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Executive Summary

Global economic developments have triggered sig-
nificant policy shifts across major economies, and for
India, this presents both opportunities and challenges.
The opportunities lie in addressing India’s fundamen-
tal structural weaknesses to integrate into global value
chains (GVCs) and become a key destination for foreign
investments.

The current period holds an immense opportunity to
shift the policy focus toward manufacturing. Historically,
India’s growth story has not been effective in adequately
promoting its manufacturing sector. This is reflected
in India’s limited participation in global manufacturing
GVCs.

To address the challenges facing Indian manufacturing,
it must focus on its fundamental constraints: access to
land, labour productivity, technology adoption, domes-
tic competition, and an over-reliance on import pro-
tection measures. Correcting these structural issues is
essential for enhancing competitiveness, raising pro-
ductivity, and positioning India as a key player in global
production networks.

In this context, the paper discusses the key challenges
facing the Indian manufacturing sector, with particular
emphasis on its import protection policies.

The paper makes five key contributions:

e It summarises the major challenges facing Indian
manufacturing, including competitiveness con-
straints, specifically tariff and non-tariff measures
(NTMs).

e It presents empirical evidence of India’s recent suc-
cesses in trade integration for the machinery pro-
duction chains, demonstrating models that other
industries can replicate to deepen their integration
into GVCs.

e It assesses six-digit Harmonised System (HS) tarift
lines for 2023 to identify goods that need to be lib-
eralised, given their importance in the import basket
and their critical role in domestic production.

e Using a simulation model, the paper assesses the
impact of recent United States (US) tariffs on India
and other key economies. It estimates the poten-
tial Gross Domestic Product (GDP) gains for India
under a scenario of Most Favored Nation (MFN)
tariff reduction.

e Finally, the paper recommends a short- to medi-
um-term policy roadmap to make Indian manufac-
turing more competitive and better integrated into
GVCs.

Competitiveness Challenges Facing India

India’s share in the global economy has remained almost
stagnant over the past decade, as reflected in its limited
participation in GVCs. Several factors appear to be driv-
ing this trend.

e A comparative assessment of India and four key
Asian economies—Indonesia, Malaysia, Thailand,
and Vietnam—highlights India’s structural compet-
itiveness gaps. In a competitiveness index based on
six key pillars, India ranked lowest, while Malaysia
topped the index, followed by Vietnam and Thai-
land. India performed poorly on parameters such as
labour productivity, land access, firm concentration,
import tariffs, participation in Free Trade Agree-
ments (FTAs), and regulatory hurdles.

e While high tariffs have constrained India’s compet-
itiveness, non-tariff barriers (NTBs) have further
aggravated the problem. Quality Control Orders
(QCOs) have risen sharply over the years, partic-
ularly targeting intermediate goods critical to pro-
duction supply chains. Moreover, QCOs appear to
be increasingly used for price-related or strategic
reasons, issues already addressed by anti-dumping
measures, which have proliferated over the years.
The recent withdrawal of several QCOs is a much-
needed relief for Indian firms, but many existing
QCOs still require careful reassessment to achieve
more efficient, growth-enhancing outcomes.

e The trade barriers are sometimes inadvertently rein-
forced by industrial policies. Take, for example, the
Production Linked Incentive (PLI) scheme, which
has been introduced across 14 sectors since 2021
to support domestic manufacturing and exports
by incentivising production volumes. While a few
sectors have demonstrated improved export perfor-
mance, many others continue to struggle. A key rea-
son may be that the incentives are tied primarily to
sales rather than to investments in technology adop-
tion, process upgrading, and research and develop-
ment (R&D), areas that are crucial for long-term
competitiveness. Changes in this direction can yield
positive outcomes.

Positive Signs of GVC Integration

e An empirical assessment of machinery production
networks across key Asian economies shows that
East Asian countries exhibit much smaller gaps
between predicted and actual export and import
values, reflecting strong integration into regional
value chains.



e By contrast, India’s gap ratios for machinery exports
and imports, 20% and 70%, respectively, indicate
that the country is yet to capitalise on significant
opportunities for deeper participation in these pro-
duction networks.

e Between 2017 and 2023, India’s machinery exports
increased 1.9 times, but gap ratios rose only
modestly. Exports to the US grew 3.5 times, and
final-product exports increased 6.3 times, partly
driven by smartphone assembly, though gaps remain
far below 100%.

e On the import side, progress is more pronounced.
India’s total machinery imports rose 1.6 times, with
notable increases from East Asian economies. China
remains the largest source, but Japan, Korea, Tai-
wan, and the Association of Southeast Asian Nations
(ASEAN) all show gap ratios above 100%, indicating
India’s growing integration into East Asian machin-
ery networks from the import side.

A mix of openness and GVC integration, foreign entry,
import access to key components, and seamless sup-
ply-chain participation drove investment and export
growth in this sector. Replicating this model across man-
ufacturing requires lower import barriers, stronger con-
nectivity, and a supportive policy environment to enable
task-based global production and deeper industry-level
integration.

Assessment of India’s Protectionist
Policies

A granular analysis of 3,927 HS-6-digit products for
2023 reveals the following:

® 92.5% of product lines (worth USD 410 billion in
imports) carry non-zero MFN tariffs.

® 7.9% of product lines (worth USD 40 billion in
imports) are subject to Anti-Dumping Duties
(ADD).

® 8.6% of product lines (worth USD 50.7 billion in
imports) fall under QCOs.

o The 10-15%" MFN tariff band dominates, covering
nearly half of tariff lines and USD 241.8 billion in
imports, primarily capital and intermediate goods.
This structure raises input costs and undermines
supply-chain efficiency.

e Products facing tariffs and NTMs, ADDs and QCOs,
account for USD 9.3 billion in imports, concentrated
in plastics, chemicals, steel, and aluminium, which
are core industrial inputs.

Assessing India’s Trade Performance
Pathways to Strategic and Deeper Integration with Global Value Chains

These findings highlight the need to liberalise critical
inputs to support manufacturing competitiveness and
deeper GVC integration.

Expected Gains From Most Favored
Nation Tariff Reduction

The US “reciprocal tariff” policy announced on April
2, 2025, marked a shift from a multilateral, rules-based
trading system to one driven by geopolitics.

e Institute of Developing Economies-Geographical
Simulation Model (IDE-GSM) showed that with
26% tariff, India experienced a positive impact
(+0.4%), also possibly due to its low dependence on
US exports. In comparison, China, with 54% import
tariff, faced severe losses in terms of its GDP.

e Subsequent bilateral negotiations substantially
altered the situation. China faced a 20% tariff until
November 2026, while India faced a combined 50%
tariff, removing the earlier advantage. Updated sim-
ulations show that India’s GDP fell slightly (-0.07%),
highlighting the loss of relative competitiveness.

e Despite the GDP fall, India is relatively resilient
compared to many ASEAN economies because of
its low relative export dependence on the US. The
findings highlight the need for India to focus on
strengthening its competitiveness.

e A liberalisation scenario, reducing MFN tariffs and
lowering NTBs provides a strong positive GDP effect
(+1.5%), particularly in key sectors.

Policy Recommendations

India must reconsider its blanket protectionist approach,
especially on intermediate goods, as it raises input costs
and weakens industrial competitiveness.

e In the short term, India should avoid hiking tariffs,
correct inverted duty structures, and suspend QCOs
on non-safety-critical inputs.

o Medium-term priorities should include lowering
tariffs on key inputs, examining cases of overlapping
duties, reassessing QCOs, and negotiating and con-
cluding deeper FTAs.

e Over the long term, India should address deeper
structural constraints such as land constraints, regu-
latory quality, R&D investment, and firm concentra-
tion to strengthen manufacturing competitiveness.

! Within an MFN tariff range, the lower-end tariff is included, but the upper-end tariff is not included. For instance, 10-15% will have 10%
tariff rates, but not 15% tariff rates, and 15% will be included in the range of 15-20%.
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1. Introduction

The global economy is undergoing rapid shifts.
According to the International Monetary Fund
(IMF), global growth is projected to slow down from
3.3% in 2024 to 3.2% in 2025 and further to 3.1% in
2026. Growth in advanced economies is expected to
grow at around 1.5%, while emerging market and
developing economies are projected to grow just
above 4% (IMF, 2025). These growth rates are slower
than those in the period before US tariff policies,
reflecting ongoing geopolitical tensions.

For India, the IMF growth forecast has been revised
upward to 6.6%, signifying its resilience amid a chal-
lenging external environment. Recent Goods and
Services Tax (GST) reforms are also expected to con-
tribute to GDP growth through increased consump-
tion levels.

However, global competitiveness outcomes will
require improvements in the business climate, includ-
ing regulatory quality (approvals and clearances), land
availability, etc. India’s trade and tariff policies are an
important determinant of the business ecosystem.
India is one of the most protected economies among its
Asian peers, with an average MFN tarift rate of about
17.6%. The import tariffs have seen a surge since 2018,
and alongside this, there has been a sharp rise in the
issuance of QCOs, affecting both domestic producers
and importers, along with the continued use of ADDs
as instruments to curb low-priced imports.

While QCOs aim to ensure the quality of domes-
tic production and imports, they also risk increas-
ing production costs, particularly when these are
imposed on key intermediate goods, thereby under-
mining India’s ability to integrate into GVCs. The
recent QCO withdrawal is expected to help the
industry overcome compliance burdens and import
uncertainties.

Indian manufacturing has the potential to become
the backbone of the countrys economic growth,
with exports serving as a critical driver for achieving
scale and competitiveness. However, any export-led
growth strategy will remain incomplete without lib-
eralising imports of essential inputs that enable firms
to integrate more effectively into GVCs.

In this context, it becomes imperative to re-examine
India’s existing trade policies and propose strategic
pathways for deeper global integration. This paper
is an effort in that direction, aimed at providing
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evidence-based insights and actionable recommen-
dations to make Indias trade and industrial poli-
cies more aligned and conducive to manufacturing
competitiveness. This paper includes the following
sections.

Section 2 discusses historical trends in India’s trade
and investment policies. Section 3 examines the
existing challenges and opportunities faced by the
Indian economy regarding global integration. Sec-
tion 4 presents empirical evidence on how India’s
integration into GVCs has improved over the years.
Section 5 presents an assessment of India’s protec-
tionist policy measures, including tariffs, NTBs, and
quality regulations. Section 6 discusses the impact of
US tariffs on India and presents a tariff liberalisation
scenario, in which the GDP benefits of import tar-
iffs are assessed. Finally, Section 7 outlines key policy
recommendations for reshaping India’s global trade
policy framework to foster openness, investment,
and manufacturing growth.

2. Historical Trends in India’s Trade
and Investment Policies

The current global landscape is characterised by a
push towards industrial policies to support domestic
manufacturing. This is paralleled with protection-
ist policies, with tariffs and non-tariff barriers as
important tools. However, many key Asian success
stories, such as South Korea, Japan, China, and, more
recently, Vietnam, have experienced growth by inte-
grating into GVCs, driven by low import tariffs.

However, India’s journey has been different, and this
can be attributed largely to its post-independence
economic history. After independence in 1947, India
adopted a socialist economic model aimed at self-reli-
ance. The government-imposed restrictions on inter-
national trade and resorted to industrial licensing, a
trend that continued through the 1960s and 1970s.

Although there were some early signs of liberalisation
in the mid-1980s, the reforms were relatively limited
and fragmented. A major shift occurred in the early
1990s, when a severe balance-of-payments crisis led
the Indian government to undertake structural eco-
nomic reforms. This led to India’s transition toward
a more liberalised and globally integrated economy,
including reductions in tariffs and the dismantling of
licensing controls.



