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I. INTRODUCTION AND CONTEXTUAL 

FRAMING 

 

1.1. The MSME Sector as the Backbone of Rajasthan's 

Industrial Economy 

The Micro, Small, and Medium Enterprises (MSME) 

sector constitutes an essential foundational element of 

Rajasthan’s industrial and socio-economic framework. 

These enterprises are crucial drivers of the state’s 

industrial production, export performance, 

employment generation, and the cultivation of an 

entrepreneurial base. Recognition of this significant 

contribution led the State government to formulate 

policies designed to create an enabling and conducive 

environment, such as the RAJASTHAN MSME 

Policy 2015, aimed at attaining globally competitive 

competence levels. 

The scale of employment generated by the MSME 

sector is critical for maintaining regional socio-

economic stability. The sector formally employs an 

estimated 26.09 lakh (2.6 million) people in Rajasthan. 

Given the labor-intensive nature of key export 

segments, such as textiles and handicrafts, the 

economic health of these MSMEs directly determines 

the employment prospects of a massive workforce, 

including rural women entrepreneurs who rely on 

these sectors for skill development and economic 

empowerment. Consequently, external trade shocks 

that affect the export clusters in cities like Jaipur and 

other manufacturing hubs translate immediately into 

regional unemployment crises, making the sector's 

performance a direct proxy for social stability. 

 

1.2. The Global Trade Environment: Rising 

Protectionism and Geopolitical Shocks 

The contemporary global trade landscape is 

characterized by increasing protectionism and the 

weaponization of trade policy in response to 

geopolitical tensions, a shift away from traditional 

tariff negotiations. The persistence of these barriers is 

formally documented in annual assessments such as 

the 2025 National Trade Estimate Report on Foreign 

Trade Barriers (NTE) published by the Office of the 

United States Trade Representative (USTR). 

A defining feature of the current trade friction between 

India and the United States is the direct linkage of 

tariffs to non-trade, geopolitical concerns. 

Specifically, the escalation of US tariffs on Indian 

goods is attributed in part to the U.S. response to 

India’s continued imports of Russian oil. This 

highlights a profound vulnerability: key labor-

intensive MSME export clusters are being subjected to 

severe economic penalties based on macro-level 

foreign policy decisions over which they have no 

control. This exposure to non-economic policy shocks 

necessitates a shift in industrial strategy from mere 

export promotion to structural resilience and risk 

diversification. 

 

1.3. Report Objectives, Scope, and Analytical 

Framework 

This report is designed to deliver an exhaustive 

assessment of the mechanisms through which 

escalated U.S. tariffs, reaching up to 50-60%, and 

complex Non-Tariff Measures (NTMs) are 

challenging the foundational stability of Rajasthan's 

MSME export clusters. Furthermore, it provides a 

critical evaluation of the robustness of recently 

implemented state policy responses, including the 

Rajasthan MSME Policy 2025 and the Integrated 

Cluster Development Scheme (ICDS) 2024-2029. 

The analytical approach integrates principles from 

industrial economics and global trade analysis, 

drawing on concepts such as those used in General 



© January 2026 | IJIRT | Volume 12 Issue 8 | ISSN: 2349-6002 

IJIRT 189648 INTERNATIONAL JOURNAL OF INNOVATIVE RESEARCH IN TECHNOLOGY 369 

Equilibrium modeling to assess the macroeconomic 

effects of protectionism. This framework is necessary 

to accurately trace the adverse consequences of high 

tariffs which depress trade, investment, and output 

from the macro policy level down to the micro-level 

realities of financial distress and employment risk 

within Rajasthan's specialized manufacturing units. 

 

II. RAJASTHAN MSME EXPORT PROFILE AND 

CRITICAL VULNERABILITY 

 

The state’s export economy is defined by its 

specialization in niche, labor-intensive products that 

historically rely heavily on the U.S. market, creating a 

structural concentration risk. 

