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Preface

The evolving landscape of international trade has increasingly been
shaped by protectionist policies, tariff escalations, and strategic
economic negotiations. Among these developments, the tariff-related
trade dynamics between India and the United States stand out as a
significant case study due to their wide-ranging implications for
global commerce, emerging economies, and geopolitical relations.
Tariff Wars and Bilateral Trade Dynamics Between India and the
United States seeks to provide a comprehensive and analytical
understanding of how tariff measures, trade policies, and diplomatic
engagements have influenced bilateral trade relations between the two
nations.

This book examines the historical background of India—US trade
relations, the emergence of tariff disputes, and their economic
consequences across key sectors such as agriculture, manufacturing,
technology, and services. It also highlights the role of multilateral
institutions, domestic political considerations, and global economic
shifts in shaping trade outcomes. By integrating theoretical
perspectives with empirical evidence, the book aims to bridge the gap
between policy discourse and academic analysis.

The primary objective of this work is to offer policymakers,
researchers, academicians, and students a nuanced understanding of
tariff wars and their broader implications for trade stability and
economic cooperation. At a time when global trade faces uncertainty
and fragmentation, this book emphasizes the importance of dialogue,
negotiation, and strategic cooperation in fostering sustainable and
mutually beneficial trade relations.
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Chapter - 1

Introduction to Tariff Wars
and Global Trade




CONCEPT AND EVOLUTION OF TARIFF WARS

Tariff wars represent one of the most visible and contentious forms of economic
conflict in international trade. They occur when countries impose tariffs or increase
existing duties on imported goods, often in retaliation against similar measures taken
by trading partners. Although tariffs have long been a tool of national economic
policy, tariff wars reflect a more aggressive and strategic use of trade barriers, driven
by political, economic, and strategic considerations. Understanding the concept and
evolution of tariff wars is essential for analyzing contemporary global trade
dynamics, particularly in the context of major economies such as India and the United
States.

Tariff Wars Impact Global Trade

cconomic Conhiict

Visible, contentious international
trade

Aggressive trade barrier

e Strategic Use
Driven by political considerations
Global Dynamics
Analyzing contemporary trade
Concept of Tariff Wars

A tariff is a tax imposed by a government on imported goods and services. Tariffs are
generally used to protect domestic industries, generate government revenue, or
correct trade imbalances. A tariff war arises when one country’s tariff measures
provoke retaliatory actions from another country, leading to an escalating cycle of
protectionist policies. Unlike isolated tariff impositions, tariff wars are characterized
by repeated and reciprocal actions that disrupt normal trade flows and create
uncertainty in global markets (Irwin, 2017).

Tariff wars are often justified on grounds such as national security, unfair trade
practices, dumping, or protection of strategic industries. However, economic theory
suggests that while tariffs may offer short-term protection to domestic producers, they
tend to reduce overall economic welfare by increasing prices for consumers,
distorting resource allocation, and inviting retaliation (Krugman, Obstfeld, & Melitz,
2018). As a result, tariff wars are generally viewed as a “lose-lose” situation for the
global economy.

Historical Evolution of Tariff Wars
The use of tariffs as an economic instrument date back several centuries. During the
mercantilist period (16th-18th centuries), nations actively used high tariffs to




accumulate wealth by promoting exports and restricting imports. Tariffs were seen as
essential tools for strengthening national power and protecting domestic production.
This period witnessed frequent trade conflicts, particularly among European powers
competing for colonial markets.

In the late 19th and early 20th centuries, industrialization led to renewed protectionist
tendencies. One of the most notable examples was the Smoot—Hawley Tariff Act of
1930 in the United States, which sharply raised tariffs on thousands of imported
goods. This move triggered retaliatory tariffs from major trading partners and is
widely believed to have worsened the Great Depression by contracting global trade
(Irwin, 2011). The Smoot—Hawley episode became a classic example of how tariff
wars can amplify economic crises.

Post-World War Il Liberalization and Decline of Tariff Wars

Following World War Il, the devastating effects of protectionism led to a global
consensus on trade liberalization. The establishment of the General Agreement on
Tariffs and Trade (GATT) in 1947 marked a significant shift away from tariff wars
toward multilateral cooperation. Through successive negotiation rounds, GATT
helped reduce average tariff levels and created rules-based mechanisms to manage
trade disputes. This process significantly reduced the frequency of large-scale tariff
wars during the latter half of the 20th century (World Trade Organization [WTO],
2023).

The creation of the World Trade Organization (WTO) in 1995 further strengthened
the institutional framework governing global trade. The WTO provided a formal
dispute settlement mechanism, discouraging unilateral tariff actions and promoting
negotiated solutions. As a result, tariff wars became less common, and global trade
expanded rapidly under relatively stable and predictable rules.

Re-Emergence of Tariff Wars in the 21st Century

Despite decades of liberalization, tariff wars have re-emerged in the 21st century due
to shifting economic power, globalization-related disruptions, and rising geopolitical
tensions. The global financial crisis of 2008, growing income inequality, and
concerns over deindustrialization contributed to renewed protectionist sentiments in
many countries. Governments increasingly began to question the benefits of free trade
and turned back to tariffs as instruments of economic and political leverage.

The most prominent recent example is the United States—China trade war that began
in 2018, where both countries imposed significant tariffs on each other’s goods. This
episode demonstrated how modern tariff wars are not merely economic disputes but
are also linked to technology competition, supply chain security, and strategic rivalry
(Bown, 2020). The ripple effects of such tariff wars have affected global value chains
and third-party countries, including India.

Tariff Wars in the Context of Global Trade Today
In today’s interconnected global economy, tariff wars have broader and more
complex consequences than in the past. Global value chains mean that tariffs imposed
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on intermediate goods can increase production costs across multiple countries.
Moreover, tariff wars can discourage foreign investment, slow economic growth, and
undermine trust in the multilateral trading system (Krugman et al., 2018).

Another important feature of modern tariff wars is the use of tariffs alongside non-
tariff barriers, such as quotas, subsidies, and regulatory restrictions. Countries may
also invoke national security clauses or unfair trade practices to justify tariff actions,
as seen in recent disputes involving steel, aluminum, and technology products. These
developments indicate a shift from purely economic motivations to strategic and
geopolitical considerations.

Relevance for India and the United States

For India and the United States, tariff wars represent both a challenge and an
opportunity. As major trading partners with differing economic structures and policy
priorities, both countries have occasionally resorted to tariff measures to protect
domestic industries. Understanding the evolution of tariff wars provides critical
insight into the broader dynamics shaping India—US trade relations and highlights the
need for balanced, cooperative approaches to trade policy.

Tariff wars have evolved from mercantilist protectionism to modern strategic trade
conflicts shaped by globalization and geopolitics. While tariffs remain legitimate
policy tools, their aggressive and retaliatory use often leads to economic
inefficiencies and strained international relations. The historical experience of tariff
wars underscores the importance of multilateral cooperation, transparent rules, and
dialogue in managing global trade. As the global trading system faces renewed
uncertainty, the study of tariff wars remains highly relevant for policymakers,
scholars, and businesses alike.

TARIFFS AS INSTRUMENTS OF TRADE POLICY

Tariffs are among the oldest and most widely used instruments of trade policy. A
tariff is essentially a tax imposed by a government on imported goods and services,
with the primary objectives of regulating trade flows, protecting domestic industries,
and generating government revenue. Throughout economic history, tariffs have
played a central role in shaping national trade strategies and influencing bilateral and
multilateral trade relations (Krugman, Obstfeld, & Melitz, 2018).

In the contemporary global economy, tariffs are no longer merely fiscal tools but have
evolved into strategic policy instruments used to achieve broader economic, political,
and geopolitical objectives. Governments deploy tariffs to correct trade imbalances,
respond to unfair trade practices, safeguard domestic employment, and exert pressure
during trade negotiations. This strategic use of tariffs has gained renewed attention in
recent years, particularly in the context of tariff wars between major economies such
as the United States and its trading partners, including India.

Objectives of Tariffs in Trade Policy
The use of tariffs as trade policy instruments is guided by several key objectives.
First, tariffs are imposed to protect domestic industries from foreign competition.
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By increasing the price of imported goods, tariffs make domestically produced goods
relatively cheaper, thereby enhancing the competitiveness of local industries. This
protectionist motive is particularly strong in developing economies where nascent
industries require temporary support to grow and compete globally (Chang, 2002).

Second, tariffs serve as a tool for revenue generation, especially in developing
countries where tax collection systems may be less developed. Historically, tariffs
constituted a significant share of government revenue before the rise of income and
consumption taxes. Although their fiscal importance has declined in advanced
economies, tariffs continue to be an important revenue source in several emerging
economies, including India.

Third, tariffs are used to correct balance of payments deficits by discouraging
excessive imports and promoting domestic production. By reducing import demand,
tariffs can help stabilize foreign exchange reserves and improve trade balances in the
short run (Salvatore, 2020).

Finally, tariffs act as strategic instruments in international negotiations. Countries
often use tariffs as bargaining tools to secure favorable trade terms, market access, or
policy concessions from trading partners. This strategic dimension is particularly
evident in tariff wars, where retaliatory tariffs are imposed to counteract perceived
unfair trade measures.

Unveiling the Multifaceted Roles of Tariffs

Protecting Domestic
Industries

- .

=i

I- Revenue Generation

I- Correcting Balance of
Payments

| strategic Instruments

Types of Tariffs and Their Application

Tariffs can be classified into several categories based on their structure and purpose.
Ad valorem tariffs are imposed as a percentage of the value of imported goods,
while specific tariffs are levied as a fixed amount per unit of import. Some countries
use compound tariffs, which combine both ad valorem and specific elements.

From a policy perspective, tariffs may also be categorized as protective tariffs,
aimed at shielding domestic industries, and retaliatory tariffs, imposed in response
to restrictive trade measures taken by other countries. In the context of India-US
trade relations, retaliatory tariffs have gained prominence, particularly following the
imposition of US tariffs on steel and aluminum under Section 232 of the US Trade
Expansion Act.




Tariffs in the Context of Global Trade Governance

The role of tariffs has undergone significant transformation with the establishment of
the General Agreement on Tariffs and Trade (GATT) and later the World Trade
Organization (WTO). One of the core objectives of the WTO is to promote trade
liberalization by reducing tariffs and non-tariff barriers. Member countries commit to
binding their tariff rates and adhering to the principle of non-discrimination,
particularly the Most Favored Nation (MFN) principle (WTO, 2023).

Despite these commitments, the WTO framework allows countries to impose tariffs
under specific conditions, such as safeguards, anti-dumping measures, and national
security exceptions. These provisions have increasingly been invoked by major
economies, leading to renewed debates over the legitimacy and misuse of tariffs
within the multilateral trading system.

Tariffs as Instruments of Economic and Political Power

In recent years, tariffs have emerged as tools of economic statecraft. Large economies
use tariffs not only to protect domestic interests but also to influence the policy
behavior of other nations. The resurgence of tariff wars reflects a shift away from
cooperative multilateralism toward unilateral and bilateral trade strategies (Baldwin,
2016).

For the United States, tariffs have been used to address concerns related to trade
deficits, intellectual property rights, and national security. For India, tariffs function
as instruments to protect sensitive sectors such as agriculture, small-scale industries,
and manufacturing, while also responding to external trade pressures. This
asymmetric use of tariffs highlights the power dynamics embedded in bilateral trade
relations.

Economic Effects of Tariffs

From an economic standpoint, tariffs have both positive and negative effects. On the
positive side, tariffs can support domestic industries, preserve employment, and
encourage industrial diversification. On the negative side, tariffs distort market prices,
reduce consumer welfare, and may lead to inefficiencies and resource misallocation
(Krugman et al., 2018).

Moreover, tariffs often provoke retaliatory measures, escalating into tariff wars that
disrupt global supply chains and increase uncertainty in international markets. Such
trade conflicts can slow economic growth, reduce investment, and weaken global
trade cooperation. In the India—US context, tariff escalations have affected sectors
such as steel, agriculture, pharmaceuticals, and information technology services.

Relevance of Tariffs in India—US Trade Relations

The India-US trade relationship illustrates the complex role of tariffs as trade policy
instruments. While both countries are committed to expanding bilateral trade,
disagreements over market access, tariff levels, and trade remedies persist. Tariffs
have been used as leverage in negotiations over issues such as agricultural market
access, digital trade, and industrial goods.




Understanding tariffs as instruments of trade policy is therefore essential for
analyzing the broader dynamics of tariff wars and bilateral trade relations between
India and the United States. Tariffs are not merely economic tools but are deeply
embedded in political decision-making, strategic interests, and global power
structures.

Overview of Global Trade Conflicts

Global trade conflicts have emerged as one of the most defining features of the
contemporary international economic system. In an era characterized by deep
economic interdependence, cross-border supply chains, and globalization, trade
conflicts—particularly those involving tariffs—pose significant challenges to global
economic stability. A trade conflict generally arises when countries impose trade
barriers such as tariffs, quotas, or non-tariff measures in response to perceived unfair
trade practices, economic imbalances, or strategic interests. These conflicts disrupt
established trade flows, increase costs for producers and consumers, and generate
uncertainty in international markets (Krugman, Obstfeld, & Melitz, 2018).

Historically, international trade has oscillated between liberalization and
protectionism. While the post-World War Il period saw the gradual reduction of
tariffs under institutions such as the General Agreement on Tariffs and Trade (GATT)
and later the World Trade Organization (WTO), recent decades have witnessed a
resurgence of protectionist tendencies. This shift is often attributed to concerns over
domestic employment, trade deficits, national security, and the uneven distribution of
gains from globalization (Rodrik, 2011). As a result, tariff wars have re-entered
global economic discourse as tools of economic and political leverage.

Global trade conflicts are not limited to bilateral disputes but often have multilateral
repercussions. When major economies engage in tariff wars, the effects spill over to
third countries through disrupted supply chains, reduced export demand, and volatile
commodity prices. For example, tariff escalations between large trading nations can
distort global markets, forcing smaller economies to adjust trade routes or face
reduced competitiveness (Baldwin, 2016). Thus, trade conflicts today must be
understood not only as isolated national actions but as global phenomena with
systemic implications.

One of the central drivers of modern trade conflicts is the perception of unfair trade
practices. Countries frequently accuse trading partners of dumping goods at below-
market prices, providing excessive subsidies, manipulating exchange rates, or
violating intellectual property rights. These allegations often lead to the imposition of
anti-dumping duties, countervailing duties, or safeguard measures. While such
instruments are legally permitted under WTO rules, their increasing and sometimes
strategic use has intensified trade tensions rather than resolving them (WTO, 2020).

Another important factor contributing to global trade conflicts is the rise of economic
nationalism. Governments across both developed and emerging economies have
increasingly prioritized domestic industries, employment protection, and strategic




sectors. Tariffs are often justified as necessary tools to protect infant industries or
revive declining manufacturing sectors. However, economists argue that such
measures may offer short-term relief while generating long-term inefficiencies, higher
consumer prices, and retaliatory actions from trading partners (Irwin, 2017).

Technological change and digital trade have also added new dimensions to global
trade conflicts. Disputes today extend beyond traditional goods trade to encompass
services, data flows, digital taxation, and technology transfer. Countries differ
significantly in their regulatory approaches to digital trade, data localization, and
competition policy, leading to friction in global trade governance. These emerging
issues complicate existing trade frameworks and challenge the effectiveness of
multilateral dispute resolution mechanisms (UNCTAD, 2019).

The weakening of multilateral institutions has further exacerbated global trade
conflicts. The WTO, once regarded as the cornerstone of the global trading system,
has faced criticism for slow dispute resolution processes and difficulties in adapting
to new trade realities. The paralysis of the WTO’s Appellate Body has encouraged
countries to pursue unilateral measures or bilateral negotiations instead of multilateral
solutions. This shift undermines the rules-based trading system and increases the
likelihood of retaliatory tariff wars (Hoekman & Kostecki, 2017).

Trade conflicts are also closely intertwined with geopolitics. Economic measures such
as tariffs are increasingly used to achieve strategic and political objectives, blurring
the line between economic policy and national security. Trade restrictions justified on
security grounds have become more frequent, raising concerns about their potential
misuse. Such developments signal a transformation in the nature of global trade
conflicts—from purely economic disagreements to broader struggles for influence
and dominance in the global order (Farrell & Newman, 2019).

The consequences of global trade conflicts are far-reaching. At the macroeconomic
level, tariff wars can reduce global trade volumes, slow economic growth, and
increase inflationary pressures. At the microeconomic level, firms face higher input
costs, disrupted supply chains, and reduced investment confidence. Consumers
ultimately bear the burden through higher prices and reduced product choices.
Developing and emerging economies are particularly vulnerable, as they often lack
the capacity to absorb shocks arising from global trade disruptions (World Bank,
2020).

In this broader context, understanding global trade conflicts is essential for analyzing
bilateral trade relations, including those between India and the United States. Both
countries operate within the global trading system while pursuing national economic
interests, making them susceptible to global trends in protectionism and tariff
escalation. An overview of global trade conflicts thus provides the necessary
foundation for examining how tariff wars shape bilateral trade dynamics, policy
responses, and future economic cooperation.




Global trade conflicts represent a complex interplay of economic, political, and
strategic factors. While tariffs remain one of the most visible instruments of such
conflicts, their implications extend far beyond customs duties. As globalization
evolves and geopolitical uncertainties intensify, trade conflicts are likely to remain a
persistent feature of the international economic landscape. A nuanced understanding
of these conflicts is therefore critical for policymakers, scholars, and stakeholders
seeking to navigate and stabilize global trade relations.

SIGNIFICANCE OF INDIA-US TRADE RELATIONS

The trade relationship between India and the United States holds substantial
significance in the context of global trade dynamics, tariff wars, and international
economic governance. As two of the world’s largest economies—one a developed
economic power and the other a major emerging market—their bilateral trade
relationship reflects broader shifts in globalization, strategic partnerships, and the
evolving nature of international trade policy. The importance of India—US trade
relations extends beyond commercial exchanges, influencing geopolitical alignments,
supply chain restructuring, and global economic stability.

Economic Significance in Global Trade

India and the United States together account for a considerable share of global output
and trade. The United States remains the world’s largest economy, while India is
among the fastest-growing major economies. Bilateral trade between the two
countries has expanded significantly over the past two decades, driven by trade
liberalization, technological cooperation, and rising consumer demand (World Bank,
2022). The US is one of India’s largest trading partners, while India represents a
crucial emerging market for American firms seeking diversification beyond
traditional markets.

The significance of this relationship lies in its scale and composition. India exports a
diverse range of goods and services to the US, including pharmaceuticals, textiles,
gems and jewelry, information technology services, and engineering goods. In return,
the US exports high-value products such as aircraft, defense equipment, agricultural
commodities, and advanced technology services to India (Office of the United States
Trade Representative [USTR], 2023). This complementary trade structure enhances
mutual economic gains while deepening interdependence between the two economies.

Role in Global Value Chains and Supply Chains

India—US trade relations play a critical role in global value chains (GVCs),
particularly in sectors such as information technology, pharmaceuticals, electronics,
and manufacturing. The United States relies heavily on Indian IT and business
process outsourcing services, which contribute to productivity gains and cost
efficiency for American corporations (OECD, 2021). Simultaneously, US investments
and technological transfers support India’s integration into higher value-added
segments of global production networks.




In the context of tariff wars and rising protectionism, the India—US trade relationship
has gained renewed importance as both countries seek to diversify supply chains and
reduce overdependence on specific regions. Strategic cooperation in trade and
investment is increasingly viewed as a mechanism to enhance economic resilience
and supply chain security (Bown, 2020). Thus, bilateral trade is not merely
transactional but strategic in nature.

Strategic and Geopolitical Importance

Beyond economics, India-US trade relations carry substantial geopolitical
significance. Trade policy has become an integral component of broader strategic
cooperation between the two nations, particularly within the Indo-Pacific region.
Strengthening economic ties supports shared objectives such as regional stability,
rule-based trade, and counterbalancing the influence of other major economic powers
(Pant & Rej, 2018).

Tariff disputes and negotiations between India and the US often reflect underlying
strategic considerations. While tariff wars may create short-term tensions, the long-
term trajectory of the relationship emphasizes cooperation over conflict. Trade
engagement reinforces diplomatic ties, fosters trust, and supports broader strategic
partnerships in defense, technology, and energy sectors. Therefore, India—US trade
relations are significant not only for bilateral gains but also for shaping the global
balance of power.

Employment, Innovation, and Economic Development

The significance of India-US trade relations is also evident in their impact on
employment, innovation, and economic development. Exports to the US generate
millions of jobs in India, particularly in labor-intensive sectors such as textiles,
pharmaceuticals, and IT services. Similarly, Indian companies operating in the US
contribute to job creation, investment, and innovation within the American economy
(Confederation of Indian Industry [CII], 2022).

Trade relations promote innovation through collaboration in research and
development, technology transfer, and knowledge sharing. The exchange of goods,
services, and capital enhances productivity and supports long-term economic growth
in both countries. This mutual benefit underscores the importance of maintaining
stable and predictable trade relations, even amid tariff-related disputes.

Significance in the Context of Tariff Wars

Tariff wars between major economies have reshaped the global trade environment,
making the India—US relationship particularly significant. Disputes over tariffs,
market access, and trade remedies highlight the challenges of balancing domestic
economic interests with global trade commitments. However, these tensions also
emphasize the importance of dialogue, negotiation, and institutional mechanisms such
as the World Trade Organization (WTO) in managing conflicts (WTO, 2023).

India—US trade relations serve as a case study in managing tariff conflicts between
unequal but interdependent economies. The ability of both nations to negotiate,
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retaliate selectively, and ultimately seek compromise reflects the maturity and
strategic importance of their relationship. This dynamic illustrates how tariff wars can
coexist with long-term cooperation, making the bilateral relationship significant in
understanding modern trade diplomacy.

The significance of India—US trade relations lies in their economic scale, strategic
importance, and broader global implications. The relationship contributes to global
trade growth, supply chain resilience, employment generation, and technological
advancement. Despite periodic tariff wars and trade disputes, the long-term trajectory
of India—US trade relations reflects mutual dependence and shared strategic interests.
As global trade continues to face uncertainty and fragmentation, the importance of
this bilateral relationship will likely increase, shaping not only national economies but
also the future of global trade governance.
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Chapter - 2

Historical Evolution of India—
US Trade Relations




EARLY TRADE RELATIONS AND DIPLOMATIC TIES BETWEEN INDIA
AND THE UNITED STATES

The early trade relations and diplomatic ties between India and the United States form
the foundational context for understanding the contemporary dynamics of bilateral
trade and tariff-related conflicts. Although formal diplomatic engagement between
the two countries began in the mid-twentieth century, economic interactions can be
traced back to the late eighteenth and early nineteenth centuries. These early
exchanges were shaped by colonial structures, evolving geopolitical interests, and
contrasting economic ideologies, which collectively influenced the trajectory of
India—US trade relations.

Trade between the American colonies and the Indian subcontinent existed even before
the United States gained independence in 1776. American merchants, particularly
from New England, were actively engaged in maritime trade with British India,
importing commodities such as spices, textiles, indigo, silk, and tea, while exporting
silver, cotton, and manufactured goods (Frankel, 2000). These early commercial
interactions were driven primarily by private trading interests rather than state-led
initiatives. Despite operating under British colonial regulations, American traders
gradually established a presence in Indian ports such as Calcutta, Bombay, and
Madras, laying the groundwork for future economic engagement.

Early Trade Dynamics Between America and India

Silver and Cotton 4 (“4 Spices and
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American Merchants British India

Formal diplomatic relations between India and the United States were established in
1947, following India’s independence from British colonial rule. The United States
was among the first countries to recognize independent India, signaling the
importance of diplomatic goodwill in shaping bilateral relations. However, in the
immediate post-independence period, trade relations remained limited in scope and
volume. India adopted a state-led, import-substitution industrialization strategy,
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emphasizing self-reliance and protectionism, while the United States emerged as a
proponent of liberal trade and capitalist economic systems (Panagariya, 2004). These
ideological differences restricted deeper trade integration during the early decades of
diplomatic engagement.

During the Cold War era, geopolitical considerations played a dominant role in
shaping India—US relations. India’s policy of non-alignment, combined with its close
ties to the Soviet Union, often led to diplomatic and economic tensions with the
United States. As a result, trade relations were not prioritized, and bilateral trade
remained modest compared to the potential size of both economies. The United States
viewed India primarily through a strategic and political lens rather than as a key
trading partner, while India remained cautious about economic dependence on
Western powers (Cohen, 2001).

Despite these challenges, the United States provided significant economic assistance
to India during the 1950s and 1960s, particularly in the areas of food security and
industrial development. Programs such as the Public Law 480 (PL-480) food aid
initiative played a crucial role in addressing India’s food shortages, indirectly
influencing trade relations by strengthening economic ties and trust between the two
countries (Raghavan, 2010). Although aid-based engagement does not constitute trade
in the conventional sense, it helped establish institutional linkages and mutual
familiarity that later facilitated commercial cooperation.

Trade during this period was largely commodity-based, with India exporting
agricultural products, textiles, and handicrafts to the United States, while importing
machinery, chemicals, and technological equipment. However, high tariff barriers,
licensing requirements, and restrictive trade policies in India limited the growth of
bilateral trade. The United States, on the other hand, occasionally expressed concerns
about market access, intellectual property protection, and regulatory transparency in
India, issues that would later become central to trade negotiations and tariff disputes
(USTR, 2018).

Diplomatic engagement during the early decades also extended to multilateral
platforms such as the General Agreement on Tariffs and Trade (GATT). Both India
and the United States were founding members of GATT, reflecting their shared
interest in a rules-based international trading system. However, their approaches
within the framework differed significantly. India advocated special and differential
treatment for developing countries, emphasizing the need for policy space and
protection of domestic industries, while the United States pushed for greater market
liberalization and tariff reduction (Bhagwati & Srinivasan, 1975). These divergent
perspectives influenced early trade diplomacy and contributed to periodic friction.

The late 1970s and 1980s marked a gradual shift in bilateral relations, as economic
pragmatism began to complement ideological considerations. Limited trade
liberalization measures in India, coupled with growing interest from American
businesses, led to incremental growth in trade volumes. Nonetheless, the overall
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relationship remained constrained by regulatory barriers and mutual skepticism.
Tariff issues during this phase were less confrontational but reflected structural
differences in economic policy priorities.

The early trade relations and diplomatic ties between India and the United States were
characterized by cautious engagement, shaped by colonial legacies, Cold War
geopolitics, and divergent economic ideologies. While commercial interactions
existed long before formal diplomatic ties, meaningful trade integration remained
limited during the initial decades after India’s independence. However, these early
experiences were crucial in building institutional frameworks, diplomatic channels,
and mutual understanding. They also laid the foundation for the more dynamic and
sometimes contentious trade relationship that emerged in the post-liberalization era.
Understanding this historical background is essential for analyzing contemporary
tariff wars and bilateral trade dynamics between the two nations.

