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Key facts 

• From 7 August, Indian goods exports to the US 

have been subject to a 25% tariff. An additional 

25% tariff came into effect on 27 August, 

effectively raising the headline rate to 50%1. 

 

• However, not all goods exports are tariffed. 

Pharmaceuticals, electronics, energy, and 

chemicals remain exempt. Adjusting for these 

exclusions, the weighted average tariff burden on 

the total basket of goods exports is closer to 34%, 

rather than the full 50%. Even at this level, India 

is now among the most heavily tariffed trade 

partners of the US, alongside Brazil and China1.  

 

• India’s tariff is higher than the 15-20% faced by 

most Asian countries (excluding China). This 

increases the risk of India’s commoditised 

exports being replaced by other exporting 

countries2.  

 

• India’s total goods exports to the US today stand 

at approximately USD 87 billion — equivalent to 

around 20% of India’s total goods exports and 

about 2% of gross domestic product (GDP) 

growth. Roughly USD 30 billion of exports, 

comprising pharmaceuticals, electronics, energy 

and chemicals, will remain exempt from levies, 

with the tariff burden falling on the remaining 

USD 57 billion or 1.3% of India’s GDP2.  

 

1 US White House, August 2025 
2 World Trade Organisation, ITC Trademap, JP Morgan, August 2025 

 

• On an annualised basis, this USD 57 billion of 

goods exports face a potential loss of USD 25–

45 billion, depending on demand compression 

and substitution. We believe such tariffs, if 

sustained, could impact India’s GDP growth and 

its external balance if there are no policy offsets3.  

 

Macro impact 

1. Trade balance  

A potential loss of USD 25–45 billion in goods 

exports could widen India’s current account deficit 

(CAD) by 60 to 100 basis points (bps). Our earlier 

assumption of CAD at 0.5% of GDP could shift 

towards 1.1–1.5% of GDP growth. Even at the upper 

level of 1.5%, the deficit remains within manageable 

levels, supported by India’s strong foreign currency 

reserves3. 

 

2. GDP growth 

The USD 57 billion at-risk goods exports represent 

about 1.3% of India’s GDP, and the effective impact 

could be a hit of 50–80%, translating into a drag of 

60–100 bps on GDP growth, without any policy 

support. These exports are concentrated in textiles, 

agriculture, and gems & jewellery — sectors that are 

labour-intensive and more easily replaceable by 

lower-tariffed suppliers to the US market, including 

but not limited to other South or Southeast Asian 

countries3.  

By contrast, large, organised sectors, such as 

pharmaceuticals, electronics, and chemicals, are not 

3 Manulife Investment Management’s estimates, August 2025 

As Indian exports to the US face escalating tariffs, we examine the 

potential impact of these measures, placing them in the context of 

broader trade dynamics, sector-specific exposure, and 

macroeconomic implications. While a negotiated resolution remains 

the likely medium-term outcome, we also assess the risks if tariffs 

persist and explore possible policy responses. 
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directly impacted, though they may face indirect 

effects.  We note that the US administration may 

announce sector-specific tariffs later. 

 

 

3. Currency impact 

A wider CAD could put pressure on the Indian rupee 

(INR). Depreciation risks would be higher if FDI 

inflows soften due to policy uncertainty. Importantly, 

India’s large foreign currency reserves and credible 

macro framework should keep INR volatility 

contained, even if depreciation pressure arises.  

We note that a moderate depreciation of INR could 

also provide a boost to the rest of India’s exports. 

 

4. Policy response 

The above impacts on CAD, GDP and INR are 

quantified on a no-policy-response basis. In practice, 

policy support will cushion some of the effects. Since 

the most affected sectors are small and medium 

enterprise (SME)-heavy, the government will likely 

extend credit guarantees and ensure working-capital 

support through lenders, as it did effectively during 

COVID.  

We believe that the Reserve Bank of India (RBI) 

could cut policy rates by 25–50 bps if the GDP growth 

impact trends toward more than 50 bps compared 

with the RBI’s GDP growth forecast for India at 6.5% 

(year-on-year) for FY2026.  

We also believe that an eventual deal is likely, with 

the tariff level aligning with that of other Asian 

countries. However, over the longer term, reducing 

reliance on the US market through export 

diversification will be essential. 