2.1. Sectoral Specialization and Quantitative Reliance 

on US Exports 

Rajasthan boasts several globally recognized export 

sectors that are dominated by MSMEs: 

Gems & Jewellery (G&J): Jaipur is a globally 

significant center, specializing in the processing of 

over 300 different varieties of precious and semi-

precious gemstones. The state is a major contributor to 

India's total G&J exports (17.5%) and holds dominant 

global market shares in specialized categories, 

accounting for approximately 90% of India's 

Meenakari jewellery and 60% of Kundan jewellery 

exports. This highly specialized output is strongly 

oriented toward the U.S., which is the largest 

importing destination for Indian jewellery, catering to 

16% of the U.S. market’s demand. This high 

concentration of niche, high-skill production sold to a 

single large consumer market creates immense 

financial exposure to U.S. trade policy decisions. 

Textiles, Garments, and Home Furnishings: The textile 

and garment industry is a major economic engine in 

Rajasthan, generating approximately $5 billion in 

annual export revenue, equating to roughly an 11% 

market share in the relevant categories. Exports 

prominently feature ethnic and western-styled 

garments, bedsheets, quilts, and home décor fabrics. 

The products benefit from Rajasthan’s rich tradition of 

block printing and intricate embroidery, offering a 

unique identity that commands global demand. 

Handicrafts: Handicrafts remain one of the most 

valued products exported from the state, admired 

worldwide for their authenticity. The sector generates 

an annual export revenue of $2.5 billion, representing 

roughly 6% of the total state exports and accounting 

for about 22% of India's total handicrafts exports. The 

sector is a massive job provider, employing 5 to 6 lakh 

people. Crucially, approximately 60% of these 

handicraft exports are destined for the U.S. market, 

with the U.K., Japan, and the UAE making up other 

top destinations. 

The reliance on the U.S. market across these labor-

intensive sectors is quantified below. 

 

Table 1: Rajasthan MSME Export Value and Employment Snapshot 

Sector Approximate Annual 

Export Revenue (USD) 

Contribution to India's Total 

Export (Select Categories) 

Estimated Employment in 

Sector (Lakhs) 

Top Export Market 

Textiles/Garments $5 Billion ~11% (Garments/Fabrics) High (Labor-intensive) USA, European Union, 

Middle East 

Gems & Jewellery Significant (Jaipur hub) 17.5% (G&J), 90% 

(Meenakari) 

High (Jaipur Hub) USA, UAE, Hong 

Kong 

Handicrafts $2.5 Billion ~22% (Handicrafts) 5 - 6 Lakh USA, UK, Japan 

Total MSME Sector NA NA 26.09 Lakh (Total MSME) NA 

 

2.2. Amplification of Vulnerability through Market 

Concentration 

The analysis of the export profile reveals that the 

specialized nature of Rajasthan’s production—such as 

in Kundan and Meenakari jewelry while offering a 

competitive edge in quality, simultaneously creates an 

acute structural vulnerability. The extreme market 

concentration, particularly in the high-value Gems & 

Jewellery and high-volume Handicrafts sectors where 

over half of exports go to the U.S., transforms the 

strength of specialization into an acute liability when 

that single market imposes punitive tariffs. 

If the U.S. market is significantly curtailed, these 

specialized production clusters find it difficult to 

immediately substitute their output because the 

product specifications and demand preferences in 

alternative markets are often mismatched. Therefore, 

any radical loss of market access in the U.S. translates 
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into near-total revenue failure for these specialized 

clusters, necessitating a rapid, and highly difficult, 

structural pivot to diversify both product and market. 

 

III. THE ESCALATING BARRIER: ANALYSIS OF 

US TRADE POLICY IMPACT (TARIFF SHOCK) 

 

The primary external threat to Rajasthan’s export 

MSMEs is the radical escalation of effective tariffs, 

which has fundamentally compromised their ability to 

compete on price in their largest market. 

3.1. Phased Trade Shock: From Concession Removal 

to Punitive Duties 

The current crisis evolved through two major phases. 

The initial shock occurred in 2019 with the withdrawal 

of the U.S. Generalized System of Preferences (GSP). 

While the average duty concession lost was about 

3.8% of India's total GSP-eligible exports to the U.S. 

(valued at $6.3 billion in 2018) , this removal 

significantly increased the cost base for MSMEs, 

forcing them to absorb the tariff or share the burden 

with buyers. This initial shock provided the first sign 

that U.S. policy was moving away from preferential 

access. 

The second, and far more severe, phase began in 2025 

with the imposition of radically escalated duties. The 

U.S. tariffs on Indian goods were raised to as high as 

50%. This comprises a 25% "reciprocal" duty 

combined with an additional 25% penalty, introduced 

partly in response to India's continued imports of 

Russian oil. This shift transformed the friction from a 

standard trade dispute into a punitive, geopolitical 

economic shock. 