TRADE LIBERALIZATION AND ECONOMIC REFORMS IN INDIA

Trade liberalization and economic reforms in India represent a critical turning point in
shaping contemporary India—United States (US) bilateral trade relations. Prior to the
1990s, India followed a highly regulated, inward-looking economic model
characterized by protectionism, import substitution, and extensive state control. The
shift towards liberalization not only transformed India’s domestic economic structure
but also significantly altered its engagement with major global trading partners,
particularly the United States. Understanding this reform trajectory is essential to
analyze the evolving trade dynamics and tariff-related tensions between the two
economies.

Pre-Reform Trade Regime in India

Before 1991, India’s trade policy was dominated by high tariff barriers, quantitative
restrictions, licensing requirements, and foreign exchange controls. Imports were
tightly regulated through the “License Raj,” and tariffs were among the highest in the
world, often exceeding 150 percent for manufactured goods (Panagariya, 2008). This
approach aimed to protect domestic industries, promote self-reliance, and reduce
dependence on foreign economies. While this strategy fostered the growth of some
indigenous industries, it also led to inefficiencies, lack of competitiveness,
technological stagnation, and limited integration with global markets.

India—US trade during this period remained modest and constrained. The United
States viewed India as a relatively closed economy with limited market access, while
India perceived US trade practices as favoring its own commercial interests.
Consequently, bilateral trade relations lacked depth and strategic significance prior to
liberalization.

Economic Crisis and the Genesis of Reforms

The balance of payments crisis of 1991 marked a watershed moment in India’s
economic history. A severe shortage of foreign exchange reserves, rising fiscal
deficits, and macroeconomic instability compelled India to seek financial assistance
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from the International Monetary Fund (IMF) and the World Bank. In return, India
undertook a comprehensive program of structural adjustment and economic reforms,
which laid the foundation for trade liberalization (Government of India [Gol], 1991).

The reform agenda aimed to dismantle trade barriers, promote export
competitiveness, attract foreign investment, and integrate India into the global
economy. These reforms were not merely crisis-driven responses but represented a
fundamental shift in India’s economic philosophy—from protectionism to market-
oriented growth.

Key Trade Liberalization Measures

One of the most significant components of India’s economic reforms was trade
liberalization. Tariff rates were progressively reduced across sectors, and quantitative
restrictions on imports were gradually eliminated. Average applied tariff rates
declined sharply from over 80 percent in the late 1980s to around 10-15 percent by
the mid-2000s (World Bank, 2020). This reduction enhanced market access and
increased India’s participation in global trade.

Additionally, the government abolished industrial licensing for most sectors,
simplified customs procedures, and liberalized the exchange rate regime by moving
towards a market-determined system. Export promotion measures, including duty
drawback schemes and export-oriented units, were introduced to improve India’s
global competitiveness.

These reforms had a direct impact on India—US trade relations. Improved market
access encouraged US firms to explore opportunities in India, while Indian exporters
benefited from reduced trade barriers and increased demand in the US market,
particularly in textiles, pharmaceuticals, information technology, and engineering
goods.

Liberalization of Foreign Investment and Services Trade

Trade liberalization in India was complemented by reforms in foreign direct
investment (FDI) and services trade. India opened several sectors to foreign
investment, including telecommunications, financial services, manufacturing, and
information technology. The United States emerged as one of the largest sources of
FDI into India, contributing capital, technology, and managerial expertise (UNCTAD,
2021).

The liberalization of the services sector played a pivotal role in strengthening bilateral
trade ties. India’s comparative advantage in information technology and business
process outsourcing (BPO) coincided with growing demand in the US market. As a
result, services trade became a dominant component of India—US economic
engagement, reshaping the nature of bilateral trade beyond traditional goods.

Integration into Multilateral Trade Frameworks

India’s trade liberalization was also influenced by its active participation in
multilateral trade institutions, particularly the World Trade Organization (WTO),
established in 1995. As a WTO member, India committed to reducing tariffs,

16




eliminating non-tariff barriers, and adhering to global trade rules. This increased
predictability and transparency in India’s trade regime, which was welcomed by the
United States and other trading partners.

However, despite liberalization, India retained relatively higher tariffs in certain
sensitive sectors such as agriculture, automobiles, and electronics. These remaining
protectionist elements later became sources of friction in India—US trade relations,
particularly during periods of tariff escalation and trade disputes.

Implications for India—US Trade Dynamics

The liberalization and reform process significantly expanded bilateral trade volumes
between India and the United States. From modest levels in the early 1990s, India—US
trade grew into a multi-billion-dollar partnership, with the US becoming one of
India’s largest trading partners. Liberalization enhanced economic interdependence,
increased supply chain integration, and diversified the trade basket.

At the same time, the reforms also exposed structural asymmetries between the two
economies. While the US sought deeper market access and lower tariffs, India
balanced liberalization with domestic developmental priorities. These differing
perspectives continue to shape tariff negotiations, trade disputes, and policy debates
between the two countries.

Trade liberalization and economic reforms in India marked a transformative phase in
the historical evolution of India—US trade relations. By reducing trade barriers,
liberalizing investment regimes, and integrating into the global trading system, India
repositioned itself as an important economic partner of the United States. While
liberalization strengthened bilateral trade ties and expanded opportunities, it also laid
the groundwork for future tariff-related conflicts arising from differing economic
structures and policy objectives. Understanding this reform trajectory is essential for
analyzing contemporary tariff wars and bilateral trade dynamics between India and
the United States.

KEY MILESTONES IN BILATERAL TRADE AGREEMENTS

The trade relationship between India and the United States has evolved significantly
over the past seven decades, shaped by changing political priorities, economic
reforms, and global trade regimes. Bilateral trade agreements and institutional
mechanisms have played a crucial role in transforming the India—US relationship
from limited engagement in the early post-independence period to a strategic
economic partnership in the 21st century. Understanding the key milestones in
bilateral trade agreements helps explain how tariff policies, market access, and
regulatory cooperation have developed over time and how periodic tariff conflicts
have emerged.

Early Phase: Limited Engagement (1947-1990)

In the initial decades following India’s independence in 1947, India—US trade
relations remained modest. India followed a protectionist, inward-looking
development strategy characterized by high tariffs, import substitution, and extensive
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state control over trade. During this period, trade interactions were largely governed
by multilateral frameworks such as the General Agreement on Tariffs and Trade
(GATT), rather than comprehensive bilateral trade agreements (Panagariya, 2008).

The United States emerged as an important aid provider to India during the 1950s and
1960s under programs such as the PL-480 agreement, which focused on food aid
rather than reciprocal trade liberalization. While these arrangements strengthened
diplomatic ties, they did not substantially enhance bilateral trade flows or reduce tariff
barriers. As a result, India—US trade remained constrained by high duties, licensing
requirements, and foreign exchange controls imposed by India (Srinivasan, 2001).

Economic Reforms and Trade Liberalization (1991-2000)

A major turning point in India—US trade relations occurred with India’s economic
liberalization in 1991. Facing a balance-of-payments crisis, India initiated structural
reforms that included tariff reductions, deregulation, and increased openness to
foreign trade and investment. These reforms laid the foundation for deeper bilateral
trade engagement with the United States (Ahluwalia, 2002).

During the 1990s, several institutional mechanisms were established to promote trade
dialogue. The India—US Commercial Dialogue, launched in 1991, became a key
platform for addressing trade barriers, intellectual property rights, and market access
issues. Although no comprehensive free trade agreement was signed, sector-specific
agreements and memoranda of understanding facilitated cooperation in areas such as
textiles, agriculture, and services (USTR, 2019).

India’s accession to the World Trade Organization (WTQO) in 1995 further aligned its
trade policies with global norms. WTO commitments required India to reduce tariffs,
eliminate quantitative restrictions, and strengthen dispute settlement mechanisms.
This multilateral integration indirectly enhanced India—US trade by creating a more
predictable and rules-based trading environment (Bagwell & Staiger, 2002).

Strategic Partnership and Expanding Trade Frameworks (2000-2010)

The early 2000s marked a phase of strategic convergence between India and the
United States, with trade agreements reflecting broader geopolitical cooperation. The
establishment of the India—US Trade Policy Forum (TPF) in 2005 represented a
significant milestone. The TPF aimed to deepen bilateral trade ties by addressing
tariff issues, regulatory barriers, and investment constraints through structured
negotiations (Ministry of Commerce and Industry, 2020).

Another landmark event was the India—US Civil Nuclear Agreement of 2008. While
primarily strategic in nature, the agreement had substantial economic implications by
opening new avenues for trade in nuclear technology, energy, and high-value
manufacturing. It also symbolized growing trust and policy alignment between the
two countries, indirectly supporting trade and investment flows (Tellis, 2009).

During this period, bilateral trade expanded rapidly, driven by growth in services
trade, particularly information technology and business process outsourcing.
However, disagreements persisted over agricultural subsidies, intellectual property
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protection, and tariff peaks in sensitive sectors such as automobiles and
pharmaceuticals (Panagariya, 2014).

Trade Frictions and Tariff Disputes (2010-2020)

The post-2010 decade witnessed both deepening trade engagement and rising tariff
tensions. One significant milestone was India’s designation as a beneficiary under the
US Generalized System of Preferences (GSP), which allowed duty-free access for
certain Indian exports. However, in 2019, the United States withdrew India’s GSP
status, citing concerns over market access and tariff barriers, marking a setback in
bilateral trade cooperation (USTR, 2019).

The imposition of US tariffs on steel and aluminum under Section 232 in 2018
represented another critical milestone. These tariffs affected Indian exports and
prompted retaliatory tariffs by India on select US products. The episode highlighted
how national security-based tariff measures could disrupt bilateral trade relations and
escalate into tariff wars (Bown & Irwin, 2019).

Despite these conflicts, dialogue mechanisms such as the Trade Policy Forum and
WTO dispute settlement processes continued to serve as important platforms for
negotiation and conflict resolution. The absence of a comprehensive bilateral free
trade agreement meant that trade relations remained vulnerable to unilateral tariff
actions and policy shifts.

Recent Developments and Emerging Frameworks (2020 onwards)

In recent years, India and the United States have sought to stabilize trade relations
amid global uncertainties, including the COVID-19 pandemic and shifting supply
chains. The launch of the Indo-Pacific Economic Framework (IPEF) and renewed
discussions on digital trade, supply chain resilience, and critical technologies
represent new milestones in bilateral economic cooperation (White House, 2022).

Although these frameworks do not focus primarily on tariff reduction, they signal a
shift toward issue-based trade agreements that address regulatory standards,
sustainability, and strategic industries. This evolving approach reflects lessons learned
from earlier tariff conflicts and underscores the importance of cooperation in a
fragmented global trade environment.

The historical evolution of India—US trade relations demonstrates that bilateral trade
agreements and institutional mechanisms have played a pivotal role in shaping trade
dynamics. From early aid-based arrangements to structured trade dialogues and
strategic frameworks, key milestones reveal a gradual movement toward deeper
economic engagement. However, recurring tariff disputes and the absence of a
comprehensive free trade agreement have limited the full potential of bilateral trade.
Understanding these milestones is essential for analyzing contemporary tariff wars
and identifying pathways for more stable and mutually beneficial trade relations in
the future.
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Changing trade priorities of both nations

The evolution of trade relations between India and the United States reflects a gradual
but significant shift in the economic priorities, policy orientations, and strategic
interests of both nations. From a relationship characterized by limited engagement
and ideological differences during the Cold War period, India-US trade has
transformed into a multifaceted economic partnership shaped by globalization,
technological advancement, geopolitical realignments, and domestic economic
reforms. The changing trade priorities of both countries have played a central role in
defining the trajectory of bilateral trade relations and, more recently, in shaping tariff
disputes and negotiations.

Early Phase: Divergent Economic Priorities (1947-1990)

In the decades following India’s independence in 1947, the trade priorities of India
and the United States were largely misaligned. India adopted a state-led, import-
substitution industrialization strategy, emphasizing self-reliance, protection of
domestic industries, and limited foreign trade. High tariffs, quantitative restrictions,
and strict licensing systems dominated India’s trade policy framework (Panagariya,
2008). The priority for India during this phase was economic sovereignty rather than
export competitiveness.

In contrast, the United States emerged as a strong proponent of free trade and liberal
economic order after World War Il. Its trade priorities focused on expanding global
markets, reducing tariff barriers, and promoting capitalist economic systems through
institutions such as the General Agreement on Tariffs and Trade (GATT). Given
India’s inward-looking approach and its leadership role in the Non-Aligned
Movement, trade engagement between the two countries remained modest and lacked
strategic depth (Madan, 2020).

Liberalization and Market Access: India’s Shift in Trade Priorities (Post-1991)
A fundamental shift in India’s trade priorities occurred with the economic
liberalization reforms initiated in 1991. Facing a balance of payments crisis, India
dismantled many protectionist barriers, reduced tariffs, liberalized foreign investment
norms, and actively integrated into the global trading system. Export promotion,
foreign direct investment (FDI), and access to advanced markets became key
objectives of India’s trade policy (Panagariya, 2008).

For India, the United States emerged as a critical trade partner due to its large
consumer market, technological leadership, and investment potential. India’s
priorities increasingly focused on expanding exports in sectors such as information
technology services, pharmaceuticals, textiles, engineering goods, and later digital
services. Services trade, particularly IT and business process outsourcing, became a
cornerstone of India’s engagement with the US market, reflecting India’s comparative
advantage in skilled labor (World Bank, 2020).
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Evolving US Trade Priorities: From Liberalism to Strategic Protectionism

While the United States traditionally championed free trade, its trade priorities began
to evolve in the late 2000s and more visibly in the 2010s. Concerns over trade
deficits, job losses in manufacturing, and competition from emerging economies
prompted a shift toward a more protectionist and strategic trade approach. The US
increasingly emphasized “fair trade” rather than “free trade,” focusing on reciprocity,
market access, and enforcement of trade rules (USTR, 2023).

India, despite being a strategic partner, came under scrutiny for its relatively high
tariffs, localization requirements, and regulatory barriers. The US trade priority
shifted toward securing greater access for American agricultural products, medical
devices, dairy, digital services, and intellectual property protection in India. This
reorientation contributed to tensions, including the withdrawal of India’s preferential
access under the Generalized System of Preferences (GSP) in 2019 (Congressional
Research Service [CRS], 2022).

Strategic and Sectoral Reorientation in the 21st Century

In the 21st century, trade priorities of both nations have increasingly been shaped by
strategic and geopolitical considerations. For India, diversification of trade partners,
strengthening domestic manufacturing through initiatives like “Make in India,” and
reducing overdependence on any single country have become key priorities. India has
adopted a cautious approach to trade agreements, prioritizing policy space for
domestic industries while selectively engaging in bilateral negotiations (Mukherjee,
2021).

For the United States, India is viewed not only as a trade partner but also as a
strategic counterbalance in the Indo-Pacific region. Consequently, US trade priorities
now include supply chain resilience, critical technologies, defense production, clean
energy, and semiconductor cooperation. Trade is increasingly linked with national
security, leading to selective tariff measures and strategic trade controls (Madan,
2020).

Digital Trade, Technology, and Emerging Priorities

A notable shift in bilateral trade priorities is the growing importance of digital trade,
data governance, and technology collaboration. India emphasizes data sovereignty,
digital public infrastructure, and domestic innovation ecosystems, while the US
prioritizes free data flows, protection of digital services firms, and strong intellectual
property rights. These differing priorities have generated both opportunities for
cooperation and sources of friction (World Bank, 2020).

Additionally, sustainability, labor standards, and environmental concerns are
emerging as new trade priorities for the United States, influencing trade negotiations
and tariff policies. India, while recognizing these concerns, emphasizes
developmental needs and equitable transition, reflecting differing stages of economic
development.
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The changing trade priorities of India and the United States illustrate a dynamic and
evolving bilateral relationship shaped by domestic economic transformations, global
trade shifts, and strategic considerations. India’s transition from protectionism to
selective liberalization and export-led growth has fundamentally altered its
engagement with the US. Simultaneously, the US shift from traditional trade
liberalism to strategic and reciprocal trade policies has redefined expectations from
emerging partners like India. These evolving priorities have not only expanded trade
volumes but have also introduced new complexities, including tariff disputes and
regulatory tensions, which continue to shape the future of India—US trade relations.
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Chapter - 3

Theoretical Framework of
Tariffs and Trade Dynamics




CLASSICAL AND MODERN THEORIES OF INTERNATIONAL TRADE
International trade theory provides the conceptual foundation for understanding how
and why countries engage in trade, the role of tariffs in shaping trade flows, and the
economic consequences of trade policies such as tariff wars. In the context of India—
United States trade relations, these theories help explain the motivations behind
tariff imposition, retaliation, negotiation, and cooperation. Classical and modern trade
theories differ in their assumptions, scope, and relevance to contemporary global
trade dynamics, yet together they offer a comprehensive framework for analyzing
bilateral trade conflicts and tariff strategies.

Classical Theories of International Trade

Classical trade theories emerged between the late 18th and early 20th centuries,
focusing primarily on production efficiency, cost advantages, and factor endowments.
These theories assume perfect competition, full employment, and minimal
government intervention.

Absolute Advantage Theory

Proposed by Adam Smith (1776), the theory of absolute advantage argues that
countries should specialize in the production and export of goods in which they are
more efficient than others, measured in terms of productivity. Trade allows countries
to benefit mutually by exchanging goods produced at lower absolute costs.

In the India—US context, this theory suggests that the United States exports capital-
intensive and technology-driven goods, while India specializes in labor-intensive
goods and services. Tariffs disrupt this natural specialization by raising prices and
reducing trade efficiency, leading to welfare losses for both countries (Smith, 1776).

Comparative Advantage Theory

David Ricardo (1817) extended Smith’s work by introducing the theory of
comparative advantage, which emphasizes relative cost differences rather than
absolute efficiency. According to Ricardo, even if a country is more efficient in
producing all goods, trade is still beneficial if it specializes in goods where its relative
efficiency is highest.

Comparative advantage remains a cornerstone for analyzing tariff wars. Tariffs
imposed by either India or the United States distort relative prices, undermine
comparative advantages, and lead to inefficient resource allocation. For example,
tariffs on steel or agricultural products shift production away from efficient
producers, increasing costs for consumers and downstream industries (Ricardo,
1817).

Heckscher—Ohlin Theory

The Heckscher—Ohlin (H-O) model explains trade patterns based on countries’
factor endowments—Iand, labor, and capital. Countries export goods that intensively
use their abundant factors and import goods that use scarce factors (Heckscher &
Ohlin, 1933).
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India, with abundant labor, tends to export labor-intensive products and services,
while the United States, rich in capital and technology, exports capital-intensive
goods. Tariff wars challenge this factor-based specialization, often protecting
politically sensitive sectors rather than economically efficient ones. However, critics
argue that the H-O model fails to explain modern trade dominated by technology,
services, and multinational firms.

Limitations of Classical Trade Theories

While classical theories provide valuable insights, they have notable limitations. They
assume perfect competition, ignore economies of scale, overlook technological
change, and understate the role of government policies and strategic behavior. These
shortcomings led to the development of modern trade theories better suited to
analyzing contemporary tariff conflicts and bilateral trade relations.

Modern Theories of International Trade
Modern trade theories emerged after World War I, reflecting changes in global
production, technological innovation, and trade policy complexity.

New Trade Theory

Developed by Paul Krugman (1979, 1980), New Trade Theory emphasizes
economies of scale, product differentiation, and imperfect competition. It explains
why countries with similar factor endowments trade extensively with each other,
particularly in manufactured goods and services.

In India-US trade, New Trade Theory explains the dominance of intra-industry trade
in sectors such as pharmaceuticals, automobiles, and information technology. Tariffs
in such industries can significantly reduce market size, limit scale economies, and
raise production costs, thereby harming both exporters and consumers (Krugman,
1980).

Strategic Trade Theory

Strategic Trade Theory argues that government intervention through tariffs, subsidies,
or trade restrictions can sometimes improve national welfare by supporting domestic
firms in industries characterized by oligopoly and high entry barriers (Brander &
Spencer, 1985).

This theory is particularly relevant to tariff wars. The United States has used tariffs as
strategic tools to protect domestic industries and counter perceived unfair trade
practices. India, in turn, has employed retaliatory tariffs to protect domestic producers
and enhance bargaining power. However, strategic trade policies carry risks of
retaliation, prolonged trade conflicts, and global welfare losses.

Firm-Level and New-New Trade Theory

Recent advancements, often called New-New Trade Theory, focus on firm-level
heterogeneity, recognizing that only the most productive firms engage in exporting
(Melitz, 2003). Trade liberalization allows efficient firms to expand, while tariffs
disproportionately harm exporters by increasing costs and reducing market access.
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In bilateral tariff disputes, large multinational firms in India and the US may absorb
tariff costs temporarily, while small and medium enterprises face significant
disadvantages. This framework helps explain uneven sectoral impacts of tariff wars.

Relevance to India-US Tariff Wars

Together, classical and modern theories highlight that tariff wars are not merely
economic phenomena but also political and strategic actions. While classical theories
emphasize efficiency and welfare losses, modern theories acknowledge the role of
power, market structure, and strategic interests. India—US tariff dynamics reflect a
blend of protectionism, strategic bargaining, and attempts to rebalance trade relations
in a complex global economy.

Classical and modern trade theories provide complementary perspectives for
understanding tariffs and bilateral trade dynamics. Classical theories underscore the
efficiency costs and welfare implications of tariffs, while modern theories explain
strategic behavior, imperfect competition, and firm-level effects. In analyzing tariff
wars between India and the United States, these theoretical frameworks offer critical
insights into policy motivations, economic consequences, and future trade prospects.

Political economy of tariffs

The political economy of tariffs examines how political forces, institutional
structures, and interest group dynamics shape tariff policies, often beyond purely
economic considerations. While classical economic theory generally views tariffs as
welfare-reducing instruments that distort markets and reduce efficiency, real-world
tariff decisions are deeply embedded in political processes. In the context of bilateral
trade relations between India and the United States, tariff policies cannot be fully
understood without analyzing domestic political incentives, lobbying pressures,
strategic interests, and geopolitical considerations.

Conceptual Foundations of the Political Economy of Tariffs

Traditional trade theories, such as comparative advantage, argue for free trade as a
means of maximizing global welfare (Ricardo, 1817). However, political economy
perspectives challenge this normative ideal by emphasizing that governments do not
operate as neutral welfare maximizers. Instead, policymakers respond to pressures
from influential domestic actors, including industries, labor unions, and voters, whose
interests may favor protectionism (Krugman, Obstfeld, & Melitz, 2018).

The political economy approach highlights the divergence between economic
efficiency and political feasibility. Tariffs are often imposed not because they
enhance national welfare, but because they benefit concentrated interest groups while
dispersing costs across a broad consumer base. Since the losses faced by consumers
are relatively small per individual, political opposition tends to be weak, whereas
protected industries have strong incentives to lobby for tariff protection (Grossman &
Helpman, 1994).
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Interest Groups and Lobbying Behavior

A central feature of the political economy of tariffs is the role of interest groups in
influencing trade policy. Industries that face foreign competition frequently demand
tariff protection to safeguard domestic production, employment, and profits. In both
India and the United States, sectors such as steel, agriculture, and manufacturing have
historically exerted strong political influence over tariff decisions.

The “protection for sale” model developed by Grossman and Helpman (1994)
provides a formal framework for understanding how governments trade tariff
protection in exchange for political support and campaign contributions. According to
this model, tariff levels reflect a balance between social welfare considerations and
the political weight of organized interest groups. This framework is particularly
relevant in democratic systems, where electoral incentives shape trade policy
outcomes.

In the US context, lobbying by domestic manufacturers and agricultural groups has
played a significant role in shaping tariff measures, including safeguard duties and
retaliatory tariffs. Similarly, in India, tariff adjustments are often influenced by
domestic industry demands for protection against import surges, especially in sectors
such as electronics, textiles, and agriculture.

Electoral Politics and Public Opinion

Electoral considerations also significantly affect tariff policy decisions. Politicians
may support protectionist measures to appeal to specific voter groups, particularly in
regions heavily dependent on import-competing industries. Tariffs are often framed as
tools to protect jobs, promote national self-reliance, and ensure economic security,
even when their long-term economic costs outweigh short-term political gains.

Public opinion plays a dual role in tariff politics. While consumers generally benefit
from free trade through lower prices and greater choice, trade liberalization can
generate localized job losses, fueling political resistance. This phenomenon is
particularly evident in periods of economic uncertainty, when protectionist rhetoric
gains traction (Rodrik, 2018). In both India and the United States, political narratives
around “fair trade” and “economic nationalism” have been used to justify tariff
escalation during trade disputes.

Institutions and Trade Policy Formation

Institutional structures significantly influence how tariff decisions are made. In the
United States, trade policy authority is divided between Congress and the executive
branch, creating multiple access points for interest group influence. Legal provisions
such as Section 232 (national security) and Section 301 (unfair trade practices) allow
the executive to impose tariffs with limited congressional oversight, increasing the
scope for politically motivated trade actions.

In India, tariff policy is shaped by the central government through the Union Budget,
trade ministries, and regulatory authorities. While India is a member of the World
Trade Organization (WTO), it retains flexibility within bound tariff limits, enabling
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the government to adjust tariffs in response to domestic political pressures.
Institutional capacity and bureaucratic interests also play a role in determining the
pace and direction of trade liberalization.

Strategic and Geopolitical Considerations

Beyond domestic politics, tariffs are often used as strategic tools in international
relations. The political economy perspective recognizes that tariffs may serve
diplomatic, security, or geopolitical objectives. In the case of India—US relations,
tariff measures have occasionally reflected broader strategic negotiations related to
defense cooperation, technology transfer, and geopolitical alignment in the Indo-
Pacific region.

Tariff wars can thus be understood as outcomes of strategic bargaining rather than
purely economic conflicts. Governments may impose tariffs to gain leverage in
negotiations, signal resolve, or pressure trading partners to alter their policies. These
actions reflect the intersection of economic policy and foreign policy, a key concern
of political economy analysis (Baldwin, 1985).

Implications for India-—US Trade Relations

The political economy of tariffs helps explain the persistence of trade frictions
between India and the United States despite their shared interest in expanding
bilateral trade. Differences in domestic political priorities, institutional frameworks,
and sectoral interests have resulted in recurring tariff disputes. While economic logic
supports tariff reduction and trade cooperation, political incentives often favor
selective protectionism.

Understanding these dynamics is crucial for designing sustainable trade policies.
Without addressing the underlying political drivers of tariff conflicts, bilateral trade
agreements may remain fragile. Policymakers must balance domestic political
constraints with long-term economic objectives, emphasizing transparency,
compensation mechanisms, and institutional reforms to mitigate protectionist
pressures.

The political economy of tariffs provides a comprehensive framework for analyzing
trade policy decisions that go beyond traditional economic models. Tariffs are not
merely instruments of revenue or protection; they are deeply embedded in political
processes shaped by interest groups, electoral incentives, institutional structures, and
strategic considerations. In the context of India—US trade relations, tariff policies
reflect complex interactions between domestic politics and international strategy. A
nuanced understanding of these political economy factors is essential for explaining
tariff wars and for charting a more stable and cooperative future in bilateral trade
relations.