 

5. Overall assessment 

If tariffs continue for the short to medium term, the 

impact on growth, CAD, GDP and the INR remains 

manageable with policy support. If they persist over 

the longer term (more than 12 months), indirect 

effects could build. These would filter through supply 

chains, negatively affecting the labour market, 

consumer and investor confidence, as well as 

broader economic momentum. This is not our base 

case, but this situation has highlighted the need for 

deeper structural reforms for expediting investments, 

reviving domestic consumption and diversifying 

export markets. 

 

Sector impacts 

From a sectoral lens, the immediate pressure points 

are textiles, gems & jewellery, and agriculture. When 

combined, these form a modest share of India’s GDP 

growth. By contrast, higher-value-added goods 

exports like pharmaceuticals, electronics and the 

most significant IT services remain exempt from 

tariffs.  We will explore these in more detail below. 

 

1. SMEs are impacted  

SMEs account for over 50% of India’s total exports, 

and many tariff-affected categories are SME-

dominated. Sectors, such as textiles, marine 

products, and gems & jewellery, together employ 

nearly 50 million people. A decline in exports could 

put around 5 million jobs at risk, or roughly 10% of 

sectoral employment.  

In the near term, these industries could face order 

losses and lower margins. Lenders in these sectors 

may also see some pressure, though an expected 

government credit guarantee and sector-specific 

support should limit risks.  

2. Large organised sectors are not directly 

affected 

Domestic organised consumer and infrastructure 

sectors are not directly impacted. Likewise, services 

exports — notably IT and pharmaceuticals — remain 

outside the tariff scope, insulating India’s globally 

competitive sectors. This limits the direct impact on 

earnings of listed companies. 

3. Opportunities in import substitution 

Parallel to mitigation efforts, India’s import 

substitution agenda continues to gain traction. The 

Production Linked Incentive (PLI) scheme in 

electronics manufacturing is a case in point. The PLI 

scheme enables India to build competitive scale and 

reduce its reliance on imports. Over time, these 

initiatives can offset part of the external drag, while 

laying the groundwork for new export opportunities. 
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Finally, we note that India’s IT services exports 

through the global capability centres of mostly US 

corporations, and electronics and smartphone 

exports to the US have driven India’s total exports 

post COVID and narrowed India’s CAD. We continue 

to expect robust growth in those sectors alongside 

lower imports of electronics and energy due to the 

domestic pivot to renewable energy. These should 

help mitigate some of the potential downside from 

higher-than-expected tariffs.  Still, for the sectors that 

are impacted and to contain indirect impact, policy 

response will be crucial. 

Policy response will be critical 

India has policy flexibility, fiscal strength, and 

monetary headroom to cushion the near-to-medium-

term impact, without compromising on macro 

stability. 

1. Fiscal and monetary measures are already in 

Place 

The Indian government has announced a reform on 

its indirect tax system – GST (Goods & Services Tax) 

2.0 – a simplified indirect tax regime with structurally 

lower tax rates, effective 22 September, 2025. The 

indirect tax reductions for a range of categories 

(including autos, consumer durables, packaged 

foods, and essentials) are expected to release 

approximately USD24 billion of consumer 

purchasing power. (Please refer to our investment 

note “GST 2.0 — A Structural Tax Cut at the Right 

Time” for more details.) This is on top of income tax 

cuts amounting to USD12 billion already announced 

in February. Both direct and indirect tax cuts put 

together can provide domestic demand support.    

The RBI has already lowered policy rates by 100 bps 

and ensured ample liquidity in the market. Since the 

inflation has remained benign, we believe the RBI 

has room to further cut rates by another 25-50 bps in 

case the GDP growth impact by higher-than-

expected US tariffs trends toward more than 50 bps 

compared with RBI’s GDP forecast as mentioned 

earlier. 

 

4 Ministry of Finance, Government of India, February 2025 
5 CEIC, September 2024 

All such support is possible without impacting 

India’s macro stability. 

2. Sector-specific support 

The government is likely to roll out targeted 

measures for SME-heavy sectors, including credit 

guarantees and easier access to working capital. 

Such schemes have precedents from the COVID 

period, when they were deployed successfully 

without destabilising fiscal balances. Incentives 

could also be rolled out that aim to diversify the 

markets for goods exports. 