 

3.2. Quantification of the Tariff Differential and Loss 

of Competitiveness 

The tariff escalation has resulted in an insurmountable 

competitive disadvantage for Indian MSMEs in key 

sectors like textiles and garments. The effective duty 

on Indian textiles and apparel has soared to between 

50% and 61%. 

This high tariff wall immediately makes Indian 

products 30-35% more expensive than similar 

products sourced from major competitors in Southeast 

Asia, such as Bangladesh and Vietnam. For example, 

readymade garments from India face tariffs as high as 

61%, compared to approximately 31% for those from 

Bangladesh and Vietnam. Given that most MSMEs 

operate on wafer-thin profit margins, typically ranging 

from 5% to 10%, this sudden, severe cost increase 

cannot be absorbed. The result is an immediate and 

catastrophic commercial failure in price-sensitive 

segments. Reports from Jaipur indicate exporters are 

preparing for an up to 50% drop in shipments, while 

order volumes in some areas have already plummeted 

by up to 70%. 

 

Table 2: Comparative US Tariff Rates and Competitive Disadvantage (2025) 

Product Category Effective US Tariff on 

India (%) (2025) 

Tariff on Competitors 

(Bangladesh/Vietnam) (%) 

Competitive 

Disadvantage (%) 

Immediate Commercial Impact 

Readymade 

Garments 

50 - 61 ~31 30 - 35 Order volume decreases up to 

70% 

Textiles (General) ~50 Lower/NA ~30 - 35 Erosion of 5-10% profit margins 

 

3.3. Structural Market Reconfiguration Risk 

The severe tariff differential poses a threat far greater 

than just short-term revenue loss; it guarantees 

significant market share gains for India’s rivals, 

particularly Vietnam (which captures the higher value-

added segment) and Bangladesh (which remains 

competitive in volume-driven categories). 

The long-term danger lies in the permanent 

reconfiguring of global supply chains. When U.S. 

buyers are forced to shift orders due to a 30-35% price 

differential, they often engage in time-consuming and 

costly processes to certify and lock-in new suppliers in 

lower-tariff nations. Once these new supply 

relationships are established, brands are reluctant to 

return to the original supplier even if tariffs are 

eventually reduced, leading to a permanent loss of 

market share for Rajasthan's MSMEs. This structural 

displacement turns a temporary trade shock into a 

definitive barrier to future growth. 

 

IV. NON-TARIFF MEASURES (NTMS) AND 

EXPORT COMPLIANCE CHALLENGES 

 

Beyond tariffs, MSMEs face systemic Non-Tariff 

Measures (NTMs) that function as critical, non-price 

barriers to accessing affluent markets like the U.S. 
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4.1. Technical Barriers to Trade (TBTs) and 

Compliance Costs 

Exporters globally are facing increasingly complex 

challenges that extend beyond traditional tariffs, often 

taking the form of NTMs and Non-Tariff Barriers 

(NTBs). These measures include mandatory quality 

standards, stringent certification requirements, 

product testing procedures, audits, and complex 

labeling norms. Research indicates that medium-sized 

enterprises often face the highest percentage of 

difficulties related to document compliance and 

adhering to these sophisticated quality standards and 

foreign regulations, as they have scaled up sufficiently 

to face these requirements without having the 

institutional capacity of large firms. 

This external pressure is compounded by domestic 

bottlenecks. MSMEs are simultaneously hampered by 

crippling regulatory delays and high domestic 

compliance costs. The cumulative effect of high 

external TBTs combined with internal administrative 

inertia creates a regulatory "double bind" that 

significantly hinders the capacity of Rajasthan’s 

smaller enterprises to meet global standards and 

compete effectively. 

 

4.2. The Indian Arts and Crafts Act (IACA): A Critical 

Legal Barrier 

A specialized and highly significant non-tariff measure 

affecting Rajasthan’s $2.5 billion handicrafts sector is 

the U.S. Indian Arts and Crafts Act (IACA) of 1990. 

The IACA is a "truth-in-advertising" law that strictly 

prohibits the misrepresentation of products as being 

"Indian produced" or the product of a particular U.S. 