STRATEGIC TRADE THEORY AND PROTECTIONISM

Trade policy has long been a critical instrument in shaping international economic
relations. Among various theoretical approaches, strategic trade theory and
protectionism provide valuable frameworks for understanding how governments
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intervene in markets to influence competitive advantages, domestic industries, and
bilateral trade flows. In the context of India—United States trade relations, these
frameworks help analyze the rationale behind tariffs, subsidies, and other trade policy
instruments, particularly amid ongoing tariff disputes.

Strategic Trade Theory

Strategic trade theory (STT) emerged in the 1980s as an extension of classical and
neoclassical trade theories, emphasizing government intervention in imperfectly
competitive markets to enhance national welfare (Brander & Spencer, 1985). Unlike
traditional trade theories, such as Ricardo’s comparative advantage, which assume
perfect competition and focus on static gains from trade, STT recognizes that in
industries characterized by economies of scale, oligopoly, and high entry barriers,
first-mover advantages and strategic government interventions can determine global
market shares.

Brander and Spencer (1985) demonstrated that in industries where few firms
dominate the global market, governments can improve national welfare by
subsidizing domestic firms or imposing tariffs on foreign competitors. For instance, a
government subsidy to a domestic aircraft manufacturer could allow it to capture a
larger share of the global market, generating long-term economic gains, increased
employment, and technological spillovers. Conversely, tariffs on foreign competitors
can protect infant industries, giving them time to achieve competitive efficiencies and
economies of scale (Krugman, 1990).

Strategic trade theory is particularly relevant to sectors with high capital intensity,
technological innovation, or network effects, such as aerospace, pharmaceuticals, and
information technology. In India—US trade relations, sectors like pharmaceuticals, IT
services, and steel have been significantly affected by strategic trade considerations.
For example, US tariffs on Indian steel and aluminum were partially justified by the
need to protect domestic producers in strategic industries, whereas India’s retaliatory
tariffs targeted sectors where the US held competitive advantages, reflecting strategic
trade considerations.

Protectionism and Its Economic Rationale

Protectionism involves policy measures that restrict imports to shield domestic
industries from foreign competition. Common instruments include tariffs, quotas,
import bans, and non-tariff barriers. The primary justification for protectionism is to
safeguard domestic employment, support emerging industries, maintain national
security, and respond to unfair trade practices (Irwin, 1996). Protectionist measures
can also be used as leverage in trade negotiations or to counteract dumping, where
foreign firms sell goods below market cost to gain market dominance.

While classical economics generally views protectionism as welfare-reducing due to
higher consumer prices and market inefficiencies, strategic trade theory provides a
nuanced perspective. It suggests that in imperfectly competitive markets, selective
protectionism can enhance national welfare by strengthening the global position of
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domestic firms. For example, subsidizing Indian pharmaceutical exports to the US
market or protecting domestic steel production could be seen as strategic measures
that support industrial growth while responding to foreign protectionist actions.

Integration of Strategic Trade Theory and Protectionism

The interplay between strategic trade theory and protectionism can be observed in the
design of trade policies that aim to maximize national welfare while maintaining
global competitiveness. Strategic tariffs, subsidies, and trade negotiations are tools
that governments use to influence the global positioning of domestic firms. Krugman
(1990) argues that strategic protectionism can prevent domestic firms from being
marginalized in industries where international competition is concentrated among a
few key players.

For instance, the US imposition of tariffs under Section 232 (national security) and
Section 301 (intellectual property and trade practices) laws can be interpreted as
protectionist measures with strategic objectives. These measures aim to protect
domestic steel, aluminum, and technology industries from competitive pressures
posed by foreign producers, including India. In response, India has employed
retaliatory tariffs on American goods, targeting products like apples, almonds, and
motorcycles, reflecting both protective and strategic considerations. Such interactions
illustrate the practical relevance of strategic trade theory in contemporary tariff wars.

Critiques and Limitations

Despite its theoretical appeal, strategic trade theory has limitations. Critics argue that
government interventions are prone to misallocation of resources due to political
lobbying, rent-seeking behavior, and imperfect information (Bhagwati, 1988).
Subsidies and tariffs may create inefficiencies if not carefully targeted or if domestic
firms become dependent on protection rather than innovation. Additionally,
retaliatory trade measures can trigger trade wars, reducing overall welfare for both
nations, as observed in India—US tariff disputes in recent years.

Strategic trade theory and protectionism offer critical insights into the dynamics of
bilateral trade, particularly in sectors with imperfect competition and high strategic
importance. While protectionist measures can safeguard domestic industries and
enhance national welfare under specific conditions, they must be implemented with
caution to avoid unintended economic distortions. In the context of India—US trade
relations, the combination of strategic trade interventions and protectionist policies
has shaped bilateral trade patterns, influencing key sectors and guiding negotiation
strategies. Understanding these theoretical frameworks is essential for policymakers
and researchers analyzing tariff wars and trade dynamics in a rapidly evolving global
economy.

WELFARE EFFECTS OF TARIFFS

Tariffs, which are taxes imposed on imported goods, play a significant role in shaping
international trade patterns and influencing national welfare. From a theoretical
perspective, the welfare effects of tariffs can be analyzed by examining their impact
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on economic efficiency, consumer and producer surplus, government revenue, and the
broader macroeconomic environment (Krugman, Obstfeld, & Melitz, 2018).
Understanding these effects is crucial in the context of bilateral trade relations, such
as those between India and the United States, where tariff policies can have profound
implications for both domestic economies and global trade flows.

A tariff increases the price of imported goods relative to domestically produced
goods, which directly affects consumption patterns. Consumers face higher prices,
which reduces their purchasing power and leads to a decrease in consumer surplus—
the net benefit consumers derive from purchasing goods at a given price (Bhagwati,
1988). For example, in the context of India—US trade, tariffs imposed by the United
States on Indian steel and aluminum products led to higher costs for American
consumers and downstream industries relying on these materials, thereby reducing
overall consumer welfare in the US (Bown, 2020). Similarly, Indian consumers may
face higher costs for imported American products if India imposes retaliatory tariffs,
such as on agricultural or technological goods.

On the other hand, tariffs can increase domestic producer surplus by providing
protection to local industries from foreign competition. Domestic firms can sell more
at higher prices and potentially expand production and employment (Krugman et al.,
2018). In India, protective tariffs on certain agricultural commaodities or manufactured
goods may allow domestic producers to compete more effectively against cheaper
imports from the United States. However, this benefit comes with efficiency losses, as
resources may be allocated toward less competitive industries rather than those in
which the country has a comparative advantage (Bhagwati, 1988). Therefore, while
tariffs may provide short-term gains for specific sectors, they often result in an overall
welfare loss when considering the broader economy.

From a government perspective, tariffs generate revenue, which can be used to fund
public goods or reduce fiscal deficits. For developing economies like India, tariff
revenue has historically been a significant source of government income (Panagariya,
2000). However, in highly developed economies like the United States, the fiscal
benefits of tariffs are relatively modest compared to the economic distortions they
create. Thus, the welfare effects of tariffs must balance revenue generation against
efficiency losses and consumption reductions.

Economic theory identifies several key measures to quantify the welfare effects of
tariffs. One commonly used tool is the concept of deadweight loss, which refers to the
net loss of welfare that results from distortions in consumption and production caused
by tariffs (Samuelson & Nordhaus, 2010). Deadweight loss occurs because tariffs
reduce the quantity of mutually beneficial trade between countries. For instance,
when the United States imposed tariffs on Indian goods, the reduction in trade
volumes meant that both countries missed out on potential gains from specialization
and comparative advantage. Consumers paid more, and the overall allocation of
resources became less efficient, leading to a net welfare loss.
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Another important consideration is the terms-of-trade effect, which arises when a
country can influence the world price of the imported good through its tariff policy.
Large economies, such as the United States, may improve their welfare if tariffs lower
the international price of imports and shift some of the trade benefits toward domestic
producers (Bagwell & Staiger, 2002). Conversely, smaller economies, like India in
certain sectors, often cannot influence global prices and thus may experience net
welfare losses when facing foreign tariffs. These dynamic underscores the
asymmetrical effects of tariff policies in bilateral trade relations, where the relative
size and market power of the countries involved matter significantly.

Tariffs also have long-term dynamic effects on welfare, particularly regarding
investment, innovation, and industrial competitiveness. Protectionist measures may
encourage domestic industries to invest in capacity expansion, research, and skill
development due to reduced foreign competition. However, they can also create
complacency and inefficiency, as firms may rely on protection rather than innovation
to remain profitable (Rodrik, 2018). For India—US trade, the ongoing tariff conflicts
may incentivize Indian firms to diversify export markets, invest in technology
upgrades, and improve quality standards, indirectly influencing future welfare
outcomes beyond immediate price and consumption effects.

The welfare effects of tariffs are complex and multifaceted, encompassing gains for
domestic producers, losses for consumers, government revenue effects, efficiency
losses, and long-term structural impacts. While tariffs can protect domestic industries
and generate fiscal revenue, they typically reduce overall economic welfare through
higher consumer prices, reduced trade volumes, and allocative inefficiency. In
bilateral trade relationships like that of India and the United States, the strategic
imposition and retaliation of tariffs create asymmetric welfare outcomes, influencing
both short-term economic conditions and long-term trade dynamics.
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Chapter - 4

Structure and Composition of
India—US Bilateral Trade




MAJOR EXPORT AND IMPORT COMMODITIES

The bilateral trade relationship between India and the United States has evolved
substantially over the past few decades, reflecting deepening economic linkages
shaped by globalization, strategic partnerships, and shifting comparative advantages.
A key dimension of this relationship is the structure and composition of trade
flows, particularly the major commodities that India exports to and imports from
the United States. These flows not only determine the nature of the trade balance but
also reflect broader industrial and technological trends within both economies.

India’s exports to the United States constitute a significant portion of its merchandise
trade, with bilateral exports reaching approximately US$86.5 billion in FY 2024-25,
up from US$77.5 billion in the previous year. This export growth underscores the
importance of the U.S. market as one of India’s largest trading partners and top
export destinations. India exported over 7,100 different commodities to the U.S.
market in FY25, indicating both diversity and depth in product composition.

Among the top exported commodities, several high-value and knowledge-intensive
products stand out. The leading category has consistently been electrical machinery
and equipment and associated parts, valued at nearly US$15.9 billion in FY25. This
segment encompasses a wide range of products, including communication equipment,
electrical components, and other semi-finished or finished electronic goods, reflecting
India’s growing role in global electronics supply chains.

India's Top Exported Commodities to the U.S.
(FY25) (USS billion)
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Following electronics, precious stones, natural or cultured pearls, and related
jewelry products represent another significant export category from India to the
United States, totaling nearly US$10 billion. India is globally recognized as a major
hub for cutting and polishing diamonds and other gemstones, and this expertise
translates into substantial export revenues to the U.S., particularly in luxury and
discretionary spending categories.
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Another critical export segment is pharmaceutical products, which accounted for
approximately US$9.78 billion of shipments to the U.S. market in FY25. India’s
pharmaceutical industry has grown into a key global supplier, especially in generic
drugs and bulk drug intermediates, helping meet significant portions of U.S. demand
for affordable medicines.

Machinery and mechanical appliances, including nuclear reactors, boilers, and
various industrial tools, also figure prominently in the export mix, contributing
around US$6.7 billion. India’s growing capability in engineered machinery highlights
its industrial diversification beyond traditional goods. Additionally, mineral fuels
and oils contributed over US$4.2 billion, reflecting India’s export of refined
petroleum products, even as it remains a large importer of crude energy resources.

Beyond these top categories, other notable exports include textiles and ready-made
garments, automobile components, and additional manufactured products, all of
which underscore the structural diversity of India’s export basket to the United
States. The presence of both traditional sectors (like gems and textiles) and advanced
sectors (electronics and pharmaceuticals) reflects India’s varied comparative
advantages and its adaptation to global demand patterns.

In contrast to India’s export profile, the composition of imports from the United
States to India is characterized by products that are often high-technology,
capital-intensive, and energy-related. India’s imports from the U.S. reached nearly
US$45.7 billion in FY25, reflecting strong and growing demand for American
products in sectors where Indian domestic production is either limited or
technologically constrained.

At the forefront of India’s import basket are mineral fuels and oils and related
energy products, valued at more than US$14.3 billion. This category includes crude
oil, liquefied natural gas (LNG), and refined petroleum derivatives. Energy imports
are essential to India’s growth, given its status as one of the world’s largest energy
consumers and limited domestic oil and gas reserves. The U.S. has increasingly
become a supplier of U.S. shale-linked energy and LNG, contributing to energy
diversification strategies.

Other significant import categories include precious stones and metals, valued at
around US$5.3 billion, which include diamonds and related goods that sometimes
enter India for further processing or consumption. Additionally, nuclear reactors,
boilers, and mechanical machinery imported from the U.S. amounted to roughly
US$4.4 billion, underscoring India’s reliance on American industrial technologies
and capital equipment to support infrastructure and manufacturing expansion.

Electrical machinery and equipment also represent a sizeable share of imports from
the U.S., with approximately US$3.38 billion in value. These imports encompass
advanced electrical and electronic components, specialized machinery, and high-end
industrial products that feed into India’s technology, energy, and manufacturing
sectors.
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The contours of this trade pattern reveal a broader economic logic: India’s exports to
the United States emphasize labor-intensive, manufacturing, and value-added
goods, while its imports from the United States lean heavily toward capital goods,
advanced technologies, and energy products. This complementarity stems from
differing factor endowments, where India’s comparative advantage lies in sectors like
cost-competitive manufacturing and services, and the U.S. excels in high
technology, energy production, and capital equipment.

Trade flows between India and the United States are dynamic and responsive to
global economic shifts. For example, recent trends have underscored significant
growth in electronics, machinery, and pharmaceuticals, while maintaining
traditional strength in gemstones and textiles. Concurrently, U.S. exports to India
continue to expand in energy, aerospace, and high-end industrial sectors, further
deepening interdependence.

In sum, understanding the major export and import commodities in India—US bilateral
trade reveals not only the economic complementarities between the two countries
but also the strategic orientation of their trade relations. The structure of trade
underscores how both nations leverage their strengths—India in manufacturing and
pharmaceuticals and the United States in energy and advanced technology—to sustain
a relationship that is central to their economic and geopolitical engagements moving
forward.

SECTOR-WISE TRADE ANALYSIS

Within the broader structure of India—United States bilateral trade, a sector-wise
trade analysis examines how different economic sectors contribute to the
composition, direction, and balance of trade between the two countries. This type of
analysis goes beyond aggregate trade figures to reveal which industries lead exports
and imports, how sectoral dynamics shift over time, and how trade policies—
including tariffs—impact specific sectors. Sector-wise analysis is fundamental to
understanding bilateral trade flows because tariffs and other non-tariff barriers often
affect sectors unevenly, creating winners and losers within each economy.

As of the fiscal year 2024-25, bilateral trade between India and the United States
reached approximately US$131.8 billion, with India maintaining a significant trade
surplus driven largely by goods exports (factoring in some services trade dynamics
as well) (TurnOsearch11). Sector-wise contributions show distinct patterns in
merchandise and services trade, with notable implications for employment, industrial
growth, and policy negotiation priorities in both countries.

Manufacturing and Engineering Goods

Manufacturing and engineering goods constitute a central pillar of India’s export
basket to the U.S., reflecting India’s growing integration into global value chains and
its competitive presence in technology-intensive sectors. Electrical machinery,
mechanical appliances, and related equipment top this category. For instance,
electrical machinery and equipment alone was among the largest single export
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categories, with exports valued at nearly US$15.9 billion in FY 2024-
25 (TurnOsearch2; TurnOsearch9). Other key sub-segments include machinery and
mechanical appliances that underscore India’s evolving export profile beyond
traditional commodities.

In addition, pharmaceuticals—another manufacturing sub-sector—play an outsized
role, with exports of pharmaceutical products to the United States amounting to
nearly US$9.8 billion in FY 2024-25 (TurnOsearch2; TurnOsearch9). This reflects
India’s status as a major global supplier of generic medicines and active
pharmaceutical ingredients (APIs), which are critical to the U.S. healthcare system.

From the U.S. side, manufacturing exports to India include advanced machinery,
aerospace products, and chemical inputs. According to the U.S. Trade Representative,
top U.S. goods exports to India include oil and gas (as part of industrial inputs),
aerospace products, and basic chemicals (TurnOsearch8). This highlights the sectoral
complementarity in the bilateral trade relationship: India supplies labor-intensive and
technology-driven manufactured products, while the U.S. supplies capital goods and
advanced inputs.

Energy and Mineral Fuels

The energy sector, especially petroleum and mineral fuels, occupies a dual role in the
bilateral trade pattern. India imports significant quantities of mineral fuels and
mineral oils from the United States, which accounted for a large share of U.S.
exports to India in FY 2024-25 (TurnOsearch2; TurnOsearch9). This shift toward U.S.
energy exports reflects India’s diversification strategy in energy sourcing, reducing
reliance on traditional suppliers in the Middle East and aligning partly with
geopolitical and strategic diversification objectives.

Conversely, India also exports certain refined petroleum products to the U.S.
market, though these are typically of lower value relative to the volume imported.
While energy trade helps balance ties in terms of volume, its susceptibility to global
price shocks and tariff changes makes it a volatile contributor to trade balances.

Gems, Jewelry, and Precious Stones

Another major export category from India to the United States is gems and precious
stones. India’s expertise in cutting and polishing diamonds positions it as a leading
exporter in this segment, with this sector alone contributing billions of dollars in
export receipts annually (TurnOsearch2; TurnOsearch9). This sector is labor-intensive
and provides significant employment, particularly in specific regions of India, and
illustrates the continuing importance of traditional industries within high-value
segments of bilateral trade.

However, this sector also faces significant tariff pressures and tariff escalation, which
can diminish competitiveness when tariffs rise. Tariff wars and retaliatory measures
can disproportionately impact discretionary luxury goods markets such as jewelry,
due to changes in import duties affecting consumer prices.
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Textiles and Apparel

India’s textile and apparel sector has historically been a cornerstone of its export
economy. To the U.S., these products comprise ready-made garments, home textile
furnishings, and related categories. Though the U.S. market is competitive—facing
competition from Bangladesh, Vietnam, and China—Indian textiles maintain a share
owing to established supply chains and brand equity. In FY 2024-25, textiles and
clothing continued to be significant within the export basket to the U.S., contributing
materially to India's merchandise exports (TurnOsearch2; TurnOsearch23).

Trade tensions and tariff changes, however, threaten to erode competitiveness in this
sector. Elevated tariffs on clothing and textile goods can raise final consumer prices,
dampening demand in the U.S. market and affecting labor-intensive manufacturing
back home.

Services and IT-Enabled Services

While much of the focus lies on merchandise trade, services trade—particularly IT,
telecommunications, and business services—constitutes a vital and expanding
component of India—US relations. India’s services exports include
telecommunications, computer and IT services, and business process services, which
are integral to the U.S. digital economy. According to data, telecommunications,
computer, and IT services alone represented over 40% of total Indian service exports
to the U.S. in 2024 (TurnOsearch5).

The United States exports services to India as well, with tourism and travel
constituting the largest shares, followed by charges for the use of intellectual property
rights, consultancy, and financial services. The services trade dynamics help mitigate
goods-trade imbalances and reflect the deeper economic integration between the two
economies beyond physical goods.

Agriculture and Agro-Products

Agriculture and processed food products represent a nuanced segment of bilateral
trade. While the share of agricultural exports from India to the U.S. is smaller relative
to manufacturing and technology sectors, products such as spices, basmati rice, tree
nuts (especially cashews), and processed fruits and vegetables find demand in niche
markets (TurnOsearch4). However, these products often face higher tariff barriers,
impacting price competitiveness.

From the U.S. perspective, agricultural exports to India include soybeans, almonds,
and other crops. These products face tariff negotiations that frequently become
contentious in trade discussions, as agriculture remains politically sensitive in both
countries.

Sector-wise trade analysis between India and the United States reveals a diversified
and increasingly interdependent economic relationship. India’s export base
features manufactured goods (electrical machinery, pharmaceuticals), traditional
sectors (gems and jewelry, textiles), and growing service exports (IT and business

38




services). In contrast, U.S. exports to India emphasize industrial inputs, energy,
advanced machinery, and services such as travel and finance.

These sectoral patterns are not static; they respond to tariff policy changes, global
market conditions, and strategic negotiations. As tariff disputes and trade talks
continue to evolve, understanding sector-specific impacts becomes essential for
policymakers and industry stakeholders on both sides. Such targeted analysis helps
identify wvulnerabilities and opportunities, enabling more effective bilateral
engagement in an increasingly complex global trade environment.

SERVICES TRADE AND DIGITAL COMMERCE

Services trade has emerged as one of the most dynamic and strategically important
components of the bilateral relationship between India and the United States. While
merchandise trade often dominates public discourse on tariffs and trade balances, it is
the services sector—especially digitally delivered services—that reveals deeper
structural complementarities, economic interdependence, and growth potential
between the two economies.

1. The Rise of Services Trade

Services trade refers to the cross-border exchange of intangible products such as IT
services, financial services, consulting, education, tourism, and digital services that
are delivered via telecommunications, online platforms, or in-person modes. Unlike
goods trade, which is subject to physical tariffs and customs duties, services trade is
regulated by a mix of domestic regulations, market access conditions, and digital
trade policies.

India’s services sector has grown rapidly over the last two decades, becoming a
significant driver of the country’s export earnings. Data from India’s commerce
authorities indicate that services exports reached over US$ 341 billion in 2023-24,
growing steadily over the past decade and contributing substantially to national export
figures. Services imports in the same period were recorded at about US$ 178 billion,
indicating not only a robust export profile but also an increasing integration with
global services markets.

In the context of bilateral trade, the United States is a major partner for India’s
services exports. In FY 2024-25, India exported approximately US$ 33.2 billion
worth of services to the United States—Iled by IT-enabled services (~US$ 20 billion),
professional services (~US$ 10 billion), and financial services such as banking and
insurance (~US$ 2 billion) (Economic Times, 2025). Conversely, the U.S. exported
services worth about US$ 25.9 billion to India, primarily in consulting, finance, and
related professional services.

2. Composition of Services and Digital Trade
The composition of India—US services trade reflects each country’s comparative
advantages and economic structures:
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a. I'T and Information Services:

India’s global competitiveness in information technology (IT), software development,
business process outsourcing (BPO), and other technology-enabled services has long
been recognized. A substantial share of services exported to the U.S. originates from
India’s IT and computer services sector, accounting for around 40 % of total Indian
services exports to the U.S. in recent years.

These services include not only traditional software development, maintenance, and
support, but also next-generation digital solutions such as cloud computing,
cybersecurity, data analytics, and Al-driven platforms. Growth in these digitally
delivered services is driven by global demand from U.S. businesses seeking
cost-competitive and innovative technology partners, as well as India’s large skilled
workforce experienced in digital delivery.

b. Digital Business Services and Professional Services:

Another important component is “other business services”, which include consulting,
legal, accounting, market research, and management services. These services often
complement IT offerings and form an integral part of cross-border service
engagements between Indian firms and U.S. clients. According to recent trade reports,
“other business services” comprised about 53 % of India’s digitally delivered
services exports in 2024, while computer services contributed about 39 %—
highlighting the broad scope of India’s services exports beyond pure IT.

c. Digital Commerce and Digitally Delivered Services (DDS):

Digitally delivered services encompass a wide array of digital commerce activities,
including online education, e-commerce services, digital marketing, digital platforms
for creative media, streaming, remote consulting, and other services delivered
electronically. Globally, digitally delivered services have been growing rapidly; in
2023, such services accounted for about 13.8 % of world exports of goods and
services with an estimated value of US$ 4.25 trillion.

India is increasingly capturing a share of this market due to its competitive
advantages in digital talent, entrepreneurial ecosystem, and cost structures. The
expansion of digital commerce partnerships—especially between U.S. platforms (like
cloud providers, e-commerce companies, and digital marketplaces) and Indian
businesses—reflects growing interdependence. U.S. innovation ecosystems also
invest heavily in Indian tech infrastructure and startups, further integrating digital
trade networks.

3. Policy and Regulatory Dimensions

Cross-border services trade and digital commerce are shaped not only by market
forces but also by regulatory frameworks. For instance, disputes over digital taxes and
levies on digital services have been a point of negotiation between India and the U.S.
India’s proposal to abolish the 6 % equalisation levy on digital advertising
services—a tax that impacted major U.S. tech firms—was part of broader efforts to
ease trade tensions and advance bilateral trade negotiations.
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Similarly, discussions around digital trade provisions—such as data localization rules,
cross-border data flows, and intellectual property protections—play a crucial role in
shaping the rules under which digital commerce thrives. Proponents on both sides
argue that clear and mutually agreed standards for digital trade could significantly
enhance bilateral services exchange and reduce policy uncertainty.

4. Implications for Bilateral Economic Dynamics
The strength and growth of services trade, particularly digital commerce, have
significant implications for the broader bilateral trade relationship:

Trade Balance and Economic Gains: Services trade often helps balance
merchandise trade deficits in overall bilateral accounts. Robust services exports from
India help cushion the impact of goods trade imbalances, while U.S. services
providers gain access to rapidly expanding Indian markets seeking digital tools,
software solutions, and professional expertise.

Employment and Innovation: The digital economy fosters job creation in
high-value sectors such as software development, digital content creation, cloud
services, and fintech. These segments have become focal points for collaboration
between American investors and Indian firms, with U.S. venture capital participation
playing a significant role in financing Indian digital startups.

Future Growth Potential: Looking forward, projections suggest that India’s services
sector may soon outpace merchandise exports and potentially surpass goods exports
in overall export value by 2030, driven by digital transformation, outsourcing, and
growing global demand for specialized services.

TRADE BALANCE TRENDS

The trade balance—defined as the difference between the value of exports and
imports between two countries—is a key indicator of bilateral trade dynamics. A
positive trade balance (surplus) indicates that a country exports more to a partner
than it imports, whereas a trade deficit reflects the opposite scenario. In the context
of India and the United States, the trade balance trend has been shaped by deepening
economic linkages, shifts in export and import composition, and evolving tariff and
non-tariff policy environments. This section examines the trajectory of India—US
trade balance trends, highlights structural patterns over recent years, and situates these
trends within broader economic and policy frameworks.

Evolving Trade Balance Trends Between India and the United States

1. Broad Trends: Growing Bilateral Trade and Persistent Surplus

Over the past decade, bilateral trade between India and the United States has
expanded significantly, reflecting robust economic ties and mutual market demand. In
the fiscal year 2024-25, the total bilateral trade in goods and services between the two
countries reached a record USD 131.84 billion—up from USD 119.71 billion in FY
2023-24—representing an increase of over 10% year-on-year. Importantly, India
recorded a trade surplus of approximately USD 40.82 billion with the United States
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during this period, underscoring a dominant export performance relative to imports
from the US market.

