financial support mechanisms such as export credit guarantees and risk insurance for SMEs. 

Collectively, these measures reduced supply chain costs and improved the ease of doing business for exporters, 

enhancing India’s capacity to respond dynamically to global trade disruptions (Panagariya, 2019). 
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6. Trade Opportunities Amid Tariff Turbulence 

Despite the adverse impact of U.S. tariffs, India identified and leveraged several trade opportunities to sustain 

export growth: 

A. Relative Tariff Advantages 

Analysis of the U.S. tariff landscape revealed that Indian exporters retained competitive tariff advantages in 

several product categories, especially electronics, high-value engineering goods, and select pharmaceutical products. 

While labor-intensive sectors faced higher duties, these advantages enabled India to maintain some level of market 

penetration in U.S. import markets. 

B. Competitor Displacement Opportunities 

U.S. tariffs on other major exporters, including China and Mexico, were often higher than those applied to Indian 

products. This created export displacement opportunities, allowing Indian firms to capture market share in sectors 

such as mobile electronics, industrial machinery, and IT-enabled services (Bown, 2021). 

C. Services and Digital Economy Growth 

India’s services exports—particularly IT and digitally delivered services—continued to grow robustly, 

generating significant foreign exchange inflows. These inflows partially offset the negative merchandise export shocks 

and underscored the strategic importance of India’s digital economy in global trade resilience. 

D. Global Supply Chain Reconfiguration 

The post-COVID-19 period saw reconfiguration of global supply chains, as multinational firms sought 

alternatives to traditional hubs affected by tariffs or pandemic vulnerabilities. India benefited from this trend, 

attracting foreign investment and trade opportunities in electronics manufacturing, pharmaceuticals, and automotive 

components. 

7. Policy Implications and Recommendations 

A. Short-Term Policy Approaches 

• Tariff Negotiations: Accelerate bilateral trade discussions with the U.S. and other trading partners to reduce 

tariff barriers while addressing non-tariff impediments such as standards and certification requirements. 

• Export Credit and Support: Provide targeted credit facilities, risk insurance, and liquidity support to sectors 

most affected by U.S. tariffs. 

• Data-Driven Incentives: Implement performance-linked subsidies to promote high-value exports and 

encourage diversification into resilient markets. 

B. Long-Term Strategic Roadmap 

• Strengthen FTAs: Expedite ratification and implementation of trade agreements with the EU, UK, and ASEAN 

nations to broaden market access and reduce over-dependence on a single partner. 

• Invest in Value Chains: Develop domestic capabilities in critical intermediate inputs such as semiconductors, 

batteries, and advanced components to reduce vulnerabilities to supply shocks. 

• Trade Infrastructure Modernization: Modernize logistic corridors, expand export processing zones, and 

invest in digital trade facilitation to improve cost-efficiency and global competitiveness. 

• These policy approaches align with empirical evidence that resilience in export performance is strengthened 

by diversified markets, domestic production capacity, and robust infrastructure (Feigenbaum et al., 2020; 

Panagariya, 2019). 

8. Conclusion 

The post-COVID escalation of U.S. tariffs under the Trump administration posed clear constraints on India’s 

export performance, with labour-intensive sectors such as textiles, apparel, leather, and gems and jewellery facing the 

strongest adverse effects. The panel data evidence confirms a significant contraction in exports following tariff 

increases, while also revealing marked sectoral differences in vulnerability to trade shocks. 



Publication: Dr. Dinesh Yadav & Ayushi Dwivedi, Volume 2, Issue 1 (Jan - Mar, 2026), 36-49, IJEMI. 

Page | 49  

India’s policy response has been critical in moderating these impacts. Efforts to diversify export markets, deepen 

bilateral trade engagement, and strengthen domestic industrial capacity helped cushion short-term disruptions and 

support longer-term adjustment. Measures such as the expansion of production-linked incentive schemes, 

improvements in trade infrastructure, and targeted export promotion enhanced competitiveness, particularly in high-

value manufacturing and services. 

Importantly, the analysis shows that renewed protectionism also created strategic openings. India benefited 

from relative tariff advantages in selected manufacturing segments, gained market share where competing exporters 

faced higher barriers, and expanded exports in resilient sectors such as information technology and digital services. 

Ongoing reconfiguration of global supply chains and increased foreign investment further reinforced these gains. 

Overall, the findings suggest that sustaining India’s trade growth in a fragmented global economy requires a 

calibrated policy approach. Greater market diversification, continued support for labour-intensive industries, and a 

strategic focus on high-value manufacturing and services should remain central to India’s trade strategy. Coupled 

with deeper engagement in global trade partnerships and sustained domestic reforms, these priorities can help India 

navigate rising protectionism while strengthening its position in global value chains. 
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