
SUBJECTS COVERED

IR ECONOMY

C U R AT E D  &  W R I T T E N  B Y

Bharat Choudhary
UPSC Educator & Content Creator   ●  
linkedin.com/in/epicbharat

Free UPSC & State PCS Resources ujiyari.com ↗

U P S C  &  S TAT E  P C S  C U R R E N T  A F FA I R S    ·    U J I YA R I . C O M

DAILY CURRENT AFFAIRS

India-US Trade Framework 2026 —India-US Trade Framework 2026 —
The $500 Billion Commitment, TariffThe $500 Billion Commitment, Tariff
Reset, and the Russian Oil ConditionReset, and the Russian Oil Condition

2 February 2026

UPSC & STATE PCS CURRENT AFFAIRS ujiyari.com ↗

India-US Trade Framework 2026 — The $500 Billion Commitment, Tariff Reset, and the Russian Oil Condition 1 / 7

https://www.linkedin.com/in/epicbharat/
https://ujiyari.com/
https://ujiyari.com/


🗞️  WHY IN NEWS

Prime Minister Narendra Modi and US President Donald Trump announced a landmark bilateral trade

framework through a White House Joint Statement in early February 2026 — reducing the reciprocal tariff on

Indian goods from 25% to 18%, removing an additional energy-linked tariff, and committing India to

purchasing USD 500 billion of US products over five years. An Interim Agreement is targeted for March 2026.

THE STATE OF INDIA-US TRADE BEFORE THE FRAMEWORK

India-US bilateral trade stands at approximately USD 190 billion annually — making the United States

India’s largest single trading partner (when excluding the EU as a bloc). The relationship has been

characterised by persistent trade tensions alongside deep strategic convergence:

Trade surpluses and US irritants:

India runs a trade surplus with the US of approximately USD 35–40 billion — a consistent

irritant in bilateral relations under multiple US administrations

The US under President Trump (2025–) returned to an aggressive use of trade instruments — imposing

across-the-board tariffs on major trading partners

India was subject to a 25% reciprocal tariff affecting key sectors: textiles, gems and jewellery,

leather, engineering goods, pharmaceuticals, IT services-linked hardware

The Russia factor:

After Russia’s February 2022 invasion of Ukraine, Western nations imposed sanctions and boycotted

Russian energy

India stepped in as a major buyer of discounted Russian crude — by 2025-26, approximately 40% of

India’s crude oil imports came from Russia (vs. ~2% pre-2022)

This strategic arbitrage saved India billions in energy import costs but created friction with the US and

EU

The US imposed an additional 25% tariff specifically targeting countries buying Russian crude —

India was a primary target
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The White House framework links removal of this additional tariff to India reducing its Russian oil

dependency

WHAT THE FRAMEWORK ANNOUNCES

The base reciprocal tariff on Indian goods exported to the United States is reduced from 25% to 18%. This

is significant for:

Textiles and garments — India’s second-largest goods export to the US; sub-18% tariff improves

price competitiveness vs. Vietnam and Bangladesh

Gems and jewellery — Mumbai’s diamond cutting and jewellery manufacturing industry exports

~USD 8 billion/year to the US

Pharmaceuticals — Generic drug manufacturers (Sun Pharma, Dr Reddy’s, Cipla) benefit from lower

tariff on finished formulations

Engineering goods — Auto components, machinery parts benefit marginally

IT services — Largely unaffected (services trade is not subject to goods tariffs under the current

framework)

The additional 25% tariff (energy-linked) is removed — conditional on India demonstrably reducing Russian

crude imports. This is the most geopolitically sensitive component:

India’s energy security calculus:

India imports ~85-88% of its crude oil requirements (domestic production meets only 12-15%)

Russian crude at a discount of USD 10-15/barrel represented significant savings — India’s annual crude

import bill is ~USD 130-150 billion

Switching away from Russian crude means returning to more expensive Middle Eastern and West

African crude — directly increasing domestic petroleum product prices

India has limited leverage here: it cannot quickly substitute 40% of crude imports without significant

price impact

The strategic autonomy dimension: India’s foreign policy doctrine has historically prioritised strategic

autonomy — maintaining independent relationships with major powers (US, Russia, China) without formal

alignment. The Russian crude relationship was the most visible expression of this post-2022. The trade

framework’s conditionality creates a precedent of US leverage over India’s energy procurement choices — a

significant precedent for a country that has historically resisted such conditionality.

1. Tariff Reduction: 25% to 18%

2. Russian Crude Condition
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Likely Indian response: India will probably signal gradual diversification rather than abrupt cutoff. Middle

East suppliers (Saudi Aramco, ADNOC) are already courting Indian refiners. The framework likely accepts

gradual adjustment rather than immediate compliance.

India will commit to purchasing USD 500 billion worth of US products over five years — approximately USD

100 billion/year. Current US-to-India goods and services imports are approximately USD 50-60 billion/year.

Achieving USD 100 billion/year would require near-doubling of US imports.

