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The Ripple Effect of Trump's Sanctions on

Bond Markets

The US and China have been at odds since COVID-19, and what the
world is seeing is a new round of trade war between the two, with
the latest tariffs from China standing at 125% on US imports.

-

Washington has since gone through multiple rounds of escalation,
with the latest tariffs on Chinese imports standing at a whopping
245% as announced on April 16.

While the US and China are battling over tariffs, other countries
such as India are better positioned to negotiate a trade deal after

the trump administration decided
to pause the implementation of TENSION MOUNTING

. . . . @ Exports to US @ Imports from US ($ billion)
reciprocal tariffs implementation
for 90 days for all countries

excluding China.

1 Trade
surplus
35 3 Trade
surplus
25
Source:

2023-24 2024 25 (Apr- Dec) s >

The 90-day pause on tariffs means

Indian exports will attract only 10%
tariffs in the US, but Chinese
exports to the US will attract 245% tariffs. The 90-day window and
Isolation of China are a strategic advantage for New Delhli, as India
exports to the US and 1.1 percent of India’s GDP. during the Prime
Minister's February US visit.
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In addition to the 90-day tariffs pause, the Trump administration
also announced the exemption of electronics imports from all
countries, including China, but have hinted that special electronics
and semiconductor tariffs will be announced in the coming months.

India is seeking a quick trade deal with the U.S. by pursuing trade
liberalization with the two countries signing the terms of reference
for the first part of a bilateral trade deal. The scenario looks positive
as both sides are rooting for $500 billion in two-way trade by the
decade's end.

Tariffs are an evolving story, but the Indian Government has already
made some early compromises in its last budget with reduced
taxes on American products like bourbon, wine, electric cars, and
even Harley-Davidson motorcycles, which Trump has often
criticized. In return, the government is now negotiating concessions
for agri-exports as part of the trade deal.

These concessions, while strategic, underscore the delicate balance
India must maintain in navigating global trade dynamics.

Indian Exports to the US

The imposition of "reciprocal tariffs" INDIA’S EXPORTS TO THE US AMOUNT TO
. . . . 18% OF ITSTOTALEXPORTSINCY24...
a rgetlng SpeCIﬂC SeCtor57 InClLIdlng India’s exports composition in 2024
. . EU
electrical machinery, gems and 17%
UK
jewelry, pharma products, machinery | 3%
: ' Saud
for nuclear reactors, and iron & steel e
3% Us
and seafood, has created sectoral 18%
divergence in financial markets. These . A

. e Bangladesh china AL =
six items sum up to $42.2 billion, % 4%

Source: Ministry of commerce and industry, CEIC, MOFSL

amounting to 52 percent of the total
exports to the US and 1.1 percent of India’'s GDP.
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These sectors can take a hit in case New Delhi and Washington fail
to work out a trade deal during the 90-day tariff pause. For now, the
Impact on the Indian exporters has been delayed by three months.
This window also allows them to ramp up exports for the coming
three months.

4 )

>

'

Inflationary Pressures and Interest Rates
In the US

The tariffs have directly increased the cost of imports, fuelling
Inflationary pressures in the U.S. businesses reliant on foreign goods.
President Trump has also acknowledged the inflation risk arising
from tariffs.

The Federal Reserve also expects a spike in inflation once tariffs
come into effect. The Fed policymakers in the March meeting have
signalled their scepticism on further rate cuts in the US. The US
benchmark lending rates currently stand in the 4.25% to 4.5% range.



4 JIRAAF

Powered by Al Growth

Yield Compression Despite Increasing Global
Trade Uncertainty

The tariffs triggered a wave of uncertainty in global trade, leading
to risk aversion among investors. However, there is no clear
attributable sign of its spill over into the Indian bond market. For
INnstance, the yield on the benchmark 10-year government bond is
moving In line with expectations, coming down from 6.779% (on
Jan 1, 2025) to around 6.540%, pricing the latest 25 bps rate cut.