Indian or Indian tribe. The law explicitly defines an 

"Indian" as a member of any federally or officially 

State recognized tribe of the United States, or an 

individual certified as an Indian artisan by such a tribe. 

This US-centric definition creates a direct conflict for 

Rajasthan's artisans who export products like blue 

pottery, intricate stone carvings, and tie-dye fabrics. If 

these products are marketed in a way that falsely 

suggests they are produced by Native American (US 

Indian) artisans, the exporter faces severe penalties, 

including fines up to $1,000,000 for a business 

violation. This is not merely an issue of quality 

standards; it is an existential regulatory barrier for the 

sector. Global demand for handicrafts is increasingly 

directed toward "handcrafted, environmentally 

friendly fabrics with a narrative". The IACA 

fundamentally challenges the way in which 

Rajasthan’s producers market this narrative, forcing 

them to navigate complex and legally perilous labeling 

requirements that are often outside the scope of 

traditional artisan knowledge. 

 

4.3. State and Central Responses to NTMs 

Recognizing the gravity of NTMs, both central and 

state governments have initiated counter-measures. 

The Central Ministry of Commerce, acting through the 

Directorate General of Foreign Trade (DGFT), is 

undertaking a full-scale mapping of both mandatory 

and voluntary NTMs globally. The aim is to create a 

central database that will assist exporters in navigating 

technical compliance demands. 

At the state level, the Rajasthan Export Promotion 

Policy 2024 specifically targets the need to streamline 

compliance and regulatory processes to simplify 

export procedures. While the Central Government's 

database is a vital resource, the crucial gap remains in 

the last mile—translating abstract policy information 

into practical, low-cost compliance protocols that can 

be implemented by micro-units and individual artisans 

who lack dedicated resources for NTM expertise. 

 

V. SOCIO-ECONOMIC AND FINANCIAL 

FALLOUT IN RAJASTHAN 

 

The combination of tariff shocks and NTM complexity 

is rapidly transforming into a socio-economic and 

financial crisis, threatening job stability and the credit 

ecosystem. 

5.1. The Immediate Crisis: Order Volume Collapse and 

Profitability Erosion 

The severe decline in order volumes, documented to 

be as high as 70% in some textile segments bound for 

the U.S., is pushing exporters in Jaipur's 

manufacturing hubs toward factory closures and mass 

job cuts. The economic pressure on the state’s labor-

intensive sectors is immense. Estimates suggest that 

between 5 and 10 lakh jobs are now at risk across the 

jewellery, garments, and handicrafts sectors in 

Rajasthan as a direct result of the imposition of the 

50% tariff wall. This rapid destabilization poses a 

severe threat to the livelihoods of primarily women 

and migrant workers whose income forms the 

backbone of local economies. 

While the Ministry of Textiles reports a marginal 

positive growth (0.1%) in India's total global exports 
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of textiles and handicrafts for April-September 2025, 

this aggregate national stability fails to capture the 

severe market-specific and regional distress 

experienced by highly US-exposed states like 

Rajasthan. The sector is currently facing an acute cash 

flow deficit driven by the inability to secure new 

orders and meet existing commitments to banks. 

 

5.2. Financial Vulnerability and NPA Projections 

The financial ecosystem supporting Rajasthan’s 

MSMEs is showing signs of imminent strain. Over the 

past five years, the MSME Gross Non-Performing 

Asset (NPA) ratio had shown significant 

improvement, declining steadily from 8.7% in March 

2021 to a healthy 3.6% in March 2025, reflecting 

effective policy support. 

However, trade research indicates that the global trade 

headwinds, specifically the steep tariff hikes leading to 

sharp declines in U.S. exports, are expected to cause a 

reversal. NPA ratios are projected to inch up to 

between 3.7% and 3.9% by March 2026, with the 

marginal uptick concentrated specifically in select 

export-oriented sectors. The inability of MSMEs to 

service their debt due to collapsed revenue 

immediately translates into increased financial risk for 

lending institutions, confirming the need for policy 

intervention to identify and mitigate barriers in 

accessing formal credit. The current cash flow failure 

risks transforming into a systemic credit crisis if 

unaddressed. 