Since the 1991 economic reforms, India’s average
tariff rates declined sharply, from around 56% in
1991 to around 17.6% in 2024 (World Trade Orga-
nization [WTO], International Trade Centre [ITC]
& United Nations Conference on Trade and Devel-
opment [UNCTAD], 2024). This period exhibited
India’s integration into the global economy, reflected
in rising trade and Foreign Direct Investment (FDI).
However, in recent years, this liberalisation trend has
reversed, and there is an increasing thrust on indus-
trial policies such as the PLI schemes.

A closer examination of India’s trade and investment
trajectory since independence reveals that it can be
divided into two broad phases.

Phase I (1991-2008):

This phase was characterised by increasing openness
and saw a substantial reduction in import tariffs, the
undoing of licensing regimes, and consistent efforts
to attract FDI. India’s participation in the multilateral
trading system also expanded with its accession to
the WTO as an original member in 1995.

Phase II (2008-present):

This phase was characterised by the global financial
crisis, which saw a slowdown of the global economy
and demand. India signed several FTAs during the
early part of this phase. However, in recent years,
there has been a strategic shift towards industrial
policy and self-reliance. This has manifested in
higher import tariffs and rampant use of NTMs such
as QCOs. The focus has been on schemes like PLI
to strengthen domestic manufacturing capabilities.
After a period of limited FTA engagement, India has
recently signed some key FTAs, like with the UK, EU,
EFTA, Australia, and the UAE, to name a few, which
is a positive step in terms of global integration.

Assessing India’s Trade Performance
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The following sub-sections provide a detailed over-
view of key trade and investment indicators, includ-
ing average tariffs, FDI inflows, and trade openness,
with specific emphasis on recent shifts and their pol-
icy implications.

2.1 Tariffs: From Liberalisation to
Reversal

India’s import tariffs saw a significant decline after
the 1991 economic reforms. Import tariffs fell con-
tinuously till 2017, and reached around 14%, a steep
fall from over 50% in the early 1990s (Figure 1). How-
ever, since 2018, there has been a clear reversal in this
trend. Average tariffs began rising again and stand at
around 17.6% as of 2024 (WTO, ITC & UNCTAD,
2024). This rise reflects a broader policy shift toward
domestic production and import substitution.

While India’s MEN tariffs have followed an increas-
ing trend since 2018, the country has simultaneously
pursued an active FTA strategy, signing several key
agreements with major trading partners, including
Mauritius, Australia, and the United Arab Emirates
(UAE), the recent ones with United Kingdom (UK),
the European Union (EU), and the European Free
Trade Association (EFTA). As a result, rising MFN
tariffs are increasingly being offset through bilateral
and plurilateral trade negotiations, making FTAs a
central instrument of India’s trade policy. However,
as tariff barriers decline within FTA frameworks,
NTMs have emerged as the more binding constraint
on trade. To enhance competitiveness and market
access, the scope of India’s FTAs must broaden to
include deeper and more comprehensive negotia-
tions on NTMs.
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Figure 1: Simple Average Most Favoured Nation Tariff (Per cent)
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2.2 Trade: Volume Growth Amidst
Deficit Pressures

Indias exports and imports have significantly
expanded since 1991, reflecting its growing integra-
tion with the global economy. Despite some disrup-
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tion during global crises (such as the 2008 financial
crisis and the 2020 COVID-19 pandemic), both
exports and imports have shown an upward trend
(Figure 2). While the merchandise trade deficit has
widened in recent years, this has been offset by a sur-
plus in services trade (Figure 3).

Figure 2: Merchandise Exports and Imports (USD Billion)
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12

2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
2022
2023

Merchandise Imports



Figure 3: Services Exports and Imports (USD Billion)
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2.3 Foreign Direct Investment: A Sign of
Policy Certainty

FDI flows into India have seen a drastic shift in
recent years. After the 1991 economic reforms, India
emerged as a key destination for foreign investment.

2007
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However, FDI inflows have slowed over the last few
years, shrinking by about 38.3% between 2021 and
2024 (Figure 4). This decline coincides with the
adoption of protectionist measures, including rising
tariffs and the growing use of NTM:s like QCOs.

Figure 4: Net Foreign Direct Investment Inflows (USD Billion)

70

60

50

40

30

20

10

0

S 4 A N F N O N0 OO — A n I n O
[ A A N A N A N A N AN A AN AN =2 = B = I > B e B e I e )
[o)We) NN e) N NN e e e NN e oS O O O O
o o o o = = = = AN AN NN AN

Source: World Development Indicators, World Bank.

2007

2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
2022
2023
2024

13



Assessing India’s Trade Performance
Pathways to Strategic and Deeper Integration with Global Value Chains

The analysis suggests that protectionist strategies
may be weakening India’s attractiveness as an invest-
ment destination, particularly compared to its South-
east Asian competitors. As noted by the World Bank
(2024), India’s goal of becoming a major exporter
of high-value goods (e.g., electronics, machinery) is
challenged if tariffs make local production uncom-
petitive.

3. Challenges and Opportunities for
the Indian Economy

While India holds a promising position in the global
economy, it has not fully leveraged emerging trade
and investment opportunities due to persistent pol-
icy and structural bottlenecks at both the global and
domestic levels.

3.1 Stagnant Export Share Despite
Global Momentum

India’s share in global exports has stagnated over the
past decade, in contrast to smaller economies like
Vietnam, which have significantly increased their
presence in GVCs. A time-series analysis reveals
that India’s global export share has remained below
2%, while countries like Vietnam have expanded
their global market share, particularly in electronics,
textiles, and machinery (Table 1). This underperfor-
mance is also reflected in declining FDI inflows, as
noted in the previous section.

Table 1: Share in Global Merchandise Exports
(Per cent)

Country 2001 2011 2023
China 4.6 11.1 15.5
India 0.8 1.8 2
Indonesia 1 1.2 1.2
Japan 7 4.9 3.3
South Korea 2.6 3.3 2.9
Malaysia 1.6 1.4 1.5
Thailand 1.2 1.4 1.4
Vietnam 0.3 0.6 1.7

Source: World Integrated Trade Solutions; World Bank.
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3.2 Competitiveness Parameters

When compared to its Asian peers, such as Viet-
nam, Malaysia, Indonesia, and Thailand, which have
become attractive “China Plus One” destinations,
India’s competitiveness gaps are stark.

Prabhakar et al. (2025) developed a Manufacturing
Competitiveness Index, benchmarking India against
these four economies. The index identifies India’s
structural weaknesses across key pillars, resulting in
persistent competitiveness gaps (Table 2).

Table 2: India’s Performance Across Key Pillars of
Manufacturing Competitiveness

Pillar India’s Performance
Factor Low productivity despite abundant
Conditions  labour; weak R&D and technology.

Strong domestic demand, but
Demand .

o external demand remains under-

Conditions

leveraged.
Related ?md Supply-chain linkages weakened by
Supporting . . . .

. high tariffs on intermediate goods.

Industries

Firm Strategy High firm concentration in key

and Rivalry  industries; poor competitiveness.
Regulatory ~ Tax administration; customs
Quality clearances.

Global Trade High MEFN tariffs; exclusion from
Policy key trade agreements.

Source: Prabhakar et al. (2025).
Note: MEN = most favored nation; Ré+D = research and development.

Overall, India performs poorly on most pillars of
the index, except for the Demand Conditions pillar
(which is due to its large domestic market). Conse-
quently, it has the lowest competitiveness index score,
while Malaysia tops the index, followed by Vietnam,
Thailand, and Indonesia (Figure 5).



Figure 5: Competitiveness Index Rankings

Source: Prabhakar et al. (2025).

All these factors contribute to India’s reduced attrac-
tiveness for global investment and help explain why
its share in global exports remains low despite its
potential. Without addressing these structural con-
straints, India risks being left behind in the evolving
landscape of global manufacturing and trade.

If India aims to become a globally competitive man-
ufacturing hub, it must rectify critical structural defi-
ciencies. These include the following:

e Rationalising import tariffs to ensure access to
competitive inputs.

Assessing India’s Trade Performance
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e Investing sufficiently in R&D and technology
adoption.

e Proactively engaging in trade agreements to
access global markets.

e Improving regulatory quality to create a trans-
parent, investor-friendly environment.

With respect to investor confidence, Box 1 highlights
the views of Japanese companies on their India oper-
ations.
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Box 1: What Japanese Companies Face: Challenges in Investing in India

Japanese companies are showing growing interest in expanding their business in India, which has the largest
population in the world and continues to enjoy strong economic growth. At the same time, global supply
chains, centred in China and ASEAN, are being re-evaluated due to disruptions caused by COVID-19 and
geopolitical tensions like the US-China rivalry. In this changing environment, India is gaining attention
as a promising base for export-oriented manufacturing, owing to its large labour force and skilled talent.

According to the Japan External Trade Organization (JETRO) 2024 survey on overseas business activi-
ties, conducted among 3,162 Japanese companies (headquarters) between November and December, India
ranked fifth among the countries and regions where companies plan to expand their operations in the
future, following the US, China, the EU, and Vietnam (JETRO, 2025a). In the 2021 survey, India was ranked
11th, showing a steady rise in interest over the past few years (Table 3).

Table 3: Countries/Regions for Overseas Expansion (Top 10)

Rank 2021 2022 2023 2024
1 US US us US
2 Vietnam Vietnam Vietnam China
3 China China China EU
4 Thailand EU EU Vietnam
5 Europe Thailand Thailand India
6 Taiwan Indonesia India Taiwan
7 Singapore India Indonesia Thailand
8 Indonesia Taiwan Taiwan Indonesia
9 Malaysia Singapore Singapore Singapore
10 Hong Kong Malaysia Malaysia Other Asia and Oceania
11 India Philippines Philippines Malaysia

Source: FY 2024 Japan External Trade Organization Survey on the International Operations of Japanese Firms.

Despite growing interest, the actual number of Japanese companies entering the Indian market has remained
relatively low. According to a survey by the Embassy of Japan in India and JETRO, there were 1,434
Japanese companies operating in India as of October 2024, a figure that has stayed almost unchanged since
2018. In contrast, the early 2010s saw a steady increase (Figure 6).

Figure 6: Trend in the Number of Japanese Companies in India
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Source: Embassy of Japan in India and Japan External Trade Organization “List of Japanese Companies Operating in India” (June 2025
Edition, 2025).
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One key reason for this stagnation is the presence of serious challenges in India’s business environment.
In this section, the issues based on findings from two surveys conducted among Japanese companies are
discussed.

Firstly, a survey conducted by the Japan Business Council for Trade and Investment Facilitation (Secretar-
iat: Japan Machinery Centre for Trade and Investment), which includes 130 Japanese industry organisa-
tions, from November 2024 to February 2025 found that India had the third-highest number of reported
trade and investment issues among countries, 168 cases (Japan Business Council for Trade and Investment
Facilitation, 2025). This was only behind China (296 cases) and the US (171 cases).

The most commonly reported issue was related to “Restrictive Export/Import Trade, Duty, Customs Clear-
ance, and Logistics” (54 cases). Specific concerns included high tariffs, sudden tariff increases, inconsistent
and arbitrary tariff classifications, and complicated or unclear procedures in processing certificates of ori-
gin. The second most cited issue was “Taxation systems” (35 cases), with companies pointing to unclear
tax audits and lengthy tax-related legal disputes. The third was “Industrial Standards, Approval of Safety
Standards” (23 cases), where many organisations highlighted problems with India’s mandatory Bureau of
Indian Standards (BIS) certification (QCO), describing the procedures as unclear, burdensome, and slow
(Figure 7).

Figure 7: Issues by Category for India
0 10 20 30 40 50 60

Restrictive Export/Import Trade, Duty,
Customs Clearance, and Logistics

Taxation Systems
Industrial Standards, Approval of Safety Standards

Implementation of Intellectual Property Rights (IPRs)

Environmental Issues, Waste Disposal, and
Carbon Neutrality Related Regulations

Source: Issues and Requests for Improvements on Trade and Investment Barriers in 2025; meeting of the Japan Business Council for Trade
and Investment Facilitation, 2025.