This surplus trend has been consistent in recent years. Data indicates that India's
exports to the US grew from around USD 77.51 billion in FY 2023-24 to USD 86.51
billion in FY 2024-25, reflecting double-digit growth, while imports from the US
increased at a comparatively slower pace—from about USD 42.20 billion to USD
45.33 billion. As a result, the trade surplus widened from approximately USD 35.32
billion to USD 41.18 billion.

2. Sectoral Drivers of Trade Balance Dynamics

India’s export basket to the United States has diversified and expanded, which has
been central to sustaining its trade surplus. Key export categories include engineering
goods, pharmaceuticals, textiles, electrical machinery, and precious stones,
among others. The increasing competitiveness of these sectors in the US market has
contributed to stronger export performance, even in the face of tariff and market
access challenges.

On the imports side, India has been importing significant volumes of crude oil and
petroleum products, machinery, electrical equipment, and technology-intensive
goods from the United States. Despite growth in these imports, the value has not
outpaced the growth of exports to the same extent, thereby reinforcing India’s surplus
position.

3. Historical Context and Structural Shifts

Historically, the United States has emerged as one of India’s top trading partners,
with trade volumes increasing steadily since the early 2000s. As recently as FY
2022-23, the US was recorded as India’s largest trading partner for the first time, with
bilateral trade valued at approximately USD 128.55 billion, up from earlier years’
figures.

The trend towards a trade surplus for India with the US contrasts with its trade
balance with some other major partners, such as China, where India has consistently
run a large trade deficit. This relative success in generating a surplus with the US
highlights the competitive nature of Indian exports and the structural complementarity
in trade flows—for instance, India’s strength in services and labor-intensive
manufactured goods versus US specialization in capital goods and energy products.

4. Short-Term Fluctuations and Policy Influences

While the long-term trend shows a robust surplus for India, short-term fluctuations in
the trade balance can occur due to policy changes, global economic conditions, and
tariff measures. For example, bilateral trade data for specific months or quarters can
vary as shipments respond to seasonal factors, commodity price volatility, and trade
policy developments.

Tariff actions and trade negotiations have also influenced trade balance dynamics.
Tariff increases imposed by the United States on certain Indian exports—although
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contested and periodically deferred—have the potential to affect export
competitiveness and, consequently, trade balance figures in the short term. Trade
policy uncertainty can lead to shifts in shipment timing, front-loading of exports, and
reconfiguration of supply chains, all of which exert influence on trade balance
measurements.

Moreover, broader economic cycles in either country, such as demand slowdowns or
currency fluctuations, can temporarily affect import and export values, thus altering
the observed trade balance. Macroeconomic conditions like exchange rate
movements—such as the Indian rupee’s relative weakening against the US dollar—
can impact trade competitiveness and flow patterns, indirectly shaping trade balance
outcomes.

Implications of Trade Balance Trends
The sustained trade surplus that India enjoys with the United States has several
strategic and economic implications:

1. Export Competitiveness and Growth: A consistent surplus underscores the
competitiveness of Indian exports in the US market, particularly in sectors like
pharmaceuticals, engineering goods, and textiles. This helps support domestic
production, employment, and economic growth.

2. Policy Leverage in Trade Negotiations: Surplus trends provide India with
greater leverage in bilateral negotiations, especially when discussions involve
tariff barriers, market access, and trade liberalization frameworks.

3. Balance of Payments and Foreign Exchange Stability: A positive trade balance
contributes to India’s overall balance of payments position, supporting foreign
exchange reserves and mitigating pressure on the currency.

4. Investment and Economic Integration: Increasing bilateral trade fosters deeper
economic integration, encouraging foreign direct investment, technological
collaboration, and participation in global value chains.

The trade balance trends between India and the United States have exhibited a strong
and sustained pattern of surplus for India, driven by rising export volumes,
diversification of the export basket, and relatively balanced imports. These trends
reflect the deepening economic relationship between the two nations, even amid
evolving tariff policies and global economic uncertainties. Understanding these
patterns provides valuable insights into the broader dynamics of India—US trade, as
well as the structural factors shaping bilateral economic engagement in the
contemporary era.
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Chapter - 5

Tariff Policies of the United
States and their Impact on India
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US Tariff Structure and Trade Remedies

The United States employs a complex tariff regime and a suite of trade remedy laws
as fundamental instruments of its trade policy. Both the tariff structure and trade
remedies play central roles in shaping how the U.S. engages with global trade
partners, including India. Understanding these elements is crucial, as they influence
bilateral trade flows, negotiation positions, and economic outcomes for domestic
industries and foreign exporters alike.

1. The US Tariff Structure

At its core, a tariff is a duty or tax imposed on imported goods. The U.S. tariff system
is governed by a legal and administrative framework that determines the rates and
conditions under which duties are applied. The Harmonized Tariff Schedule of the
United States (HTSUS) is the principal tool for classifying imported goods and
determining corresponding tariff rates. Maintained by the U.S. International Trade
Commission, the HTSUS assigns a unique ten-digit code to each product, based on its
description, use, and material composition, thereby enabling precise tariff assessment
on a wide range of imports—spanning agriculture, industrial products, consumer
goods, and more (Harmonized Tariff Schedule of the United States, n.d.).

Historically, tariff policy in the U.S. has evolved significantly. Early policies focused
on revenue generation for the federal government, while modern tariff structures aim
to balance revenue with strategic economic objectives such as protecting nascent
industries, addressing unfair competitive practices, and leveraging market access
negotiations. Over the past several decades, U.S. average tariff rates have declined
markedly as part of broader global efforts toward trade liberalization under
multilateral frameworks like the General Agreement on Tariffs and Trade (GATT)
and the World Trade Organization (WTQO). By the early 21st century, the simple
average of U.S. tariffs on products had fallen to below those of many other advanced
economies, with a substantial share of imports entering duty-free (Tariffs and Trade
Remedies, 2025).

However, notwithstanding these long-term trends, the U.S. has, in several instances,
increased tariffs on select products for policy reasons—particularly under recent
administrations. Such increases have included tariffs under Section 232 of the Trade
Expansion Act of 1962, justified on national security grounds; and tariffs under
Section 301 of the Trade Act of 1974, aimed at addressing specific foreign trade
practices deemed unfair. For example, the Trump and subsequent administrations
have imposed and adjusted substantial tariffs—initially on Chinese imports—and
extended them to other countries and product categories in response to perceived
trade imbalances and unfair practices. These tariffs have ranged from moderate to
very high rates applied to strategically important sectors (Reuters, 2025).

2. Tariff Enforcement and Administration

Tariff enforcement in the United States is executed by U.S. Customs and Border
Protection (CBP), which collects duties at ports of entry. Revenue from tariffs
represents a minor portion of total federal revenue but remains important for trade
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policy leverage and industry protection. While the procedural foundation of tariff
imposition is legislative authority given to Congress, the executive branch—through
the Office of the United States Trade Representative (USTR) and the Department of
Commerce—plays a central role in implementing tariffs that result from trade remedy
investigations or national security determinations (Tariffs and Trade Remedies,
2025).

3. Trade Remedies: Definitions and Purpose

Trade remedies refer to a set of targeted policy tools that allow the United States to
respond to specific adverse foreign trade practices or import surges. They are distinct
from general tariffs because they are not applied uniformly to all imports; instead,
they are imposed on specific products, countries, or under defined circumstances as a
corrective action.

Under WTO rules, trade remedies are permitted exceptions to the most-favored-
nation (MFN) principle, allowing members to deviate from standard tariff treatment
when addressing unfair trade practices or serious injury to domestic industries. The
principal types of trade remedies used by the U.S. are antidumping duties,
countervailing duties, and safeguard measures (Trade Remedies, 2025).

Antidumping (AD) duties are levied when imported goods are found to be sold at
less than fair value—commonly defined as a price below that charged in the
exporter’s home market or below production cost—and harm domestic producers.
These duties are aimed at offsetting the price advantage gained by the unfair pricing,
thereby protecting U.S. industries from material injury (Trade Remedies:
Antidumping, 2025).

Countervailing Duties (CVDs) target imports that benefit from foreign government
subsidies. When a foreign government provides subsidies that distort competition by
effectively enabling lower export prices, the U.S. can impose additional duties
equivalent to the subsidized amount to level the competitive field for U.S. producers
(Trade Remedies: Countervailing Duties, 2025).

Safeguard measures, authorized under Section 201 of the Trade Act of 1974, allow
the U.S. to temporarily restrict imports of fairly traded goods that have surged to
levels causing or threatening serious injury to domestic industries. Unlike
antidumping and countervailing measures, safeguards do not require a finding of
unfair trade practices; instead, they are intended to give domestic industries time to
adjust to increased import competition (Trade Remedies: Antidumping and
Countervailing Duties, 2025). C

4. Institutional and Procedural Aspects of Trade Remedies

Trade remedy investigations and determinations involve multiple U.S. agencies. The
International Trade Administration (ITA) within the Department of Commerce
assesses whether dumping or subsidization is occurring and calculates appropriate
duty margins. The U.S. International Trade Commission (USITC) evaluates whether
the domestic industry is materially injured or threatened with injury due to the
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imports in question. Only when both elements are affirmed can duties be imposed
(Trade Remedies: Antidumping and Countervailing Duties, 2025).

These processes are administrative in nature and adhere to procedural safeguards,
including public hearings, due process rights for affected parties, and periodic
reviews. Antidumping and countervailing duty orders are subject to sunset reviews
every five years to determine if they remain necessary. Their application is consistent
with WTO obligations to ensure transparency and fairness, though they occasionally
become subjects of dispute in WTO dispute settlement proceedings.

5. Strategic Use and Controversies

While trade remedies are designed to protect domestic industries and correct unfair
practices, their use is often controversial. Supporters argue that such measures are
essential for safeguarding American jobs and industries against predatory pricing and
subsidized imports. Critics contend that trade remedies can be misused as
protectionist tools, raising costs for U.S. consumers and triggering retaliatory actions
by trading partners—thereby escalating trade tensions and contributing to tariff wars
(Tariffs and Trade Remedies, 2025).

In addition, expanding use of discretionary tariffs under authorities like Section 232
and Section 301—beyond conventional trade remedies—has raised legal and political
challenges, including debates over executive authority versus Congressional
oversight. For instance, recent U.S. legislative proposals aim to restore greater
Congressional involvement in tariff decisions to ensure democratic accountability in
trade policy decisions. (Trade Review Act, 2025).

Section 232 and Section 301 tariffs

In the realm of U.S. trade policy, Section 232 and Section 301 represent two legally
distinct yet strategically important mechanisms through which the United States
imposes tariffs or other trade restrictions on foreign imports. Both tools have been
increasingly invoked in recent years—especially under successive U.S.
administrations—to address concerns ranging from national security to perceived
unfair trade practices. Their application toward Indian exports has significantly
affected bilateral trade dynamics, contributing to intensified tariff pressures on key
Indian export sectors and prompting diplomatic and legal responses from New Delhi.

Section 232 of the Trade Expansion Act of 1962 empowers the U.S. President to
impose import restrictions, including tariffs, if the Secretary of Commerce finds that
certain imports “threaten to impair national security.” Section 232 investigations
begin with a Commerce Department analysis of a specific industry’s import patterns
and their effects on U.S. supply chains and defense or critical infrastructure. If the
resulting report concludes that imports could undermine national security, the statute
authorizes the President to adjust imports “as necessary” through tariffs or other
measures. This authority has been historically sparingly used—only a few times since
the act’s adoption—until the resurgence of tariff activism in recent political cycles.
The current U.S. administration has applied Section 232 to a broader set of products,
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including steel and aluminum, and has considered extending coverage to other
imports deemed strategically sensitive.

In contrast, Section 301 of the Trade Act of 1974 empowers the Office of the United
States Trade Representative (USTR) to investigate and retaliate against foreign trade
practices that violate trade agreements or are unjustified, unreasonable,
discriminatory, or burdensome to U.S. commerce. Section 301 investigations can lead
to tariffs, withdrawal of trade concessions, or negotiated settlements. Unlike WTO
dispute mechanisms, Section301 allows unilateral U.S. action against foreign
defendants without waiting for external adjudication. Historically, Section 301 was
central to the U.S.—China trade conflict that began in 2018, when the USTR imposed
multi-tiered tariffs on hundreds of billions of dollars of Chinese imports to address
issues such as forced technology transfer and intellectual property concerns.

Both Section232 and Section 301 statutes thus provide the U.S. executive branch
with trade policy levers beyond ordinary tariff schedules, reflecting strategic
considerations—national security for the former, fairness and reciprocity for the
latter.

While Section301’s most prominent contemporary application has been against
China, in recent tariff announcements the U.S. government has cited Section 301 as
one of the statutory bases for broad reciprocal tariffs affecting Indian exports. In
2025, the United States imposed steep tariffs—totaling up to 50 percent on a wide
range of Indian goods—under a combined legal rationale invoking both Section 232
and Section 301 authorities. These measures were justified by Washington on
geopolitical and economic grounds, including concerns over trade imbalances and
India’s continuing broader economic relationships, such as energy imports from
Russia, which the U.S. framed as contrary to its strategic interests.

Under the Section232 authority, the United States significantly raised steel and
aluminum tariffs. Initially imposed at 25 percent on steel and 10 percent on aluminum
in 2018, these duties have been expanded and intensified in recent years. By
mid-2025, the U.S. government increased the Section 232 tariffs to 50 percent on
most steel and aluminum imports, affecting shipments from multiple countries
including India. While the stated objective remains national security, India has
contested the legal basis of such tariffs, arguing that they function as de facto
safeguard measures under WTO rules—a point the United States disputes,
maintaining that national security exceptions under GATT Article XXI justify the
action.

Under Section 301, the U.S. authorities have justified additional reciprocal tariffs
aimed at penalizing what they characterize as restrictive or asymmetrical trade
policies of partner countries, including India. India’s historically higher tariff regime
on certain U.S. imports has been cited by Washington as a rationale for imposing
matching duties on Indian products. Although Section301 has primarily been
associated with trade enforcement against China, its invocation in the India context
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illustrates the expanding use of this statute to pursue broader strategic and economic
objectives beyond its traditional scope.

The application of Section232 and Section 301 tariffs has had immediate and
tangible effects on India’s export sectors. Major Indian industries such as textiles,
gems and jewelry, leather, marine products, chemicals, and automobile components
have faced increased tariff barriers, making them less competitive in the U.S. market.
According to trade analytics, India’s exports of these goods could face tariffs reaching
50 percent, severely reducing their price competitiveness and market share in the
United States, which is one of India’s largest export destinations. The high tariff
regime is estimated by industry observers to potentially reduce India’s overall
exports to the U.S. by 40 to 50 percent in affected sectors, threatening jobs—
particularly in labor-intensive industries—and reducing export revenues.

While certain segments such as pharmaceuticals, electronics, and semiconductors
have been granted exemptions from some of the higher tariffs, the broad scope of the
tariff measures has hit smaller exporters and micro, small, and medium enterprises
(MSMES) the hardest. The increased cost burden has not only affected immediate
export volumes but also triggered broader macroeconomic concerns in India—such as
downward revisions in GDP growth forecasts, volatility in stock markets, and
depreciation pressures on the Indian rupee.

India has responded to Section 232 and Section 301 tariff actions through multiple
channels, including WTO dispute settlement consultations and proposed retaliatory
tariffs under WTO rules. New Delhi has argued that Section 232 tariffs on steel and
aluminum are mischaracterized national security measures that should instead be
treated as safeguards under WTO disciplines and therefore subject to procedural
obligations. India has also proposed imposing retaliatory tariffs on selected American
goods proportionate to the harm caused by U.S. duties.

Furthermore, India is pursuing broader diplomatic and negotiation strategies—
including bilateral trade discussions and diversification of export markets—to
mitigate the impact of U.S. tariffs. These include enhancing trade ties with ASEAN
and European partners, and accelerating negotiations for comprehensive free trade
agreements that would provide alternative avenues for market access and reduce
dependency on the U.S. market.

The deployment of Section 232 and Section 301 tariffs illustrates a significant shift in
U.S. trade policy toward more assertive tariff use as instruments of economic and
strategic leverage. While these provisions grant the U.S. government flexibility to
address perceived security and fairness concerns, their application to India has had
pronounced impacts on bilateral trade, requiring a combination of legal challenge,
strategic negotiation, and policy adaptation from New Delhi. The long-term effects on
India—U.S. trade relations will depend on ongoing negotiations, broader geopolitical
alignments, and India’s capacity to diversify and strengthen its export base in
response to these tariff pressures.
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Impact of United States Tariff Policies on Indian Exports: Steel, Aluminum,
Pharmaceuticals, and Textiles

Tariff policies adopted by the United States have played a critical role in shaping the
trajectory of Indian exports, particularly in sectors such as steel, aluminum,
pharmaceuticals, and textiles. As one of the world’s largest importers and a key
trading partner of India, changes in US trade policy—especially during periods of
heightened protectionism—have had significant economic and strategic implications
for Indian producers and exporters. The imposition of higher tariffs under national
security and trade remedy provisions has altered cost structures, market access, and
competitiveness for Indian goods in the US market.

Impact on Steel Exports

The steel sector was among the most directly affected by US tariff measures. In 2018,
the United States imposed a 25% tariff on steel imports under Section 232 of the
Trade Expansion Act of 1962, citing national security concerns. Although India was
not explicitly targeted, it was not granted a permanent exemption, resulting in reduced
competitiveness of Indian steel products in the US market (Bown & Kolb, 2020).

Prior to the tariffs, India exported significant volumes of semi-finished and finished
steel products to the United States. The additional tariff burden increased landed
costs, making Indian steel less attractive compared to domestically produced steel or
imports from exempted countries. As a result, Indian steel exports to the US declined,
forcing exporters to divert shipments to alternative markets such as Southeast Asia
and the Middle East. This trade diversion often resulted in lower margins due to
intense competition and oversupply in these regions (WTQO, 2019).

The tariffs also had indirect effects on India’s domestic steel industry. Reduced access
to the US market led to excess supply domestically, exerting downward pressure on
prices and determine profitability. Small and medium-sized steel producers were
particularly vulnerable, as they lacked the financial resilience to absorb prolonged
demand shocks.

Impact on Aluminum Exports

Similar to steel, aluminum exports from India faced a 10% tariff under Section 232.
Although the aluminum sector is smaller in scale compared to steel, the tariff
significantly impacted Indian producers exporting value-added aluminum products
such as sheets, foils, and extrusions. The higher tariff reduced price competitiveness
and discouraged long-term supply contracts with US buyers (Bown, 2019).

Indian aluminum exporters faced additional challenges due to the integrated nature of
global supply chains. Many Indian firms supply intermediate aluminum products that
are further processed in the United States. The tariffs increased input costs for US
manufacturers, leading to reduced demand for imported aluminum products and, in
some cases, renegotiation or cancellation of contracts with Indian suppliers.
Consequently, Indian exporters had to explore non-US markets, often at lower prices
and with higher logistical costs.
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Impact on Pharmaceutical Exports

Unlike steel and aluminum, pharmaceuticals were not directly subjected to high
tariffs under Section 232. However, US trade policies have increasingly emphasized
regulatory scrutiny, pricing controls, and the potential use of tariffs as a negotiation
tool in healthcare trade. India, as the largest supplier of generic medicines to the
United States, remains highly sensitive to such policy shifts (Kumar & Singh, 2021).

The threat of tariffs on pharmaceutical imports—particularly active pharmaceutical
ingredients (APIs) and finished generic drugs—created uncertainty for Indian
exporters. While tariffs were not broadly imposed, increased compliance
requirements, inspections by the US Food and Drug Administration (FDA), and
intellectual property enforcement raised operational costs. These non-tariff barriers
functioned similarly to tariffs by increasing market entry costs and reducing profit
margins (Frieden, 2018).

Any potential tariff escalation in pharmaceuticals would have far-reaching
consequences, not only for Indian exporters but also for US healthcare costs. Indian
generics account for a substantial share of affordable medicines in the US, and trade
restrictions could disrupt supply chains and increase drug prices. Thus, while the
sector has been relatively insulated compared to metals, it remains strategically
exposed to future trade policy shifts.

Impact on Textile and Apparel Exports

The textile and apparel sector has traditionally been a major export industry for India
and a significant source of employment. Although textiles were not subject to Section
232 tariffs, US tariff policies—combined with the withdrawal of India’s benefits
under the Generalized System of Preferences (GSP) in 2019—adversely affected
Indian textile exports (USTR, 2020).

The removal of GSP benefits increased tariffs on several Indian textile and apparel
products, reducing their price competitiveness compared to exports from countries
such as Bangladesh and Vietnam, which enjoy preferential access to the US market.
As a result, Indian exporters faced declining orders, particularly in low-margin
segments like cotton garments and home textiles.

Additionally, uncertainty arising from US-China trade tensions created both
challenges and opportunities. While some US buyers sought to diversify sourcing
away from China, Indian exporters were unable to fully capitalize on this shift due to
relatively higher tariffs, compliance costs, and infrastructure constraints.
Consequently, India lost potential market share gains that could have emerged from
trade diversion effects (Panagariya, 2020).

Overall Implications for India—US Trade Dynamics

The cumulative impact of US tariff policies on Indian exports highlights the
vulnerability of export-dependent sectors to unilateral trade actions. These tariffs not
only reduced export volumes but also altered long-term trade relationships,
investment decisions, and supply chain configurations. Indian firms were compelled
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to reassess market strategies, invest in product diversification, and seek new trade
partnerships to mitigate risks associated with policy uncertainty.

From a policy perspective, the experience underscored the importance of bilateral
negotiations, trade diplomacy, and engagement with multilateral institutions such as
the WTO. India’s retaliatory tariffs and dispute filings reflected an effort to protect
domestic interests while signaling the need for rule-based trade governance.

US tariff policies have had a sector-specific but substantial impact on Indian exports,
particularly in steel, aluminum, pharmaceuticals, and textiles. While metals
experienced immediate and measurable trade declines, pharmaceuticals faced indirect
regulatory pressures, and textiles suffered from preference erosion and competitive
disadvantages. These developments illustrate how tariff wars extend beyond simple
price effects to influence broader trade dynamics, industrial competitiveness, and
bilateral economic relations between India and the United States.

Trade diversion and competitiveness effects

Tariff policies imposed by the United States have significant implications for global
trade flows, particularly for major trading partners such as India. Among the most
important economic consequences of these tariff measures are trade diversion
effects and changes in international competitiveness. These effects reshape
bilateral trade dynamics, alter supply chains, and influence the relative position of
Indian exports in the U.S. market. Understanding these mechanisms is crucial for
assessing the broader impact of U.S. tariff policies on India’s economy.

Trade Diversion Effects

Trade diversion refers to a situation where the imposition of tariffs causes imports to
shift from a more efficient supplier to a less efficient one due to preferential or
discriminatory tariff treatment rather than comparative advantage (Viner, 1950).
When the United States imposes higher tariffs on specific countries or products,
importers seek alternative sources that face lower tariff barriers, even if those
alternatives are not the most cost-efficient producers.

In the context of U.S. tariff policies—particularly those implemented under Section
232 (national security tariffs on steel and aluminum) and Section 301 (retaliatory
tariffs related to trade disputes)—India has experienced both negative and positive
trade diversion effects. On the negative side, Indian exports in sectors such as steel,
aluminum, and certain manufactured goods became less competitive in the U.S.
market due to increased tariff burdens. As a result, U.S. importers shifted sourcing to
countries that either enjoyed tariff exemptions or had preferential trade agreements
with the United States (Bown, 2020).

For example, higher U.S. tariffs on Indian steel and aluminum reduced India’s price
competitiveness compared to suppliers such as Canada or Mexico, which benefited
from exemptions or renegotiated trade arrangements. This diversion led to a decline
in India’s market share in certain commodity categories, despite India’s cost
efficiency and production capacity. Such outcomes illustrate how tariffs can distort
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trade flows away from efficient producers, resulting in global welfare losses
(Krugman, Obstfeld, & Melitz, 2018).

Conversely, trade diversion has also created limited opportunities for India in
sectors where U.S. tariffs targeted competing exporters, particularly China. In some
product categories—such as engineering goods, chemicals, and select consumer
products—Indian firms gained temporary access to the U.S. market as American
importers sought alternatives to Chinese suppliers facing steep tariffs. However, these
gains were often constrained by India’s supply-side limitations, regulatory
compliance costs, and infrastructure challenges, preventing a full substitution of
Chinese exports (Evenett & Fritz, 2019).

Competitiveness Effects on Indian Exports

Competitiveness in international trade is influenced by relative prices, production
efficiency, quality standards, and market access. U.S. tariff policies directly affect
Indian competitiveness by increasing the landed cost of Indian goods in the American
market. Higher tariffs reduce price competitiveness, making Indian exports more
expensive compared to domestic U.S. producers or foreign suppliers not subject to
similar tariff levels.

One of the most significant competitiveness effects arises from cost escalation.
Tariffs imposed on intermediate goods increase input costs for Indian exporters
engaged in global value chains. For example, Indian manufacturers relying on
imported machinery or components that face U.S. tariffs may experience higher
production costs, which are ultimately reflected in export prices. This weakens India’s
ability to compete in price-sensitive sectors such as textiles, engineering goods, and
low-margin manufacturing (World Trade Organization [WTO], 2023).

Additionally, uncertainty surrounding U.S. tariff policies affects long-term
competitiveness. Frequent changes in tariff rates, exemptions, and retaliatory
measures increase trade policy uncertainty, discouraging Indian firms from making
long-term investments aimed at the U.S. market. Empirical studies suggest that trade
policy uncertainty can be as damaging as tariffs themselves, as firms delay expansion,
innovation, and supply chain integration (Handley & Liméo, 2017).

The competitiveness effects are also evident in services and knowledge-based
sectors, albeit indirectly. While U.S. tariffs primarily target goods, their broader trade
policy stance influences regulatory scrutiny, visa policies, and procurement
preferences. For Indian IT and professional service firms, a protectionist trade
environment may reduce access to U.S. clients and limit cross-border mobility of
skilled professionals, thereby affecting India’s comparative advantage in services
trade (Mattoo & Sauvé, 2020).

Strategic and Structural Implications

Over time, persistent tariff-induced trade diversion and reduced competitiveness may
encourage Indian firms to diversify export markets away from the United States.
While diversification reduces dependency risks, it also entails adjustment costs and
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may limit access to one of the world’s largest consumer markets. At the
macroeconomic level, reduced export competitiveness can affect India’s foreign
exchange earnings, employment in export-oriented industries, and overall trade
balance.

However, these challenges have also prompted India to pursue strategic trade
adjustments, including upgrading product quality, improving standards compliance,
and exploring regional trade agreements. Such responses aim to mitigate
competitiveness losses and enhance resilience against future tariff shocks. In this
sense, while U.S. tariff policies impose short-term costs on India, they may also
incentivize long-term structural improvements in export competitiveness.

