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" Indo-US trade deal — expect a positive chain reaction

The Indian ‘leverage’ re-emerges
In a swift reversal of events, the long-awaited Indo-US trade deal has been
announced, with the US agreeing to lower the reciprocal tariff on Indian imports
from 25% to 18% and completely removing the 25% punitive tariff related to Indo-
Russian oil trade. This resulted in a 32 percentage point reduction in the applicable
tariff, not only making Indian exports more competitive in the US markets but also
. * triggering a chain reaction of positive developments that could enhance the
performance of Indian markets. This is a high-impact development and will have a
multi-layered positive effect on the Indian economy, prevailing market sentiments,
and sectors exporting to the US, which will benefit from better competitiveness.
Key sectoral beneficiaries include Auto Ancillaries, Defense, Consumer, Textiles,
EMS, Consumer Durables, IT Services, Financials (second-order beneficiary), and
Utility companies (for detailed information and specific stocks, refer to Exhibit 1).

Multi-layered benefits to accrue for the Indian markets and economy

The Indo-US deal has been in abeyance for several months now and was a key
reason for negative sentiments surrounding India in the past one year or so. With
the fog of uncertainty now being lifted, we believe that multiple positives will accrue
in the form of 1) reversal of Fll outflows, 2) INR recovering its lost ground, 3) general
improvement in sentiments towards Indian equities, 4) return of confidence for FDI,
and 5) retracement of India’s underperformance vs. EM peers, etc.

Most of the market participants are likely to be surprised by the timing of the deal
announcement. In most of our recent investor interactions, we sensed that the
majority expected the deal discussions to be protracted, with completion around
2HCY26, ahead of the US midterm elections.

The event carries a positive allocation effect over a long time horizon

Not only will the market respond very positively to the deal announcement in the
near term, but this deal will also reset the base for India’s strong performance over
a longer time horizon, as we see this event imbued with a structurally “positive
allocation effect”. The Indo-US trade relations have been strained since Apr’'24,
which has soured the FllIs' outlook, as India was seen to have limited leverage with
the US. Consequently, India has significantly underperformed its peers by ~40% over
the past year, as Flls withdrew USD22b from the Indian equities since Jan’25.
Additionally, the INR depreciated by ~6% against the USD, especially as the dollar
index slid. We believe many of these adverse trends are now likely to reverse.

India’s exports to the US get their competitiveness back

This one announcement has singularly swung attractiveness of India’s goods US
market appreciably from being the most tariffed imports to among the lowest
tariffed ones as the composite tariff on India reduces from 50% to 18%. Among key
economies, Switzerland, the EU, the UK, Japan, and South Korea will have lower
tariffs compared to India. However, competition from these economies will be
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limited, given the different stages of the value chain these economies occupy
leading to lower overlap. Importantly, most of the nations that India competes with
in the US market will have higher tariffs ranging from 19% to 40%, with large
emerging market exporters such as China, Vietnam, Brazil, Thailand, and South
Africa — all now being levied higher tariffs than India.

Indo-US deal crowns the recent trade deal overdrive of India

The Indo-US trade announcement comes on top of the Indo-EU FTA, which was
inked last week, and together they will help assuage the growing concerns over
India’s geopolitical seclusion. Before these two, India had struck trade agreements
with several other countries and regions, such as the UK, EFTA, Oman and NZL and
underscores India’s growing importance in a world marked by bilateral/plurilateral
cooperation, given India’s size, growth promise, and strategic relevance.

India’s positives should receive due weightage now

With this deal announcement, we believe that the market will now begin to accord
correct weightage to the improving trajectory of corporate earnings growth, which
has shown successive improvement over the quarters with an improving earnings
revision trend. We had expected a 16% YoY growth in MOFSL PAT at the start of
3QFY26, and the results to date have been in line with our estimates. We expect
~12% earnings growth for Nifty over FY25-27E. Valuations for Nifty at 20.4x remain
palatable (below the 10-year average of 20.8x), and with the latest turn of events, it
has the potential to expand appreciably. This expansion will be duly supported by
earnings expectations of 12% for Nifty and 15% for the MOFSL universe.
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Exhibit 1: Key beneficiaries post the Indo-US trade deal

Sectors

Key Beneficiaries

Benefits

Automobiles

Textile/Retail

Consumer

Consumer
Durables

Cables and
Wires

EMS

Bharat Forge
Balkrishna Tyres
Raymond Lifestyle

Indo Count
Welspun Living
Gokaldas

Kitex
LT Foods

Bluestar

Polycab, KEI

Avalon

Dixon

Technology/IT All IT companies

Defense

Financials

Housing
Finance
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Banks - ICICIB, HDFCB, and select
South banks

SBI, Federal, Bandhan Bank
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The non-auto exports to be benefited that do not fall under the section
232 tariffs of 25%

14% revenue share to get benefited due to reduction in US tariffs

Bring back competitiveness (vs countries such as Bangladesh, Vietnam
etc)

The textile sector would be one of the biggest beneficiaries. The
mentioned companies’ high revenue share from the US market (65-90%
of revenue)

Would be a key beneficiary with 90% revenue share to the US, which
will revive with large underutilized capacity

41% of revenue share from the US would lead to an improvement in
margins (100-200bps), impacted by the tariff

Support market share expansion

Support market share expansion and increase revenue share (from the
current 1.5-2.0%). Also, to benefit from expansion in order from data
centres in India, with project business consisting of 25-30% of orders
from data centres

57% of sales in FY25 to the US, with 20% manufacturing base in the
country to benefit

Potential export opportunities will open up for mobiles

Sentiment revival that had seen setbacks due to Visa issues, Negative
press around outsourcing. Deal momentum from the US clients to
improve

Current exposure of defense companies to US and EU is much lower, but
these deals will open up export opportunities for defense component
manufacturers in future.

No direct impact, but concerns on SME lending, credit growth outlook,
partly due to tariff overhang, will ease and aid sector performance.
Second-order beneficiaries, as there will be a lot of asset quality ease at
SME and credit growth

Their customers who had been impacted by tariffs, leading to asset
quality issues, would see a revival.

Exports, mainly to the US, which form 15-20% of revenue, are likely to
benefit

Exhibit 2: US tariff rates across nations

Source: MOFSL
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Source: MOFSL, Media

Investment in securities market are subject to market risks. Read all the related documents carefully before investing.
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