Next, in a survey conducted by JETRO targeting Japanese companies operating in India (conducted
August-September 2025; 385 companies responded), the highest percentage of companies (67.1%) selected
“Time-consuming tax procedures” as a risk (challenge) in the investment environment (JETRO, 2025b).
Since the survey did not include options specifically related to customs procedures or tariffs, it is likely
that these issues are also included in this response. The second most common risk was “complexity of
administrative procedures (such as permits and approvals),” cited by 60.1% of companies. This category is
considered to include the process for obtaining mandatory BIS certification under QCO requirements. The
share of companies selecting this option increased by 8 percentage points from the previous year’s survey
(52.1%). Its ranking as an investment-related risk also rose from fourth place last year to second place,
indicating that the issue has become more serious (Figure 8).
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Figure 8: Top Five Risks in Investment Environment (Per cent)
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Insufficient infrastructure of electric power
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Source: 2025 Japan External Trade Organization Survey on Business Conditions of Japanese Companies Operating Overseas (Asia and
Oceania).

In addition, this survey included a special question on the mandatory BIS certification system, asking about
its impact on business operations. Among manufacturers (198 companies), 71.9% reported being affected
(Figure 9). Of these, 25.8% described the impact as “extremely severe,” and 43.8% as “severe,” meaning that
roughly 70% of affected companies consider the impact to be serious.

Figure 9: Is the Bureau of Indian Standards Mandatory Certification System Affecting Your
Company’s Business? (Per cent)

15.7%
12.4%
71.9%
Impact (including expected)  No Impact Not Sure

Source: 2025 Japan External Trade Organization Survey on Business Conditions of Japanese Companies Operating Overseas (Asia and
Oceania).

Specific challenges cited under this system include “complicated procedures” (75.8%) and “long approval
times” (75%), each mentioned by three-quarters of respondents. Other issues include “unclear product
scope” (41.4%) (Figure 10).

Figure 10: Challenges in Obtaining Bureau of Indian Standards Mandatory Certification (Multiple
Answers) (Per cent)
0 10 20 30 40 50 60 70 80

Complicated Procedures

Long Approval Time
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Others

Source: 2025 Japan External Trade Organization Survey on Business Conditions of Japanese Companies Operating Overseas (Asia and
Oceania).
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Improvement in the BIS process has also been identified as one of the priority areas for attention in the
Proposals for the Enhancement of India’s Economy through Improvement of Business Environment in
2024, which reflects feedback from member companies of the Japan Chamber of Commerce and Industry
in India (JCCII). In individual interviews conducted by JETRO with Japanese manufacturers operating in
India (2024-2025), many companies specifically pointed to challenges in acquiring BIS certification for
imported components. Some of their comments are shared below.

“Products subject to BIS certification are almost always held up at customs during import, causing disrup-
tions. Items like steel materials, aluminium, and bolts require the Indian Standard (IS) mark to be stamped,
which means we have to modify the moulds, adding significant cost and time burdens. This is one of the
major challenges in positioning India as an export hub,” (Japanese Transport Equipment Manufacturer).

“The impact of BIS is quite substantial. Since audits of overseas factories are required, importing products
from abroad has become especially burdensome.” (Japanese Transport Equipment Parts Manufacturer).

There are also concerns about rising import tariffs on components and the strict procedures for obtaining
Economic Partnership Agreement (EPA) certificates of origin, both of which are placing a significant bur-
den on companies.

“Under the ‘Make in India’ policy, tariffs on key components have been raised, leading to higher costs.”
(Japanese Electrical Equipment Manufacturer).

“Using the EPA is very difficult. We have to check the HS code for each individual component, and we're
also required to submit a detailed cost breakdown. Since we need to confirm the details of each part with
our suppliers, it puts a heavy burden on us. In many cases, suppliers don’t provide the necessary data, so we
only count items as originating goods when we can fully verify their origin” (Japanese Transport Equip-
ment Manufacturer).

“For EPA certificates of origin, we're required to submit very detailed evidence, far more than what’s typi-
cally asked for in other countries.” (Japanese Customs Broker).

India is an attractive location for manufacturing not only because of its growing consumer market, but
also due to its abundant workforce, skilled human resources and strategic importance in the context of
geopolitical risks. For Japanese companies, India holds strong potential to develop as an export-oriented
manufacturing base within the global supply chain. The “Make in India” initiative supports this direction,
but at the same time, protectionist policies such as stricter import regulations under BIS and increased
tariffs pose significant challenges to enhancing India’s competitiveness as an export hub.

3.3 Non-tariff Barriers

As noted in Box 1, key concerns highlighted by Japa-
nese companies investing in India include trade bar-
riers, both tariffs and NTBs.

Despite this evidence and the practical issues raised
by investors, India has increasingly relied on non-
trade barriers, most notably QCOs, which add to the
tarift-driven protection.

While QCOs are introduced to ensure product qual-
ity and to create a robust manufacturing ecosystem,
they actually restrict imports from specific countries,
thereby disrupting important supply chains in the

domestic market, particularly for the Micro, Small
and Medium Enterprises (MSMEs) segment, which
lacks the capacity to substitute inputs.

The scale of QCO implementation has been unprec-
edented. The number of QCO products increased
from 88 in 2019 to 764 in 2024, reflecting a policy
shift toward non-tariff protectionism (Figure 11).
During the same period, India’s average MFN tariff
increased from approximately 13% in 2018 to around
17% in 2024, and FDI inflows started to decline.
These overlapping trends suggest that rising protec-
tionism may be counterproductive to India’s indus-
trial and investment goals.
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Figure 11: Surge in Quality Control Order
Products Since 2019
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Around half of the existing QCOs apply to key
intermediate goods or raw materials, posing signif-
icant risks to domestic production supply chains. A
sectoral analysis of QCOs reveals that many of the
sectors with a high number of QCOs in recent years
also exhibit high firm concentration, reflecting an
uncompetitive domestic economy (Figure 12). These
measures seem to be limiting imports to India, as
noted by Prabhakar (2025), who argues that while
QCOs reduce imports, particularly of intermediate
inputs, they do not generate sustained export gains.

Such industries may be leveraging protectionist
instruments, such as QCOs, to shield themselves
from both domestic and foreign competition, rather

Figure 13: Rising Anti-dumping Cases

Figure 12: Sectoral Decomposition of Quality
Control Orders (Per cent)
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than improving productivity or innovating. BIS,
as the implementing agency, notes that QCOs are
issued on grounds including public interest; protec-
tion of human, animal, or plant health; environmen-
tal safety; prevention of unfair trade practices; and
national security (BIS, 2021). However, some of these
issues, such as unfair trade practices, are already
addressed through existing instruments, such as
ADDs, which have also risen over the years, espe-
cially targeting selected trade partners, such as China
and South Korea (Figures 13 and 14). While ADDs
are a legitimate tool to address cross-border dump-
ing, their rampant use is increasingly restricting the
flow of imports into the country.

Concluded Anti-dumping Cases by India
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Figure 14: Percentage of Total Anti-dumping Duty Initiations by Exporter Country (1995-2024)
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This overlap reinforces the concern that India’s trade
policy is drifting towards cumulative protectionism,
especially in sectors where domestic players domi-
nate and against some specific countries, particularly
China.

3.4 Understanding the China Question

As seen in the previous section, a majority of India’s
ADDs are targeted toward China to address the exces-
sive imports from China at low prices. An interesting
question in this regard is to determine the optimal
balance between openness and strategic protection
against Chinese imports. As the data show (Figure

Figure 15: India-China Trade Flows (USD Billion)
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15), India’s dependence on China has increased over
the years, particularly for intermediate and capital
products that are crucial to supply chains (Figure
16). If India were to impose high tariffs or stringent
NTMs on Chinese imports, it could undermine the
competitiveness of Indias production base and its
exports. For India to truly become a China-plus-one
alternative, it must pursue a structural reform agenda
rather than relying on reactive protectionist tools.
Balancing self-sufficiency with trade openness is
essential, and doing so necessitates a detailed sector-
and product-level assessment.
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Figure 16: Imports from China: Product Type Classification (USD Billion)
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China’s dominance in global exports is rooted in trial upgrading and the emergence of internationally
sustained trade liberalisation, openness to FDI,  competitive firms, positioning China as the world’s
and policies that promoted domestic competition.  leading export hub. Box 2 elaborates on the key driv-
Together, these factors supported large-scale indus-  ers of China’s export-led growth.

Box 2: China’s Experience: How External Liberalisation Fostered the Rise of its Global Players

A fundamental characteristic of firms in emerging economies is their later entry into markets relative to
firms in advanced economies. When an emerging economy undertakes external liberalisation, its firms
tend to face both the latecomer advantage and disadvantage. The former corresponds to what Alexander
Gerschenkron (1962) termed the “advantage of backwardness.” The latecomer advantage refers to the pos-
sibility for firms in emerging economies to rapidly absorb the technologies and experience accumulated
by firms in advanced economies. In contrast, the latecomer disadvantage arises when more technologically
advanced foreign firms dominate the domestic market, resulting in firms in emerging economies having
limited opportunities for market entry and further growth. Consequently, firms in emerging economies
face the challenge of determining how to benefit from the latecomer advantage and how to avoid or over-
come the latecomer disadvantage.

In China, external liberalisation led not only to a large inflow of foreign firms through FDI but also to
the emergence of many indigenous Chinese firms that later grew into global players. Although foreign
firms can significantly increase the host country’s exports, they may underinvest in R&D or relocate to
lower-wage countries when domestic wages rise sharply. Therefore, indigenous firms play a crucial role
in sustaining long-term economic growth and avoiding the middle-income trap. In particular, Chinese
home appliance and consumer electronics manufacturers expanded overseas and increased their innova-
tion efforts. This box outlines the growth patterns of these manufacturers.

Firstly, Chinese firms learned extensively from foreign firms and benefited from the latecomer advantage.
Through transactions with foreign firms and by hiring managers and engineers previously employed by
foreign firms, Chinese firms acquired technological and managerial capabilities. Consequently, within the
value chain of product development, manufacturing, and sales, they developed particularly strong capabil-
ities in manufacturing.

However, because these products have complex structures and key components are difficult to manu-
facture, Chinese firms with limited technological capabilities struggled to develop products efficiently.
In a product’s structure, value is generated through both hardware and software, and achieving substantial
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differentiation and innovation in these two dimensions requires development closer to the product’s core.
This structure generally consists of three layers, core, intermediate, and surface, each involving both dimen-
sions: the core layer (chips, operating systems), the intermediate layer (board assemblies, middleware),
and the surface layer (casing, applications, and interfaces). Therefore, Chinese firms outsourced product
development to specialised firms and purchased key components from suppliers. At the same time, they
focused on differentiation at the layer closer to the surface and introduced products that appealed to Chi-
nese consumers.

Furthermore, because foreign firms already held large market shares in major cities, Chinese firms over-
came the latecomer disadvantage by expanding sales in rapidly growing secondary cities and rural markets.
In major cities, domestic wholesalers were unwilling to carry lesser-known domestic brands, so Chinese
tirms focused on selling in other markets. In this way, Chinese firms compensated for their technological
weaknesses relative to foreign firms by focusing on development in the surface layers of the product struc-
ture and on downstream sales activities within the value chain.

However, it is important to emphasise that these growth patterns were shaped and refined primarily through
intense competition among Chinese firms rather than by government policies alone. Their growth was not
guaranteed simply because they were indigenous firms, nor was it achieved by only a few entrants or state-
owned enterprises. Admittedly, before China’s accession to the WTO in 2001, the government adopted
preferential measures such as licensing systems, and support policies such as subsidies and government
procurement have continued thereafter. However, although these policies have helped underpin the initial
phase of industrial development and stimulate investment, sustained development can by no means be
achieved through policy alone. Amid fierce competition, Chinese firms sought to strengthen their compet-
itiveness by enhancing their manufacturing capabilities, differentiating their products within reasonable
limits, and establishing more efficient distribution networks.