Trade diversion and competitiveness effects represent two critical channels through
which U.S. tariff policies influence India—U.S. bilateral trade dynamics. Tariffs
disrupt established trade flows, divert imports toward alternative suppliers, and alter
competitive conditions in the U.S. market. For India, these effects have resulted in
both export losses and selective opportunities, depending on sectoral exposure and
global trade realignments. Ultimately, sustained tariff tensions underscore the
importance of stable trade policies, multilateral cooperation, and domestic
competitiveness reforms to ensure mutually beneficial trade relations between India
and the United States.
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Chapter - 6

India’s Tariff Measures and
Trade Response Strategies




INDIA’S TARIFF REGIME AND PROTECTION MEASURES

India’s tariff regime has long been a central instrument of its trade and industrial
policy, reflecting a balance between protection of domestic industries and gradual
integration into the global trading system. In the context of tariff wars and evolving
bilateral trade dynamics with the United States, India’s tariff measures and protection
strategies have gained renewed importance. These measures are shaped by domestic
developmental priorities, external trade pressures, and commitments under the World
Trade Organization (WTQO). Understanding India’s tariff regime is therefore essential
to analyze its trade response strategies in bilateral disputes, particularly with a major
trading partner such as the United States.

India's Tariffs Impact Trade

Strategies in disputes Gradusl system integration

Evolution of India’s Tariff Regime

Historically, India followed a highly protectionist trade policy during the post-
independence period, characterized by high tariff rates, quantitative restrictions, and
import licensing. This inward-looking approach aimed to promote self-reliance and
protect infant industries. Prior to the economic reforms of 1991, India’s average
applied tariff rates were among the highest in the world, often exceeding 100 percent
in several sectors (Panagariya, 2004).

The economic liberalization initiated in 1991 marked a significant shift in India’s
tariff policy. Tariff rates were progressively reduced, quantitative restrictions were
dismantled, and trade barriers were rationalized to align with global norms. India’s
accession to WTO commitments further institutionalized tariff bindings and enhanced
transparency in trade policy. As a result, India’s average applied tariff rates declined
substantially during the 1990s and early 2000s, promoting increased trade openness
and competitiveness (World Trade Organization [WTQ], 2021).

However, tariff liberalization in India has not followed a strictly linear path. Since the
mid-2010s, there has been a visible recalibration of tariff policy, with selective
increases in customs duties across strategic and labor-intensive sectors. This shift
reflects India’s emphasis on domestic manufacturing, employment generation, and
supply chain resilience.
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Structure of India’s Tariff Regime

India’s tariff regime is primarily governed by the Customs Tariff Act, 1975, and
implemented through periodic Union Budgets. The tariff structure consists of basic
customs duty (BCD), social welfare surcharge, and integrated goods and services tax
(IGST) on imports. Among these, BCD functions as the principal protective
instrument.

India maintains relatively higher tariffs on agricultural products, textiles, automobiles,
electronics, and consumer goods, while capital goods and essential industrial inputs
often face lower duties. This differentiated structure is intended to protect vulnerable
sectors while supporting industrial modernization. According to WTO data, India’s
bound tariff rates are significantly higher than its applied rates, providing policy space
to raise tariffs within WTO commitments when necessary (WTO, 2021).

Protection Measures and Strategic Use of Tariffs

India employs tariffs not merely as revenue tools but as strategic protection measures
to support domestic industries. The government has increasingly used tariff hikes to
discourage imports, promote local production, and address trade imbalances.
Initiatives such as Make in India and Atmanirbhar Bharat (Self-Reliant India) have
reinforced this approach by emphasizing domestic manufacturing and reduced
dependence on imports (Ministry of Commerce and Industry, 2020).

Protection measures are particularly evident in sectors such as electronics, mobile
phones, solar equipment, steel, and chemicals. By raising import duties on finished
goods while reducing tariffs on raw materials and intermediate inputs, India aims to
encourage value addition within the country. This tariff inversion strategy is designed
to attract foreign investment into manufacturing rather than import-based trading
models.

In agriculture, India’s tariff regime reflects both economic and political
considerations. High tariffs on agricultural imports protect farmers’ incomes and
ensure food security, but they have also been a source of friction in trade negotiations
with the United States, especially in products such as dairy, poultry, and certain
processed foods (U.S. Trade Representative [USTR], 2022).

Trade Defense Instruments and WTO-Compatible Measures

In addition to conventional tariffs, India actively uses WTO-compatible trade defense
instruments such as anti-dumping duties, countervailing duties, and safeguard
measures. These instruments are deployed to protect domestic industries from unfair
trade practices, sudden import surges, or subsidized foreign competition.

India is among the leading users of anti-dumping measures globally, particularly
against products from countries with large manufacturing capacities. While such
measures are legally permissible under WTO rules, they have occasionally led to
disputes and retaliatory actions, especially when they affect U.S. exports to India
(Bown, 2020).

57




India’s Tariff Policy in the Context of India—US Trade Relations

In bilateral trade with the United States, India’s tariff regime has been a recurring
point of contention. The U.S. has frequently criticized India for maintaining high
tariffs on certain industrial and agricultural products, labeling them as trade-
restrictive. India, on the other hand, argues that its tariff levels are consistent with its
development needs and WTO obligations.

The withdrawal of India from the U.S. Generalized System of Preferences (GSP) in
2019 highlighted these tensions. In response, India imposed retaliatory tariffs on
select U.S. products such as almonds, apples, and pulses, demonstrating its
willingness to use tariffs as a bargaining and response tool (Ministry of Finance,
2019). These actions underline India’s strategic use of tariffs within the broader
framework of trade negotiations and disputes.

India’s tariff regime and protection measures represent a complex interplay between
liberalization and strategic protection. While India remains committed to multilateral
trade rules and global integration, it continues to rely on tariffs as essential policy
instruments to safeguard domestic industries, promote manufacturing, and respond to
external trade pressures. In the context of tariff wars and bilateral trade dynamics with
the United States, India’s tariff measures serve not only economic objectives but also
strategic and diplomatic purposes. Understanding this nuanced tariff framework is
crucial for assessing future trade negotiations and the evolving nature of India—US
economic relations.

RETALIATORY TARIFFS AGAINST THE US

Retaliatory tariffs have emerged as a significant trade response strategy adopted by
India in the context of escalating tariff wars with the United States. Retaliatory tariffs
refer to duties imposed by a country in response to trade restrictions or tariff measures
enacted by another country, with the primary objective of counterbalancing adverse
economic impacts, safeguarding domestic industries, and signaling resistance to
perceived unfair trade practices. In the India—United States trade relationship,
retaliatory tariffs have played a critical role in shaping bilateral trade dynamics,
particularly since the late 2010s when protectionist tendencies intensified in global
trade policy.

The resurgence of tariff conflicts between India and the United States can largely be
traced to the trade policy shifts undertaken by the US administration beginning in
2017. The United States adopted a more protectionist stance, invoking national
security and unfair trade practice arguments to impose higher tariffs on several
trading partners. Key among these were tariffs on steel and aluminum under Section
232 of the US Trade Expansion Act of 1962. These measures affected Indian exports
and led to a reassessment of India’s trade engagement strategy with the United States
(Bown & Irwin, 2019).

India initially attempted diplomatic negotiations to seek exemptions from US tariffs,
particularly on steel and aluminum products. However, when these efforts did not

58




yield favorable outcomes and the United States withdrew India’s benefits under the
Generalized System of Preferences (GSP) in 2019, India resorted to retaliatory tariffs
as a defensive trade policy measure. The withdrawal of GSP status significantly
impacted Indian exports by removing duty-free access for thousands of product lines,
thereby increasing costs for Indian exporters in the US market (Office of the United
States Trade Representative [USTR], 2019).

In response, India imposed retaliatory tariffs on a range of US goods, including
agricultural products such as almonds, apples, chickpeas, lentils, and walnuts, as well
as industrial products like chemicals and certain metals. These products were
strategically selected to exert political and economic pressure, as many originated
from US states with strong agricultural lobbies. The targeted nature of India’s
retaliatory tariffs reflects a calculated approach aimed at maximizing leverage while
minimizing domestic economic disruption (Government of India, Ministry of
Commerce and Industry, 2019).

From a policy perspective, India’s retaliatory tariffs served multiple objectives. First,
they acted as a signaling mechanism, demonstrating India’s unwillingness to accept
unilateral trade actions that undermined established trade norms. Second, they
provided partial protection to domestic producers who faced increased competition
due to US trade measures. Third, retaliatory tariffs strengthened India’s negotiating
position in bilateral trade talks by increasing the economic cost of continued trade
restrictions for the United States (Bagwell & Staiger, 2020).

The imposition of retaliatory tariffs also aligns with the broader theoretical
framework of strategic trade policy. According to strategic trade theory, governments
may use trade policy instruments, including tariffs, to influence the behavior of
trading partners and protect national economic interests in imperfectly competitive
markets. India’s actions can thus be interpreted as a rational response within a system
where multilateral dispute resolution mechanisms, such as the World Trade
Organization (WTQ), face delays and enforcement challenges (Krugman, Obstfeld, &
Melitz, 2018).

India simultaneously pursued legal recourse through the WTO by challenging US
tariff measures, arguing that they violated international trade rules. This dual
approach—combining retaliatory tariffs with multilateral dispute settlement—
highlights India’s attempt to balance assertive trade defense with commitment to rule-
based global trade. However, prolonged dispute resolution timelines and uncertainties
within the WTO framework have often compelled countries like India to rely on
immediate retaliatory measures to protect their economic interests (WTO, 2020).

Despite their strategic value, retaliatory tariffs also carry economic costs. Higher
import duties on US goods led to increased prices for Indian consumers and industries
dependent on imported inputs. For example, higher tariffs on agricultural imports
affected food processing sectors, while industrial tariffs impacted supply chains.
These domestic trade-offs necessitated careful calibration of tariff rates and product
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selection to ensure that retaliation did not disproportionately harm India’s own
economy (Panagariya, 2021).

Moreover, retaliatory tariffs contributed to increased uncertainty in India—US trade
relations, affecting investor confidence and long-term trade planning. Businesses on
both sides faced higher compliance costs and unpredictability in market access
conditions. This underscores the broader challenge of tariff wars: while they may
yield short-term strategic gains, they risk undermining long-term trade cooperation
and economic integration (Evenett & Fritz, 2019).

In recent years, India and the United States have taken steps toward de-escalation
through dialogue and selective tariff rollbacks, recognizing the importance of their
strategic and economic partnership. Nonetheless, the episode of retaliatory tariffs
remains a defining feature of contemporary India—US trade relations, illustrating how
emerging economies like India navigate power asymmetries and defend trade
interests in an increasingly fragmented global trade environment.

Retaliatory tariffs against the United States represent a key component of India’s
trade response strategy amid tariff wars. While these measures have enabled India to
assert its trade sovereignty and protect domestic interests, they also highlight the
limitations of unilateral trade actions in achieving sustainable trade outcomes.
Moving forward, greater emphasis on negotiated solutions, institutional reforms, and
cooperative trade frameworks will be essential to stabilize and strengthen India—US
bilateral trade relations.

Safeguard duties and policy adjustments

Safeguard duties constitute an important component of India’s trade response
strategies, particularly in the context of tariff wars and shifting bilateral trade
dynamics with the United States. Unlike anti-dumping or countervailing duties,
safeguard measures are not targeted at unfair trade practices but are instead designed
to protect domestic industries from sudden and sharp increases in imports that cause
or threaten serious injury. In recent years, safeguard duties have gained renewed
relevance as global trade tensions—especially those involving major economies like
the United States—have intensified, disrupting established trade flows and increasing
uncertainty for developing economies such as India.

Concept and Legal Framework of Safeguard Duties

Safeguard duties are temporary trade barriers imposed to allow domestic industries
time to adjust to heightened international competition. They are permitted under
Article XIX of the General Agreement on Tariffs and Trade (GATT) 1994 and
elaborated in the WTO Agreement on Safeguards. These provisions allow member
countries to restrict imports when an unforeseen surge in imports causes serious
injury to domestic producers (WTO, 2020). Importantly, safeguard measures must be
applied on a non-discriminatory basis, meaning they affect imports from all
countries, including major trading partners such as the United States.

60




In India, safeguard duties are governed by Sections 8B and 8C of the Customs
Tariff Act, 1975, and administered by the Directorate General of Trade Remedies
(DGTR). The legal framework requires a transparent investigation process,
assessment of injury, and a clear adjustment plan for the affected domestic industry
(Government of India, 2022). These procedural requirements reflect India’s
commitment to maintaining consistency with WTO norms while safeguarding
domestic economic interests.

Rationale for Safeguard Measures in India

India’s increasing reliance on safeguard duties reflects structural challenges faced by
its domestic industries, including cost disadvantages, technological gaps, and
vulnerability to volatile global markets. During periods of tariff wars—particularly
those initiated by the United States—trade diversion effects often result in excess
supply being redirected toward emerging economies. For example, when the U.S.
imposed higher tariffs on steel and aluminum imports under Section 232, surplus
production from other exporting nations sought alternative markets, including India.
This sudden influx threatened domestic manufacturers, prompting India to impose
safeguard duties on steel products (Bown & Irwin, 2019).

Safeguard duties thus serve a dual purpose: they act as a short-term shield against
external shocks and provide breathing space for domestic industries to restructure,
modernize, and improve competitiveness. In the context of India—US trade relations,
such measures also function as strategic policy tools that signal India’s willingness to
protect its domestic market while remaining engaged in global trade.

Safeguard Duties as a Trade Response Strategy

India’s use of safeguard duties has expanded as part of a broader trade response
strategy aimed at balancing openness with protection. While India has historically
supported multilateralism and trade liberalization, rising protectionism globally has
necessitated more defensive trade policies. Safeguard duties allow India to respond to
trade disruptions without directly escalating bilateral disputes, as these measures are
WTO-compliant and temporary in nature.

From a policy perspective, safeguard duties are often preferred over retaliatory tariffs
because they are framed as domestic protection rather than direct countermeasures.
This distinction is particularly significant in the India—US context, where strategic
and geopolitical considerations play an important role. By invoking safeguard
provisions, India can mitigate economic harm while avoiding overt confrontation with
the United States (Mukherjee, 2021).

Policy Adjustments Accompanying Safeguard Measures

Safeguard duties are most effective when complemented by broader policy
adjustments. Recognizing this, India has increasingly integrated safeguard measures
with industrial and trade policy reforms. These adjustments include tariff
rationalization, production-linked incentive (PLI) schemes, and initiatives under the
“Make in India” program. Together, these policies aim to enhance domestic
manufacturing capacity and reduce long-term dependence on protective tariffs.
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In addition, India has refined its investigative and administrative mechanisms to
ensure greater transparency and predictability in the imposition of safeguard duties.
The strengthening of DGTR procedures, adherence to time-bound investigations, and
alignment with WTO jurisprudence reflect India’s efforts to balance protection with
credibility in the global trading system (WTO, 2020).

Policy adjustments also extend to India’s engagement in bilateral and multilateral
trade negotiations. While safeguard duties address immediate injury, long-term
solutions often involve renegotiating market access terms, addressing non-tariff
barriers, and improving regulatory cooperation with trading partners such as the
United States. These adjustments highlight the complementary relationship between
defensive trade instruments and proactive trade diplomacy.

Economic Implications and Criticisms

Although safeguard duties provide temporary relief, they are not without economic
costs. Higher import tariffs can increase input costs for downstream industries and
consumers, potentially reducing overall welfare. In the India—US trade context,
safeguard measures have occasionally raised concerns among U.S. exporters,
particularly in sectors such as metals and agricultural products. Critics argue that
excessive reliance on safeguard duties may discourage efficiency and delay necessary
structural reforms within domestic industries (Krueger, 2018).

Nevertheless, empirical evidence suggests that when used judiciously and
temporarily, safeguard duties can facilitate adjustment and prevent long-term
industrial decline. The key challenge for policymakers lies in ensuring that these
measures remain transitional and are accompanied by productivity-enhancing reforms
rather than becoming permanent protectionist tools.

Safeguard duties and policy adjustments represent a critical pillar of India’s trade
response strategies amid evolving tariff wars and bilateral trade tensions with the
United States. Rooted in WTO-compliant frameworks, safeguard measures enable
India to manage import surges and protect vulnerable industries without undermining
its broader commitment to global trade. When complemented by targeted policy
adjustments—such as industrial incentives, regulatory reforms, and trade
negotiations—safeguard duties can contribute to sustainable economic resilience. In
the dynamic landscape of India—US trade relations, these instruments underscore
India’s pragmatic approach to balancing openness, protection, and long-term
competitiveness.

Domestic industry protection vs. global integration

India’s tariff measures and trade response strategies reflect a persistent policy
dilemma faced by many emerging economies: how to protect domestic industries
while simultaneously integrating into the global trading system. In the context of
tariff wars and bilateral trade dynamics between India and the United States, this
tension has become particularly pronounced. India’s use of tariffs as a defensive and
strategic policy instrument must be understood against the backdrop of development
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objectives, industrial competitiveness, employment generation, and geopolitical
considerations, alongside commitments to trade liberalization under the World Trade
Organization (WTO) framework.

Rationale for Domestic Industry Protection

Domestic industry protection has historically been a central component of India’s
trade policy. Following independence, India adopted an import substitution
industrialization (ISI) strategy, relying heavily on high tariffs and quantitative
restrictions to nurture infant industries and reduce dependence on foreign goods
(Panagariya, 2008). Although economic reforms since 1991 significantly reduced
tariff barriers, protectionist tendencies continue to influence policy, particularly in
politically sensitive or strategically important sectors such as agriculture, steel,
electronics, and manufacturing.

Tariffs are often justified on the grounds of shielding domestic producers from
sudden import surges, unfair trade practices, and price undercutting by foreign firms.
In the India-US context, India has argued that certain US exports benefit from
advanced technology, scale economies, and domestic subsidies, which can place
Indian firms at a competitive disadvantage. Consequently, India has imposed
safeguard duties, anti-dumping duties, and retaliatory tariffs, particularly after the
United States imposed tariffs on steel and aluminum under Section 232 of its Trade
Expansion Act (Bown, 2020).

Protectionist tariffs also serve social and political objectives. India’s manufacturing
sector employs a large semi-skilled workforce, and exposure to intense foreign
competition can lead to job losses and firm closures. From a policy perspective, tariffs
are used to provide domestic industries with adjustment time to improve productivity,
adopt new technologies, and become globally competitive (Rodrik, 2018). Thus,
domestic industry protection is often framed not as permanent isolationism, but as a
transitional development strategy.

Imperatives of Global Integration

Despite these protective measures, global integration remains a core objective of
India’s long-term economic strategy. Integration into global value chains (GVCs),
access to foreign markets, technology transfer, and foreign direct investment (FDI)
are crucial for sustaining high economic growth. Trade liberalization has played a
significant role in India’s post-reform growth trajectory, particularly in services
exports, information technology, and pharmaceuticals (World Bank, 2020).

Bilateral trade with the United States is especially significant in this regard. The US is
one of India’s largest trading partners and a key destination for Indian exports,
including IT services, pharmaceuticals, textiles, and engineering goods. Excessive
tariff protection risks undermining export competitiveness, provoking retaliatory
measures, and reducing market access for Indian firms. The withdrawal of India’s
benefits under the US Generalized System of Preferences (GSP) in 2019 illustrated
how trade frictions can directly affect export-oriented sectors (USTR, 2019).
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Global integration also entails compliance with multilateral trade rules. As a WTO
member, India is bound by tariff commitments and principles such as non-
discrimination and transparency. While WTO rules allow the use of tariffs and trade
remedies under specific conditions, frequent reliance on protective measures can
invite disputes and weaken India’s credibility as a proponent of a rules-based trading
system (WTO, 2023).

The Policy Trade-off: Protection vs. Integration

The central challenge lies in balancing short-term domestic protection with long-term
global integration. Tariff protection can provide immediate relief to domestic
industries, but prolonged protection risks inefficiency, technological stagnation, and
higher costs for consumers. Empirical evidence suggests that sustained tariff barriers
reduce competitive pressure, discourage innovation, and lead to resource
misallocation (Krugman, Obstfeld, & Melitz, 2018).

On the other hand, premature or excessive liberalization can expose vulnerable
sectors to disruptive competition, especially in a developing economy with structural
constraints such as infrastructure gaps and skill shortages. India’s recent tariff
adjustments—such as higher duties on electronics, solar panels, and certain consumer
goods—reflect an attempt to support domestic manufacturing initiatives like “Make
in India” and “Atmanirbhar Bharat” while remaining selectively open to global trade
(Chaudhary, 2021).

In the bilateral context with the United States, this trade-off becomes more complex
due to asymmetries in economic power and policy space. The US often advocates
greater market access and lower tariffs, while India emphasizes development
concerns and policy autonomy. India’s retaliatory tariffs on US agricultural products
and industrial goods can thus be seen as strategic signaling rather than outright
protectionism, aimed at restoring bargaining leverage in trade negotiations.

Strategic Reconciliation of Competing Objectives

India’s evolving trade strategy suggests a move toward calibrated protectionism
rather than blanket liberalization or isolation. The focus is increasingly on targeted
tariffs, time-bound protection, and complementary domestic reforms such as ease of
doing business, infrastructure development, and skill enhancement. This approach
seeks to reconcile domestic industry protection with gradual global integration.

Strengthening competitiveness through productivity gains, rather than relying solely
on tariff barriers, is essential for sustainable integration. In this sense, tariffs should
function as supportive tools rather than substitutes for structural reform. For India—US
trade relations, constructive engagement, dispute resolution through dialogue, and
sector-specific cooperation can help mitigate the adverse effects of tariff conflicts
while preserving strategic economic ties.

The tension between domestic industry protection and global integration lies at the
heart of India’s tariff measures and trade response strategies. While tariffs remain a
legitimate policy instrument for addressing developmental and strategic concerns,
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excessive reliance on protection risks undermining India’s integration into the global
economy and its bilateral trade relationship with the United States. A balanced, rules-
based, and forward-looking approach—combining selective protection with
competitiveness-enhancing reforms—is crucial for navigating tariff wars and
ensuring mutually beneficial trade dynamics.
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Chapter - 7

Trade Disputes, Negotiations,
and WTO Involvement




MAJOR INDIA-US TRADE DISPUTES

Trade relations between India and the United States have expanded significantly over
the past three decades, making the United States one of India’s largest trading
partners. However, alongside growing economic engagement, the bilateral
relationship has been marked by recurring trade disputes. These disputes arise
primarily from differences in tariff policies, market access regulations, intellectual
property rights, subsidies, and differing interpretations of multilateral trade rules. The
complexity of the India—US trade relationship reflects not only economic interests but
also domestic political pressures and strategic considerations.

Nature and Causes of Trade Disputes

Major trade disputes between India and the United States are rooted in structural
differences between the two economies. The US generally advocates for open
markets, strong intellectual property protection, and minimal state intervention,
whereas India has historically maintained a more protectionist trade regime aimed at
safeguarding domestic industries, farmers, and small enterprises. These contrasting
approaches have led to frequent disagreements over tariffs, non-tariff barriers, and
regulatory frameworks (Bhagwati & Panagariya, 2013).

Additionally, both countries increasingly use trade policy as a strategic tool to address
perceived unfair practices. The US has often accused India of maintaining high
tariffs, restrictive standards, and discriminatory policies, while India has criticized the
US for unilateral trade actions and inconsistent commitment to multilateralism (WTO,
2023).

Trade Disputes Impact India-US Relations

IP Rights

Disngreements over protection

Market RAccess Subsidies
Feagulotions restrick Differing views on shate
mnrket entry aid
Tariff Policies
Differences in tariff
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Tariff-Related Disputes

One of the most prominent areas of dispute has been tariffs. In 2018, the United
States imposed additional tariffs on steel and aluminum imports under Section 232 of
the Trade Expansion Act, citing national security concerns. India was significantly
affected, as steel and aluminum exports to the US became less competitive. In
response, India imposed retaliatory tariffs on a range of US products, including
agricultural goods, apples, almonds, and certain industrial products (USTR, 2022).

These actions marked a shift toward reciprocal protectionism, escalating tensions and
highlighting the fragility of bilateral trade cooperation. India challenged the US tariffs
at the World Trade Organization (WTO), arguing that the national security
justification was inconsistent with WTO rules. The US, however, maintained that
national security concerns fall outside WTO jurisdiction, leading to prolonged legal
and diplomatic deadlock.

Generalized System of Preferences (GSP) Dispute

Another major trade dispute emerged in 2019 when the United States withdrew
India’s benefits under the Generalized System of Preferences (GSP). The GSP
program allowed duty-free access for thousands of Indian products to the US market.
The US justified the withdrawal by claiming that India had failed to provide equitable
and reasonable market access to US goods, particularly in sectors such as medical
devices and agriculture (USTR, 2019).

India strongly contested this decision, arguing that GSP benefits were non-reciprocal
and discretionary, and that US demands undermined India’s public health and
developmental objectives. The removal of GSP benefits affected Indian exports worth
billions of dollars and intensified trade tensions. Although negotiations have
continued intermittently, the issue remains a symbol of deeper disagreements over
market access and fairness in trade relations.

Intellectual Property Rights (IPR) Disputes

Intellectual property protection has been another persistent source of conflict. The
United States has repeatedly placed India on the “Priority Watch List” in its Special
301 Report, citing concerns over weak patent enforcement, compulsory licensing, and
regulatory uncertainty in pharmaceuticals and digital products (USTR, 2023). US
pharmaceutical firms argue that India’s patent laws limit innovation and reduce
incentives for research and development.

India, on the other hand, defends its intellectual property regime as being compliant
with the WTO Agreement on Trade-Related Aspects of Intellectual Property Rights
(TRIPS). It emphasizes the importance of access to affordable medicines and public
health considerations, especially for developing countries. This dispute reflects a
broader ideological divide between innovation-driven and access-oriented approaches
to intellectual property governance.
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Agricultural and Subsidy Disputes

Agriculture has been a particularly sensitive sector in India—US trade disputes. The
United States has criticized India’s agricultural subsidies and public stockholding
programs, arguing that they distort global markets and violate WTO subsidy limits.
India counters that these programs are essential for food security and farmer welfare
and are permitted under existing WTO provisions for developing countries (Goyal &
Nash, 2017).

Disagreements have also arisen over sanitary and phytosanitary (SPS) measures. The
US has challenged India’s restrictions on agricultural imports, including dairy
products and genetically modified crops, claiming they are based on non-scientific
standards. India maintains that such regulations are necessary to protect consumer
health and domestic agricultural practices.

Digital Trade and Data Localization Issues

In recent years, digital trade has emerged as a new area of contention. US companies
have raised concerns over India’s data localization requirements, digital services
taxes, and e-commerce regulations, arguing that they increase compliance costs and
restrict cross-border data flows. India views these policies as essential for data
sovereignty, consumer protection, and the development of domestic digital industries
(Baldwin, 2020).

Although these disputes have not yet escalated into formal WTO litigation, they
represent a growing fault line in bilateral trade relations and highlight the challenges
of regulating trade in the digital economy.

Implications of Trade Disputes

Major India—US trade disputes have had significant economic and political
implications. They have disrupted supply chains, increased costs for businesses, and
created uncertainty for investors. At the same time, they have underscored the
limitations of unilateral trade actions and the importance of negotiation and
multilateral dispute resolution mechanisms.

Despite recurring conflicts, both countries have shown a willingness to engage in
dialogue and avoid prolonged trade wars. The establishment of bilateral trade forums
and continued engagement at the WTO indicate recognition of their mutual economic
and strategic interests.