 

Table 3: Anticipated Financial and Social Impact of Export Decline 

Impact Area Metric Pre-Crisis Status (2024/25) Projected Status (2026) Severity Rating 

MSME Gross NPA Ratio Percentage 3.6% (Mar 2025) 3.7% - 3.9% (Mar 2026, 

projected inch-up) 

High Warning 

Export Order Volume Textiles/Apparel Change 0.1% growth globally (Apr-

Sep 2025) 

Plummets by up to 70% in 

US market 

Critical 

Employment Risk Jobs at Risk (across sectors) NA 5-10 Lakh Severe 

 

VI. CRITICAL REVIEW OF STATE AND 

CENTRAL POLICY RESPONSES 

 

The efficacy of Rajasthan’s current policy framework 

must be evaluated against the severity of the external 

geopolitical shock. The existing policies were 

primarily designed for stable growth, but they are now 

tasked with crisis management. 

6.1. The Rajasthan MSME Policy 2025 and Financial 

Mechanisms 

The Rajasthan MSME Policy 2025 builds upon earlier 

policies by providing robust financial and 

administrative support. Key provisions include the 

allocation of an additional ₹250 crore fund for new and 

existing MSMEs, the implementation of a fast-track 

loan approval system, and a shift to a 100% digital 

loan application and tracking system. This focus on 

ease of doing business, financial inclusion, and 

streamlined administration aligns closely with broader 

national and regional schemes aimed at industrial 

promotion. The policy successfully addresses typical 

domestic challenges like access to affordable capital 

and operational friction. 

However, the current financial mechanisms are 

primarily geared toward credit access and expansion, 

not credit risk mitigation against catastrophic external 

shocks. Offering new businesses loans up to ₹10 crore 

to establish or existing businesses up to ₹1 crore for 

expansion becomes a liability when the dominant 

market has imposed a 50% tariff, destroying the 

revenue streams required to service that debt. The 

policy lacks specific, preemptive financial instruments 

such as credit insurance or guarantee funds designed 

to buffer MSMEs against export losses resulting from 

non-trade policy decisions, leaving a significant 

geopolitical risk gap in the financial support structure. 

 

6.2. Integrated Cluster Development Scheme (ICDS) 

2024-2029 

The Integrated Cluster Development Scheme (ICDS), 

launched in 2024 and applicable until 2029, is the 

state’s most promising policy tool for long-term export 

competitiveness and resilience. Recognizing that 

MSME clusters often grapple with fundamental 

infrastructural deficiencies and lack of access to 

modern technologies, ICDS utilizes a cluster-based 

approach for collective action. 
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The strategic intent is to enhance market orientation 

and productivity, primarily focusing on Handicraft, 

Handloom, and MSME clusters through both "soft" 

interventions (capacity building, skill development) 

and "hard" interventions (infrastructure, raw material 

banks). Crucially, the scheme explicitly targets quality 

certification, which is vital for overcoming Technical 

Barriers to Trade (TBTs), and market development 

through e-commerce platforms, promoting 

diversification. 

The long-term success of the ICDS is dependent on the 

speed of implementation. While the scheme is 

structured as a multi-year effort, the immediate need 

to secure alternative markets before global supply 

chains finalize their reconfiguration away from India 

mandates that the benefits particularly certification 

and technical upgrading—must be frontloaded. The 

state government must ensure that this policy 

commitment translates into timely execution to 

address the urgency of the current crisis. 

 

VII. STRATEGIC RECOMMENDATIONS FOR 

FUTURE RESILIENCE AND DIVERSIFICATION 

 

To stabilize the MSME sector and build structural 

resilience against future geopolitical trade shocks, a 

dual strategy encompassing immediate financial de-

risking and hyper-accelerated diversification is 

required. 

7.1. Financial Stabilization: Targeted De-Risking of 

Export Finance 

Mandate 1: Implement a Geopolitical Risk Credit 

Guarantee Scheme: The state government, in 

coordination with central initiatives, must 

immediately establish a dedicated credit guarantee and 

insurance mechanism. This fund should be explicitly 

designed to cover the working capital loans of MSMEs 

that suffer demonstrable revenue collapse due to non-

trade-related foreign policy tariffs (like the punitive 

25% duty linked to geopolitical issues). Such a 

measure is critical to mitigate the projected NPA 

uptick in export sectors and would incentivize banks, 

potentially through renewed classification norms 

under Priority Sector Lending, to sustain credit flow to 

micro-enterprises despite elevated external risk. 