Finally, as a concrete illustration of the growth patterns discussed earlier, a brief overview is provided of the
growth of Chinese mobile phone and smartphone manufacturers that have expanded their sales in India.
Until the late 1990s, foreign firms such as Nokia, Motorola, and Ericsson dominated the Chinese market,
but from the late 1990s onwards, many Chinese firms entered the industry, initially under the licensing sys-
tem. In this process, many employees who had worked for foreign firms shifted to Chinese firms or started
their own businesses. However, in their early stages, Chinese firms lacked the technological capability to
tully utilise chips developed by European and US firms and to develop products efficiently. Consequently,
they outsourced product development to independent design houses and original design manufacturers.
On the other hand, Chinese firms enhanced their sales networks by establishing sales subsidiaries in many
provinces and deploying sales promoters to retail stores across the country to convey the value and afford-
ability of their products directly to consumers. As a result, Chinese firms such as Bird and TCL were among
the first to experience rapid growth. Subsequently, from the late 2000s, the spread of user-friendly chips
developed by a Taiwanese firm lowered the barriers to product development and gave rise to a new phase of
competition among Chinese firms. Around the same time, the introduction of the iPhone helped accelerate
the rapid spread of smartphones. Within this new competitive environment, firms such as OPPO and Vivo
strengthened not only their sales capabilities but also their product development capacity, enabling them to
expand their presence in both the Chinese and overseas markets. Thus, even within the same industry, the
leading firms have changed as the industry itself has continued to evolve.

In general, firms in emerging economies must balance the latecomer advantage and disadvantage, though
the specific growth patterns vary across countries. Because China’s domestic market was so large, it attracted
many foreign firms, enabled the entry and expansion of numerous indigenous firms, and provided sub-
stantial business opportunities for a large number of suppliers. Therefore, when drawing on China’s suc-
cessful experience as a reference for other emerging economies, it is essential to determine which elements
are directly applicable and which are not. India, with its vast domestic market, is one of the most interesting
countries to compare with China’s experience.
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3.5 Industrial Policy Landscape

In recent years, India has complemented its trade
policy framework with a stronger focus on indus-
trial policy initiatives, such as the “Make in India”
programme launched in 2014. This approach seeks
to balance domestic manufacturing objectives with
continued engagement in global trade.

A cornerstone of this industrial policy is the PLI
scheme, introduced in 2020. The PLI scheme aims to
encourage domestic manufacturing, attract domestic
and foreign investment, enhance export competitive-
ness, and reduce import dependence.

So far, PLI schemes have been announced for 14
strategic sectors, including mobile phones and elec-
tronics; pharmaceuticals and medical devices; food
processing; textiles and technical fabrics; white
goods (like ACs and Light-emitting Diodes [LEDs]);
automobiles and auto components; specialty steel;
high-efficiency solar photovoltaic (PV) modules;
advanced chemistry cell (ACC) batteries; and drones
and related components.

The PLI schemes envision Indian manufacturing
achieving scale and expanding to dominate global
exports. Assessing their progress is essential to
understanding how effectively the incentives have
met these objectives.

To understand the implications of PLI for India’s
exports, the HS-4-digit codes for key sectors in which
PLI schemes have been announced were identified,
and cumulative export values for these codes were
calculated from 2017 to 2024. The period was divided
into pre-2021 and post-2021, with 2021 taken as the
year when most sectoral PLIs were launched.

The results indicate that, apart from a few sectors
such as solar PV and automobiles, the Compound
Annual Growth Rate (CAGR) of export growth
slowed in the post-PLI period. In certain sectors,
such as man-made fabrics, growth rates turned neg-
ative, indicating an actual decline in exports after the
implementation of PLI (Table 4).

Overall, PLI benefits appear skewed, with gains con-
centrated in a limited set of sectors. In other sectors,
structural weaknesses needed to be addressed to
leverage the incentives fully. A key critique of the
PLI framework is that it primarily rewards produc-
tion volumes rather than value addition, which runs
counter to the broader “Make in India” objective.
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An important parameter for rewarding here is cap-
ital investment, as seen in Korea and China, where
Capital Expenditure (CAPEX)-oriented subsidies led
to greater investment in technology and R&D. Fur-
thermore, MSMEs remain largely outside the ambit
of PLI schemes.

Table 4: Export Growth in Production Linked
Incentive Sectors (Per cent)

Categor CAGR CAGR
8OTY  2017-2021 (%) 2021-2024 (%)

Man-made
Fabric exports 32 134
Pharma 10.7 7.5
exports
Medical 12.6 8.2
devices exports
White goods 13.8 13
exports
Mobile and
electronics 39.6 40
exports
Speciality steel 131 by
exports
Auto exports 0.9 7
Solar PV 77 45.1
exports
ACC exports 22.1 13.3

Source: Authors’” analysis.

Note: CAGR = compound annual growth rate; ACC = advanced
chemistry cell; PV = photovoltaic.

Overall, Indias export competitiveness is con-
strained by structural issues such as high tariffs,
especially on intermediate goods, low R&D invest-
ment, limited FTA engagement, and other regulatory
constraints. Instead of addressing these challenges,
India has adopted a more protectionist approach
since 2018. These measures have been paralleled by
the introduction of PLI schemes across 14 sectors in
2021. However, PLI benefits have been concentrated
in only a handful of sectors, while FDI inflows into
India have declined, signalling reduced investor con-
tidence.

Having outlined the key challenges, the next section
presents empirical evidence on Indias GVC partic-
ipation over the years, focusing specifically on the
machinery and electronics sectors.
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4. India’s Participation in East Asia’s Machinery
Production Networks

Despite its strong traditional industrial base, India has lagged in participating
in the task-by-task international division of labour, notably in the machin-
ery industry. However, over the past several years, notable changes have been
observed.

Table 5 presents the international trade matrices for the machinery industry
in 2017 and 2023. Machinery goods are here defined as HS 84-92 (general

machinery, electric machinery, transport equipment, and precision machin-
ery). Exporting countries/regions are in rows, while importing countries/
regions are in columns. In addition to actual trade values (A), the table
includes predicted trade values (B) calculated using a gravity equation for
each year, including all countries in the world, which reflect the economic
size of exporting and importing countries, as well as the geographical distance
between them. The ratio of (A) to (B) indicates the percentage gap between
the actual and predicted values. Technical details can be found in Ando,
Yamanouchi, and Kimura (2025).

Table 5: Machinery International Trade Matrix (2017, 2023): The World Table (USD Million, Per cent)

(a) 2017
];:1}:1[; (:‘:erl{ Xmﬁﬁzlglsj,s"/g China Japan Korea Taiwan
Actual (A) 210,624 84,756 53,448 32,576
China Predicted (B) 70,864 149,215 80,914 38,477
(A)/(B) (%) 297 57 66 85
Actual (A) 119,920 29,936 23,469
Japan Predicted (B) 91,552 25,303 7,063
(A)/(B) (%) 131 118 332
Actual (A) 127,181 10,055 9,052
Korea Predicted (B) 55,309 28,511 6,014
(A)/(B) (%) 230 35 151
Actual (A) 109,105 15,043 14,638
Taiwan Predicted (B) 23,762 7,028 5,311
(A)/(B) (%) 459 214 276
Actual (A) 165,841 36,746 21,623 15,627
ASEAN Predicted (B) 43,051 17,121 6,205 3,647
(A)/(B) (%) 385 215 348 429
Actual (A) 82,789 27,888 23,971 16,741
United )
States Predicted (B) 85,623 55,638 17,121 7,001
(A)/(B) (%) 97 50 140 239

e R e
141,482 281,712 48,455 261,780 44,887 270,550 @ 1,430,271
81,946 144,159 10,132 180,024 49,187 260,620 1,065,538
173 195 478 145 91 104 134
64,765 112,251 11,981 69,285 5,470 88,015 525,094
21,246 58,023 4,201 65,178 7,856 84,779 365,201
305 193 285 106 70 104 144
51,844 49,482 8,811 43,944 6,443 71,223 378,037
8,689 20,118 1,446 24,763 3,405 32,131 180,386
597 246 609 177 189 222 210
43,370 26,651 4,246 23,614 1,516 14,828 253,011
4,407 7,265 518 9,042 1,348 12,320 71,001
984 367 820 261 112 120 356
116,544 83,842 16,741 86,864 11,656 81,379 636,862
33,736 26,660 1,825 35,649 7,608 53,604 229,106
345 314 917 244 153 152 278
47,142 97,049 147,787 8,128 249,685 701,180
32,153 51,750 245,682 15,791 462,985 973,743
147 188 60 51 54 72
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Exporter/
Importer

Mexico

EU

India

Rest of the
world

Total
(World)

(b) 2023

Exporter/

Importer

China

Japan

Korea

Taiwan

ASEAN

Value (USD

millions, %)
Actual (A)
Predicted (B)
(A)/(B) (%)
Actual (A)
Predicted (B)
(A)/(B) (%)
Actual (A)
Predicted (B)
(A)/(B) (%)
Actual (A)
Predicted (B)
(A)/(B) (%)
Actual (A)
Predicted (B)
(A)/(B) (%)

Value (USD

millions, %)
Actual (A)
Predicted (B)
(A)/(B) (%)
Actual (A)
Predicted (B)
(A)/(B) (%)
Actual (A)
Predicted (B)
(A)/(B) (%)
Actual (A)
Predicted (B)
(A)/(B) (%)
Actual (A)
Predicted (B)
(A)/(B) (%)

China

6,605
5,484
120
157,167
120,918
130
1,921
54,443
4
28,976
114,390
25
1,010,130
665,399
152

China

207,295
76,250
272
103,080
78,636
131
131,931
57,790
228
128,360
27,849
461
224,810
64,829
347

Japan

2,550
3,666
70
32,328
70,446
46

661
14,022
5

7,617
56,352
14
217,643
401,998
54

Japan

92,706
127,801
73

8,159
18,161
45
24,968
5,641
443
43,839
15,916
275

Korea

1,394
1,120
124
32,807
23,765
138
479
5,393

9

5,488
19,142
29
183,784
184,273
100

Korea

76,630
87,656
87
19,660
16,794
117

15,017
5,662
265
23,891
7,435
321

Taiwan

375
454

83
14,725
9,816
150
257
2,419
11
2,156
8,189
26
114,978
83,081
138

Taiwan

48,771
46,569
105
24,949
5,858
426
21,645
6,359
340

22,999
5,203
442

ASEAN

2,748
2,029
135
61,456
48,814
126
6,712
18,354
37
13,544
44,837
30
549,608
296,211
186

ASEAN

243,384
106,876
228
60,275
17,454
345
35,431
8,827
401
67,899
5,284
1,285
144,268
45,772
315

United
States

217,059
47,098
461
208,349
279,587
75

6,348
29,393
22
141,124
454,328
31
1,126,818
1,066,631
106

United
States
239,376
213,018

112
113,101
52,071
217
81,704
22,669
360
65,149
10,068
647
167,390
41,147
407

Mexico

26,347
12,724
207
2,842
2,004
142
8,117
13,615
60
224,591
98,215
229

Mexico

65,497
15,643
419
11,212
3,928
285
12,218
1,693
722
7,549
748
1,009
23,808
3,000
793

EU

17,132
10,234
167
1,357,001
1,205,083
113
11,410
50,483

23
143,757
396,218
36
2,162,573
2,222,357
97

EU

421,799
259,452
163
71,954
57,294
126
51,833
27,175
191
39,462
12,210
323
104,983
54,130
194

India

796
980

81
21,942
30,314
72

5,685
36,375
16
106,523
152,863
70

India

75,215
65,113
116
8,240
6,227
132
8,696
3,330
261
5,282
1,623
326
17,759
10,054
177