Major trade disputes between India and the United States reflect deeper structural and
ideological differences in trade policy, development priorities, and regulatory
approaches. Tariffs, market access, intellectual property, agriculture, and digital trade
have emerged as key areas of contention. While these disputes have strained bilateral
relations at times, they have also prompted negotiations and legal engagement within
the WTO framework. Understanding these disputes is essential for evaluating the
future trajectory of India—US trade relations and for designing policies that balance
national interests with global trade stability.
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ROLE OF THE WORLD TRADE ORGANIZATION

The World Trade Organization (WTO) plays a central role in regulating international
trade relations, particularly in periods of rising protectionism and tariff wars. In the
context of bilateral trade dynamics between India and the United States, the WTO has
functioned as a critical multilateral institution aimed at ensuring predictability,
transparency, and fairness in global trade. As tariff disputes between the two nations
intensified—especially after 2018—the WTO emerged as a key platform for dispute
resolution, rule enforcement, and negotiation facilitation.

WTO as a Multilateral Trade Regulator

Established in 1995 as a successor to the General Agreement on Tariffs and Trade
(GATT), the WTO provides a comprehensive legal and institutional framework
governing international trade in goods, services, and intellectual property. Its primary
objectives include reducing trade barriers, preventing discriminatory trade practices,
and resolving disputes through a rules-based mechanism rather than unilateral action
(WTO, 2023). For countries like India and the United States—both major trading
nations—the WTO framework serves as a stabilizing force amid bilateral trade
tensions.

The WTO operates on core principles such as most-favored-nation (MFN) treatment,
national treatment, transparency, and binding tariff commitments. These principles
are particularly relevant to India—US trade relations, where allegations of
discriminatory tariffs, safeguard measures, and retaliatory duties have frequently
surfaced. By providing commonly agreed rules, the WTO limits arbitrary tariff
increases and ensures that any deviation from commitments is subject to multilateral
scrutiny.

Dispute Settlement Mechanism and India—US Trade Conflicts

One of the most significant roles of the WTO in India—US trade relations is its
Dispute Settlement Mechanism (DSM). The DSM allows member countries to
challenge trade measures that are believed to violate WTO agreements. Both India
and the United States have actively used this mechanism, making them among the
most frequent participants in WTO dispute cases.

Several disputes between India and the US have been brought before the WTO,
particularly concerning tariffs, subsidies, and market access. For example, the United
States challenged India’s export subsidy schemes, arguing that they violated the
Agreement on Subsidies and Countervailing Measures (ASCM). In response, India
defended its policies as necessary for economic development but ultimately faced
adverse rulings, compelling it to restructure its incentive programs (Bown & Keynes,
2020).

Similarly, India contested US safeguard tariffs on steel and aluminum imposed under
Section 232 of the US Trade Expansion Act, arguing that these measures were
inconsistent with WTO rules. The WTO dispute panels became crucial forums where
legal interpretations of national security exceptions, safeguard measures, and
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retaliation rights were debated. These cases underscore the WTO’s role as an
impartial adjudicator, even when outcomes are politically sensitive.

WTO’s Role in Managing Tariff Wars

Tariff wars, characterized by reciprocal tariff escalation, undermine the stability of
the global trading system. In the India-US context, tariff retaliation following the
withdrawal of India’s Generalized System of Preferences (GSP) benefits by the US
highlighted the importance of WTO oversight. India responded by imposing
retaliatory tariffs on US products such as almonds, apples, and steel, citing WTO-
consistent retaliation rights.

The WTO’s role in such situations is not to prevent all trade conflicts but to manage
them within a structured legal framework. By requiring members to notify tariff
changes, justify safeguard measures, and seek consultations before retaliation, the
WTO reduces the likelihood of unchecked escalation (Hoekman & Kostecki, 2017).
In this sense, the WTO acts as a “shock absorber” in bilateral trade conflicts,
including those between India and the US.

Negotiation and Consultation Platform

Beyond dispute resolution, the WTO provides a platform for consultations and
negotiations, which often precede or substitute formal litigation. Many India—US
trade disagreements have entered the consultation phase at the WTO, allowing both
sides to negotiate settlements without escalating disputes to panel rulings. These
consultations promote dialogue, compromise, and mutual understanding, especially
when domestic political pressures limit unilateral concessions.

Moreover, WTO committees—such as those on market access, subsidies, and
technical barriers to trade—offer institutional spaces where concerns can be raised
and clarified. For India and the US, these forums are particularly valuable in
addressing regulatory issues related to pharmaceuticals, agriculture, digital trade, and
intellectual property.

Challenges to WTO Effectiveness

Despite its importance, the WTO’s effectiveness in managing India—US trade disputes
has faced significant challenges. The paralysis of the WTO Appellate Body, largely
due to US objections to its functioning, has weakened the enforcement mechanism of
WTO rulings. This has reduced confidence in the dispute settlement system and
encouraged greater reliance on bilateral negotiations and unilateral measures.

For India, the weakened WTO system raises concerns about power asymmetry, as
bilateral negotiations with a major economy like the US may limit policy space. At
the same time, the US has increasingly favored bilateral or plurilateral trade
arrangements, viewing the WTO as insufficiently responsive to modern trade issues
such as digital commerce and state-led industrial policies (Evenett & Baldwin, 2020).

Significance for Future India—US Trade Relations
The WTO remains highly relevant for the future of India—US trade relations. As both
countries seek to balance domestic economic priorities with global trade
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commitments, the WTO provides a neutral, rules-based environment essential for
long-term cooperation. Strengthening the WTO dispute settlement system, updating
trade rules, and enhancing transparency will be crucial for managing future tariff
disputes.

The WTO plays a multifaceted role in India—US trade relations—as a regulator,
adjudicator, negotiation platform, and stabilizing force during tariff wars. While
challenges persist, particularly regarding institutional reform, the WTO continues to
be indispensable for maintaining order and predictability in bilateral trade dynamics
between India and the United States.

BILATERAL TRADE NEGOTIATIONS AND SETTLEMENTS

Bilateral trade negotiations and settlements constitute a central mechanism through
which India and the United States manage trade disputes, reduce policy uncertainty,
and sustain their long-term economic partnership. Unlike multilateral trade
frameworks, bilateral negotiations allow both countries to address specific sectoral
concerns, market access issues, and tariff-related conflicts in a more flexible and
pragmatic manner. In the context of tariff wars, these negotiations play a critical role
in preventing escalation, restoring trade balance, and aligning economic interests
within the broader geopolitical relationship between India and the United States.

The India—US trade relationship has expanded significantly since India’s economic
liberalization in the early 1990s, making both countries major trading partners.
However, the growth of bilateral trade has also been accompanied by recurring
disputes over tariffs, subsidies, intellectual property rights, market access barriers,
and regulatory standards. Bilateral negotiations have thus emerged as an essential tool
to resolve these issues outside formal dispute settlement mechanisms, particularly
when rapid resolution is required to protect strategic and commercial interests (Bown
& Irwin, 2019).

One of the defining characteristics of bilateral trade negotiations between India and
the United States is their issue-specific nature. Rather than comprehensive free trade
agreements, the two countries have often relied on targeted negotiations focusing on
particular sectors such as agriculture, pharmaceuticals, steel and aluminum,
information technology services, and digital trade. These negotiations are frequently
conducted through institutional platforms such as the Trade Policy Forum (TPF),
established in 2005, which serves as a structured dialogue for addressing ongoing
trade irritants and exploring cooperative solutions (Office of the United States Trade
Representative [USTR], 2022).

Tariff-related disputes have been a dominant theme in bilateral negotiations,
especially during periods of heightened global protectionism. The imposition of
additional tariffs by the United States under national security and trade remedy
provisions led to retaliatory measures by India, affecting a wide range of products.
Instead of allowing these conflicts to spiral into prolonged trade wars, both countries
opted for negotiation-driven settlements. These settlements often involve partial tariff

72




rollbacks, restoration of preferential market access, or commitments to review tariff
structures periodically (Chaisse & Matsushita, 2018).

A notable example of bilateral negotiation and settlement is the dialogue surrounding
the withdrawal of India’s benefits under the Generalized System of Preferences
(GSP) by the United States. The US decision was based on concerns regarding
market access barriers and tariff levels imposed by India. In response, India imposed
retaliatory tariffs on selected US products. Rather than relying exclusively on the
WTO dispute settlement process, both nations engaged in bilateral discussions to
address concerns related to agricultural access, medical devices pricing, and digital
trade policies. Although a comprehensive resolution was delayed, negotiations helped
prevent a broader deterioration of trade relations and kept channels of dialogue open
(Panagariya, 2020).

Bilateral settlements between India and the United States often reflect a balance
between economic pragmatism and political considerations. Trade negotiations are
deeply influenced by domestic political pressures, lobbying by industry groups, and
strategic foreign policy objectives. For instance, while the United States has
consistently pushed for greater market access and lower tariffs in India, India has
emphasized the protection of domestic industries, farmers, and small enterprises.
Settlements, therefore, tend to be incremental and compromise-based rather than
transformative in nature (Evenett & Fritz, 2021).

Another important aspect of bilateral negotiations is their role in complementing
WTO processes. While both India and the United States actively participate in the
WTO dispute settlement system, bilateral negotiations are often preferred as a first
step due to their speed and confidentiality. In many instances, the initiation of WTO
disputes acts as a bargaining tool that encourages negotiated settlements before a final
ruling is issued. This dual-track approach allows both countries to preserve their legal
rights while simultaneously pursuing mutually acceptable solutions (WTO, 2023).

Bilateral trade settlements also extend beyond tariffs to include regulatory
harmonization, standards recognition, and trade facilitation measures. Agreements on
customs cooperation, transparency, and technical barriers to trade have helped reduce
transaction costs and enhance predictability for businesses operating across borders.
Such negotiated outcomes contribute to trade stability even when tariff disputes
remain unresolved in the short term (Bhagwati & Panagariya, 2013).

In recent years, bilateral trade negotiations between India and the United States have
increasingly incorporated emerging issues such as digital trade, supply chain
resilience, and strategic technology partnerships. These negotiations reflect a shift
from traditional tariff-focused settlements toward broader economic cooperation
frameworks. The emphasis on trusted supply chains and strategic alignment has
added a new dimension to bilateral settlements, where trade concessions are often
linked to security and geopolitical considerations (Tellis, 2022).
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Bilateral trade negotiations and settlements play a pivotal role in managing tariff wars
and trade disputes between India and the United States. By providing a flexible, issue-
specific, and politically sensitive mechanism for conflict resolution, bilateral
negotiations help mitigate the adverse effects of protectionist measures and preserve
long-term economic cooperation. While challenges related to tariffs, market access,
and regulatory divergence persist, sustained engagement through bilateral
negotiations remains essential for ensuring stability and mutual benefit in India—US
trade relations. As global trade dynamics continue to evolve, the importance of
effective bilateral settlements will only increase in shaping the future trajectory of this
strategic economic partnership.

DISPUTE RESOLUTION MECHANISMS

Dispute resolution mechanisms play a central role in managing trade conflicts arising
from tariff wars and protectionist trade policies. In the context of bilateral trade
relations between India and the United States, dispute resolution has been crucial in
addressing disagreements over tariffs, subsidies, market access, intellectual property
rights, and regulatory barriers. As two major economies with distinct development
priorities and political interests, India and the United States have frequently relied on
both bilateral negotiations and multilateral frameworks—particularly the World Trade
Organization (WTO)—to resolve trade disputes. Effective dispute resolution
mechanisms not only help contain trade tensions but also promote stability,
predictability, and fairness in the global trading system.

Concept of Trade Dispute Resolution

Trade disputes arise when one country believes that another country’s trade measures
violate agreed international rules or unfairly restrict market access. Dispute resolution
mechanisms provide structured legal and diplomatic processes through which such
disagreements can be addressed without escalating into prolonged trade wars. These
mechanisms typically include consultations, mediation, arbitration, and adjudication
through international institutions such as the WTO (Bagwell, Bown, & Staiger, 2016).

For India and the United States, dispute resolution mechanisms operate at three main
levels:

1. Bilateral consultations and negotiations,
2. Multilateral dispute settlement under the WTO, and
3. Temporary political or negotiated settlements outside formal legal frameworks.

Bilateral Dispute Resolution Mechanisms

Bilateral mechanisms are often the first step in resolving trade disputes between India
and the United States. These mechanisms rely on dialogue, negotiations, and
diplomatic engagement rather than legal adjudication. Platforms such as the India—
US Trade Policy Forum (TPF) and Strategic and Commercial Dialogue have been
used to address issues related to tariffs, market access, and regulatory concerns.
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Bilateral consultations are particularly useful in managing politically sensitive issues
such as tariff retaliation, visa restrictions affecting services trade, and agricultural
market access. These mechanisms offer flexibility and speed, allowing both countries
to reach mutually acceptable solutions without invoking formal legal proceedings.
However, bilateral approaches often favor the economically stronger partner and may
lack enforceability, making them less reliable for long-term dispute resolution
(Evenett & Hoekman, 2005).

WTO Dispute Settlement Mechanism (DSM)

The WTO Dispute Settlement Mechanism (DSM) represents the most formal and
legally binding framework for resolving trade disputes between member countries,
including India and the United States. Established under the Dispute Settlement
Understanding (DSU), the WTO DSM provides a rule-based system designed to
ensure that trade conflicts are resolved impartially and transparently (WTO, 1995).

Key Stages of the WTO Dispute Resolution Process

1. Consultations: The disputing parties must first engage in consultations to seek a
mutually agreed solution. Many India—US disputes have been resolved at this
stage, preventing escalation.

2. Panel Proceedings: If consultations fail, a dispute panel is established to examine
the case and issue findings based on WTQ agreements.

3. Appellate Review: Parties may appeal panel decisions to the WTO Appellate
Body on points of law.

4. Implementation and Compliance: The losing party is expected to bring its
measures into compliance. If compliance is not achieved, the complainant may
seek authorization for retaliatory measures.

India—US Trade Disputes at the WTO

India and the United States have been frequent users of the WTO DSM, both as
complainants and respondents. Major disputes have involved issues such as export
subsidies, domestic support programs, safeguard duties, and retaliatory tariffs.

For example, the United States challenged India’s export subsidy programs, arguing
that they violated WTO rules applicable to developing countries that had crossed
income thresholds. Conversely, India has challenged US safeguard measures and
additional tariffs imposed on steel and aluminum imports, arguing that such measures
were inconsistent with WTO obligations (Bown & Irwin, 2019).

These disputes highlight the importance of the WTO as a neutral forum where
developing and developed countries can seek legal remedies based on agreed rules
rather than economic power.

Challenges in WTO Dispute Resolution

Despite its importance, the WTO dispute resolution system faces significant
challenges. One of the most critical issues has been the paralysis of the Appellate
Body, primarily due to disagreements among member countries, including the United
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States. This has weakened the enforceability of WTO rulings and encouraged
countries to rely more on unilateral measures and bilateral negotiations (Hoekman &
Mavroidis, 2020).

For India—US trade relations, the weakening of the WTO DSM has increased
uncertainty. Without a fully functional appellate system, dispute resolution becomes
prolonged and less predictable, potentially encouraging retaliatory tariffs and
escalating trade tensions.

Retaliation and Negotiated Settlements

When formal dispute resolution fails or is delayed, countries may resort to retaliatory
tariffs as a strategic tool. India’s retaliatory tariffs on selected US products following
US safeguard measures exemplify this approach. Such actions, while permitted under
certain WTO conditions, often intensify trade tensions and negatively affect
consumers and industries in both countries.

Negotiated settlements, therefore, remain a critical alternative. These settlements
often involve compromises on tariff reductions, regulatory adjustments, or temporary
exemptions. Although less transparent than WTO rulings, negotiated settlements can
restore trade relations more quickly and reduce economic uncertainty (Busch &
Reinhardt, 2003).

Role of Dispute Resolution in Managing Tariff Wars

Dispute resolution mechanisms serve as a stabilizing force during tariff wars by
offering structured pathways to de-escalation. In the India—US context, these
mechanisms help balance power asymmetries, protect developing-country interests,
and reinforce the credibility of international trade rules. While tariff wars reflect
broader political and strategic tensions, effective dispute resolution prevents such
conflicts from undermining the global trading system.

Dispute resolution mechanisms are fundamental to managing trade conflicts between
India and the United States amid evolving tariff wars. Bilateral negotiations provide
flexibility, while the WTO dispute settlement system offers legal certainty and rule-
based outcomes. However, the effectiveness of these mechanisms depends on
political will, institutional strength, and adherence to multilateral norms.
Strengthening dispute resolution frameworks—particularly the WTO DSM—remains
essential for ensuring stable, predictable, and mutually beneficial India—US trade
relations in the future.
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MANUFACTURING AND INDUSTRIAL GOODS

Tariff wars have emerged as a prominent feature of contemporary international trade,
significantly influencing global manufacturing and industrial supply chains. In the
context of India—United States bilateral trade relations, tariff escalations—particularly
since the late 2010s—have reshaped trade flows, production decisions, and
competitiveness across key manufacturing sectors. Manufacturing and industrial
goods, which constitute a substantial share of bilateral trade between the two
economies, have been among the most directly affected by tariff-related policy
actions. The imposition of higher tariffs, retaliatory measures, and uncertainty
surrounding trade policy have altered cost structures, market access, and investment
strategies for firms in both countries.

Toriff Wars Impact India-US Trade
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Tariffs and Manufacturing Trade Dynamics

Manufacturing industries are particularly sensitive to tariffs because they rely heavily
on cross-border supply chains, intermediate inputs, and scale economies. When tariffs
are imposed on industrial goods such as steel, aluminum, machinery, automotive
components, and electrical equipment, production costs tend to rise, affecting both
exporters and domestic producers. In the India—US context, the United States’
application of safeguard and national security—based tariffs—most notably under
Section 232 of the Trade Expansion Act—had a direct impact on Indian exports of
steel and aluminum products (Bown, 2020). These measures increased entry costs for
Indian manufacturers in the US market, reducing price competitiveness and export
volumes.

Affected production choices
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From India’s perspective, manufacturing exports to the United States are an important
driver of industrial growth, employment generation, and foreign exchange earnings.
Tariff hikes disrupted these benefits by limiting market access and compressing profit
margins. For US manufacturers, tariffs on imported industrial inputs raised
production costs, particularly for downstream industries such as automobiles,
construction equipment, and consumer durables, which rely on competitively priced
raw materials and components (Amiti, Redding, & Weinstein, 2019).
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Sectoral Impact on Industrial Goods

Among industrial goods, the metals sector experienced one of the most immediate
impacts of tariff wars. The imposition of higher duties on steel and aluminum imports
by the United States was intended to protect domestic producers; however, it also
affected Indian exporters who had developed a stable presence in the US market. As a
result, Indian manufacturers were compelled to explore alternative markets or absorb
losses, while some firms faced capacity underutilization at home (Panagariya, 2021).

Similarly, the machinery and engineering goods sector—which forms a significant
component of India’s industrial exports—was affected by tariff-induced uncertainty.
Increased trade barriers discouraged long-term contracts and reduced incentives for
firms to invest in export-oriented manufacturing. For the United States, retaliatory
tariffs imposed by India on selected industrial goods raised costs for American
exporters, particularly in sectors such as industrial machinery, electrical equipment,
and capital goods (World Trade Organization [WTO], 2022).

The automotive and auto-components industry also experienced indirect effects of
tariff wars. Although not always targeted explicitly, higher tariffs on steel and
intermediate inputs increased production costs across the value chain. This eroded
cost efficiency and reduced competitiveness in both domestic and export markets. For
multinational firms operating in India and the US, tariff volatility complicated supply
chain planning and encouraged a re-evaluation of sourcing strategies.

Supply Chains and Production Reconfiguration

One of the most significant consequences of tariff wars on manufacturing has been
the disruption of global value chains (GVCs). Modern manufacturing is characterized
by fragmented production processes, where intermediate goods cross borders multiple
times before final assembly. Tariff escalation increases transaction costs at each stage,
reducing overall efficiency (Gereffi, 2018). In the India—US trade relationship, tariff
tensions incentivized firms to reconsider their dependence on cross-border supply
chains and, in some cases, relocate production to tariff-free or lower-tariff
jurisdictions.

For Indian manufacturers, this created both challenges and opportunities. While some
export-oriented firms faced declining access to the US market, others benefited from
trade diversion as US buyers sought alternatives to higher-tariff suppliers from other
countries. However, such gains were often temporary and contingent on policy
stability. Persistent uncertainty discouraged large-scale capital investment,
particularly in heavy manufacturing and high-technology industrial goods.

Employment and Industrial Competitiveness

Manufacturing is a labor-intensive sector in India, making it highly sensitive to
external trade shocks. Reduced export demand due to tariffs can translate into lower
capacity utilization, wage pressures, and employment losses. Studies indicate that
trade policy uncertainty has a measurable negative effect on manufacturing
employment and productivity growth (Handley & Limé&o, 2017). In the US, while
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tariffs provided short-term protection to certain domestic manufacturers, downstream
industries experienced job losses due to increased input costs, offsetting potential
gains in protected sectors.

From a competitiveness perspective, tariff wars have highlighted structural
differences between the two economies. Indian manufacturing, which often competes
on cost efficiency, is more vulnerable to tariff hikes in price-sensitive markets. US
manufacturing, while technologically advanced, is highly dependent on imported
intermediate goods, making it susceptible to cost inflation caused by tariffs. Thus,
tariff wars have not produced clear winners but have instead imposed adjustment
costs on both sides.

Long-Term Implications for Industrial Trade

In the long run, persistent tariff conflicts risk undermining bilateral trade cooperation
and industrial integration between India and the United States. Manufacturing growth
depends not only on market access but also on predictable trade policies and stable
regulatory environments. Tariff wars erode trust and discourage collaboration in areas
such as advanced manufacturing, defense production, and clean energy technologies.

Moreover, the experience of tariff wars has reinforced the importance of
diversification and resilience in manufacturing strategies. Indian policymakers have
increasingly emphasized domestic manufacturing through initiatives such as “Make in
India,” while simultaneously seeking to reduce vulnerability to external trade shocks.
For the United States, the focus has shifted toward supply chain security and strategic
industrial policy. However, excessive reliance on tariffs may reduce overall efficiency
and global competitiveness if not complemented by productivity-enhancing reforms.

Tariff wars have had a profound impact on manufacturing and industrial goods in
India—US bilateral trade. While intended to protect domestic industries, tariffs have
disrupted supply chains, increased production costs, reduced export competitiveness,
and generated uncertainty for manufacturers in both economies. The experience
underscores the need for cooperative trade frameworks, negotiated settlements, and
policy predictability to support sustainable industrial growth. A stable and rules-based
trade environment remains essential for strengthening manufacturing ties and
maximizing the mutual benefits of India—US economic relations.

AGRICULTURE AND FOOD PRODUCTS

Agriculture and food products occupy a strategically sensitive position in
international trade due to their direct link with food security, rural livelihoods, and
political stability. In the context of tariff wars, the agricultural sector often becomes
one of the most affected and politically charged areas. The tariff disputes between
India and the United States have significantly influenced bilateral trade dynamics in
agricultural and food products, altering market access, price competitiveness, and
supply chain structures. While agriculture accounts for a smaller share of total India—
US trade compared to services and manufacturing, its socio-economic importance
magnifies the consequences of tariff escalations (World Trade Organization [WTO],
2023).

80




Tariff Wars Impact India-US Agriculture
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Tariff wars, characterized by the imposition of higher import duties and retaliatory
measures, disrupt established trade flows and create uncertainty for exporters and
importers. Between India and the United States, such disputes intensified after 2018,
when both countries imposed additional tariffs on select goods following
disagreements over market access, subsidies, and trade preferences. Agricultural
commodities became a key area of contention, reflecting their political sensitivity and
strategic relevance in both economies (Bown & Kolb, 2021).

From the United States’ perspective, agricultural exports to India include products
such as almonds, apples, walnuts, pulses, dairy products, and processed foods. India,
on the other hand, exports rice, spices, tea, seafood, and certain processed food items
to the US market. Tariff hikes imposed by India on US agricultural products—
particularly in response to US steel and aluminum tariffs—directly affected American
farmers by reducing their price competitiveness in the Indian market. For example,
higher tariffs on almonds and apples, two major US agricultural exports to India, led
to increased prices and reduced demand, compelling exporters to seek alternative
markets (USDA, 2022).

For India, tariff wars presented both challenges and short-term protective advantages.
Higher tariffs on imported agricultural goods helped protect domestic farmers from
foreign competition, especially in politically sensitive sectors such as dairy and
cereals. India has historically maintained high agricultural tariffs to safeguard small
and marginal farmers, who constitute a significant portion of its workforce. However,
retaliatory tariffs by the United States or the loss of preferential access, such as the
withdrawal of India from the US Generalized System of Preferences (GSP) in 2019,
adversely affected Indian agricultural exports by increasing costs and reducing
competitiveness in the US market (Office of the United States Trade Representative
[USTR], 2020).

One of the most critical consequences of tariff wars on agriculture is trade diversion.
When tariffs raise the cost of bilateral trade, exporters often redirect shipments to
alternative markets. In the case of US agricultural exporters, higher Indian tariffs
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encouraged greater exports to East Asian and Middle Eastern markets. Similarly,
Indian exporters sought to expand agricultural trade with the European Union,
Southeast Asia, and Africa to compensate for reduced access to the US market. While
trade diversion may mitigate losses in the short term, it often leads to inefficiencies
and reduced overall welfare in the global trading system (Krugman, Obstfeld, &
Melitz, 2018).

Tariff wars also affect agricultural supply chains and price stability. Agriculture relies
heavily on predictable trade policies due to its seasonal nature and vulnerability to
price fluctuations. Sudden tariff increases disrupt long-term contracts, create
uncertainty for producers, and increase volatility in domestic prices. For Indian
consumers, tariffs on imported food products may lead to higher prices, particularly
for goods with limited domestic substitutes. For US producers, reduced access to the
Indian market can result in surplus production, declining farm incomes, and increased
dependence on government subsidies (World Bank, 2022).

Another significant issue is the role of non-tariff barriers, which often accompany
tariff wars. Sanitary and phytosanitary (SPS) measures, labeling requirements, and
quality standards have increasingly been used as indirect trade barriers. The United
States has frequently raised concerns about India’s SPS regulations, particularly in
dairy and poultry products, arguing that they restrict market access. India, in turn,
justifies these measures on the grounds of public health, cultural practices, and
domestic regulatory standards. Such regulatory frictions intensify the impact of tariff
wars by further constraining agricultural trade flows (WTO, 2023).

The long-term implications of tariff wars on agriculture and food products extend
beyond trade volumes. Persistent trade tensions undermine trust and cooperation,
making it difficult to negotiate comprehensive trade agreements. Agriculture often
becomes a stumbling block in broader trade negotiations due to domestic political
pressures in both countries. In India, farmer groups exert strong influence on trade
policy, while in the United States, agricultural lobbies play a critical role in shaping
trade decisions. As a result, tariff wars reinforce protectionist tendencies, slowing
progress toward trade liberalization (Panagariya, 2019).