3. Macro strengths 

India’s macro balance sheet remains robust: a fiscal 

deficit of 4.4%4, a stable central government debt-to-

GDP of almost 57% 5 , strong foreign currency 

reserves of nearly USD700 billion6, and moderating 

inflation all provide policymakers room to 

manoeuvre. 

4. Forward outlook 

These levers ensure that in the short to medium 

term, the tariff impact can be absorbed without 

significant dislocation. In the medium term, we 

expect a deal lowering tariff levels in line with other 

Asian countries, bringing relief. Over the long term, 

reforms to ease investments, strengthen domestic 

demand and diversify export markets will be key to 

reducing India’s vulnerability to such shocks. 

Stock market impact and positioning 

1. Market reaction in August 

Indian equities traded flat in August, reflecting tariff 

risk and the cushioning role of policy support. 

Investors are factoring in the GST stimulus, income 

tax relief, and ample liquidity, which together limit 

downside pressure. However, in the short term, there 

could be varied sectoral impacts. 

 

6 Bloomberg, Reserve Bank of India, September 2025 
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2. Our positioning 

The tariff-exposed sectors — agriculture, gems & 

jewellery, and textiles — are a small share of the 

stock market, and we hold no direct exposure. 

Our portfolio is aligned with domestic and structural 

growth themes as previously described under our 5D 

framework - Digitisation, Deglobalisation, 

Decarbonisation, Demography and Deficit 

Reduction: 

• Consumer Cyclicals: Benefiting from GST cuts, 

income tax relief, and lower rates. Structurally, 

sectors like consumer tech, travel, auto, and 

white goods should continue to see growth. 

These remain part of our digitisation and 

demographic themes. 

 

• Domestic Infrastructure: Positive infrastructure 

supporting domestic growth, such as telecom, 

hospitals, renewable power, and real estate.  

These sectors’ growth is, in turn, supported by 

market consolidation, asset completion, and 

cash-flow improvements. These remain a part of 

our broader theme of de-carbonisation and deficit 

reduction. 

 

• Electronics Manufacturing: The growing 

consumption of white goods and electronic items 

like mobile phones, laptops, etc., has boosted 

domestic manufacturing. We expect better value 

addition in those sectors due to component 

manufacturing, supported by policy-driven import 

substitution via PLI schemes. This is a part of our 

de-globalisation theme, where import substitution 

benefits companies in such sectors. 

 

• Pharmaceuticals: Outside of China, India 

remains a key country in contract research, 

development and manufacturing (CRDMO) of 

small molecules for global pharmaceutical 

companies, with its scale and skill unmatched 

outside China and South Korea. This remains a 

part of our de-globalisation theme, where Indian 

exporters could potentially gain market share due 

to supply chain diversification out of China. 

 

• Tactically, we now see more opportunities in tier-

2 Indian IT stocks, which exhibit better growth 

profiles. We believe that with US Federal 

Reserve rate cuts and other pro-growth 

measures, the US corporate sector will resume 

spending on IT services. India’s IT sector has 

also undergone both price and time correction, 

thus making the valuation attractive.  

Conclusion 

The extent of US tariffs on Indian goods exports is 

higher than expected and, therefore, disruptive in the 

short term, but their impact is concentrated, 

manageable, and mitigable. A part of India’s export 

base remains exempt, and even under stress 

scenarios, the drag on GDP growth and the current 

account deficit could be cushioned by strong policy 

support and macro fundamentals. 

The primary pressure falls on SME-heavy, labour-

intensive sectors such as textiles, agriculture, and 

gems & jewellery, where employment risks are real 

but containable. For listed markets, the impact is 

limited, as these sectors form only a small portion of 

market capitalisation. Our portfolios remain 

positioned in areas with structural and policy 

tailwinds — consumption, infrastructure, electronics, 

pharmaceuticals and, tactically, IT. 

In the short to medium term, India has the fiscal, 

monetary, and external buffers to manage the shock. 

The key risk lies in a prolonged continuation of higher 

tariffs (more than 12 months), which could gradually 

create indirect effects across supply chains, 

employment, jobs, investment flows, and broader 

economic momentum.  

