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Tariffs weigh on India’s growth outlook
despite tax relief

Steep US tariffs a clear downside risk to India’s growth. While recent
tax rate cuts may partially offset the impact, a lack of meaningful
export diversification suggests the drag on growth will be significant.
Deflationary effects could push already low CPI inflation down further,
bringing forward rate cuts. This sets a supportive backdrop for bonds

A full pass-through of
US tariffs could shave
off 0.6-0.7% of India's
GDP

Tariff shock: a sudden escalation in US-India trade tensions

President Trump's steep 50% tariffs on Indian imports officially took effect ten days ago - a move
that includes a 25% penalty on India for its continued oil imports from Russia. The combined tariffs
mark a sharp escalation in trade tensions between India and the US against market expectations
of a for a swift deal between the two countries.

India cannot afford to overlook its trade relationship with the US, which accounts for 21% of its
total exports. While electronics and pharmaceuticals - nearly one-third of this trade - remain
largely unaffected, other sectors face substantial headwinds. Auto parts (3% of total exports) will
be taxed at 25%, while the remaining 65%, including iron, steel, and aluminum, will be hit with the
full 50% tariff.

Article | 6 September 2025 1



THINK economic and financial analysis

Effective tariff rate at 33%

Sectors US Tariff (%) Share in export to US (k)
Autos & Auto Parts 25 2.9
Iron, Steel, Aluminium 50 45
Textiles & Apparel 50 9.4
Gems & Jewellery 50 104
Chemicals 50 44
Electronics & Semiconductors 0 16.4
Pharmaceuticals o 10.9
Energy & Critical Minerals [} 4.8
Other goods subject to tariffs 50 36.3
Effective taniff rate 33.2 100.0

Source: ING research, White House

GDP impact: manageable on paper, but larger indirect risks

At a broad level, the macro impact looks relatively manageable. India exported about US$87 billion
worth of goods to the US in FY2025 - less than 2% of its GDP. Once you factor in tariff-free
categories like pharma and electronics, and adjust for domestic value added, the actual GDP
exposure to these tariffs drops to around 1.2-1.3%. IMF estimates suggest that over the long run, a
1% increase in India’s international export prices could lead to a drop in export volume growth -
around 0.9% across all industries, and about 1.1% for manufacturing. Assuming a full tariff pass-
through and no trade diversion, the direct hit to output would be 0.6-0.7% of GDP.

However, the impact would be much larger given the second-round impact on employment and
consumption. Labour-intensive sectors like textiles, leather, and jewellery face the highest
downside risk - not just in terms of exports, but also employment. These industries operate on thin
margins and are highly price-sensitive, making them especially vulnerable to tariff shocks. Plus,
since they rely more on low-skilled labour, they're easily substitutable by countries like Vietnam
and Bangladesh, which offer similar products at competitive prices.

Can Asia fill the export gap? India’s shrinking regional trade
tells a different story

We doubt Asia can fill the export gap. What's most striking about India's trade direction is that
trade with the rest of Asia is shrinking -- and steadily so. If you look at India’s export trends over
the last five years, a clear shift is afoot. Back in 2018, more than one-third of exports were going to
Asia. Fast forward to 2024, and that number has dropped to 28%. The decline really started during
the Covid period and hasn't bounced back since.

Interestingly, what Asia lost, the US and Europe seem to have gained. Their share of India’s exports
has together gone up by around 7 percentage points over the same time. So, while Asia’s role is
shrinking, the West is stepping in to fill the gap.
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This is the opposite to what we are seeing for the rest of Asia which is seeing a surge in intra-Asia
trade. Part of the reason is that the India-ASEAN FTA on goods that was signed in 2010 never took
off. From the perspective of Indian exporters, the India FTAs involved high user costs, largely due to
complex rules of origin and burdensome documentation. These challenges, common to many of
India’s older FTAs, have led exporters to avoid utilising the agreement, given the high opportunity
costs of claiming preferential access.

India has been actively negotiating trade deals with Europe and other countries to diversify its
exports, but it's unlikely to be a quick remedy.

Exports to Asia have been falling

India exports by trading partner (USD bn)
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The Russian oil dilemma - strategic vs economic trade-offs

Russia remains the largest source of oil imports for India. While there has been some moderation
in oil imports from Russia in recent months, it's too early to read it as a trend. On the face of it, cost
savings from buying from Russia look small at about US$2/bbl. Hence, there is a strong view in the
market that India should align with Trump’s demands on Russian oil. However, our estimates
suggest that if India were to stop buying oil from Russia, essentially removing Russian supply of
crude, the surge in global Brent oil prices will be large. Our commodity strategy team estimates
that the Brent oil price could increase from our base case of US$57/bbl to US$71/bblin 2026 if India
were to stop buying from Russia, which would cost India a large 0.7% of GDP. In addition, this 25%
oil price increase would have a significant impact on India's inflation by potentially adding 0.7
percentage points to headline CPI.