Despite these challenges, tariff wars have also highlighted the need for structural
reforms and diversification. For India, reducing dependence on a limited number of
export markets and improving agricultural productivity can enhance resilience against
external shocks. For the United States, expanding access to emerging markets and
promoting value-added agricultural exports can reduce vulnerability to bilateral trade
disputes. Strengthening bilateral dialogue on agricultural standards, subsidies, and
market access remains essential to minimizing future conflicts (Bown & Kolb, 2021).

Tariff wars have had a profound impact on agriculture and food products within
India—US bilateral trade. While tariffs may offer temporary protection to domestic
producers, their long-term effects include reduced trade efficiency, higher consumer
prices, supply chain disruptions, and strained diplomatic relations. Given the socio-
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economic importance of agriculture in both countries, sustained tariff conflicts risk
undermining rural livelihoods and food security. Moving forward, cooperative trade
frameworks, transparent regulations, and balanced tariff policies are crucial for
ensuring stable and mutually beneficial agricultural trade relations between India and
the United States.

TECHNOLOGY, IT, AND SERVICES

Technology, information technology (IT), and services form the backbone of
contemporary India—United States economic relations. While tariff wars are
traditionally associated with goods trade—such as steel, aluminum, and agricultural
products—their indirect and increasingly direct effects on the technology and services
sectors have become more pronounced in recent years. In an era characterized by
digital trade, cross-border data flows, global value chains, and the growing
importance of services exports, tariff disputes between major economies like India
and the United States have significant implications beyond merchandise trade. This
section examines how tariff wars influence the technology, IT, and services sectors,
focusing on trade costs, regulatory spillovers, market access, and long-term
competitiveness.

Importance of Technology and Services in India—US Trade

The United States is India’s largest export destination for IT and IT-enabled services
(ITES), including software development, business process outsourcing (BPO), cloud
services, and digital consulting. India, in turn, benefits from US investments,
technology transfer, and access to advanced digital ecosystems. Services trade has
historically cushioned bilateral relations even when merchandise trade disputes
intensified. However, tariff wars disrupt this balance by introducing uncertainty,
retaliatory measures, and policy spillovers that affect services indirectly (World Bank,
2020).

Although services are not usually subject to tariffs, technology and IT services are
deeply embedded in goods trade. Software is integral to manufacturing,
telecommunications equipment, medical devices, and consumer electronics. As tariffs
increase the cost of hardware and intermediate goods, downstream effects emerge for
technology firms and service providers operating across borders (WTO, 2021).

Indirect Impact of Tariffs on the Technology Sector

One of the most significant effects of tariff wars on the technology sector arises
through higher costs in global value chains. US tariffs on Chinese and other imported
technology components have altered supply chains, indirectly affecting Indian firms
that depend on US technology platforms or serve US multinational corporations.
Increased production costs and supply disruptions reduce demand for outsourced IT
services, affecting Indian firms specializing in software development and system
integration (Bown, 2019).

Additionally, tariffs imposed by the United States on electronic goods and hardware
can reduce investment in technology infrastructure projects. This has implications for
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Indian IT companies that provide backend services, maintenance, and support for US
firms. As uncertainty increases, US companies may delay or scale back technology
spending, leading to reduced service contracts for Indian providers.

Regulatory Spillovers and Digital Trade Barriers

Tariff wars are often accompanied by non-tariff measures such as stricter regulations,
localization requirements, and national security reviews. In the context of India—US
trade relations, technology and digital services have increasingly become subject to
regulatory scrutiny. Issues related to data localization, digital taxation, intellectual
property protection, and cybersecurity standards have intensified during periods of
trade tension (USTR, 2022).

For Indian IT and services firms, such regulatory spillovers act as hidden trade
barriers. For example, tighter US regulations on data privacy and cross-border data
flows can increase compliance costs for Indian service providers. Similarly, India’s
push for data localization has raised concerns among US technology firms,
contributing to friction in bilateral negotiations. These regulatory challenges, although
not tariffs in the traditional sense, function as trade-restrictive measures that influence
market access and competitiveness (Aaronson & Leblond, 2018).

Impact on IT Services and Outsourcing

The Indian IT services industry has long benefited from cost arbitrage and skilled
human capital. However, tariff wars exacerbate broader protectionist sentiments,
particularly in the United States. During periods of heightened trade tensions,
restrictive visa policies, local hiring mandates, and “America First” procurement rules
tend to gain momentum. These measures directly affect Indian IT firms that rely on
temporary work visas and on-site deployment models (RBI, 2021).

Although not tariff measures per se, such policies often emerge alongside tariff wars
as part of a broader protectionist agenda. Reduced mobility of skilled professionals
and increased compliance costs weaken the traditional outsourcing model and force
Indian firms to shift toward higher-value services such as artificial intelligence, cloud
computing, and digital transformation consulting.

Services Trade Resilience and Structural Shifts

Despite these challenges, the services sector has demonstrated relative resilience
compared to goods trade. One reason is the intangible nature of services, which
makes them less susceptible to direct tariff barriers. Moreover, digital delivery modes
allow Indian firms to continue serving US clients remotely, mitigating some of the
adverse effects of trade conflicts (OECD, 2020).

However, tariff wars have accelerated structural shifts within the sector. Indian IT
companies are increasingly investing in local presence within the United States to
bypass regulatory and political barriers. This localization strategy, while ensuring
continuity of operations, increases operational costs and reduces profit margins.
Smaller firms, in particular, face difficulties in adapting to these changes, leading to
industry consolidation.
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Long-Term Strategic Implications

In the long run, persistent tariff wars can reshape the technological partnership
between India and the United States. While short-term disruptions may be
manageable, prolonged uncertainty discourages innovation, joint research, and cross-
border collaboration. Technology and services thrive in stable policy environments
that encourage investment and knowledge exchange. Trade conflicts undermine trust
and slow the development of emerging areas such as fintech, health tech, and green
technologies (UNCTAD, 2022).

At the same time, tariff wars have prompted India to strengthen its domestic digital
ecosystem and diversify export markets. Initiatives promoting startups, digital public
infrastructure, and innovation-led growth aim to reduce excessive dependence on any
single market. Thus, while tariff wars pose challenges, they also act as catalysts for
strategic realignment and capability building within the Indian technology and
services sector.

The impact of tariff wars on technology, IT, and services between India and the
United States is complex and multidimensional. Although services are largely
immune to direct tariffs, indirect effects through global value chains, regulatory
spillovers, and protectionist policies significantly influence the sector. Increased
uncertainty, higher compliance costs, and shifting market dynamics challenge
traditional business models, particularly in IT services and outsourcing. Nevertheless,
the resilience of digital trade and the strategic adaptability of firms have mitigated
some adverse effects. Understanding these dynamics is essential for policymakers and
industry stakeholders seeking to preserve and strengthen India—US technological and
services cooperation amid evolving global trade tensions.

MSMES AND EMPLOYMENT IMPLICATIONS

Micro, Small, and Medium Enterprises (MSMEs) form the backbone of both the
Indian and U.S. economies, contributing significantly to employment generation,
export earnings, and industrial output. In the context of tariff wars between India and
the United States, MSMEs have emerged as one of the most vulnerable yet critical
stakeholders. Unlike large multinational corporations, MSMEs often lack the
financial resilience, diversified markets, and policy influence necessary to absorb
sudden trade shocks. Consequently, tariff escalations and retaliatory trade measures
have had far-reaching implications for MSME performance and employment
dynamics in both countries.

Tariff wars, characterized by the imposition of higher import duties and counter-
tariffs, directly affect MSMEs by increasing input costs and reducing export
competitiveness. Many Indian MSMEs are deeply integrated into global value chains,
supplying intermediate goods such as auto components, textiles, engineering
products, leather goods, and handicrafts to U.S. markets. When the United States
imposed higher tariffs under trade remedy measures such as Section 232 and Section
301, Indian MSMEs faced reduced demand, delayed orders, and declining profit
margins (Bown, 2020). These disruptions were particularly severe for export-oriented
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MSMEs that depend on price competitiveness to sustain their presence in
international markets.

From the Indian perspective, MSMEs contribute nearly 30 percent of GDP and
employ over 110 million people, making them a crucial driver of inclusive economic
growth (Ministry of MSME, 2023). Tariff wars with the United States have
constrained export growth for several labor-intensive MSME sectors, including
textiles, gems and jewelry, and light engineering goods. As tariffs increase the landed
cost of Indian products in U.S. markets, buyers often shift sourcing to alternative
countries such as Vietnam, Bangladesh, or Mexico, leading to trade diversion effects.
This loss of export orders has forced many MSMEs to scale down operations, freeze
hiring, or in extreme cases, shut down production units altogether.

Employment implications of tariff wars are particularly pronounced in MSME-
dominated sectors due to their labor-intensive nature. Reduced export orders translate
directly into job losses, underemployment, and wage stagnation. Empirical studies
suggest that trade policy uncertainty and tariff hikes have a disproportionately
negative impact on small firms, as they tend to operate with thin margins and limited
access to credit (Amiti, Redding, & Weinstein, 2019). In India, where informal
employment is widespread within MSMEs, tariff-induced shocks often result in
unreported layoffs and declining household incomes, thereby exacerbating socio-
economic vulnerabilities.

The U.S. MSME sector has also experienced adverse consequences from tariff wars,
particularly those reliant on imported intermediate goods from India. Small
manufacturers, retailers, and service providers have faced increased production costs
due to higher tariffs on inputs such as steel, aluminum, chemicals, and machinery
components. Unlike large corporations that can relocate supply chains or negotiate
long-term contracts, U.S. MSMEs often pass on increased costs to consumers or
absorb losses, leading to reduced profitability and workforce downsizing (U.S.
International Trade Commission [USITC], 2022). This cost-pressure environment has
contributed to slower job creation and, in some cases, job displacement within
affected industries.

Moreover, tariff wars create an environment of uncertainty that discourages
investment and expansion among MSMEs. Business decisions related to capacity
expansion, hiring, and technology adoption are often postponed due to unpredictable
trade policies. This uncertainty undermines long-term productivity growth and
innovation, particularly for MSMEs that rely on stable export markets for scaling
operations (World Bank, 2020). In the India-US context, repeated tariff
announcements, withdrawals, and renegotiations have made it difficult for small firms
to engage in strategic planning.

Another critical dimension of the employment impact is the regional concentration of
MSMEs. In India, MSME clusters are often geographically concentrated in specific
states and districts. Trade shocks resulting from tariff wars can therefore have
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localized employment effects, leading to regional economic distress. For example,
clusters specializing in textiles, leather, or auto components have experienced sharper
employment contractions following declines in U.S. demand. Such localized impacts
increase the burden on state governments to provide social security, skill retraining,
and employment support programs.

Despite these challenges, tariff wars have also prompted adaptive responses among
MSMEs. Some Indian MSMEs have attempted to diversify export markets, explore
regional trade agreements, or move up the value chain by focusing on quality,
branding, and customization. Government initiatives such as export promotion
schemes, production-linked incentives, and easier access to credit have played a
supportive role, although their effectiveness remains uneven (OECD, 2021). In the
United States, MSMEs have increasingly sought domestic suppliers or alternative
low-tariff markets to reduce dependency on tariff-affected imports.

Tariff wars between India and the United States have had significant and multifaceted
implications for MSMEs and employment. While large firms may withstand trade
disruptions through diversification and scale, MSMEs face heightened risks due to
cost pressures, demand uncertainty, and limited financial buffers. Employment losses,
informalization of work, and regional economic disparities are among the most
serious consequences. Addressing these challenges requires coordinated policy
measures, including predictable trade policies, targeted MSME support, skill
development programs, and bilateral cooperation aimed at minimizing tariff-related
disruptions. A stable and transparent trade environment is essential to safeguard
MSME growth and employment generation in both economies.
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TRADE POLICY AND STRATEGIC PARTNERSHIPS

Trade policy has increasingly become a strategic instrument in shaping bilateral
partnerships, particularly between major economies such as India and the United
States. In the contemporary global order, trade is no longer confined to economic
exchange alone; it is deeply embedded within political objectives, security
considerations, and broader geopolitical strategies. The India—United States
relationship exemplifies how trade policy functions as both an economic tool and a
strategic lever to strengthen partnerships, manage competition, and counter global
uncertainties.

Historically, trade policies were designed primarily to promote domestic economic
growth, protect infant industries, and manage balance-of-payments concerns.
However, in the post-Cold War and especially post-globalization era, trade policy has
expanded its role to support foreign policy goals and strategic alliances. For the
United States, trade policy has often been used to reinforce partnerships with allies
and strategic partners, while applying pressure on perceived rivals through tariffs,
sanctions, and preferential trade arrangements (Bown & Irwin, 2019). Similarly, India
has increasingly aligned its trade strategies with its broader diplomatic and
geopolitical priorities, particularly in the Indo-Pacific region.

The strategic partnership between India and the United States gained momentum after
the early 2000s, marked by deeper economic engagement, defense cooperation, and
shared democratic values. Trade policy became a crucial pillar of this partnership,
reflecting mutual interests in supply chain resilience, technology cooperation, and
regional stability. Bilateral trade agreements, market access negotiations, and tariff
adjustments have often been influenced by broader strategic considerations rather
than purely economic logic (Pant & Rej, 2018). For instance, despite recurring trade
disputes over tariffs and market access, both countries have largely avoided
prolonged trade escalations that could undermine their strategic relationship.

Tariff wars and trade frictions between India and the United States illustrate the
complex interaction between economic nationalism and strategic cooperation. The
imposition of US tariffs on steel and aluminum under Section 232, citing national
security concerns, affected Indian exports and led to retaliatory tariffs by India. While
these measures appeared confrontational, they did not derail the overall strategic
partnership. Instead, both governments continued engagement through high-level
dialogues and negotiations, recognizing the long-term geopolitical value of
cooperation over short-term trade conflicts (USTR, 2023). This demonstrates that
trade policy decisions are often moderated by strategic priorities.

Trade policy also plays a significant role in strengthening defense and technology
partnerships. The United States views India as a key strategic partner in maintaining a
free, open, and rules-based Indo-Pacific order. Consequently, trade policies related to
defense equipment, dual-use technologies, and digital trade are shaped by security
considerations. Relaxation of export controls, technology transfers, and defense
procurement agreements reflect how trade and strategic interests intersect (Tellis,
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2020). India, in turn, leverages its trade relationship with the US to gain access to
advanced technologies, diversify defense imports, and enhance domestic
manufacturing under initiatives such as “Make in India.”

Trade Policy Shapes India-US Partnership
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From India’s perspective, aligning trade policy with strategic partnerships helps
balance relations with major global powers. As India seeks to reduce dependence on
any single trading partner, particularly amid shifting global supply chains, its
economic engagement with the United States becomes strategically significant. Trade
agreements, investment facilitation, and cooperation in emerging sectors such as
semiconductors, clean energy, and digital services serve both economic and
geopolitical objectives (Mukherjee, 2021). These initiatives aim to position India as a
reliable partner in global value chains while reinforcing its strategic autonomy.

Geopolitically, trade policy is increasingly used as a tool to counter China’s growing
economic and strategic influence. Both India and the United States view closer
economic cooperation as essential to building resilient supply chains and reducing
vulnerabilities. Initiatives such as the Indo-Pacific Economic Framework (IPEF)
reflect an effort to integrate trade policy with broader strategic goals without relying
solely on traditional free trade agreements (Frieden, Lake, & Schultz, 2019). In this
context, India—US trade relations are not only bilateral but also part of a wider
regional strategy.

However, the strategic use of trade policy also introduces challenges. Domestic
political pressures, protectionist sentiments, and differing regulatory regimes often
create friction. While the United States emphasizes market access and intellectual
property protection, India prioritizes developmental concerns, policy space, and
domestic industry protection. These differences can strain negotiations, but strategic
imperatives usually encourage compromise and continued dialogue rather than
confrontation (Sahoo & Dash, 2020).

Trade policy between India and the United States functions as a critical component of
their strategic partnership. While tariff wars and trade disputes periodically arise, they
are often managed within a broader framework of geopolitical cooperation. The
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convergence of trade, security, and diplomatic objectives highlights the evolving
nature of bilateral relations in a multipolar world. As global economic uncertainty and
geopolitical competition intensify, trade policy will continue to serve not only as an
economic instrument but also as a strategic tool to deepen partnerships, enhance
resilience, and promote shared interests between India and the United States.

INDO-PACIFIC STRATEGY AND ECONOMIC DIPLOMACY

The Indo-Pacific has emerged as one of the most strategically significant regions in
the contemporary global order, shaping political alliances, security frameworks, and
economic relationships. For India and the United States, the Indo-Pacific strategy
represents not merely a military or security construct but a comprehensive
geopolitical and economic vision. Within this framework, economic diplomacy plays
a central role, influencing bilateral trade relations, tariff policies, supply chains, and
broader trade dynamics between the two countries. The interaction between tariff
wars and economic diplomacy must therefore be understood against the backdrop of
Indo-Pacific geopolitics.

The Indo-Pacific Strategy: Concept and Objectives

The Indo-Pacific strategy refers to a geopolitical framework that integrates the Indian
Ocean and the Pacific Ocean into a single strategic space. The United States formally
articulated its Indo-Pacific strategy to promote a “free, open, secure, and prosperous”
region, emphasizing freedom of navigation, rule-based order, transparent economic
practices, and resilient supply chains (U.S. Department of Defense [DoD], 2022).
India, through its “Act East Policy” and later the “Indo-Pacific Oceans Initiative,” has
similarly emphasized inclusivity, sovereignty, and economic cooperation as
foundational principles (Ministry of External Affairs [MEA], 2020).

For both nations, the Indo-Pacific is not only about counterbalancing China’s growing
influence but also about shaping economic norms, trade rules, and regional
connectivity. Consequently, tariff policies and bilateral trade measures are
increasingly influenced by strategic considerations rather than purely economic
rationale.

Economic Diplomacy as a Strategic Tool

Economic diplomacy refers to the use of trade policies, tariffs, investment
agreements, and economic partnerships to achieve broader foreign policy objectives.
In the Indo-Pacific context, economic diplomacy has become a critical instrument for
India and the United States to strengthen alliances, diversify supply chains, and
reduce strategic dependencies. Tariffs, trade agreements, and market access
negotiations are often deployed as leverage in this diplomatic process (Aggarwal &
Reddie, 2020).

For the United States, economic diplomacy in the Indo-Pacific aims to reduce reliance
on China-centric supply chains, encourage “friend-shoring,” and promote standards-
based trade practices. India, on the other hand, uses economic diplomacy to attract
foreign investment, enhance manufacturing capabilities, and secure greater access to
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advanced technologies. These strategic goals directly influence tariff structures and
bilateral trade negotiations between the two countries.

Indo-Pacific Strategy and India-US Trade Relations

India—US trade relations have increasingly aligned with Indo-Pacific strategic
priorities. While tariff disputes—such as those related to steel, aluminum, agricultural
products, and digital services—have periodically strained bilateral relations, both
countries have largely avoided prolonged trade wars. This restraint reflects the
strategic value each country assigns to the other within the Indo-Pacific framework
(Pant & Passi, 2021).

Economic diplomacy has allowed both sides to compartmentalize disputes. For
instance, despite disagreements over tariffs and market access, India and the US have
expanded cooperation in defense trade, critical minerals, semiconductors, and clean
energy. The logic of Indo-Pacific geopolitics encourages compromise and dialogue
rather than escalation, demonstrating how strategic considerations can moderate tariff
conflicts.

Supply Chains, Trade Security, and Tariff Policies

A central component of the Indo-Pacific economic agenda is supply chain resilience.
Disruptions caused by the COVID-19 pandemic and geopolitical tensions have
underscored the risks of over-concentration in global supply chains. Both India and
the US have used economic diplomacy to promote alternative manufacturing hubs
and secure critical supply chains for pharmaceuticals, electronics, and rare earth
elements (U.S. Trade Representative [USTR], 2023).

Tariff policies play a dual role in this context. On one hand, protective tariffs can
support domestic industries and encourage local manufacturing. On the other hand,
excessive tariffs risk undermining strategic partnerships. India’s calibrated tariff
approach—raising duties in select sectors while negotiating exemptions for strategic
partners—illustrates how trade policy is increasingly shaped by Indo-Pacific
considerations rather than traditional protectionism.

Multilateral and Minilateral Economic Frameworks

The Indo-Pacific strategy has also given rise to new economic groupings such as the
Quadrilateral Security Dialogue (Quad) involving India, the US, Japan, and
Australia. Although the Quad is primarily a strategic platform, it has gradually
incorporated economic cooperation, including supply chain initiatives and
infrastructure development. These efforts reinforce economic diplomacy and
indirectly influence bilateral trade dynamics by aligning regulatory standards and
investment priorities (Jaishankar, 2022).

Similarly, the US-led Indo-Pacific Economic Framework (IPEF) reflects a shift away
from traditional free trade agreements toward flexible economic cooperation. India’s
selective engagement with IPEF demonstrates its attempt to balance strategic
alignment with economic autonomy, highlighting the complex interplay between
tariffs, trade sovereignty, and geopolitical strategy.

92




Geopolitical Implications for Tariff Wars

The Indo-Pacific strategy acts as a stabilizing force in India—US trade relations. While
tariff disputes persist, they are increasingly managed within a broader strategic
partnership. Unlike traditional tariff wars driven solely by economic nationalism,
India—US tariff tensions are constrained by shared geopolitical interests, particularly
in maintaining regional stability and countering coercive economic practices.

This strategic restraint suggests that future tariff conflicts are likely to be temporary
and negotiated rather than escalatory. Economic diplomacy, guided by Indo-Pacific
objectives, thus serves as a moderating mechanism that aligns trade policies with
long-term geopolitical goals.

The Indo-Pacific strategy has fundamentally reshaped the strategic and economic
relationship between India and the United States. Economic diplomacy has become a
key instrument through which both nations pursue geopolitical objectives, manage
tariff disputes, and strengthen bilateral trade ties. While tariff wars remain an inherent
risk in an era of economic nationalism, the Indo-Pacific framework encourages
cooperation, dialogue, and strategic alignment. As global power dynamics continue to
evolve, the integration of economic diplomacy within the Indo-Pacific strategy will
remain central to understanding the future trajectory of India—US trade relations.

ROLE OF LOBBYING, POLITICS, AND NATIONAL INTEREST

Tariff wars between India and the United States cannot be understood solely through
economic indicators such as trade volumes, balance of payments, or price
competitiveness. Instead, they are deeply embedded within a broader framework of
political decision-making, domestic lobbying pressures, and strategic national
interests. Trade policy in both countries is not merely a technocratic exercise but a
politically negotiated outcome shaped by interest groups, electoral incentives, and
geopolitical considerations. This section examines how lobbying, domestic politics,
and national interest influence tariff decisions and bilateral trade dynamics between
India and the United States.

Lobbying and Interest Group Influence

Lobbying plays a critical role in shaping tariff policy in both India and the United
States, though the institutional mechanisms differ. In the United States, trade policy is
heavily influenced by organized interest groups, including industry associations,
multinational corporations, labor unions, and advocacy groups. These actors engage
with lawmakers, regulatory agencies, and the executive branch to influence tariff
decisions in ways that protect or enhance their economic interests. For instance, U.S.
steel and aluminum producers lobbied strongly for protectionist measures,
contributing to the imposition of tariffs under Section 232 of the Trade Expansion
Act of 1962, which cited national security concerns (Irwin, 2019).

Indian exporters—particularly in sectors such as steel, aluminum, pharmaceuticals,
textiles, and information technology—were directly affected by these tariffs. At the
same time, U.S. agricultural lobbies exerted pressure to secure greater access to the
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Indian market, criticizing India’s higher tariffs on dairy products, almonds, apples,
and other farm goods. These competing lobbying efforts often result in fragmented
and sector-specific trade policies rather than comprehensive bilateral agreements.

In India, lobbying tends to be less formalized but is equally influential. Domestic
industry groups such as manufacturing associations, farmer unions, and MSME
representatives exert pressure on the government to maintain protective tariffs. The
Indian government has frequently justified higher tariffs as necessary to protect infant
industries, promote domestic manufacturing, and safeguard employment, especially
under initiatives like “Make in India” and “Atmanirbhar Bharat” (Panagariya,
2020). Thus, lobbying in both countries reinforces protectionist tendencies and
complicates trade negotiations.

Domestic Politics and Electoral Considerations

Trade policy is inherently political, and tariff wars often reflect domestic electoral
calculations. In the United States, protectionist trade rhetoric has gained traction
during periods of economic uncertainty and political polarization. Political leaders
have used tariffs as visible tools to signal toughness on trade, protect domestic jobs,
and appeal to manufacturing-heavy constituencies. The India—US tariff disputes
during the late 2010s coincided with heightened political emphasis on economic
nationalism in the U.S., where trade deficits were portrayed as evidence of unfair
practices by trading partners (Bown & Irwin, 2019).

Similarly, in India, trade policy decisions are closely linked to political
considerations. Agricultural tariffs, for example, are politically sensitive due to the
large proportion of the population dependent on farming for livelihood. Any
significant reduction in tariffs on agricultural imports from the United States can
trigger domestic opposition and electoral backlash. Consequently, Indian
policymakers often adopt a cautious approach in trade negotiations, balancing
international commitments with domestic political stability.

Moreover, the removal of India from the U.S. Generalized System of Preferences
(GSP) in 2019 illustrates how domestic politics intersect with bilateral trade. While
the U.S. justified the decision on market access concerns, India perceived it as
politically motivated and responded with retaliatory tariffs. These actions highlight
how trade disputes can escalate due to political signaling rather than purely economic
reasoning.

National Interest and Strategic Considerations

Beyond lobbying and domestic politics, the concept of national interest plays a
decisive role in shaping tariff policies. Both India and the United States increasingly
view trade through a strategic and geopolitical lens. For the United States, tariffs have
been used as instruments not only to address trade imbalances but also to assert
economic leverage and protect strategic industries. The framing of tariffs under
national security provisions reflects a broader shift toward securitizing economic
policy (Farrell & Newman, 2019).
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For India, national interest is closely tied to economic sovereignty, industrial
development, and strategic autonomy. India’s reluctance to fully liberalize its tariff
regime stems from concerns about deindustrialization, dependence on imports, and
vulnerability to global supply chain disruptions. The COVID-19 pandemic further
reinforced India’s emphasis on self-reliance, strengthening political justification for
protective tariffs even at the cost of trade tensions with major partners like the United
States.

At the same time, geopolitical alignment between India and the United States—
particularly in the context of the Indo-Pacific strategy and concerns over China’s
economic dominance—has moderated the intensity of tariff conflicts. Despite
disputes, both countries recognize the strategic importance of maintaining a
cooperative economic relationship. This explains why tariff wars between India and
the U.S. have largely remained limited in scope and have been accompanied by
ongoing negotiations rather than prolonged escalation.

Interplay of Economics and Geopolitics

The India-US tariff relationship demonstrates that trade policy operates at the
intersection of economics, politics, and geopolitics. Lobbying groups influence
sector-specific outcomes, domestic political pressures shape negotiation boundaries,
and national interest considerations define the broader strategic framework. As a
result, tariff wars often reflect negotiated compromises rather than outright economic
rationality.