Our base case remains that eventual resolution will 

contain risks, but the current episode highlights the 

importance of continued reforms for expediting 

investments, deeper domestic demand revival, and 

diversification of export markets. 

Overall, we believe India’s growth story continues to 

remain intact, albeit with some near-term friction. 

Support will come from policy, resilient medium-term 

fundamentals, and a structural shift toward deeper 

reforms that focus on longer-term development. 
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Investment Considerations 

General Risks 

 

Any characteristics, guidelines, constraints, or other information 

provided for this material was selected by the firm as 

representative of the investment strategy and is provided for 

illustrative purpose only, may change at any time, and may differ 

for a specific account. Each client account is individually 

managed; actual holdings will vary for each client and there is no 

guarantee that a particular client’s account will have the same 

characteristics as described herein. Any information about the 

holdings, asset allocation, or sector diversification is historical 

and is not an indication of future performance or any future 

portfolio composition, which will vary. Portfolio holdings are 

representative of the strategy, are subject to change at any time, 

are not a recommendation to buy or sell a security, and do not 

represent all of the securities purchased, sold or recommended 

for the portfolio. It should not be assumed that an investment in 

these securities was or will be profitable. Top ten holdings 

information combines share listings from the same issuer, and 

related depositary receipts, into a singular holding to accurately 

present aggregate economic interest in the referenced company.  

No investment strategy or risk management technique can 

guarantee returns or eliminate risk in any market environment. 

Diversification or asset allocation does not guarantee a profit or 

protect against the risk of a loss in any market. The indices 

referenced herein are broad-based securities market indices and 

used for illustrative purposes only. The indices cited are widely 

accepted benchmarks for investment performance within their 

relevant regions, sectors or asset classes, and represent non-

managed investment portfolios. 

If derivatives are employed, note that investing in derivative 

instruments involves risks different from, or possibly greater 

than, the risks associated with investing directly in securities and 

other traditional investments and, in a down market, could 

become harder to value or sell at a fair price. 

 

Asset class risks 

 

Principal risk factors that have an impact on the performance of 

our equity strategies include risks arising from economic and 

market events, portfolio turnover rates, governmental 

regulations, local, national and international political events, 

volatility in the commodities and equity markets, and changes in 

interest rates and currency values as well as environmental, 

social and corporate governance factors. 

  

The principal risks associated with investing in a fixed income 

investment strategy include economic and market events, 

government regulations, geopolitical events, credit risk, interest 

rate risk, and risks associated with credit ratings, counterparties, 

foreign securities, currency exchange, hedging, derivatives and 

other strategic transactions, high portfolio turnover, liquidity, 

mortgage-backed and asset-backed securities, call or 

prepayment risk, and issuer stability along with environmental, 

social and corporate governance risk factors. The market value 

of fixed income securities will fluctuate in response to changes 

in interest rates, currency values and the credit worthiness of the 

issuer. 

  

Principal risk factors that impact upon the performance of our 

asset allocation strategies include all the risks associated with 

the underlying funds and asset classes in which they are 

invested, in addition to overall asset allocation investment 

decisions. In addition, the underlying funds’ performance may be 

lower than expected. 

Information about SFDR 

Unless otherwise noted, any references in this presentation to 

ESG or sustainability reflect the general approach of Manulife 

Investment Management to integrating sustainability risk 

considerations into our investment decision-making processes. 

Further details on Manulife Investment Management’s general 

approach to sustainability are available at 

www.manulifeim.com/institutional/global/en/sustainability. 

The source for all information shown is Manulife Investment 

Management, unless otherwise noted. 

 

ESG Integration and Engagement   

 

Any ESG-related case studies shown here are for illustrative 

purposes only, do not represent all of the investments made, 

sold, or recommended for client accounts, and should not be 

considered an indication of the ESG integration, performance, or 

characteristics of any current or future Manulife Investment 

Management product or investment strategy.   

Manulife Investment Management conducts ESG engagements 

with issuers but does not engage on all issues, or with all issuers, 

in our portfolios. We also frequently conduct collaborative 

engagements in which we do not set the terms of engagement 

but lend our support in order to achieve a desired outcome. 

