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Once perceived as a US ally, India has recently been thrust into geopolitical crosshairs. 
On August 27, the United States imposed an additional 25% tariff on India in response 
to India’s continued purchases of Russian oil, on top of a 25% “reciprocal” tariff rate 
announced previously. As a result, India now faces a tariff rate of 50%, which is the 
highest in Asia and amongst the highest globally. The latest US tariffs create added 
uncertainty for India’s economy and equity market, which are already facing head-
winds from slower economic growth and elevated equity valuations. Indeed, Indian 
equities have underperformed broader emerging markets (EM) since late 2024, and the 
gap in performance has widened in recent months as trade negotiations between the 
United States and India stalled. Despite the recent decline in Indian equities, we do not 
think now is an opportune time for investors to overweight the region, given increased 
macro uncertainty and still elevated valuations. Instead, within EM, we favor Latin 
American equities, where valuations remain at a deep discount both in absolute and 
relative terms, thus offering lower downside risks and higher upside potential.1

Growth in India had Been Cooling, Even Ahead of  
Recent Tariffs
Indian equities have declined 13.6% since September 2024 in US dollar terms—a 
contrast to broader EM, which gained 9.5%. Close to half of India’s underperformance 
has come in the past two months as trade negotiations stalled between the United 
States and India. This recent equity market weakness is a sharp reversal from its prior 
strength between 2022 and 2024, when Indian equities beat EM peers by more than 
11 percentage points (ppts) annualized,2 and reflects a market that is facing cooling 
economic growth, even ahead of tariffs. India’s GDP growth came in at 6.5% in the 
fiscal year ended March 2025, down from 9.2% the prior year, as the post-COVID 
boost from increased government spending and private capital expenditures faded. 
The lagged impact of tight monetary policy has also weighed on credit growth, which 
continues to decelerate despite recent policy easing by the Reserve Bank of India (RBI). 

1   	 For more information on our Latin American equities view, please see Stuart Brown, “Can Latin American Equities Continue 
Outperforming?,” Cambridge Associates LLC, July 2025. 

2   	 Based on the trailing three-year relative performance ended September 30, 2024, in USD terms.



Consensus forecasts expect India’s growth will continue to moderate in the coming 
fiscal year and remain at 6.4%, although these estimates likely do not yet reflect the 
impact of the August 27 US tariffs, which are expected to place a further 0.5–1.0-ppt 
drag on India’s GDP growth. 

Amid cooling economic growth, Indian corporate earnings have also come under 
pressure (Figure 1). As of August 31, trailing 12-month earnings per share (EPS) grew 
by 2.9% year-over-year, a slowdown from the 8.7% growth in 2024 and below the 
long-term average of 10%. Yet, while forward earnings growth expectations have been 
revised lower, they remain optimistic, with analysts still expecting Indian EPS growth 
of 12.7% for 2025 and 15.9% in 2026. In our view, achieving above-trend earnings 
growth is unlikely considering the already weakening economic backdrop and the 
added impact of US tariffs. On one hand, the direct impact of tariffs on Indian corpo-
rate earnings should be modest, given less than 8% of the MSCI India Index’s total 
revenues are derived from the United States, and some of these revenues are either 
exempt from the higher levies3 or derived from Indian company subsidiaries based in 
the United States. However, the second order impact of tariffs on domestic growth and 
consumption do not yet seem to be reflected in the earnings outlook. 

3   	 The 50% tariffs apply only to goods exports (i.e., excludes services exports), and excludes sectors that are subject to separate 
sectoral tariff rates such as consumer electronics and pharmaceuticals. 

FIGURE 1   INDIAN EARNINGS EXPECTATIONS STILL DIVERGE FROM MACRO FUNDAMENTALS
As of August 31, 2025 •  Percent (%)

India GDP Growth India EPS Growth

Sources: Bloomberg L.P., I/B/E/S, MSCI Inc., and Thomson Reuters Datastream. MSCI data provided "as is" without 
any express or implied warranties.
Notes: India GDP forecasts are based on Bloomberg survey responses. Right chart data reflect the year-over-year 
growth in the MSCI India Index's trailing earnings per share. Forecasts are based on I/B/E/S estimates for the calendar 
year ending 2025 and 2026.
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In addition, while valuations for Indian equities have declined, they remain elevated. 
Our preferred valuation metric for India is at the 85th percentile relative to its own 
history, and at the 75th percentile relative to broader EM equities. Current levels 
of valuations add to downside risks, particularly amid a weakening backdrop and 
increased macro uncertainty (Figure 2).

Tariffs Add to Near-term Macro Uncertainty,  
While Challenging India’s Longer-term Outlook 
At this stage, it is premature to assume that the 50% US tariffs on India will stay 
in effect, as they could be a negotiation tool. In the near term, India also has some 
buffer, given its economy is more domestically oriented than other Asian peers. Private 
consumption accounted for around 60% of India’s GDP in 2024, while goods exports 
to the United States made up 2%. Furthermore, certain key Indian exports such as 
pharmaceuticals and electronics are currently subject to separate, lower sectoral tariff 
rates. As such, it is estimated that the restrictive 50% levy will impact around half of 
India’s goods exports to the United States, or 1% of India’s GDP. At this level, it may 
be manageable in the near term, as there is scope for the government to stimulate 
domestic demand to counter the drag to exports. India has already introduced modest 
income tax cuts this year and is moving to reform and reduce its goods and services 
taxes to further boost demand. The RBI has also cut rates aggressively by 100 basis 
points since February, bringing its policy rate to 5.5%. Nevertheless, the extent to 