Rest of
the World

35,382
17,101
207
437,040
575,913
76

23,717
90,033
26
159,089
367,044
43
1,430,909
1,956,531
73

Rest of
the World
507,138
355,721
143
93,607
69,999
134
42,455
33,128
128
16,523
15,583
106
109,056
75,771
144

Total
World

284,041
88,166
322
2,349,162
2,377,380
99

54,347
266,544
20
515,553
1,510,491
34
7,127,558
7,127,558
100

Total
World
1,977,810
1,354,100

146
506,079
308,262

164
394,072
179,131

220
370,209

84,666

437
882,802
323,257

273
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Exporter/ Value (USD

Importer millions, %) China Japan Korea Taiwan
Actual (A) 65,968 27,039 21,835 17,166

United :
States Predicted (B) 114,778 45,374 18,267 9,111
(A)/(B) (%) 57 60 120 188
Actual (A) 6,332 2,351 918 1,286
Mexico Predicted (B) 9,295 3,758 1,498 743
(A)/(B) (%) 68 63 61 173
Actual (A) 170,756 35,209 37,671 22,904
EU Predicted (B) 157,323 55,892 24,526 12,366
(A)/(B) (%) 109 63 154 185
Actual (A) 4,387 1,351 937 395
India Predicted (B) 88,980 13,751 6,800 3,721
(A)/(B) (%) 5 10 14 11
Actual (A) 30,407 7,618 4,404 3,063

Rest of the )
world Predicted (B) 168,251 49,858 22,069 11,524
(A)/(B) (%) 18 15 20 27
Actual (A) 1,073,326 =~ 243,240 200,962 163,178
;F\(/i;((e)lild) Predicted (B) 843,981 336,152 190,707 101,455
(A)/(B) (%) 127 72 105 161

Sources: Data drawn from Ando, Yamanouchi, and Kimura (2025).

Note: The detailed technical explanation is given in Ando, Yamanouchi, and Kimura (2025).

Table 5(a) for 2017 shows the presence of “Factory Asia” in East Asia (including
Northeast and Southeast Asia), which is deeply engaged in both exports and
imports of machinery products. It is not shown in the table, but more than half
of the machinery trade in East Asia consists of machinery parts. Gaps between
actual and predicted trade values indicate extremely high commitments to
machinery production networks, particularly by ASEAN countries. India’s gap
ratios for total exports and imports are 20% and 70%, respectively, indicating
that India has not yet fully tapped into significant opportunities to participate
in machinery production networks.

ASEAN gi::::l Mexico EU India thlzeat,:rfl 4 VT,‘(’EL
52,837 108,056 175272 11491 266,564 746,226
39,548 73,164 320061 17428 549,065 1,186,797

134 148 55 66 49 63
3739 313,946 23,568 1,379 46400 399,919
3,245 80,349 17,564 1482 26,863 144,798

115 391 134 93 173 276

66410 277787 34101 1,688,400 31,119 457,468 2,821,825
59,288 360,948 17,983 1,467,873 34293 685002 2,875,494

112 77 190 115 91 67 98

8815 22,445 3,558 21,636 40,596 104,119
26832 44,168 3420 78,288 130,429 396,390
33 51 104 28 31 26
16,094 173,300 11,612 192,323 90564 196,492 644,876
61277 589,874 20,792 538,644 47,107 485647 1,995,043
2 29 56 36 20 40 32

699,152 1454199 277,611 2791228 168,745 1,776,298 8,847,938

374403 1,414313 140,372 2,832,690 186,657 2,427,209 8,847,938

187 103 198 99 90 73 100

Changes from 2017 to 2023 reflect the effects of Trump 1.0 tariffs and rising
geopolitical tensions, and we can confirm a sharp decline in US-China bilat-
eral trade, as well as positive trade diversion effects captured by South Korea,
Taiwan, and ASEAN. India does not seem to exploit positive trade diversion
fully, but some signs of a regime switch are evident. Table 6 highlights changes
in India’s exports in the same dataset, by decomposing machinery goods into
machinery parts and final products. India’s total machinery exports increased
by 1.9 times (on a nominal basis) in 2017-2023, but the gap ratios did not
increase much. However, exports to the US increased; actual values rose 3.5
times, and gap ratios rose by 29 points. In particular, exports of final products
to the US increased by 6.3 times, partly reflecting Apple’s smartphone opera-
tions, though gap ratios are still well below 100%.
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Table 6: Machinery International Trade Matrix: India’s Exports by Export Destination in 2017 and 2023 (USD Million, Per cent)

Exporter/
Importer

India 2017

India 2023

Exporter/
Importer

India 2017

India 2023

Value (USD
million, %)
Actual (A)
Predicted
(B)

(A)/(B) (%)
Actual (A)
Predicted
(B)

(A)/(B) (%)
Actual
23/17

Predicted
23/17

Gap 23/17

Value (USD
million, %)
Actual (A)
Predicted
(B)

(A)/(B) (%)
Actual (A)
Predicted
(B)

(A)/(B) (%)
Actual
23/17

Predicted
23/17

Gap 23/17

China
1,921

54,443

4,387

88,980

2.3

1.6

China
1,275

23,168

1,847

37,023

1.4

1.6

Japan
661
14,022

5
1,351

13,751
10

2.0

1.0

Japan
478

5,633

924
5,637
16

1.9

1.0

Korea
479

5,393

937
6,800
14

2.0

1.3

Korea
336
2,208

15
804

2,784
29

2.4

1.3

14

All
Taiwan
257
2,419

11
395

3,721
11

1.5

1.5

Parts

Taiwan
136
1,002

14
227

1,515
15

1.7

1.5

ASEAN

6,712
18,354

37
8,815

26,832
33

1.3

1.5

ASEAN
2,666
10,034

27
4,500

14,646
31

1.7

1.5

United
States

6,348
29,393

22
22,445

44,168
51

35

1.5

29

United
States

4,716
12,914

37
12,159

19,825
61

2.6

1.5

25

Mexico
2,842
2,004

142
3,558

3,420
104

1.3

1.7

-38

Mexico
845
769

110
1,569

1,292
121

1.9

1.7

12

EU
11,410
50,483

23
21,636

78,288
28

1.9

1.6

EU
7,720
20,043

39
12,276

30,896
40

1.6

1.5

Rest of the
World

23,717
90,033

26
40,596

130,429
31

1.7

1.4

5

Rest of the
World

8,969
45,647

20
13,224

64,496
21

1.5

1.4

Total World
54,347
266,544

20
104,119

396,390
26

1.9

1.5

6

Total World
27,141
121,418

22
47,531

178,113
27

1.8

1.5
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Final

Exporter/ Value (USD . . United . Rest of the
Toyparia: | srllftwn, 90) China Japan Korea Taiwan ASEAN States Mexico EU World Total World

Actual (A) 646 183 143 121 4,047 1,632 1,997 3,689 14,748 27,206

India 2017 Fé;dlded 31,137 8,422 3,185 1,412 7,305 16,122 1,242 30,886 41,848 141,559
(A)/(B) (%) 2 2 4 9 55 10 161 12 35 19
Actual (A) 2,541 426 132 168 4,315 10,286 1,988 9,359 27,372 56,588

India 2023 gdmted 52,199 8,057 3,995 2,202 11,005 23,691 2,154 47,957 62,756 214,016
(A)/(B) (%) 5 5 3 8 39 43 92 20 44 26
Actual
23/17 39 2.3 0.9 14 1.1 6.3 1.0 2.5 1.9 2.1
Predicted
23/17 1.7 1.0 1.3 1.6 1.5 1.5 1.7 1.6 1.5 1.5
Gap 23/17 3 3 -1 -1 -16 33 -68 8 8 7

Parts ratio | 2017 66 72 70 53 40 74 30 68 38 50

(%) 2023 42 68 86 57 51 54 44 57 33 46

Export

share (%) 2017 4 1 1 0 12 12 5 21 44 100

(ALL) 2023 4 1 1 0 8 22 3 21 39 100

Sources: Data drawn from Ando, Yamanouchi, and Kimura (2025).
The import side shows clearer signs of progress. Although India’s total machin- ~ Asian countries, including Japan, Korea, Taiwan, and ASEAN, are also major

ery imports increased by 1.6 times from 2017-2023, the gap ratios remain  import origins with over 100% gap ratios. India enters East Asian machinery
below 100%. However, imports from East Asian countries expanded in actual ~ production networks through imports (Table 7).
values and in gap ratios. China is the largest import origin, but other East
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Table 7: Machinery International Trade Matrix: India’s Imports by Import Origin in 2017 and 2023 (USD Million, Per cent)

China

Japan

Korea

Taiwan

ASEAN

United
States

Mexico

EU

Rest of the
World

Total
(World)

All

Actual (A)
Predicted (B)
(A)/(B) (%)
Actual (A)
Predicted (B)
(A)/(B) (%)
Actual (A)
Predicted (B)
(A)/(B) (%)
Actual (A)
Predicted (B)
(A)/(B) (%)
Actual (A)
Predicted (B)
(A)/(B) (%)
Actual (A)
Predicted (B)
(A)/(B) (%)
Actual (A)
Predicted (B)
(A)/(B) (%)
Actual (A)
Predicted (B)
(A)/(B) (%)
Actual (A)
Predicted (B)
(A)/(B) (%)
Actual (A)
Predicted (B)

(A)/(B) (%)

2017

44,887
49,187
91
5,470
7,856
70
6,443
3,405
189
1,516
1,348
112
11,656
7,608
153
8,128
15,791
51

796
980

81
21,942
30,314
72
5,685
36,375
16
106,523
152,863
70

2023

75,215
65,113
116
8,240
6,227
132
8,696
3,330
261
5,282
1,623
326
17,759
10,054
177
11,491
17,428
66
1,379
1,482
93
31,119
34,293
91
9,564
47,107
20
168,745
186,657
90

23/17

1.7
1.3
24
1.5
0.8
63
1.3
1.0
72
3.5
1.2
213
1.5
1.3
23
1.4
1.1
14
1.7
1.5
12
1.4
1.1
18
1.7
1.3
5
1.6
1.2
21

Soutrces: Data drawn from Ando, Yamanouchi, and Kimura (2025).

China

Japan

Korea

Taiwan

ASEAN

United
States

Mexico

EU

Rest
of the
World

Total
(World)

Parts

Actual (A)
Predicted (B)
(A)/(B) (%)
Actual (A)
Predicted (B)
(A)/(B) (%)
Actual (A)
Predicted (B)
(A)/(B) (%)
Actual (A)
Predicted (B)
(A)/(B) (%)
Actual (A)
Predicted (B)
(A)/(B) (%)
Actual (A)
Predicted (B)
(A)/(B) (%)
Actual (A)
Predicted (B)
(A)/(B) (%)
Actual (A)
Predicted (B)
(A)/(B) (%)
Actual (A)
Predicted (B)
(A)/(B) (%)
Actual (A)
Predicted (B)

(A)/(B) (%)

2017

26,052
24,327
107
3,096
4,814
64
3,844
2,041
188
763
829

92
5,119
5,754
89
5,101
11,055
46

255
522

49
9,731
18,014
54
2,321
26,720
9
56,283
94,076
60

2023

2017
45,799
31,700
144
4,681
3,667
128
6,302
1,967
320
4,292
984
436
9,572
7,206
133
6,097
12,013
51
746
757
99
13,881
20,391
68
2,579
32,940
8
93,949
111,625
84

23/17 Parts Ratio (%) Share in India’s imports (%)

2023
1.8
1.3
37
1.5
0.8
63
1.6
1.0
132
5.6
1.2
344
1.9
1.3
44
1.2
1.1
5
2.9
1.4
50
1.4
1.1
14
1.1
1.2
-1
1.7
1.2
24

2017
58

57

60

50

44

63

32

44

41

53

2023
61

57

72

81

54

53

54

45

27

56

42

11

21

100

45

11

18

100
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India’s existing policy framework has not yet trans-
lated into the export growth envisioned under the
Government of India’s goal of achieving USD 1 tril-
lion in merchandise exports by 2030. Nevertheless,
there have been notable success stories in recent
years, the smartphone segment being a prominent
example. In production networks, imports are essen-
tial to exporting. Machinery parts imports may or
may not necessarily translate into part/final goods
exports, particularly in a country like India with a
large domestic market. However, producing goods at
an exportable price and quality is certainly important.