What India would buy:

Defence equipment — F-35s, additional P-8I maritime patrol aircraft, M777 howitzers, GE F414

engines for Tejas Mk2; US has become India’s 3rd largest arms supplier

Energy (LNG, oil) — US LNG imports could replace some Russian pipeline gas; Cheniere Energy and

other US LNG exporters are positioned

Civil aviation — Boeing aircraft orders for Air India, IndiGo (IndiGo already has a large 737 Max

order)

Advanced technology — Semiconductors, defence electronics, telecommunications equipment

Agriculture — Pulses, edible oils, cotton (already significant US exports to India)

The commitment is a political number — it creates accountability and signals India’s willingness to reduce

the bilateral trade deficit. Whether USD 100 billion/year is achievable depends on private sector decisions

(airlines, refiners, defence procurement).

STRATEGIC CONTEXT — WHY NOW?

India’s incentives for the deal:

Tariff relief for exporters affected by the 25% reciprocal tariff

Quad strengthening — India-US strategic alignment in the Indo-Pacific against Chinese influence

Technology access — US semiconductor, AI, and defence technology transfers accelerate under a

warm bilateral relationship

Diplomatic capital — Being among the first major economies to reach a trade understanding with

the Trump administration signals special partnership status

US incentives:

Reduce trade deficit with India — domestic political requirement for Trump administration

Reduce India-Russia energy ties — part of a broader strategy to isolate Russia economically

Secure India’s role in Quad — counter China in the Indo-Pacific requires India’s genuine strategic

partnership

3. USD 500 Billion US Products Commitment
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Manufacturing relocation — US companies seeking China+1 supply chains see India as an

alternative; a trade framework reduces friction

UPSC RELEVANCE

India-US bilateral trade ~USD 190 billion/year; India runs trade surplus ~USD 35-40 billion with US;

India’s Russian crude imports: ~40% of total; India’s crude import dependence: 85-88%; India-US strategic

agreements: LEMOA (2016), COMCASA (2018), BECA (2020); CAATSA (Countering America’s Adversaries

Through Sanctions Act — US law threatening sanctions for countries buying Russian weapons); S-400 —

Russia’s advanced air defence system purchased by India; Quad (India-US-Japan-Australia); Indo-Pacific

Economic Framework (IPEF); USD 500 billion commitment; tariff 25% → 18%; Interim Agreement target:

March 2026; India-EU FTA concluded ~January 28, 2026; India-UK FTA (signed separately).

India-US strategic partnership — trade, defence, technology; India’s strategic autonomy doctrine and US

conditionality; CAATSA threat to India’s defence procurement; Russia-India energy relationship post-

Ukraine war. GS-3: India-US trade architecture; tariff impacts on Indian export sectors; energy security

and crude import diversification; PLI schemes and US investment in India.
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📌  FACTS CORNER — KNOWLEDGEPEDIA

INDIA-US TRADE FRAMEWORK 2026:

INDIA’S ENERGY SITUATION:

INDIA-US DEFENCE TRADE:

FOUNDATIONAL AGREEMENTS (INDIA-US):

STRATEGIC FRAMEWORKS:

OTHER RELEVANT FACTS:

Sources: White House, PIB, Business Standard, CNBC, Insights on India

India reciprocal tariff: 25% → 18% (base rate reduction)

Russia energy tariff: Additional 25% tariff removed (conditional on India reducing Russian crude)

India commitment: Buy USD 500 billion of US products over 5 years (~USD 100 bn/year)

Interim Agreement target: March 2026

India-US bilateral trade: ~USD 190 billion/year

India trade surplus with US: ~USD 35-40 billion

Crude import dependence: 85-88% of requirements

Russian crude share: ~40% of imports (up from ~2% pre-2022)

Annual crude import bill: ~USD 130-150 billion

India imports crude from: Russia (40%), Iraq (20%), Saudi Arabia (15%), UAE (8%), others

US = India’s 3rd largest arms supplier (after Russia, France)

US-India defence trade (recent): USD 20 billion

Key US defence platforms in India: P-8I Poseidon (Navy), C-17 Globemaster, M777 howitzers, Apache/Chinook
helicopters, MH-60R Seahawk, Predator drones (in pipeline)

LEMOA (Logistics Exchange Memorandum of Agreement): 2016

COMCASA (Communications Compatibility and Security Agreement): 2018

BECA (Basic Exchange and Cooperation Agreement — geospatial intelligence): 2020

These 3 = the foundational defence agreements enabling deep interoperability

Quad (Quadrilateral Security Dialogue): India, US, Japan, Australia; reactivated 2017; leaders summit 2021

IPEF (Indo-Pacific Economic Framework): launched May 2022 at Tokyo; 14 countries; 4 pillars

iCET (Initiative on Critical and Emerging Technology): India-US; launched 2023; covers AI, semiconductors,
quantum, space, defence

CAATSA (Countering America’s Adversaries Through Sanctions Act): 2017 US law; threatens sanctions on
countries buying Russian/Iranian/North Korean weapons. India’s S-400 purchase created CAATSA risk — US
waived it informally

India-EU FTA: Concluded ~January 28, 2026 — after 16+ years of negotiations; India-EU bilateral trade: EUR
100+ billion

India-UK FTA: Signed 2024 — first major trade deal under PM Starmer

India’s strategic doctrine: Strategic Autonomy — maintaining independent positions vis-a-vis major powers;
avoiding formal alliances
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