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I. INTRODUCTION & BACKGROUND 

 

The global economic landscape witnessed a dramatic 

upheaval beginning in 2018, catalyzed by the 

imposition of punitive tariffs between the United 

States and China. The U.S., under the Trump 

administration, initiated tariffs on hundreds of billions 

of dollars' worth of Chinese goods, citing unfair trade 

practices, intellectual property theft, and trade 

imbalances. ⁴ in retaliation, China imposed counter-

tariffs, affecting various U.S. exports, particularly 

agricultural products and automobiles. ⁴ 

 

This tit-for-tat escalation resulted in a decoupling of 

what was once one of the world’s most significant 

bilateral trade relationships. The outcome was a 

disruption of global supply chains, particularly in 

sectors such as electronics, machinery, and 

chemicals—industries deeply integrated with both 

Chinese and American markets. Businesses 

worldwide began to reconsider their overdependence 

on a single manufacturing hub, prompting a 

phenomenon known as “trade diversion”—the 

redirection of trade and investment flows to alternative 

economies. ⁷ 

 

Amid this turbulence, India emerged as a viable 

alternative. With its massive demographic advantage, 

cost-effective labor, expanding infrastructure, and 

proactive government policies, the country was well-

positioned to attract firms seeking to hedge against 

geopolitical risks. This created an opening for India to 

reposition itself in the global supply chain landscape. 

⁴ 

India’s government capitalized on this opportunity by 

reinforcing key manufacturing initiatives and 

implementing policy measures aimed at improving 

ease of doing business, promoting exports, and 

attracting foreign direct investment (FDI). These 

included long-standing efforts such as “Make in India” 

and newer, targeted schemes like the Production 

Linked Incentive (PLI) programs introduced in 2020.⁶ 

Objective: This paper aims to analyze how India 

strategically responded to the U.S.-China trade 

tensions and assess the extent of its economic gains 

across key sectors from 2018 to 2023. By examining 

trade data, FDI trends, and policy measures, we 

evaluate whether India effectively leveraged this 

global realignment to advance its economic 

positioning. 

 

II. TRADE DIVERSION AND 

OPPORTUNITIES FOR INDIA 

 

The trade war led to a significant reshuffling of global 

trade routes, with sectors such as electronics, 

chemicals, and textiles witnessing notable shifts. 

 

Electronics: 

• The imposition of tariffs on Chinese electronics 

prompted U.S. companies to consider alternate 

production hubs. 

• Apple began moving parts of its iPhone production 

to India via suppliers like Foxconn and Wistron. ⁵ 

 

Chemicals & Pharmaceuticals: 

• U.S. importers turned to Indian chemical and API 

manufacturers to avoid Chinese tariffs. ⁴ 

 

Textiles & Apparel: 

• India saw a marginal uptick in textile exports to the 

U.S. as tariffs hit Chinese apparel. ¹ 

 

Competitors: 

• Vietnam and Mexico also attracted investments 

due to geographic or trade agreement advantages. 

⁷ 

• However, India’s domestic market and 

demographic size gave it a unique edge for long-

term investment. 
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III. INDIA’S STRATEGIC RESPONSE 

 

India implemented several reforms and initiatives to 

enhance its manufacturing capacity and attract foreign 

investment. 

 

Policy Initiatives: 

• Make in India (2014): Promoted local 

manufacturing and simplified regulations. ⁴ 

• Production Linked Incentive (PLI) Scheme (2020): 

Offered performance-based incentives to sectors 

like electronics, pharmaceuticals, and textiles. ⁶ 

• Ease of Doing Business: India jumped from 142nd 

in 2014 to 63rd in 2020 in the World Bank 

rankings, reflecting efforts to reduce red tape. ³ 

 

Infrastructure & Regulatory Reforms: 

• Development of industrial corridors and Special 

Economic Zones (SEZs). 

• Digitization of customs and logistics systems to 

reduce delays. 

 

IV. DATA-DRIVEN IMPACT ON INDIA'S 

ECONOMY (2018–2023) 

 

Exports to the U.S.: 

• India’s exports to the U.S. rose from $51 billion in 

2018 to approximately $78 billion in 2023.¹ 

 

Foreign Direct Investment (FDI): 

• Annual FDI inflows grew from $42 billion in 2018 

to $70 billion in 2022, much of it in manufacturing 

and infrastructure. ² 

 

Sectoral Gains: 

• Electronics manufacturing hubs like Tamil Nadu 

and Karnataka expanded significantly. ⁸ 

• Textile clusters in Gujarat and Tamil Nadu 

reported growth due to international orders. ⁸ 

 

V. CHALLENGES AND FUTURE OUTLOOK 

 

Despite notable gains, India did not fully capitalize on 

the trade diversion. 

 

Challenges: 

• Bureaucratic Delays: Persistent red tape and 

inconsistent policies hindered large-scale 

investments. ⁸ 

• Infrastructure Gaps: Power, transport, and port 

connectivity remained weaker than in Vietnam or 

China. ⁷ 

• Labor Laws: Rigid labor laws discouraged 

flexibility in hiring, especially in labor-intensive 

sectors. ⁸ 

 

Outlook: 

• Continued Supply Chain Realignment: India is 

now part of talks like the Indo-Pacific Economic 

Framework (IPEF) which could improve trade 

prospects. ⁴ 

• PLI Schemes Expansion: New sectors like 

semiconductors and solar manufacturing are being 

incentivized. ⁶ 

• Digital and Green Transitions: India is integrating 

Industry 4.0 and green energy solutions to attract 

ESG-conscious firms. ⁸ 

 

Conclusion: While India did gain from the U.S.-China 

trade war, especially in manufacturing exports and 

FDI, its benefits were tempered by structural 

bottlenecks. Addressing these challenges could 

cement India’s place as a major global supply chain 

hub in the post-pandemic world. 
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