FIGURE 2   INDIAN EQUITY VALUATIONS REMAIN ELEVATED
June 30, 2003 – August 31, 2025 • Percentile (%)

Sources: MSCI Inc. and Thomson Reuters Datastream. MSCI data provided "as is" without any express or implied 
warranties.
Notes: Valuation data based on a composite P/E comprising the ROE-adjusted P/E ratio, the forward P/E ratio, and the 
cyclically adjusted price-to–cash earnings (CAPCE) ratio. The CAPCE is calculated by dividing the inflation-adjusted 
index price by trailing five-year average inflation-adjusted cash earnings. Cash earnings are defined as net income 
from continuing operations plus depreciation and amortization expense. MSCI does not publish cash earnings for 
banks and insurance companies and therefore excludes these two industry groups from index-level cash earnings. 
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which India further stimulates remains to be seen, given the government’s focus on 
fiscal consolidation. Considerations around inflation and currency stability may also 
constrain further RBI easing. Indeed, the Indian rupee has depreciated 3.0% year-to-
date to an all-time low against the US dollar amid tariff uncertainty, a contrast to other 
emerging market currencies which remain up against a weaker dollar. At the same 
time, Indian bond yields have also moved higher, unlike other emerging market bonds 
which continue to rally year-to-date (Figure 3).

The recent moves in India’s rates and currency highlight the broader implications 
for India from moving away from cheaper Russian oil, which Trump has stipulated 
is necessary for the punitive 25% tariffs to be removed and to which India has yet to 
agree to. India currently imports around one-third of its oil from Russia at a discount 
that is reported at 5% relative to global oil prices. From a direct cost-savings perspec-
tive, India appears to have more to lose from higher tariffs compared to cutting Russian 
oil, given savings from the latter amounted to just 0.1% of GDP in the latest fiscal 
year. However, India has seen other benefits to lower-cost energy imports, including 
lower domestic inflation and a narrowing of its current account deficit, which in turn 
has supported the Indian rupee (at least, until recently). A decision to cut back from 
Russian oil would cause a reversal of all three outcomes. The extent of the price shock 
to India is also uncertain, given the move will likely drive up global oil prices, but the 
resultant impact will be upwards pressure on India’s inflation and rates, which add to 
headwinds for its economy and equity market (Figure 4).

FIGURE 3   TARIFFS HAVE ADDED PRESSURE TO INDIA'S RATES AND CURRENCY
December 31, 2024 – August 31, 2025 • Percent (%)

Government Bond Yields YTD Cumulative FX/USD Returns 

Sources: J.P. Morgan Securities, Inc., MSCI Inc., and Thomson Reuters Datastream. MSCI data provided "as is" 
without any express or implied warranties
Notes: India government bond yields represented by the J.P. Morgan GBI-EM Broad Diversified India Index and 
EM government bond yields are represented by the J.P. Morgan GBI-EM Global Diversified Index. EM currency 
returns are implied from the J.P. Morgan GBI-EM Global Diversified Index.
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Since the announcement of the tariffs, India has stepped up public appearances with 
Russia and China, indicating it is not in a rush to pivot from Russian oil and is willing 
to distant itself from the United States. India’s response thus far indicates it recognizes 
the challenges to pivoting from Russian oil, and therefore is willing to sacrifice some 
exports-led growth in the short term. Political motivation may be another factor, given 
the United States has sought for India to lower its own agricultural import barriers, 
a move that India has been unwilling to compromise on for political and economic 
reasons. As such, India appears to be caught between a rock and a hard place. In 
the near term, higher tariffs may be manageable considering the composition of 
its economy. However, should tariffs of 50% remain permanent or expand to other 
sectors, they will ultimately dampen India’s export competitiveness to the United States 
compared to other Asian peers and create a drag on India’s exports growth. Overall, 
the fact that India itself is now in the crosshairs of US tariffs challenges Prime Minister 
Narendra Modi’s manufacturing ambitions for the economy, which had been one antici-
pated growth engine for India’s longer-term employment and structural growth.

FIGURE 4   INDIA HAS BENEFITED FROM LOWER-COST ENERGY IMPORTS
India CPI
January 31, 2014 – July 31, 2025 • YOY Percent (%)

India Current Account Balance
First Quarter 2014 – Second Quarter 2025 •  Rolling Four-Quarter Sum

Sources: MOSPI - Ministry of Statistics and Programme Implementation (India), Oxford Economics, Reserve Bank 
of India, and Thomson Reuters Datastream.
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Conclusion
Given the increased macro uncertainty, we would not overweight India at this time, 
particularly as equity valuations remain elevated despite the recent underperformance. 
Trade policies remain in flux, and there are measures that India can take to counter 
the near-term impact of tariffs. However, investors should monitor negotiations around 
India’s Russian oil imports, as these could have wider implications for the economy 
and market, especially the rupee. Within EM, we continue to recommend a modest 
overweight to Latin American equities, which are relatively more insulated from trade 
shocks compared to other EM peers, and where depressed valuations can offer more 
attractive upside potential. ■

 

Index Disclosures

J.P. Morgan GBI-EM Global Diversified India Index
The J.P. Morgan GBI-EM Global Diversified India Index refers to the inclusion of Indian government bonds into J.P. 
Morgan's GBI-EM (Government Bond Index – Emerging Markets) suite of indexes, specifically the Global Diversified Index, 
which began on June 28, 2024. This index tracks local currency government bonds from emerging markets. 

MSCI India Index
The MSCI India Index is designed to measure the performance of the large- and mid-cap segments of the Indian market. 
With 160 constituents, the index covers approximately 85% of the Indian equity universe.

Graham Landrith also contributed to this publication.
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