Where we own and operate physical assets, we seek to weave 

sustainability into our operational strategies and execution. The 

relevant case studies shown are illustrative of different types of 

engagements across our in-house investment teams, asset 

classes and geographies in which we operate. While we conduct 

outcome-based engagements to enhance long term-financial 

value for our clients, we recognize that our engagements may 

not necessarily result in outcomes which are significant or 

quantifiable.  In addition, we acknowledge that any observed 

outcomes may be attributable to factors and influences 

independent of our engagement activities.   

We consider that the integration of sustainability risks in the decision-

making process is an important element in determining long-term 

performance outcomes and is an effective risk mitigation technique. 

Our approach to sustainability provides a flexible framework that 

supports implementation across different asset classes and 

investment teams. While we believe that sustainable investing will 

lead to better long-term investment outcomes, there is no guarantee 

that sustainable investing will ensure better returns in the longer term. 

In particular, by limiting the range of investable assets through the 

exclusionary framework, positive screening and thematic investment, 

we may forego the opportunity to invest in an investment which we 

otherwise believe likely to outperform over time. Please see our 

ESG policies for details. 

 

Important Information 

© 2025 Manulife Investment Management. All rights reserved. 

Manulife, Manulife Investment Management, Stylized M Design, 

and Manulife Investment Management & Stylized M Design are 

trademarks of The Manufacturers Life Insurance Company and 

are used by it, and by its affiliates under license. 

This document is for the exclusive use of the intended 

institutional investors or their agents and may not be transmitted, 
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reproduced or used in whole or in part for any other purpose, nor 

may it be disclosed or made available, directly or indirectly, in 

whole or in part, to any other person without our prior written 

consent.  

About Manulife Wealth & Asset Management  

As part of Manulife Financial Corporation, Manulife Wealth & 

Asset Management provides global investment, financial advice, 

and retirement plan services to 19 million individuals, institutions, 

and retirement plan members worldwide. Our mission is to make 

decisions easier and lives better by empowering people today to 

invest for a better tomorrow. As a committed partner to our 

clients and as a responsible steward of investor capital, we offer 

a heritage of risk management, deep expertise across public and 

private markets, and comprehensive retirement plan services. 

We seek to provide better investment and impact outcomes and 

to help people confidently save and invest for a more secure 

financial future. Not all offerings are available in all jurisdictions. 

For additional information, please visit manulifeim.com 

This material has not been reviewed by, is not registered with 

any securities or other regulatory authority, and may, where 

appropriate, be distributed by the following Manulife entities in 

their respective jurisdictions. Additional information about 

Manulife Investment Management may be found at 

manulifeim.com/institutional 

Australia: Manulife Investment Management Timberland and 

Agriculture (Australasia) Pty Ltd, Manulife Investment 

Management (Hong Kong) Limited. Canada: Manulife 

Investment Management Limited, Manulife Investment 

Management Distributors Inc., Manulife Investment 

Management (North America) Limited, Manulife Investment 

Management Private Markets (Canada) Corp. Mainland China: 

Manulife Overseas Investment Fund Management (Shanghai) 

Limited Company. European Economic Area: Manulife 

Investment Management (Ireland) Ltd. which is authorised and 

regulated by the Central Bank of Ireland Hong Kong: Manulife 

Investment Management (Hong Kong) Limited. Indonesia: PT 

Manulife Aset Manajemen Indonesia. Japan: Manulife 

Investment Management (Japan) Limited. Malaysia: Manulife 

Investment Management (M) Berhad 200801033087 (834424-U) 

Philippines: Manulife Investment Management and Trust 

Corporation. Singapore: Manulife Investment Management 

(Singapore) Pte. Ltd. (Company Registration No. 200709952G) 

South Korea: Manulife Investment Management (Hong Kong) 

Limited. Switzerland: Manulife IM (Switzerland) LLC. Taiwan: 

Manulife Investment Management (Taiwan) Co. Ltd. United 

Kingdom: Manulife Investment Management (Europe) Ltd. 

which is authorised and regulated by the Financial Conduct 

Authority United States: John Hancock Investment 

Management LLC, Manulife Investment Management (US) LLC, 

and Manulife Investment Management Timberland and 

Agriculture Inc.  Vietnam: Manulife Investment Fund 

Management (Vietnam) Company Limited.  