4 A
FPIs, while exhibiting significant

divestment in equities, did
concurrently deploy substantial
capital into Indian bonds,
allocating over Rs 51,730 crore
(approximately $6 billion) through
the Fully Accessible Route (FAR)

\ / from January-March 2025.

In March alone, FPIs channelled Rs 29,044 crore into Indian
bonds—a capital flow that contributed materially to the rupee's
appreciation against major currencies in late March. This
reallocation of capital coincided with a marked deceleration In
equity outflows. Following substantial withdrawals of Rs 1.12 lakh
crore from Indian equities in January and February, FPI divestment
moderated considerably to Rs 3,973 crore in March.

This recalibration suggests a huanced reassessment of risk-return
dynamics across Indian asset classes rather than a categorical
reappraisal of India's macroeconomic fundamentals.

The movement in Indian government bond yields can be explained
by several factors that highlight the complex interplay between
trade tensions and financial markets:
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' | Anticipated Rate Cuts: The Reserve Bank of India,
. IN Its 9th April monetary policy review, reduced the

repo rate by 25 bps and also changed the stance from
‘neutral’ to ‘accommodative’ while reducing the
forecasted inflation rate to 4% from 4.2% for FY26.

Reassessment of Risk-Return Dynamics: The
moderation In equity outflows coupled with increased
bond investments suggests a huanced reassessment
of risk-return dynamics across Indian asset classes.

- — - - The reallocation from equity to bonds can be seen as
a strategic pivot by investors in response to elevated
equity valuations and modest corporate

earnings growth.

Looking forward, we might anticipate further adaptation in India's
debt profile. The establishment of dedicated debt channels for
foreign portfolio iInvestment, such as the Fully Accessible Route
(FAR), and inclusion in Global Bond Indices represent a promising
development that could potentially decouple India's borrowing
costs from external political considerations over the medium term.
However, the effectiveness of such institutional innovations
remains contingent on continued improvement in fiscal metrics
and inflation management.

Corporate Bond Market Volatility

The Companies reliant on exports, particularly in sectors targeted
by tariffs such as chemicals, metals, and auto components, may
face Increased borrowing costs due to reassessment of credit
fundamentals once tariffs come into effect. Specially bonds in the
BBB+ & below rating band categories may see a widening of credit
spreads by 20-50 basis points in the short and medium term—a
clear indicator of shifting risk premia in the fixed-income universe.
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As the market awaits the implications of trade tensions, we
anticipate a transition from the current volatility regime to a more
discriminating pricing environment where idiosyncratic factors
regain primacy over systematic risk aversion. This normalization
process, however, remains contingent on the evolution of bilateral
trade negotiations during the nine-month window.

/

Conclusion

The interplay between trade policy and financial markets remains a
complex and evolving dynamic. Trump's reciprocal tariffs, while
primarily targeting trade imbalances, have created multifaceted
effects across India's financial landscape. The apparent paradox of

yvield compression amid rising trade tensions reflects the nuanced
recalibration occurring within India's capital markets.

Despite the challenging external environment, India has
demonstrated remarkable resilience. The strategic pivot by foreign
INnvestors from equities to bonds suggests confidence in India's
macroeconomic fundamentals and monetary policy framework.
The RBIl's monetary easing, coupled with India's inclusion in Global
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Bond Indices, provides a counterbalance to
trade-related uncertainties.

However, vulnerabilities persist. The sectoral divergence in
corporate bond markets, particularly for export-dependent
Industries, indicates that the full impact of trade tensions may still

be unfolding.