What worked in this sector was a strategic combi-
nation of policy openness and integration: facilitat-
ing the entry of foreign players, allowing imports of
critical parts and components, and enabling seam-
less participation in GVCs. This approach not only
attracted investment but also fostered large-scale
manufacturing and export competitiveness. To real-
ise similar gains, this model of openness and integra-
tion requires replication across other manufacturing
sectors, with a focus on reducing import barriers and
improving supply-chain connectivity.

5. Assessment of India’s Protection
Measures

One of the key challenges to investment in India is
the high degree of trade protectionism, which often
makes it difficult for global and domestic firms to
establish manufacturing operations competitively. As
discussed in earlier sections, India witnessed a sharp
decline in import tariffs following the 1991 economic
reforms. However, in recent years, this liberalisation
trend has reversed. Tariffs have begun to rise again,
accompanied by NTMs such as QCOs and techni-
cal regulations. While ADDs are a legitimate tool to
address cross-border dumping, their rampant use is
increasingly restricting the flow of imports into the
country.

This shift appears to be a policy response aligned
with the “Make in India” and PLI schemes, aimed at
nurturing domestic manufacturing capabilities and

Assessing India’s Trade Performance
Pathways to Strategic and Deeper Integration with Global Value Chains

reducing import dependence. This raises a crucial
question: Is protectionism helping India’s domestic
industry, or is it proving counterproductive?

This section explores this question through a granu-
lar assessment of trade protection in the Indian man-
ufacturing sector.

For the analysis, export, import, and tariff data for
2023 at the HS 6-digit-level were assessed, along
with existing ADDs and QCOs mapped to these
products. Out of 3,927 HS 6-digit products analysed,
approximately 92.5% of HS 6-digit product lines are
subject to non-zero MFN tariffs. In contrast, 7.9%
are covered under ADDs, and 8.6% are subject to
QCOs (Table 8). In terms of value, ADD accounts
for 9% of imports (around USD 40 billion), while
QCO accounts for 11.3% (USD 50.7 billion). Tariffs
cover imports worth USD 410 billion, accounting for
around 92% of total imports.

Table 8: Coverage Under Protection Measures

Per cent Import
Measure Ii:?";j: t‘s)f of Total (UPSD
Products  billion)
ADD 310 7.9 40
QCO 338 8.6 50.7
MEN >0 3,631 92.50 410

Source: Authors’ analysis.

Note: ADD = anti-dumping duty; QCO = quality control order;
MFN = most favored nation.

An analysis of products across different tariff bands
reveals that the largest share, approximately 49% of all
products assessed, are subject to tariffs in the 10-15%
range. In terms of trade value, this MFN tariff band
covers imports worth USD 242 billion, accounting
for around 54% of India’s total imports (Table 9).

A substantial share of these tariff lines (66% of prod-
uct lines, worth USD 138 billion) cover intermediate
goods and capital goods (Table 10). Such a structure
undermines the competitiveness of Indian produc-
tion and constrains the country’s ability to integrate
into global supply chains.
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Table 9: Coverage Under Most Favored Nation Brackets

MEN Tariff Number of % of Total Import Value Share in Total
Bracket (%) Products Products (USD billion) Imports (%)
0-5 94 2.4 49.2 11.0
5-10 771 19.6 88.2 19.7
10-15 1,911 48.7 241.8 54.1
15-20 440 11.2 47.9 10.7
20-30 400 10.2 14.0 3.1
30-40 51 1.3 2.1 0.5
40+ 41 1.0 1.4 0.3
Source: Authors’ analysis.
Note: MFN = most favored nation.
Table 10: Distribution of Tariff Lines Across Type of Goods
Capital Consumer Intermedi- Raw Intermedi-  Raw
MEFN Goods Goods ate Goods Materials Capital Consumer .
Tariff (%) (USD  (USD  (USD  (USD Goods (%) Goods (%) °¢G0cds Materials
billion)  billion)  billion) billion) (%) (%)
0-5 47.7 0.4 0.8 0.2 67 11.7 10.6 10.6
5-10 45.7 1.3 27 14.2 63.3 4.1 26.1 6.5
10-15 15.4 48.4 122.7 55.3 9.6 29.4 56.5 4.6
15-20 17.2 7.9 15.8 7 20.2 27.7 49.6 2.5
20-30 3.8 7.8 2.1 0.3 3.8 79.8 16 0.5
30-40 - 0.8 1.3 - 0 45.1 49 5.9
40+ 0.1 0.7 0.3 0.4 36.6 43.9 4.9 14.6

Source: Authors’ analysis.
Note: MEN = most favored nation.

When examining the combined application of differ-
ent forms of protectionism, including MFN tariffs,
ADDs and QCOs, it emerges that the 10-20% MFN
tariff bracket not only contains the highest number
of products overall but also has the largest concen-
tration of products subject to both ADD and QCO
measures (Table 11). QCOs are most prevalent (by
product count) in the 15-20% MEN tariff bracket,

32

affecting 25% of goods in that range. ADDs are con-
centrated in the 10-20% tariff bracket, representing
the highest import values (approximately USD 26
billion in the 10-15% bracket). This indicates that
products in this relatively high tariff range of 10-20%
are disproportionately exposed to multiple layers of
trade protection.
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Table 11: Anti-dumping Duty and Quality Control Order Coverage Across Tariff Bands

MEN Tariff (%) QCOs (USD billion) ADD (USD billion)

0-5 0.24 1.52
5-10 13.36 542
10-15 21.37 25.58
15-20 12.65 6.9
20-30 2.2 0.36
30-40 0.83 0.15
40+ 0.07 0.09

QCOs (% of goods) ADD (% of goods)

4.26 6.38

7.26 2.72

6.49 11.3

25 11.82

8.75 2

11.76 11.76

2.44 2.44

Source: Authors’ analysis.

Note: ADD = anti-dumping duty; QCO = quality control order; MEN = most favored nation.

5.1 Protection Scenarios

To examine the nature of protectionism in India, HS
6-digit-level products were filtered with import val-
ues above the national average, indicating that these
goods are imported in substantial quantities and
are integral to India’s consumption and production
needs.

Protection Scenario 1: High Tariff, High Import,
Intermediate/Capital Goods

Focusing on the above-average imported products,
the analysis was further narrowed to intermediate
and capital goods that are critical to the functioning
of domestic supply chains.

Within this filtered set, the products that were highly
protected were identified, i.e., those subject to a 10%
or higher import tarift. This subset accounts for USD
148 billion in imports, representing 33% of India’s
total import basket. This clearly indicates that several
key input products, for which India has significant
import dependence, are also highly protected. This
can have adverse implications for India’s manufactur-
ing competitiveness and GVC integration.

To better understand the picture, the key HS 2-digit
codes of the top HS six-digit products in this category
were identified (Table 12). The major sectors include
jewellery, plastics and rubber, iron and steel, chemi-
cals, and electronic items, most of which are critical
inputs for production processes.

Table 12: Top 10 Harmonised System 2-digit Sectors in Protection Scenario 1

. Import Value Share in Scenario 1 Share in Total
&8 2T (UgD billion) Imports (%) Imports (%)
71-Precious metals/jewellery 48.15 32.42 10.77
39-Plastics and articles thereof 1591 10.71 3.56
29-Organic chemicals 13.72 9.24 3.07
85-Electrical machinery & equipment 11.72 7.89 2.62
72-Iron & steel 9.49 6.39 2.12
27-Mineral fuels & oils 6.57 4.42 1.47
84-Machinery & mechanical appliances 6.15 4.14 1.38
87-Vehicles & automotive parts 5.77 3.89 1.29
28-Inorganic chemicals 5.62 3.78 1.26
90-Optical & scientific instruments 5.61 3.78 1.26

Source: Authors’ analysis.
Note: HS = Harmonised System.
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Protection Scenario 2: Protection 1 plus QCOs
and ADD

The protection scenario was further deepened by
adding the layers of ADD and QCOs to the existing
tariff protection (Scenario 1). The data show that the
products subject to QCOs account for USD 26 billion,
representing 5.9% of total imports, while those under
ADD measures account for USD 23 billion, or 5% of
total imports. Together, goods covered by both QCOs
and ADDs account for USD 9.3 billion imports, i.e.
2.1% of India’s total import basket (Table 13).

Table 13: Import Distribution in Protection
Scenario 2

Import Share in . Share
Value . in Total
Measure Scenario 2
(USD Imports (%) Imports
billion) P 7 (%)
QCO 26.14 17.60 5.8
ADD 22.63 15.23 5.1
Goods with
both QCO 9.34 6.29 2.1
& ADD

Source: Authors’ analysis.

Note: ADD = anti-dumping duty; QCO = quality control order.

The top sectors under Protection Scenario 2 include
plastics and rubber, organic chemicals, iron and steel,
aluminium, and articles of iron and steel (Table 14),
which are all critical inputs.

Table 14: Top Harmonised System 2-digit Sectors
Among Goods in Protection Scenario 2

HS Share in Both
2digit e (USD billion) QCO* ADD
Code P Imports (%)

Plastics and
39 articles thereof 543 58.1

29 geg;?gls 2.74 29.4

72 Iron and steel 0.84 9.0
Aluminium

76  and articles 0.17 1.8
thereof

73 Articles of iron 0.15 16

or steel

Source: Authors’ analysis.

Note: ADD = anti-dumping duty; HS = Harmonised System; QCO =
quality control order.
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The key takeaway from this analysis is that critical
industrial inputs are protected through multiple pol-
icy instruments, which is likely to raise production
costs and constrain manufacturing competitive-
ness. The findings also highlight that in Protection
Scenario 1, about 69% of the product lines have a
Revealed Comparative Advantage (RCA) below one,
indicating that India lacks a comparative advantage
in these goods. Still, these very products are subject
to high tariff protection, suggesting misalignment of
competitiveness and trade policies. The goods in this
scenario need to be reconsidered with respect to their
protection policies.

Similarly, when NTMs such as QCOs and ADDs are
layered on top of tariff protection (Protection Scenario
2), the degree of protection deepens further. These
results bring out the need to prioritise liberalisation of
such inputs, particularly those with low RCA values,
to enhance industrial efficiency and competitiveness
across the manufacturing ecosystem.

The liberalisation efforts need to be supported by
strengthening the export ecosystem through reforms
that address domestic constraints, diversify man-
ufacturing production, exports, and markets. To
substantiate the need for import liberalisation, the
next section assesses the impact of recent US tariff
policies on India and highlights the export potential
India could realise if it were to liberalise its own trade
barriers.

6. Geopolitical Reorganisation
Under the US “Reciprocal Tariffs”
and India’s Resilience Strategy: A
Geographical Simulation Analysis

6.1 From Rules-based Trade to Arbitrary
Sanctions

On April 2, 2025, the US government announced
the reciprocal tariff policy. Contrary to its name, this
was not a truly reciprocal system but tariffs target-
ing trade surpluses with the US. The policy focused
on applying tariff rates based on the US trade deficit
with its trade partners.

This move signalled a shift in the international trade
system from a multilateral, rules-based framework
to one driven by geopolitical factors, placing greater
importance on bilateral negotiations. Multinational
corporations worldwide now face uncertainty regard-



ing import tariffs, which is likely to influence their
investments. This will then result in realignments of
the supply chains.