No Manulife entity makes any representation that the contents of 

this presentation are appropriate for use in all locations, or that 

the transactions, securities, products, instruments or services 

discussed in this presentation are available or appropriate for 

sale or use in all jurisdictions or countries, or by all investors or 

counterparties. All recipients of this presentation are responsible 

for compliance with applicable laws and regulations. 

This material is intended for the exclusive use of recipients in 

jurisdictions who are allowed to receive the material under their 

applicable law. The opinions expressed are those of the 

author(s) and are subject to change without notice. Our 

investment teams may hold different views and make different 

investment decisions. These opinions may not necessarily 

reflect the views of Manulife Investment Management or its 

affiliates  There can be no assurance that actual outcomes will 

match the assumptions or that actual returns will match any 

expected returns. The information and/or analysis contained in 

this material has been compiled or arrived at from sources 

believed to be reliable, but Manulife Investment Management 

does not make any representation as to their accuracy, 

correctness, usefulness or completeness and does not accept 

liability for any loss arising from the use of the information and/or 

analysis contained here.  Neither Manulife Investment 

Management or its affiliates, nor any of their directors, officers or 

employees shall assume any liability or responsibility for any 

direct or indirect loss or damage or any other consequence of 

any person acting or not acting in reliance on the information 

contained here. 

The information in this material may contain projections or other 

forward-looking statements regarding future events, targets, 

management discipline or other expectations, and is only current 

as of the date indicated. The information in this material including 

statements concerning financial market trends, are based on 

current market conditions, which will fluctuate and may be 

superseded by subsequent market events or for other reasons. 

This material was prepared solely for informational purposes and 

does not constitute, and is not intended to constitute, a 

recommendation, professional advice, an offer, solicitation or an 

invitation by or on behalf of Manulife Investment Management or 

its affiliates to any person to buy or sell any security or to adopt 

any investment strategy, and shall not form the basis of, nor may 

it accompany nor form part of, any right or contract to buy or sell 

any security or to adopt any investment strategy. Nothing in this 

material constitutes investment, legal, accounting, tax or other 

advice, or a representation that any investment or strategy is 

suitable or appropriate to your individual circumstances, or 

otherwise constitutes a personal recommendation to you. 

Neither Manulife Investment Management nor its affiliates 

provide legal or tax advice, and you are encouraged to consult 

your own lawyer, accountant, or other advisor before making any 

financial decision. Prospective investors should take appropriate 

professional advice before making any investment decision. In 

all cases where historical performance is presented, note that 

past performance does not guarantee future results and you 

should not rely on it as the basis for making an investment 

decision. 

The distribution of the information contained in this presentation 

may be restricted by law and persons who access it are required 

to comply with any such restrictions. The contents of this 

presentation are not intended for distribution to, or use by, any 

person or entity in any jurisdiction or country in which such 

distribution or use would be contrary to any applicable laws or 

regulations. By accepting this material, you confirm that you are 

aware of the laws in your own jurisdiction relating to the provision 

and sale of the funds, portfolios or other investments discussed 

in this presentation and you warrant and represent that you will 

not pass on or use the information contained in this presentation 

in a manner that could constitute a breach of such laws by any 

Manulife entity or any other person. 

United Kingdom This communication is directed only at 

investment professionals and any investment or investment 

activity to which it relates is available only to such persons.  
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European Economic Area The data and information presented 

is directed solely at persons who are Professional Investors in 

accordance with the Markets in Financial Instruments Directive 

(2004/39/EC) as transposed into the relevant jurisdiction. 

Further, the information and data presented does not constitute, 

and is not intended to constitute, "marketing" as defined in the 

Alternative Investment Fund Managers Directive. 

Switzerland:  This document may be made available in 

Switzerland solely to Qualified Investors (as defined in Article 

10(3) and (3ter) of the Swiss Collective Investment Schemes Act 

("CISA") and its implementing ordinance), at the exclusion of 

Excluded Qualified Investors. The information provided in this 

material is for information purpose only and does not constitute 

an offer, a solicitation or a recommendation to contract a financial 

instrument or a financial service. This document does not 

constitute implicit or explicit investment advice. The information 

provided herein is general in nature and does not constitute an 

advertisement of financial products in Switzerland. 
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