Mandate 2: Restructure and Subsidize Export Debt: To 

prevent immediate bankruptcies and job losses, a 

temporary, targeted interest subvention program must 

be introduced. This subsidy (e.g., 50% of interest 

costs) should apply to outstanding working capital 

loans for MSMEs that can verifiably demonstrate a 

reduction in U.S.-bound export orders exceeding 40% 

since August 2025. This immediate stabilization of 

cash flow is essential to allow firms time to utilize 

diversification policies. 

 

7.2. Radical Market Diversification and Product 

Adaptation 

Mandate 3: Shift Focus from US Recovery to Global 

Pivot: Public resources utilized for market access 

initiatives must be radically reoriented away from the 

U.S. market in the short-to-medium term. Aggressive 

export promotion should instead focus on non-

traditional markets where tariff barriers are lower or 

where India holds preferential access, such as the 

European Union (EU), the United Kingdom (UK), 

Japan, and countries in Africa and Asia. This 

reorientation is crucial because the 50-61% tariff 

differential makes regaining U.S. competitiveness 

currently infeasible. 

Mandate 4: Quality Certification Blitz (Addressing 

TBTs): The implementation of the Integrated Cluster 

Development Scheme (ICDS) must be accelerated to 

provide a 100% subsidy for obtaining critical foreign 

quality and environmental certifications required by 

priority non-U.S. markets (e.g., EU chemical 

standards). This targeted subsidy directly addresses 

the difficulties medium-sized MSMEs face with 

document compliance and quality standards and 

ensures rapid compliance with stringent Technical 

Barriers to Trade (TBTs). 

Mandate 5: Value-Chain Upgradation: Rajasthan’s 

strategy must support MSMEs in pivoting their 

product mix toward higher-value-added categories to 

compete with exporters like Vietnam, rather than 

attempting to compete with the low-cost volume 

model of Bangladesh under the prohibitive tariff 

regime. This requires focused investment through 

ICDS in technology adoption, process automation, and 

high-skill development to double the workforce 

presently working for the export sector by 2029. 

 

7.3. NTM Compliance and Regulatory Streamlining 

Mandate 6: Establish the IACA Compliance Cell: A 

specialized, subsidized legal advisory and training 

desk must be created within the Raj Udyog Mitra 

framework. This cell would be dedicated solely to 

training handicraft exporters on the complexities of the 
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U.S. Indian Arts and Crafts Act (IACA). This service 

is necessary to protect the $2.5 billion handicrafts 

sector from the catastrophic financial and legal risks 

posed by potential $1,000,000 fines arising from 

misrepresentation. 

Mandate 7: Integrated Digital Compliance Platform: 

The state must integrate the central DGFT’s global 

NTM database directly into its existing digital loan 

and tracking system. This integration will provide real-

time, mandatory compliance checks as a prerequisite 

for export financing, effectively streamlining 

bureaucracy and providing proactive guidance to 

lower the "crippling regulatory delays" faced by 

MSMEs. 

VIII. CONCLUSION 

 

Rajasthan’s export-oriented MSMEs are currently 

exposed to an acute, externally imposed crisis, driven 

not by a failure of domestic policy or quality, but by 

geopolitical tensions that have resulted in catastrophic 

tariff barriers up to 61% in key sectors. This shock 

immediately threatens 5 to 10 lakh jobs and is 

projected to lead to an uptick in Non-Performing 

Assets in the financial sector. 

 

While the state’s policy framework particularly the 

Integrated Cluster Development Scheme 2024-2029 

provides the strategic blueprint for enhancing long-

term competitiveness through quality and technology, 

these policies are currently insufficient to address the 

immediacy of the geopolitical trade shock. The 

challenge is structural: the high concentration of 

specialized output (Meenakari, Kundan, block-printed 

textiles) in the severely penalized U.S. market 

necessitates a rapid, structural pivot. The successful 

navigation of this crisis depends entirely on the speed 

and precision of policy execution. By immediately de-

risking export finance, focusing subsidy support on 

rapid certification for alternative markets, and building 

specialized capacity to overcome NTMs like the 

IACA, Rajasthan can successfully turn this external 

pressure into a defining impetus for a more diversified, 

resilient, and globally competitive economy. 
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