This section discusses the results of IDE-GSM model-
ling that is used to quantitatively examine the changes
in India’s trade ecosystem under this new normal. It
aims to present the strategic importance of adopting
policies focused on the reduction of MFEN tariffs and
NTBs for strengthening domestic competitiveness.

6.2 Initial Impact on the Indian Economy

The initial IDE-GSM analysis (as of April 2, 2025)
assessed the impact of US tariffs on the global econ-
omy. The results showed that the US itself bore the
greatest negative impact, and China, that was initially
subject to a high tarift of 54% tariff, also faced signit-
icant negative effects.

In contrast, India initially faced a relatively lower US
tariff rate (26%) and, due to its relatively low depen-
dence on exports to the US (2% of GDP), it saw a
slight positive economic effect of 0.4%. This was pos-
sibly due to the trade diversion effect, wherein Chi-
na’s exports were diverted to countries like India with
relatively lower tariffs.

However, bilateral negotiations in the second half of
2025 significantly reversed this situation. Following
a US-China summit at the end of October, tariffs on
China were lowered to a favourable 20% tariff rate
until November 2026. However, India faced 25%
reciprocal tariff from August 7, and an additional
25% tariff on imports of Russian crude oil from
August 27, resulting in a composite tariff rate of 50%
on some items, a sign of clear disadvantage.

Given these revisions, this section assesses the quanti-
tative effects of India adopting appropriate measures
to strengthen domestic competitiveness and diversify
export markets.
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The impact of the US tariff policy on national econ-
omies is not uniform, and its effects are determined
by multiple factors, including major ones like the rel-
ative tariff rates imposed by the US, the US’s share
in a country’s export basket, its industrial structure,
competitive relations with other countries, and sup-
ply-chain dynamics. Simulation analysis indicates
that countries facing relatively high tariff rates tend to
experience significant negative effects, whereas those
subject to lower rates often benefit from trade diver-
sion effects. Moreover, the greater the dependence on
exports to the US, the wider the variation in impact;
conversely, lower dependence enhances resilience to
external shocks. The initial simulation results of the
US tariff policy on the global economy, as announced
on April 2, 2025, are shown in Figure 17.

e Baseline Scenario: This scenario considers
not only the MEN tariff rates but also preferen-
tial tariff rates under FTAs, including the tariff
reduction schedules the Comprehensive and Pro-
gressive Agreement for Trans-Pacific Partnership
(CPTPP) and RCEP, as well as the pre-existing
US-China tariff hikes up to 2019 (i.e., Section
301 tariffs).2

e Tariff Scenario: This scenario applies the coun-
try-specific tariff rates announced by the US on
April 2, 2025. For the automotive industry, these
tariffs are excluded, and an additional 25% tar-
iff is imposed.’ For China, the tariff rate is set at
54%, combining the 20% additional tariff intro-
duced after the inauguration of the second Trump
administration with an additional 34% recipro-
cal tariff. For Mexico and Canada, all goods are
treated as exceptions under the US-Mexico-
Canada Agreement (USMCA), and neither these
tariffs nor the additional automotive tariffs are
applied. For countries without publicly disclosed
tariff rates, an additional 10% tariff is assumed,
and retaliatory tariffs by other countries against
the US are not considered.

? The minimum tariff rate applied to imports from each country was identified at the HS 6-digit-level, and a simple average was calculated
across the seven industries classified in the IDE-GSM model (agriculture, mining, and five manufacturing sectors). However, this tariff
calculation process does not reflect the additional tariffs imposed by the US after 2020.

* For exempt items listed in Annex II—such as iron, steel, aluminium, copper, pharmaceuticals, semiconductors, lumber, certain critical
minerals, and energy and energy-related products—the IDE-GSM industry classification does not allow for clear separation, and thus,
these items were included within the scope of reciprocal tariffs. Using this list, the share of exempted imports in total US imports by
country in 2024 was calculated. Among Asian countries, Singapore exhibited the highest proportion at 51%, followed by India at 22%,
and Malaysia at 21%, indicating a relatively high share. In countries with high proportions, the current simulation may overestimate the
negative impacts. Meanwhile, Taiwan and South Korea recorded shares of 12% and 11%, respectively, while Japan and most other East

and Southeast Asian nations remained below 10%.
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Figure 17: Economic Impact of the Reciprocal Tariff Policy Announced on April 2, 2025 (2027, Relative

to Baseline)

Simulation Result

Viet Nam, 30%

5%
Mexico, 28%
4%
3% Singapore, 8%
20 South Korea, 7%
Canada, 19% India, 2%
Japan, 4%
1% EU, 3% Indonesia, 2%
0% Philippines, 3%
0
0% 10% 20% 30% 40%
-1% :
Malaysia, 12% Taiwan, 15%
2% Thailand, 12%
-3%

Source: Based on Kumagai et al. (2025).

As shown in Figure 17, India initially enjoyed a pos-
itive economic effect (+0.4%) in the simulation. This
outcome emerged from two broad reasons.

First, the tariff rate imposed on India, at 26%, was
relatively low compared with China’s 54%. Second,
while the US is India’s top export destination, India’s
dependence on exports to the US accounted for only
2% of GDP. This combination of low export depen-
dence and a lower tariff rate enabled India to main-
tain macroeconomic resilience initially against the

Country, x%

Import Value by
GDP of the country

(Bubble size)

Lao PDR, 6%

US Tariff Rate

50% 60% 70%

Cambodia, 28%

China, 3%

shock of US protectionist measures (Figure 18 shows
India’s export basket with respect to the US).

This suggests that India is likely to maintain its
long-term growth prospects even amid global trade
uncertainty, supported by strong domestic demand.
However, some manufacturing sectors, such as tex-
tiles and apparel, continue to remain highly depen-
dent on the US market, implying that the adverse
impacts of tariffs cannot be completely ruled out.

Figure 18: India’s Major Exports to the US (2023) (USD Billion)

Source: Authors’ observations from Observatory of Economic Complexity.
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6.3 The Dramatic Reconfiguration of the
Geopolitical Tariff Environment and the
Dissipation of Trade Diversion Effect

Post the reciprocal tariff announcement on April 2,
2025, individual countries tried to maximise their
own interests by engaging in bilateral negotiations
with the US. This move reflects the US trade policy’s
shift away from a rules-based multilateral framework.

As a consequence, the tariff ecosystem underwent
significant restructuring. Brazil succeeded in secur-
ing the removal of tariffs on key agricultural exports
such as beef and coffee. The EU pursued renegotia-
tions and had reductions across a wide range of prod-
ucts, from whisky to medical equipment.

The most significant change was in the case of China,
where, after the Sino—American summit towards the
end of October 2025, the US agreed to relax its tariffs
substantially, and the tariff for China was reduced
from 20% to 10%, and the baseline rate of 10%
remained in effect. This arrangement gave China a
comparative advantage with a tariff level of 20% until
November 2026.

By contrast, India faced heightened geopolitical pres-
sure, and on August 7, a reciprocal 25% tariff was
imposed, followed by a further 25% levy on India’s
imports of Russian crude oil. In certain product cat-
egories, this resulted in an aggregate tariff burden of
50%, placing India at a severe competitive disadvan-
tage within the US market.

India’s Minister of Commerce and Industry sought to
reassure domestic stakeholders by declaring that there
was no need for panic, emphasising that “we’ll be able
to resolve some of these issues and come to an equi-
table, fair, and balanced agreement” (HT News Desk,
2025). This statement conveyed a negotiation under-
way. As noted earlier, India’s bargaining strength
derives from its relatively low dependence on exports
to the US. This structural dimension has moderated
the macroeconomic impact of the tariff shock.

6.4 Implications of the New Simulation
(China 20 Per cent vs India 25 Per cent)

Negotiations on a Bilateral Trade Agreement (BTA)
between India and the US have made progress. Tak-
ing into account India’s geopolitical importance, the
US has indicated that, should the additional tariffs on
Russian crude oil imports be withdrawn, India’s tar-
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ift rate would revert to 25%. Furthermore, the even-
tual target is set at 15% (TOI Business Desk, 2025).
In this context, the present simulation assumes that
India achieves a moderate tariff rate of 25%, reflecting
expectations of continued progress in negotiations.

The critical issue here is the reversal of the relative
tariff structure. Even if India’s tariff rate falls to 25%,
the fact that China has secured 20% signifies the col-
lapse of the additional trade diversion effect that India
had initially enjoyed. In the original scenario (India
at 26% vs China at 54%), India had a 28-point tariff
advantage over China. In contrast, under the new sce-
nario (India 25% vs China 20%), India finds itself at a
5-point tariff disadvantage in the context of the tariffs
imposed by the second Trump administration.*

Trade diversion effects arise from relative shifts in
competitiveness due to changes in sourcing. With
China securing a lower tariff rate than India, imports
from China become a comparatively more attractive
option for American buyers. Consequently, India
can no longer expect to benefit from the additional
export opportunities that had previously emerged
during the US-China trade conflict.

Simulation analysis substantiates this structural
change. In the scenario where China secures a 20%
tariff rate (10% reciprocal tariff plus 10% fentanyl tar-
iff), and India is subject to 25%, India’s GDP growth
rate falls to -0.07% (Table 15). This represents a shift
from the initial positive effect into negative territory,
underscoring how the loss of relative competitive
advantage vis-a-vis China can materially affect India’s
economic trajectory.

e Baseline Scenario: This scenario considers
not only the MEN tariff rates but also preferen-
tial tariff rates under FTAs, including the tariff
reduction schedules of CPTPP and RCEP, as well
as the pre-existing US-China tariff hikes up to
2019 (i.e., Section 301 tariffs).

e Tariff Scenario: This scenario applies the coun-
try-specific tariff rates announced by the US in
July-November 2025. For the automotive indus-
try, these tariffs are excluded, and an additional
25% tariff is imposed.® For China, the tariff rate is
set at 20%, combining the 10% baseline tariff and
the additional tariff related to fentanyl. For Mex-
ico and Canada, all goods are treated as excep-
tions under USMCA, and neither these tariffs
nor the additional automotive tariffs are applied.

* The trade diversion effect stemming from the existing US-China Section 301 tariffs (pre-2019) is accounted for in the baseline and

remains in place.
> Same as the simulation of April 2.
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Table 15: Estimated GDP Impact of US Reciprocal Tariffs Under Alternative Scenario (2027) (Per cent)

Agriculture Automotive E&E

US -1.62 -4.52 0.67
China -0.34 -0.80 -0.59
EU -0.07 -0.12 0.14
Japan -0.23 -0.66 0.45
Cambodia 0.03 0.00 -0.08
Indonesia 0.02 -0.37 -0.06
Malaysia -0.17 -0.07 -2.29
Philippines -0.17 -0.04 -1.25
Singapore -0.35 0.07 0.32
Thailand -0.23 0.07 -2.44
Vietnam -0.37 -0.62 -0.44
India -0.03 -0.16 0.24
World -0.18 -0.61 -0.25

Textile Food Proc. Oth. Mfg. Services Mining GDP

1.36
0.03
0.42
0.17
-0.23
-0.46
0.05
0.22
-0.07
-0.11
0.09
0.10
0.08

0.70 -0.05 -3.34 -5.28 -3.00
-1.23 -1.44 -0.43 0.16 -0.74
0.11 0.27 0.08 042 0.11
0.02 0.30 0.07 0.23  0.08
0.21 -0.06 0.03 0.95 -0.02
-1.47 -0.02 -0.02 0.21 -0.08
-0.49 -0.10 -0.23 0.31 -0.37
-3.75 0.11 -0.22 042 -0.52
0.02 0.80 0.22 0.23 | 0.36
-0.73 -0.65 -0.25 0.19 -0.47
-1.51 -1.63 -0.44 0.26  -0.65
-0.04 -0.30 -0.03 0.23 -0.07
-0.33 -0.42 -0.99 -0.19  -0.77

Source: Institute of Developing Economies-Geographical Simulation Model Results.