Looking ahead, India's response will need to balance diplomatic
engagement with domestic policy innovation. The nine-month
negotiation window presents an opportunity for calibrated
compromise, as already evidenced by strategic concessions on
tariffs for American products. Simultaneously, strengthening
Institutional frameworks for debt markets and ensuring efficient
monetary transmission will be crucial to maintaining

financial stability.
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Reciprocal Tariffs Imposed by the USA

A major trade blow to the world economy

European
Unioﬁ -20% Japan - 24%
China - 245%

"~ Taiwan - 32%
Viethnam - 46%
Cambodia - 49%
Bangladesh - 37%

Mexico - not specified;

part of Dirty 15

o

INndia — 26%

L esotho — 50%

* Certain goods are exempt like lumbar, gold, pharma etc. * Minimum 10% tariff levied on all countries across the board
* Tariffs range from 10% to 50% *The South Asian nations are impacted the most

Key Sectors in India Exporting to the US

Electric Mechinery- 15.6%

Cems & Jewellery- 11.5% -

Refined Petroleum ' Articles of Iron
Products- 5.5%

& Steel- 3.7%

Nuclear Reactors,

Textile Articles- 3.7%

Organic Chemical- 15.6% ° Pharmaceutical Products- 11%

Auto & Auto Ancillaries- 3.3%

Non-knitted Apparel Articles- 3.3%

Boilers & Machinery- 8.1%

*Some of these goods may have tariffs-imposed post evaluation by the Trump administration in the coming days.
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OUR TOP READS

Gold Price Reaches a New High: How to
Diversify Within Gold Investments

Gold is shining again, but how you invest makes all
the difference. Physical, digital, or market-linked, 2025
brings new golden options, and maybe new risks.
Curious which one fits your strategy?

Smart Investment Plans to Nullify Your Home
Loan Interest Burden

What if your home loan didn't cost you a rupee In
Interest? With the right investment strategy, you can
turn the tables on EMIs and offset your interest outgo
entirely. Ready to discover how to make your loan
work for you?

How Gen Zs Can Retire at 40: A Step-by-Step
FIRE Strategy

Ever dream of retiring Iin your 40s? The FIRE strategy
combines disciplined savings with strategic investing
to help you achieve early retirement with the corpus
you need. Want to learn how you can leverage this

approach to live life on your terms?


https://www.jiraaf.com/blogs/best-gold-investment-options-2025
https://www.jiraaf.com/blogs/investments-to-make-home-loan-interest-free
https://www.jiraaf.com/blogs/fire-strategy-for-early-retirement
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JIRAAF IN THE NEWS

L. & 1 Now is a great time to invest in Indian fixed
“# iIncome says Saurav Ghosh. Here's why
"EEZJ : With equity markets volatile and global
'\\\,‘H\‘ uncertainty rising, Saurav Ghosh, co-founder of
f hr Jiraaf, highlights Indian fixed income as a strong
! ﬂ“‘lj Investment opportunity.

Senior citizen? Know how corporate
bonds compare with fixed deposits on
CORPORATE five key parameters

BONDS . Corporate bonds and fixed deposits are popular
fixed-income options, each with unique pros

and cons.

Tan'TRUMP' at its peak? Reciprocal tariffs
meaning EXPLAINED; impact on India
DECODED - Global experts weigh in

The U.S. has introduced reciprocal tariffs to
address percelved trade inequities and protect

domestic Industries.



https://economictimes.indiatimes.com/markets/bonds/now-is-a-great-time-to-invest-in-indian-fixed-income-says-saurav-ghosh-heres-why/articleshow/119235628.cms?from=mdr
https://upstox.com/news/personal-finance/investing/senior-citizen-know-how-corporate-bonds-compare-with-fixed-deposits-on-five-key-parameters/article-149817/
https://www.etnownews.com/economy/tantrump-at-its-peak-reciprocal-tariffs-meaning-explained-impact-on-india-decoded-global-experts-weigh-in-article-151339283

4 JIRAAF

Powered by Al Growth

Thank you!

DISCLAIMER

Investments in debt securities/municipal debt securities/securitized debt instruments are subject

to risks including delay and/ or default in payment. Read all the offer-related documents carefully.
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