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P
residentDonaldTrump’sthreat
toimposereciprocaltariffson
Indiaisbothominousand
obnoxious.Butitcannotbe

wishedaway.So,thecountryneedsto
consider:Whattypeofresponseisin
nationalinterest?

Answeringthisquestionrequires
realisingthatIndia’straderegimeisa
sittingduckforthelikesofPresident
Trump.Theproblemsaremultiple:
Magnitudes,uncertainty,andcomplexity.

First,India’stariffsarehigherthan
anywhereelse.Manufacturingtariffs
average13.4percent,morethanthree
timesashighasintheUSorEurope(see
table).Agriculturaltariffsareevenhigher
thanthoseformanufacturing,withan
evengreaterwedgerelativetoother
countries.Andmanymoregoodsthanin
othercountriesaresubjecttoveryhigh
tariffs,asmeasuredbythenumberofHS
4-digitcategoriessubjecttotariffsabove
50percent.

Second,eventhesehighratesarenot
guaranteedtoimporters,becauseIndia’s
“bindings”totheWorldTrade
Organisation(WTO)aregreaterthanits
actualtariffs,givingthegovernmentthe
freedom—whichitoftenutilises—to
raiserateswithoutviolating
internationalobligations.Accordingly,
India’straderegimeissubjectto
considerableuncertainty.

Third,thetariffsystemishighly
complex.In2024,beforethe
rationalisationintherecentBudget,
Indiahadnolessthan65differentad
valoremappliedratesand145unique
specifictariffs,accordingtoofficialdata
thegovernmentsubmittedtotheWTO.
ThisisbecauseIndiaimposesawebof
cessesontopofitsstandardMost
FavouredNation(MFN)rates.Addingto
this,significantnon-tariffbarrierslike
thenewlyimposedQualityControl
Orders(QCOs)furthercomplicatetrade.

Consideroneexamplehighlighting
theendemiccostsofcomplexity.
Volkswagenwasrecentlyaskedtopay
$1.4billionbecausethecompany
importedautopartsin“separate”
shipments,witha5-15percenttariff,
ratherthaninasingleshipment,witha
30-35percentrate.Fromthecompany’s
perspective,thiswasprobablysound
businesssense.Fromtheauthorities’
perspective,thiswastariffevasion.

Inshort,Indiadoesindeedhaveoneof
themostrestrictivetraderegimesinthe
world.So,it’snothardtoimaginetheUS
imposingsomeharsh“reciprocaltariffs”.
Indeed,itisnotinconceivablethattheUS
mightannouncesome100percenttariffs
onthegroundsthattheyareequivalentto
thecostoftheQCOs,suchasthoseon
polyesterandviscose.Ifthisoccurred,
Indiawouldsoonbefacingsteepexport
barriers,withattendantdamageto
investorconfidenceandthecountry’s
tradereputation.

Inthesecircumstances,Indiacould
respondintwomainways.Oneapproach
wouldbetransactional,tonegotiatea
dealwiththeUS,loweringsometariffs,
makingselectivepromises,andoffering
somesidearrangements.Butthiswould
berisky.Adealwouldinevitablytake

timetoreach,withclaimsandcounter-
claimsaboutmagnitudes,creatingdeep
uncertaintyinthemeantime,and
causingfirmstodelaydecisionsoreven
reconsiderIndiaasafavourable
investmentdestination.Thiscould
severelyweakenIndia’sChina-plus-one
opportunity.

Moreover,evenafteradealisreached,
thereshouldbenoillusionsaboutthe
consequences.PresidentTrumpis
determinedtoavoidtheexperienceofhis
firstterm,when,inhisperception,India
madepromisesbutdidnotdeliver.That
meansmonitoringbytheUSwillbeclose
andthetimingdemanding.

So,it’simportanttoconsideran
alternative,principledapproachof
rationalisingtradepoliciesunilaterally,
aswasinitiatedinthe2025Budget.There
isanimportantdomesticeconomic
reasontodoso,namelythatthe
protectionismofthepastdecadehas
undermined“MakeinIndia”.Anexplicit
goalwastoraisemanufacturing’sshareof
GDPandboostexports.Butintheevent
thisratiohascontinuedtodecline,along
withIndia’sshareofthoseglobal
manufacturingexportsthatcreatethe
maximumjobs(seefigure).