While eventually successful trade negotiations could mean weaning India off Russian oil imports,
it's not an easy economic choice. As such, India is treading carefully, exploring other options to
reduce the 50% tariff blow.
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Russia is the biggest supplier of oil imports for India

Market share in India's crude oil imports by value (2024)
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Some moderation in oil imports from Russia in recent months
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Why India Is holding back on US dairy imports

Another major point of contention in US-India trade negotiations is agricultural market access.
While India has shown a willingness to ease restrictions on imports of US dry fruits and apples, it
continues to hold back on allowing corn, soybeans, wheat, and - most notably - dairy products.

India is the world's largest milk producer, with an annual output of around 240 million tonnes. Yet,
it contributes less than 0.7% to global dairy exports. This paradox highlights a critical gap: while
India has scale, it lacks global competitiveness in high-demand dairy categories like cheese and
curd. Instead, its export profile is skewed toward butter and milk fats, which face relatively lower
global demand.

Opening up to US dairy imports could risk undermining India’s vast domestic dairy ecosystem -
largely composed of small-scale farmers and cooperatives - without a clear upside in export gains.
Therefore, India’s cautious stance is not just defensive; it's strategic.
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India is a very small player in world dairy exports

% share India % of Total World Dairy Exports
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India's dairy export structure is very different from the rest of
the world

Dairy export structure - India vs World
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GST reform, a huge win for the Modi government, could partially
offset the tariff drag

One of the recent measures that could partially offset the tariff impact has been cuts in GST
(Goods and Services Tax) rates for some commodity groups.

In a bold move to stimulate domestic demand and make taxation more equitable, the Modi
government overhauled the GST rate structure. Taxes on essential items - including food products,
basic household goods, consumer electronics, and small motor vehicles - have been significantly
reduced, while life-saving drugs and health and life insurance have been made entirely tax-free.
These reforms are designed to directly boost consumption, especially among middle- and lower-
income households.

To ensure fiscal prudence, the government is simultaneously introducing a new 40% GST rate for
luxury goods, replacing the previous 28% rate. This rebalancing of the tax structure is expected to
have only a marginal impact on the fiscal deficit - an increase of just 0.16% of GDP. The estimated
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revenue loss of ¢.0.3% of GDP from lower rates on basic goods and services is likely to be partially
offset by gains of ¢.0.13% of GDP from the higher luxury tax.

Importantly, with revenue expenditure having a fiscal multiplier of 1, these changes are projected
to lift consumption by 0.1-0.2% of GDP - providing a timely boost to economic growth.

GST rate cuts should partly offset negative impact from tariffs

Old tax rate MNew tax rate

Daily essentials 12-18% 5%
Healthcare 12-18% 0-5%
Education 3-12% 0%
Farming and agriculture 12-18% 5%
Smaller motor vehicles 28% 18%
Electronic items 28% 18%
Big motor vehicles 28% 40%
Sin goods 28% A0%
Carbonated drinks 28% A0%

Source: India government

Impact on financial markets: tariff shock opens room for policy
easing

The downside risks to growth from steep US tariffs create more room for the Reserve Bank of India
(RBI) to ease monetary policy. The export losses from high US tariffs are likely to be deflationary,
and recent GST rate cuts could reinforce this disinflationary trend. We estimate that a full pass-
through of GST rate cuts to the consumer could lower CPI inflation by 1 percentage point. Even
under a more conservative scenario, we could see inflation declining by around 50 basis points
over the next six months, bringing our current forecast of 3.4% to below 3%. This strengthens our
case for another 50bp Repo rate cut by the RBI over the next six months with rising risks of the RBI
front-loading cuts in the fourth quarter.

Encouragingly, the revenue impact from GST cuts appears smaller than expected, suggesting that
government borrowing may remain contained this fiscal year - a positive signal for bond markets.
Against this backdrop, we expect a relief rally in government securities, supported by stable fiscal
dynamics and anticipated Fed rate cuts starting in September. The 10-year benchmark yield is
likely to trade in the 6.45-6.50% range in the near term.

Ongoing tariff uncertainty continues to weigh on the Indian rupee, which has already depreciated
by over 3% in the third quarter. Foreign investor sentiment remains cautious - Fll equity inflows
were weak this past week, following sharp outflows of US$4.3 billion in August. In contrast, debt
inflows stayed resilient, with US$1.7 billion in net purchases last month, supported by easing
concerns over fiscal slippage.

Looking ahead, active RBI intervention is expected to cap USD/INR around 89.0 in the near term,
helping to stabilise currency markets amid external headwinds. However, the risk of further
weakness persists if India fails to negotiate tariff levels lower. A prolonged export slowdown could
structurally weaken India’s current account balance, adding sustained pressure on the currency.
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Ongoing tariff uncertainty continues to weigh on the Indian
Rupee

Net Fll inflows into India (monthly in USD Bn)

OIl__llll | |
. [

Aug-24 Oct-24 Dec-24 Feb-25 Apr-25 Jun-25 Aug-25

m Debt m Equity

Source: Bloomberg

Author

Deepali Bhargava
Regional Head of Research, Asia-Pacific
Deepali.Bhargava@ing.com

Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BRO00341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.

Article | 6 September 2025 7


mailto:Deepali.Bhargava@ing.com
https://www.ing.com