Note: EE = electrical and electronics; Food Proc. = food processing; Oth. Mfg. = other manufacturing.

6.5 Strategic Resilience Under Adversity:
Liberalisation Towards the World

The results simultaneously demonstrate the Indian
economy’s relative resilience to external shocks.
Compared with certain ASEAN economies-Vietnam
(-0.65%), the Philippines (-0.52%), Thailand (-0.47%),
and Malaysia (-0.37%), which secured lower tariff lev-
els (19-20%) but remain highly dependent on exports
to the US, India’s negative impact is markedly smaller.
This limited effect provides quantitative evidence that
India’s low dependence on US exports continues to
function as a buffer against geopolitical tariff shocks.

This structural change highlights the importance of
India shifting its strategic focus away from a growth
model that passively benefits from the by-products
of geopolitical confrontation, towards autonomous
competitiveness enhancement through domestic
structural reform.

Given the arbitrary nature of US tariff policy and the
uncertainty surrounding future targets, deepening
reliance on any single country would entail a concen-
tration of economic risk. To address this uncertainty,
India’s strategic course must be the promotion of
“liberalisation towards the world,” accompanied by
diversification of export markets.

Trade liberalisation, particularly reductions in MFN
tariffs, improves access to imported intermediate
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goods and enhances total factor productivity (TFP)
in domestic manufacturing (Topalova, 2004). More-
over, exposure to international competition fosters
innovation among domestic firms and establishes
the foundation for long-term economic growth.
For India, efforts to improve institutional efficiency
at home remain indispensable as an autonomous
growth strategy, even when US tariff policy is treated
as an exogenous constraint.

To quantitatively evaluate this pursuit of domestic
competitiveness, the IDE-GSM simulation sets out
a liberalisation scenario with the following elements:

e MEFN Tariff Reduction: Indias average MFN
tariff rate is reduced by 2%, bringing it closer to
Thailand’s average level in the IDE-GSM indus-
trial classification.

e Reduction of NTBs: NTBs, estimated as broad
impediments to trade, including cumbersome
customs procedures, opaque standards, political
risks, and divergent business practices, are low-
ered from India’s current estimated level (ranked
55th globally) to the level of Australia (ranked
44th).

The effects of this combined tariff and NTB reduc-
tion scenario, measured against the baseline of the US
reciprocal tariff scenario, are presented in Table 16.
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Table 16: GDP Effects of Most Favored Nation Tariff Reduction and Non-tariff Barrier Liberalisation
Scenario (2027), Relative to the New Simulation (China 20 per cent vs India 25 per cent) (Per cent)

Agriculture Automotive

India +0.18 +3.36 +1.67  +3.23

E&E Textile Food Proc. Oth. Mfg.

Services
+0.83

Mining GDP

+0.75 +2.97 +5.17 +1.55

Source: Institute of Developing Economies-Geographical Simulation Model Results

Note: EE = electrical and electronics; Food Proc. = food processing; Oth. Mfg. = other manufacturing..

The simulation results clearly demonstrate that, even
under the continuation of US protectionist measures,
addressing its trade barriers through MEN tariff
reductions and NTB reductions yields a strong pos-
itive economic effect for India. Specifically, India’s
GDP rises by +1.55% compared with the baseline
scenario of reciprocal tariffs. Notably, significant
positive effects are also observed in industries where
enhanced competitiveness is critical, such as automo-
biles, textiles, and E&E equipment.

The reduction in NTBs is extremely crucial as it
strengthens the international competitiveness of
Indian products, enabling access to a diverse range of
markets, including the EU, ASEAN, and the Middle
East and Africa, without much reliance on the US.

6.6 Considerations in Pursuing
Liberalisation Efforts

Efforts to enhance competitiveness and expand
exports by reducing NTBs can result in a situation
where India can become a target of US reciprocal tar-
iffs again. As India strengthens its presence in inter-
national markets and increases exports to the US, this
is likely to widen the US trade deficit with India and
may hence face reciprocal tariffs again.

As India’s dependence on US exports remains low
(2% of GDP), there is substantial scope for firms to
strategically expand their presence in the US market,
a goal which the government should actively support.
However, this expansion needs to be balanced with
the inherent advantage of its low US export depen-
dence, which acts as an important buffer against
external geopolitical shocks. This required a strategy
that prevents India’s export concentration in the US
market and diversification to other key markets. In
this regard, negotiating and concluding key FTAs
would diversify external demand. The recent agree-
ment with the EU is a welcome development in this
direction and should be extended to other key econo-
mies in Asia and Africa as well. By spreading compet-
itiveness gains across multiple countries, India can
adopt a multilateral competitiveness strategy, which
can possibly break this negative feedback loop.

There is also a need to strategically act on the problem
of Chinese overproduction. In recent years, China
has generated excess supply reserves in sectors such
as steel, electric vehicles, and solar panels, largely
driven by immense state-led industrial policies and
subsidies, which have distorted the international
competitive environment.

Within India, there remains a strong debate over the
need to maintain certain trade restrictions to prevent
the inflow of cheap Chinese products from overpow-
ering domestic manufacturing. India should there-
fore strengthen incentives for capital investments,
such as technology and R&D, for fostering domestic
industrial competitiveness, and should also diversity
sources of imports. These measures would combat
the impact of Chinese overproduction on the domes-
tic market. In this regard, the pragmatic approach for
India is not the complete removal of barriers, but that
of strategic protection.

7. Conclusion and Policy
Recommendations

Manufacturing is central to mass job creation, as
demonstrated by the growth stories of East and
Southeast Asian economies. India, however, has
struggled to scale its manufacturing sector to simi-
lar levels. A combination of structural challenges,
including land-acquisition hurdles, low labour pro-
ductivity, limited R&D investment, high firm con-
centration, and complex regulatory requirements,
has constrained the sector’s expansion.

In addition to these domestic bottlenecks, India’s
trade policies have also played a significant role in
shaping its competitiveness. Rising tariff protection
and an extensive use of NTMs have limited India’s
ability to integrate into the global production net-
works. Import tariffs have surged in recent years
along with a broader rise in NTMs, QCOs, ADDs,
and related instruments, tightening import control,
particularly on the intermediate and capital goods
that are the backbone of the domestic production.
In parallel, PLI schemes aimed at self-reliance have
delivered only selective export gains.
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India has significant untapped potential to integrate
into GVCs, as indicated by the gap between actual and
predicted export values in the machinery segment of
its trade basket. While this gap narrowed between
2017 and 2023, it remains far from the potential. This
observation highlights the importance of tapping
India’s GVC integration potential across the machin-
ery sector and other key manufacturing sectors.

The 2023 assessment of 3,927 HS-6 product lines in
this paper finds that 92.5% of lines are protected by
positive MFN tariffs, 7.9% are covered by ADDs, and
8.6% are covered by QCOs. The MFN band that cov-
ers the largest import is 10-15%, spanning USD 242
billion imports, dominated by intermediate and cap-
ital goods, creating concentrated supply-chain risk.
The high-import product lines with MFN greater
than 10% that are intermediate/capital goods account
for 33% of total imports (USD 138 billion), with heavy
concentration in chemicals, metals, machinery, and
electronics. Many of these items also face QCOs and
ADDs (mostly in the MFN range of 10-20%), cov-
ering around 2% of the total import value, making
them an over-protected group that requires reassess-
ment, as these are critical inputs to production.

An assessment of the projected impact of the recent
US tariff policies reveals that, because of India’s rela-
tively lower dependence on the US, it is better safe-
guarded against these policies than its competitors,
such as ASEAN economies. This also suggests that
India should diversify both its product base and
export markets to leverage the current global realign-
ment. A simulation of a tariff-liberalisation scenario
indicates that such reforms are likely to generate
GDP gains, reflecting the broader positive effects of
liberalisation on the Indian economy.

To break out of the middle-income trap in the coming
years, Indian industries must grow through interna-
tional competition. Old import-substitution develop-
ment strategies with trade protection do not work in
the globalisation era. The most advanced technologies
can be largely brought in through inward FDI, and
by hosting competitive multinationals, opportunities
for technological catch-up and for efficient industrial
agglomerations with foreign and local firms can be
created. Multinational firms choose the best or the
next-to-best location (for hedging purposes) in the
world for their activities; India must provide such
location advantages. Making trade freer and showing
respect for trade rules are certainly necessary.
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As for high-tech machinery industries, enhancing
technological competition between superpowers
makes industrial promotion policies of newly devel-
oped economies more complicated. However, for
imports of non-essential products and their parts,
which can be substituted by imports from third
countries or domestic production in the middle run,
India does not have to be too cautious about increas-
ing trade dependency. Only some essential, strategic
products and their parts must be given special atten-
tion in the intensifying decoupling moves. To choose
a side is not the Indian way, but India may want to be
strategic in technological links. In the future, some
innovative bridging between high-tech manufac-
turing and human capital for digitalisation may be
achievable.

A blanket protectionist approach, particularly on
intermediate goods, needs to be critically reviewed.
Protection should be strategic, temporary, and perfor-
mance-linked, rather than structural and persistent,
especially when it risks impairing the competitive-
ness of larger industrial ecosystems.

In terms of future strategy, the approach can be cat-
egorised into short-, medium-, and long-term prior-
ities.

Short Term: Prevent New Distortions and Fix the
Most Growth-Restricting Barriers.

e Freeze further tariff hikes. Announce a pause on
new tariff increases for a specified period to pro-
vide predictability to investors and importers.

e Correct inverted duty structures. Prioritise sec-
tors where intermediate inputs face higher tariffs
than finished goods, especially metals, chemicals,
machinery, and electronics.

e Remove QCOs on intermediate goods. Suspend
QCOs on raw materials and components that are
not consumer-facing or safety-critical. The recent
decision to rescind nearly 78 QCOs, largely cov-
ering intermediate goods and raw materials, is a
highly constructive move. This momentum must
continue.

Medium Term: Rationalisation and Realignment.

Objective: To build a coherent and predictable struc-
ture that supports production efficiency.

e Lowering tariffs on key inputs and bringing
these goods into a 0-5 MFN tariff band to lower
domestic producers’ costs.



Consolidate multiple duties. Identify and stream-
line products with overlapping measures (e.g.,
ADDs, tariffs, QCOs) to achieve higher cumu-
lative protection. This dimension is partially
reflected in the cumulative analysis, but deeper
research on this front would yield more robust
policy insights to guide future reforms.

Reassess QCOs. Review each QCO based on the
rationale for regulation (safety/quality vs pro-
tection) and the extent of domestic production
capacity. Retain only those justified on safety or
critical-quality grounds.

More FTA engagements. India should strategi-
cally reinforce export market diversification and
expand its FTA network. While actively pursuing
commercial opportunities for market expansion
in the US, India must simultaneously intensify
efforts to promote FTAs with Asian, and African
economies, thereby institutionalising multipolar
market access as the foundation of medium- to
long-term competitiveness.
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3. Long Term: Competitiveness and Integration.

e Link trade policy to competitiveness outcomes,
and move from protecting domestic markets to
supporting productivity, scale, and exports.

e The incentive schemes should be linked to value
addition and productivity.

e In the long term, focusing on fundamental issues
such as labour regulations, regulatory quality,
R&D investments, firm concentration, etc., will
be essential.

To achieve its export goals, India needs to prioritise
two things. Firstly, reforms to strengthen its overall
business climate. Secondly, a stronger policy thrust
on imports, given their critical role for exports and
GVC integration. In this regard, the paper demon-
strates the potential GDP gains India could achieve
through reduced import tariffs. Such liberalisation
can begin with a structured approach that identifies
critical intermediate goods where India has a lower
comparative advantage and high import dependence,
particularly those subject to multiple layers of protec-
tion beyond tariffs.
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