Manyfactorshavecontributedtothis
failure:Therisksofdoingbusinessin
India,whichhaveincreasedinrecent
years;anovervaluedexchangeratesince
2022,becauseofmisguidedReserveBank
ofIndia(RBI)policies;andaproduction-
linkedincentive(PLI)regimethat

favouredcapital-andtechnology-
intensiveratherthanlabour-intensive
exports.Forexample,thetextileand
apparelsectors,whichaccountfor16.5
percentofformalsectoremployment,
wereallocated5.4percentofPLIoutlays,
andactuallyreceivedonly0.3percentof
thecumulativedisbursements.

Butanundeniablepartofthefailure
owestoprotectionisttradepolicies,now
severelyintensifiedbyQCOs.Economic
nationalistsfailtounderstandthatinthe
modernworld,exportingrequires
importing.Inotherwords,ifIndiawants
toproducegarmentscompetitively,it
needstoofferfirmsaccessto
competitivelypricedinputs,whichoften
comefromoutsidethecountry.So,when
thegovernmentmakesimportingman-
madefibresdifficult,itkillsgarment
exportactivity.

Itistruethattheglobalexportmarket
isnotasbuoyantasitusedtobe.Butit
remainsaripeprospect,becausethereis
tremendousscopeforIndiatogain
marketshare:thereisnotonlyaChina-
plus-oneopportunity,butaVietnam-
plus-oneandlately,evenaBangladesh-
plus-oneopportunity.IfIndiacouldgrab
someofthespacevacatedbydeclining
low-skilledexportsfromthesecountries,
ahugelocalmanufacturingboomcould
beignited.Relyinginsteadonthe“large
domesticmarket”offersfewerrewards,
astheglobalmarketismanytimeslarger.

Totakeadvantageofthisopportunity,
thegovernmentcouldannouncea
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uniformtariff(inclusiveofcesses)of
somewherebetween5and10percent,or
atwo-tieredstructurewith,say,a5per
centtariffoninputsand10percenton
finalgoods(anythingmorecomplicated
wouldleadtotheGSTtrap).Allthe
announcedQCOsmustbeeliminated.
Suchastrategywouldhaveseveral
intrinsicadvantages.Lowanduniform
tariffswouldreduceinefficiency,delays
andcorruptionincustoms
administration.Accesstoinexpensive
importedinputswouldimprove
competitiveness.Andcritically,these
actionswouldreducetheriskand
magnitudeofTrumpianretaliation.

Admittedly,reducingtariffscould
createproblemsforsomefirms.Butthe
governmenthaswaystoaddressany
issuesthatarise.Inmanufacturing,it
wouldstillbeabletousesafeguard,anti-
dumping,andcountervailingduty

actionsinspecificcases.Andin
agriculture,Indiawouldstillbeableto
useprocurement,cashtransfers,and
otherpoliciestoensurethatfarmers’
interestsareprotected.

Onebigquestionremains–of
whetherthetariffreductionshouldapply
toallcountries(MFNbasis)or,
preferentially,onlytotheUS.Wefavour
theformerformanufacturing,because
Indiawillonlybeabletorevivethesector
whenfirmsarefreetosourcelow-cost
inputsfromwherevertheymightfind
them(asidefromasmallnumberof
sectorswherethereareserioussecurity
concerns).Inthecaseofagriculture,
however,itmightbeworthconsidering
extendingtariffreductionsonlytothe
US,sinceAmerica’smajorexportsof
soyabean,meats,maizeandnuts—
unlikethosefromothercountries—do
notposeathreattofarminglivelihoods.A

broaderoverhauloftheagriculturaltrade
regimecanawaitfurtherdiscussion
withinIndia.

Insum,thegovernmentshouldthink
asbigandboldasDrManmohanSingh
didin1991.ItshouldconverttheTrump
threattoanIndiaopportunity,re-
embracingamoreliberaltraderegimeas
awayofrevivingmanufacturingoutput
andexports.Afterall,Indiahas
undertakenthreeexperimentsontrade
policy:Anearclosedeconomyduringthe
planningera,openingin1991,and
protectionismsince2018.Thesample
maybesmall.Butisthereanydoubt
abouttheoutcome?
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HS refers to
harmonised system of
customs
nomenclature.
Numbers are MFN
tariffs inclusive of
cesses. Source: Tariff
Analysis Online – WTO,
https://tao.wto.org/

Note: Manufacturing share in GVA in current prices. Low-skill manufacturing includes HS codes 35, 41-65 and 94.
Source: International Trade Centre, Geneva

India USA EU China
All trade 17.1 4.0 4.7 7.3

Industrial (HS 28-96) 13.4 3.6 3.8 6.6

Agriculture + Food (HS 1-24) 40.0 7.1 9.4 11.5
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