Understanding this interplay is essential for explaining why certain tariffs persist
despite their welfare costs and why trade disputes continue even between strategic
partners. The India—US case underscores that future trade stability will depend not
only on economic complementarities but also on effective management of domestic
political interests and strategic priorities.

Lobbying, politics, and national interest are central to understanding tariff wars and
bilateral trade dynamics between India and the United States. Trade policy decisions
in both countries are shaped by powerful domestic actors, electoral considerations,
and strategic objectives that extend beyond immediate economic gains. Recognizing
these dimensions provides a more comprehensive understanding of tariff conflicts and
highlights the need for politically informed and strategically balanced trade
diplomacy in the evolving global order.

TRADE RELATIONS AMID GLOBAL POWER SHIFTS

Global trade relations are increasingly shaped not only by economic considerations
but also by strategic, political, and geopolitical factors. In the 21st century, shifts in
global power—particularly the relative decline of unilateral dominance and the rise of
multipolarity—have significantly altered the nature of international trade relations.
The bilateral trade dynamics between India and the United States must be understood
within this broader context of global power shifts, strategic competition, and evolving
geopolitical alliances. Tariff wars, once seen primarily as tools of economic
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protectionism, now function as instruments of strategic leverage in an increasingly
contested global order (Baldwin, 2016).

Global Power Shifts and the Changing Trade Order

The post—Cold War era was characterized by U.S.-led globalization, marked by trade
liberalization, multilateralism, and institutional frameworks such as the World Trade
Organization (WTO). However, the emergence of China as a major economic power,
coupled with rising nationalism and protectionism in advanced economies, has
fundamentally altered this order (Ikenberry, 2018). These shifts have weakened the
predictability of global trade norms and intensified bilateral and regional trade
engagements.

The United States’ increasing reliance on tariffs—particularly since the late 2010s—
signals a departure from traditional multilateral trade leadership toward a more
unilateral and strategic trade policy. This shift has had direct implications for its trade
partners, including India, as trade decisions are now closely linked with security
concerns, supply chain resilience, and geopolitical competition (Evenett, 2019).

India-US Trade Relations in a Multipolar World

India—US trade relations have evolved significantly amid global power realignments.
As China’s economic and strategic assertiveness has increased, the United States has
sought to strengthen economic ties with India, viewing it as a key partner in
maintaining balance in the Indo-Pacific region (Pant & Joshi, 2020). Trade
cooperation thus extends beyond market access and tariffs to include strategic sectors
such as technology, defense manufacturing, energy, and critical supply chains.

However, despite growing strategic convergence, trade relations between India and
the United States have often been marked by friction. Issues related to tariffs, market
access, intellectual property rights, digital trade regulations, and visa policies reflect
deeper structural differences in economic priorities and development models
(Wadhwa, 2021). These tensions demonstrate how global power shifts complicate
bilateral trade relationships, even among strategic partners.

Tariffs as Strategic Tools in Geopolitical Competition

In the context of global power shifts, tariffs are no longer purely economic
instruments but are increasingly used as tools of geopolitical signaling and strategic
pressure. The United States’ imposition of tariffs under national security provisions
(such as Section 232 of the Trade Expansion Act) reflects a broader trend of
securitizing trade policy (Bown & Irwin, 2019).

For India, such measures have posed challenges, particularly in sectors like steel,
aluminum, and pharmaceuticals. India’s retaliatory tariffs against U.S. goods
highlight how trade disputes are embedded in broader negotiations involving strategic
alignment, defense cooperation, and diplomatic engagement. Thus, tariff wars
between India and the United States must be interpreted as part of a complex
negotiation process shaped by shifting power dynamics rather than isolated trade
disagreements.
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Geopolitics, Supply Chains, and Economic Security

Global power shifts have also brought renewed attention to supply chain security and
economic resilience. The COVID-19 pandemic and geopolitical tensions—especially
between the U.S. and China—have accelerated efforts to diversify supply chains
away from excessive dependence on a single country (Gereffi, 2020). In this context,
India has emerged as a potential alternative manufacturing and sourcing destination.

The United States’ interest in strengthening trade and investment ties with India
aligns with its broader strategy of building “trusted supply chains” among like-
minded partners. Initiatives related to semiconductors, critical minerals, clean energy
technologies, and digital infrastructure illustrate how trade relations are increasingly
driven by geopolitical considerations (Farrell & Newman, 2019).

For India, participation in these strategic supply chains presents opportunities for
economic growth but also necessitates balancing domestic protectionist policies with
global integration. Tariff decisions are thus influenced not only by economic impact
but also by long-term strategic positioning in the global power hierarchy.

Indo-Pacific Strategy and Trade Diplomacy

The Indo-Pacific region has become a central arena of geopolitical competition, and
trade plays a crucial role in shaping regional influence. The India—US partnership
within the Indo-Pacific framework reflects a convergence of economic and strategic
interests aimed at ensuring a free, open, and rules-based order (Jaishankar, 2020).

Trade diplomacy in this context involves aligning tariff policies, standards, and
regulations to counterbalance alternative economic models and influence networks.
While India has historically maintained strategic autonomy, evolving global power
shifts have encouraged deeper engagement with the United States, even as trade
negotiations remain complex and sometimes contentious.

Challenges and Future Implications

Despite shared strategic interests, India—US trade relations face persistent challenges.
Differences in development priorities, domestic political pressures, and approaches to
globalization continue to shape tariff policies and trade negotiations. Moreover, the
weakening of multilateral trade institutions has increased the reliance on bilateral
bargaining, intensifying the role of power asymmetries in trade relations (Rodrik,
2018).

Looking ahead, global power shifts are likely to further intertwine trade and
geopolitics. For India and the United States, managing tariff disputes while deepening
strategic cooperation will require sustained dialogue, institutional mechanisms, and
mutual accommodation. Trade relations amid global power shifts will thus remain
dynamic, reflecting both cooperation and competition within an evolving
international order.

Trade relations between India and the United States amid global power shifts
illustrate how economic interactions are increasingly shaped by strategic and
geopolitical considerations. Tariff wars, supply chain restructuring, and trade
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diplomacy are embedded within broader efforts to navigate multipolarity and strategic
competition. Understanding these dynamics is essential for assessing the future
trajectory of bilateral trade relations and the role of tariffs in shaping economic and
geopolitical outcomes.
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EMERGING TRENDS IN INDIA-US TRADE RELATIONS

The India—United States commercial relationship is entering a phase defined by rapid
structural change, strategic hedging, and policy volatility. After decades in which
trade rose steadily on the back of services, information-technology (IT) exports, and
increasing manufactured goods, recent years have seen accelerating shifts in the
composition of bilateral commerce, the instruments and rhetoric of trade policy, and
the strategic priorities of both capitals. Four interrelated trends are especially
prominent: (1) continued services-led resilience combined with rising high-value
manufacturing exports, (2) tariff volatility and reciprocal trade measures, (3) strategic
economic cooperation tied to supply-chain diversification, and (4) a contested but
possible move toward managed bilateral liberalization within new regional
frameworks.

India-US Trade Relationship Undergoing Change
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First, the India—US trade relationship remains anchored by strong services exports,
even while merchandise exports are moving up the value chain. India’s services
sector—software development, business process management, and digitally-delivered
services—has continued to post historic highs and is a key pillar of bilateral trade
resilience. Indian ICT/digital services exports have expanded materially in recent
years and helped buffer overall export performance even when goods faced
headwinds. Simultaneously, manufactured exports to the U.S. have seen notable
upgrading: electronics and high-value engineering items (including smartphones and
medical devices) have become sizeable components of India’s U.S.-bound shipments,
reflecting successful domestic manufacturing incentives and global firms’ localization
strategies. These dual forces—services strength plus higher-value goods—mean
future trade growth will be less dependent on low-value commodity exports and more
on complex, technology-intensive products and digitally-delivered services.
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Second, tariff volatility and the politicization of trade have emerged as defining short-
term risks. In 2025 several high-profile U.S. tariff actions and executive orders altered
market access and sparked the threat of reciprocal Indian measures; these moves
introduced new layers of uncertainty for exporters, investors, and policy planners.
Where previously tariff differences were managed through negotiation and gradual
reform, recent unilateral tariff hikes and threats of retaliatory measures have shown
how geopolitical concerns (e.g., energy and security alignments) and domestic
political priorities can quickly reshape economic ties. This volatility increases trade
costs, undermines predictability, and thereby incentivizes firms to re-route supply
chains or to invest in tariff-avoidant strategies such as onshore production—strategies
that have distributional effects across sectors and states.

Third, economic statecraft and supply-chain diversification are strengthening
economic cooperation even amid tariff frictions. Both governments are pursuing
pragmatic decoupling/reshoring strategies that nonetheless create openings for
bilateral collaboration. The U.S. seeks to reduce critical dependencies
(semiconductors, advanced manufacturing), while India aims to attract higher-value
FDI and deepen local production through incentives and industrial corridors. These
complementary objectives have driven technology partnerships, production-linked
investment initiatives, and sectoral dialogues (notably in semiconductors, clean
energy, and pharmaceuticals). A notable consequence is that trade policy is becoming
more tightly integrated with industrial policy and national security considerations,
producing hybrid cooperation models that are transactional, project-based, and sector-
specific rather than sweeping free-trade agreements.

Fourth, multilateral/regional instruments and selective bilateral negotiation are
evolving in tandem. The Indo-Pacific Economic Framework (IPEF) and other
regional mechanisms have created forums for digital trade rules, supply-chain
resilience measures, and standards cooperation—areas where India and the U.S. may
converge even if a traditional free-trade agreement remains politically difficult. At the
same time, both sides have signaled interest in a more narrowly scoped bilateral deal
focusing on tariff reduction in select sectors and regulatory cooperation to unlock
investment flows. If successful, such a managed liberalization approach could
preserve policy space for sensitive sectors while delivering measurable reductions in
trade friction for mutually beneficial categories.

These trends produce a mixed but actionable outlook. On the positive side, structural
upgrading in goods and continued services dynamism give India greater leverage and
diversification; sectoral cooperation in technology and clean energy can produce win-
win investment and employment outcomes. On the negative side, tariff spikes and
unpredictable unilateral measures raise the costs of trade, incentivize relocation of
low-margin exporters, and complicate long-term contractual relationships. The
interplay between geopolitical concerns and commercial policy makes predictability
the single most valuable public good in this relationship.
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For readers forming policy recommendations, several implications flow directly from
the trends above. Policymakers should prioritize rules and mechanisms that reduce
short-term unpredictability (e.g., binding timelines for tariff measures, transparent
safeguard clauses), accelerate regulatory cooperation in services and digital trade
where gains are large and politically palatable, and design sectoral bilateral accords
that lock in tariff reductions for high-growth, high-value areas (electronics,
pharmaceuticals, digital services). Equally important is investing in domestic supply-
chain resilience—strengthening logistics, standards, and skilled labor—to convert
tariff-induced incentives into lasting productive capacity rather than temporary
circumvention. Finally, both countries can benefit from institutionalizing a trade-
policy “early warning” and dispute-management channel that keeps trade issues in
technocratic, negotiation-oriented forums rather than the public political arena.

In sum, the emerging trajectory of India—U.S. trade is not a simple liberalization or
decoupling story but a layered transformation: rising services strength and
manufacturing upgrades; tariff volatility that raises near-term risks; increasing
alignment of trade policy with industrial and strategic objectives; and a turn toward
pragmatic, sector-focused cooperation inside broader regional frameworks.
Understanding these converging trends will help policymakers design
recommendations that protect domestic priorities while capturing the growth
opportunities present in one of the world’s most consequential bilateral economic
relationships.

SCOPE FOR TRADE AGREEMENTS AND COOPERATION

The future of India—United States trade relations largely depends on the ability of
both countries to move beyond tariff-centric conflicts toward structured trade
agreements and deeper economic cooperation. While tariff wars have exposed
vulnerabilities and strategic differences, they have also highlighted the mutual
dependence of the two economies. As two of the world’s largest democracies and
major economic powers, India and the United States possess significant scope for
cooperation through bilateral, sectoral, and multilateral trade arrangements.
Strengthening trade agreements can reduce uncertainty, enhance market access,
promote supply chain resilience, and foster long-term economic stability.

Need for Trade Agreements in the Post-Tariff War Era

Tariff wars between India and the United States, particularly after 2018, created
disruptions in key sectors such as steel, aluminum, agriculture, and manufacturing.
These tensions revealed the limitations of unilateral tariff actions and underscored the
importance of negotiated trade frameworks. Trade agreements serve as institutional
mechanisms to manage disputes, harmonize standards, and provide predictability to
businesses and investors (Bagwell & Staiger, 2016).

For India, access to the US market is critical due to its size, purchasing power, and
demand for both goods and services. For the United States, India represents one of the
fastest-growing large economies, offering opportunities for exports, investment, and
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strategic economic engagement. Therefore, structured trade agreements can help both
nations mitigate tariff-related risks while advancing shared economic interests.

Scope for a Comprehensive Bilateral Trade Agreement

One of the most significant opportunities lies in the negotiation of a comprehensive
bilateral trade agreement (BTA). Although talks for a full-fledged free trade
agreement (FTA) have faced political and economic hurdles, incremental agreements
focusing on specific sectors remain feasible. A phased or “early harvest” trade
agreement could address priority issues such as tariff reductions, market access, and
regulatory transparency (USTR, 2023).

Such agreements could include provisions on:

e Reduction or elimination of tariffs on select goods
o Simplification of customs procedures

o Mutual recognition of standards and certifications
o Protection of intellectual property rights

A comprehensive agreement would help institutionalize cooperation and reduce the
likelihood of future tariff disputes.

Sector-Specific Cooperation and Trade Facilitation

Another important area of cooperation is sector-specific trade agreements. India and
the United States have complementary strengths in several sectors, making targeted
cooperation mutually beneficial. For example, the US has a strong comparative
advantage in high-technology manufacturing, defense equipment, and agricultural
commodities, while India excels in pharmaceuticals, information technology services,
textiles, and engineering goods (World Bank, 2022).

Sectoral agreements in pharmaceuticals, medical devices, digital trade, and renewable
energy can help overcome regulatory barriers and tariff-related frictions. In particular,
harmonizing regulatory standards in pharmaceuticals and medical devices would
reduce compliance costs and facilitate smoother trade flows.

Trade facilitation measures—such as digitization of customs processes, transparent
tariff schedules, and improved logistics infrastructure—can further enhance bilateral
trade efficiency. According to the World Trade Organization (2021), trade facilitation
reforms can significantly reduce trade costs, especially for developing economies like
India.

Role of Services Trade and Digital Economy

Services trade represents a crucial dimension of India—US economic relations. The
United States is India’s largest export destination for IT and business process
services, while India is an important market for US financial, educational, and
professional services. Unlike goods trade, services trade is less affected by traditional
tariffs, making it a promising area for cooperation (OECD, 2020).
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Future trade agreements can include provisions for:
o Cross-border data flows

e Temporary movement of skilled professionals
o Recognition of professional qualifications
» Digital trade governance

Cooperation in the digital economy is particularly important, as both countries aim to
strengthen innovation ecosystems while addressing concerns related to data privacy
and cybersecurity.

Supply Chain Resilience and Strategic Cooperation

Recent global disruptions—such as the COVID-19 pandemic and geopolitical
tensions—have emphasized the need for resilient supply chains. India and the United
States can cooperate through trade agreements that promote supply chain
diversification and reduce overdependence on single-country sources. Initiatives like
the Indo-Pacific Economic Framework (IPEF) offer platforms for such collaboration,
focusing on trade, supply chains, clean energy, and fair economic practices (White
House, 2022).

By aligning trade policies with strategic objectives, both countries can enhance
economic security while expanding trade opportunities.

Multilateral and Regional Trade Cooperation

Beyond bilateral agreements, India and the United States can strengthen cooperation
within multilateral and regional frameworks. Reforming and reinforcing the World
Trade Organization (WTO) dispute settlement mechanism is particularly important
for managing tariff-related conflicts in a rules-based manner (WTO, 2023).

Additionally, collaboration in regional trade initiatives in the Indo-Pacific region can
help both countries counter protectionist tendencies and promote open, inclusive trade
systems. Coordinated approaches to trade rules, environmental standards, and labor
norms can further deepen cooperation.

Policy Recommendations for Enhancing Trade Cooperation
To fully realize the scope for trade agreements and cooperation, the following policy
measures are recommended:

1. Adopt a phased approach to trade negotiations, starting with sector-specific or
early harvest agreements.

2. Enhance regulatory dialogue to reduce non-tariff barriers and compliance costs.

3. Strengthen institutional mechanisms for dispute resolution outside tariff
retaliation.

4. Promote services and digital trade as engines of future growth.

5. Align trade policy with strategic and geopolitical objectives to ensure long-
term stability.
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The scope for trade agreements and cooperation between India and the United States
remains substantial despite past tariff wars. Moving forward, both nations must
prioritize dialogue, flexibility, and institutionalized cooperation over unilateral trade
measures. Well-designed trade agreements—whether bilateral, sectoral, or
multilateral—can transform tariff conflicts into opportunities for sustainable
economic partnership. By focusing on mutual benefits, strategic alignment, and long-
term growth, India and the United States can strengthen their trade relationship and
contribute positively to the global trading system.

POLICY RECOMMENDATIONS FOR TARIFF STABILITY

Tariff stability is a critical component of sustainable bilateral trade relations between
India and the United States. Tariffs, while serving as protective tools for domestic
industries, can also disrupt trade flows, raise costs for consumers, and lead to
retaliatory measures that escalate into trade conflicts. In the context of India—US
trade, which has witnessed periods of tension due to protectionist measures, policy
recommendations for ensuring tariff stability are vital for fostering a predictable trade
environment, promoting economic growth, and supporting strategic geopolitical ties.

1. Adopting Predictable and Transparent Tariff Structures

The first and foremost recommendation is the establishment of a predictable and
transparent tariff regime. Sudden and arbitrary changes in tariffs create uncertainty
for exporters and importers, disrupting supply chains and investment decisions. Both
India and the United States should commit to announcing tariff changes well in
advance, accompanied by clear justifications and impact assessments. According to
Bown and Irwin (2019), predictable tariffs reduce trade volatility, encourage long-
term investments, and minimize the risk of retaliatory trade measures. For India,
aligning tariff adjustments with international best practices, such as the guidelines set
by the World Trade Organization (WTOQ), can enhance credibility and reduce friction
with the United States and other trading partners.

2. Bilateral Dialogue and Early Dispute Resolution Mechanisms

Another recommendation is the strengthening of bilateral dialogue mechanisms.
Periodic consultations between trade ministries and industry representatives can help
preempt potential disputes related to tariff changes. Early dispute resolution, rather
than prolonged legal battles at multilateral forums like the WTO, can maintain tariff
stability and bilateral goodwill. Kearney and Subramanian (2020) argue that
structured dialogue platforms between trading nations facilitate consensus on
contentious issues, enabling adjustments in a coordinated and non-disruptive manner.
India and the US can establish joint working groups specifically tasked with
monitoring tariff impacts on critical sectors such as pharmaceuticals, steel, IT
services, and agriculture.

3. Gradual Adjustment and Phased Tariff Reforms

Gradual tariff adjustments are more effective than sudden, large-scale changes.
Phased implementation allows industries to adapt to new cost structures without
sudden shocks to production or consumption patterns. For example, if the US
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increases tariffs on Indian steel, India could plan a phased retaliatory adjustment that
targets specific products over time, reducing disruption while maintaining strategic
leverage. Similarly, India could adopt a gradual reduction of tariffs on certain US
imports as part of trade liberalization efforts. Research by Irwin (2021) indicates that
phased tariff adjustments mitigate adverse effects on domestic employment,
production, and export competitiveness while ensuring policy objectives are met.

4. Sector-Specific Tariff Strategies

A one-size-fits-all approach to tariffs can be counterproductive. Both nations should
develop sector-specific strategies based on comparative advantage, domestic
production capacity, and global demand trends. For instance, India may maintain
higher tariffs on products where domestic industries are nascent or strategic, such as
defense manufacturing or renewable energy components, while reducing tariffs on
sectors with high US demand, like IT services or pharmaceuticals. Similarly, the
United States could focus on protecting sensitive sectors such as technology and
aerospace while easing tariffs on other goods to maintain trade balance. This targeted
approach ensures that tariffs serve as protective instruments rather than punitive
measures, promoting long-term trade stability (Subramanian & Kessler, 2013).

5. Integration with Multilateral Trade Agreements

Integrating bilateral tariff policies with multilateral trade agreements is essential for
ensuring stability. Both India and the US should actively participate in WTO
negotiations and explore potential free trade agreements (FTAS) or preferential trade
agreements that set clear tariff ceilings. Multilateral agreements provide an external
framework that constrains arbitrary tariff adjustments and offers legal recourse in case
of disputes. According to Evenett and Fritz (2020), countries that align bilateral
policies with multilateral commitments experience fewer trade conflicts and enjoy a
more stable investment climate.

6. Encouraging Domestic Competitiveness Alongside Protection

Tariff stability should not solely focus on protectionism but also on improving
domestic competitiveness. Indian policymakers could complement tariff measures
with subsidies for research and development, infrastructure development, and
capacity-building initiatives to ensure domestic industries remain competitive
globally. Similarly, the United States could incentivize innovation and export
diversification to reduce reliance on protective tariffs. By strengthening underlying
economic fundamentals, both nations can rely less on fluctuating tariffs and more on
structural competitiveness to sustain trade relations (Rodrik, 2018).

7. Regular Monitoring and Impact Assessment

Finally, establishing systems for continuous monitoring and impact assessment of
tariff policies is critical. Governments should collect data on trade flows, price
movements, and industry performance to assess whether tariff measures achieve their
intended outcomes without unintended negative consequences. Periodic reviews
allow policymakers to make evidence-based adjustments, ensuring stability and
predictability. Advanced data analytics and trade modeling can enhance the accuracy
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of these assessments, enabling proactive rather than reactive tariff management
(Bown, 2021).

Ensuring tariff stability between India and the United States requires a combination of
transparency, dialogue, gradual adjustments, sector-specific policies, multilateral
alignment, competitiveness enhancement, and continuous monitoring. Implementing
these recommendations will not only reduce trade volatility but also strengthen the
strategic and economic dimensions of bilateral relations. By fostering a stable,
predictable, and mutually beneficial tariff environment, both nations can advance
sustainable trade, investment, and broader geopolitical cooperation.

Conclusion and way forward

The bilateral trade relationship between India and the United States has evolved
significantly over the past few decades, influenced by global economic trends,
domestic policy shifts, and geopolitical considerations. While both countries have
benefitted from trade expansion, recent tariff wars and protectionist measures have
highlighted vulnerabilities and challenges in sustaining a stable trade framework.

The trade conflicts between India and the United States, particularly the imposition of
tariffs on steel, aluminum, and certain agricultural products, have underscored the
sensitivity of bilateral trade to policy interventions (Bown, 2019). Tariffs, while often
designed to protect domestic industries, can lead to unintended consequences such as
trade diversion, reduced market access, and increased costs for consumers and
businesses. For instance, Indian exporters faced significant challenges in adjusting to
sudden changes in U.S. tariff policy, leading to temporary disruptions in supply
chains and pricing structures (Raychaudhuri, 2021). This underscores the need for
both countries to adopt a strategic approach that balances domestic industrial
protection with broader objectives of trade facilitation and economic growth.

Looking forward, one key prospect for India—US trade lies in diversification. The
trade portfolio has historically been concentrated in a few sectors, including
pharmaceuticals, information technology services, textiles, and machinery. While
these sectors remain critical, expanding trade in emerging areas such as renewable
energy, electric vehicles, digital services, and biotechnology could mitigate the risks
of sector-specific tariff shocks and enhance resilience (Ghosh & Chatterjee, 2020). By
identifying high-potential sectors and fostering innovation-driven trade, both nations
can create a more balanced and sustainable trade ecosystem.

Another vital aspect is strengthening institutional frameworks for trade negotiations.
Bilateral trade disputes often escalate due to a lack of preemptive dialogue and
limited mechanisms for early conflict resolution. Establishing structured trade
consultations, joint economic councils, and periodic policy reviews can provide
platforms to address contentious issues before they affect trade flows (Chakraborty &
Subramanian, 2022). Additionally, aligning domestic trade regulations with
international standards, including World Trade Organization (WTO) provisions, can
reduce uncertainty and enhance investor confidence.
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Policy coherence is also essential for sustaining bilateral trade. India’s approach has
increasingly combined tariff adjustments with non-tariff measures, such as quality
standards, import licensing, and export promotion schemes. Similarly, U.S. trade
policy has employed mechanisms like Section 232 and Section 301 tariffs. While
these tools serve specific strategic purposes, overreliance on unilateral measures can
destabilize bilateral trade relations. A coordinated policy approach, incorporating
mutual consultation and risk assessment, can help both countries achieve policy
objectives without disrupting trade dynamics (Evenett & Fritz, 2021).

Technological collaboration offers another avenue for strengthening trade ties. India’s
growing expertise in digital services, software development, and start-up innovation
aligns with U.S. technological leadership. Collaborative initiatives in research and
development, knowledge transfer, and joint ventures in high-tech industries can create
new trade channels and reduce dependence on conventional goods exports
(Narayanan, 2020). By integrating trade policy with technology diplomacy, both
nations can leverage complementarities to enhance competitiveness and economic
growth.

Environmental sustainability and climate-conscious trade policies are increasingly
shaping global trade dynamics. Both India and the United States are signatories to
international climate agreements and have committed to reducing carbon emissions.
Promoting trade in green technologies, renewable energy equipment, and sustainable
agricultural practices can align bilateral trade with global environmental goals.
Furthermore, incorporating environmental standards in trade agreements can prevent
disputes arising from perceived regulatory imbalances, while fostering innovation in
sustainable industries (Banga, 2020).

Education, skill development, and workforce alignment are equally important for
future trade prospects. As trade shifts toward knowledge-intensive sectors, both
countries need to invest in human capital to support high-value economic activities.
Exchange programs, vocational training, and joint research initiatives can enhance
skill sets that facilitate cross-border business operations and technology adoption
(Kumar & Singh, 2021). This long-term investment in human capital will
complement tariff and trade policies by ensuring that both nations have the workforce
capable of adapting to emerging global economic trends.

The India—US bilateral trade relationship presents both opportunities and challenges
in the context of tariff wars and global economic uncertainties. Moving forward, a
strategic, multi-pronged approach is essential. Key recommendations include
diversifying trade sectors, institutionalizing dialogue mechanisms, ensuring policy
coherence, promoting technology-driven collaboration, integrating environmental
standards, and investing in human capital. By adopting these measures, both countries
can not only mitigate the adverse effects of tariffs but also strengthen the long-term
sustainability of their economic partnership. Ultimately, the way forward lies in
creating a resilient, innovation-driven, and mutually beneficial trade framework that
can withstand global uncertainties and enhance bilateral prosperity.
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