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Gradually, then suddenly
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Long term macro shifts around savings, neutral rates, market segmentations, and fiscal dominance we have 
been writing about have moved from gradual to sudden moves. With the multidimensional shock of the Iran 
war, degrees of freedom on policy have been trimmed, resulting in a faster tightening of conditions and closing 
off of the period of supernormal growth domestically. With this, a lower long-term growth level might also need 
to be countenanced, especially as developments translate to higher neutral rates, term premium and lower 
availability of inputs, capital and knowhow on a global level. 
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Gradual macro shifts catalysed by West Asia developments
Global shifts we have been writing about around segmentation of value chains (Fig 3), capital flows (Fig 
3), the balance of savings (Fig 4), and fiscal dominance, all ultimately driven by geopolitics were in the 
background over the past few years. We have for a long time written about these, seeing changes as over 
the long term. However, the Iran war has catalysed these developments – global neutral rates are higher 
again, finance is being drawn from high-savings countries, global investments have slowed down, and 
the US and Japan are already in fiscal dominance territory. As in the past, this drives a segmented world 
with the law of one price no longer applying. 

India: Tolerating a lower growth equilibrium in the medium term
The global shock is across dimensions, even with an uncertain temporary ceasefire. This is seen 
hurting availability of inputs around energy, construction materials, metals, fertilisers, etc., while at 
the same time raising prices of inputs that are linked to global prices. Developments raise inflation, 
with faster convergence of India neutral rates to global levels, reducing the extent of above-trend 
growth that was hitherto possible (Fig 5). This comes with higher rates and continued pressures on 
the INR, while confidence indicators are also weaker (Figs 6-7). Developments force a revision lower 
of expected medium term growth. 

Global: Higher for longer in fiscal, rates
The mix of high defence spending, reduced savings, segmented capital markets, political fluidity, 
and generalised uncertainty has raised both neutral rates and term premium, perhaps to levels seen 
before the end of the Cold War. Higher for longer has been a catchphrase for some time, but is now 
likely to ring true across metrics of global fiscal trends, inflation and rates. 

Exhibit 1: Market expectations of 2026 rate moves – neutrals rising

Source: Bloomberg, Axis Bank Research
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Exhibit 2: Until the end of the Cold War, US trade with
China and USSR was restricted

Exhibit 3: While Trade of China and the USSR was also
largely with each other – this shifted

Exhibit 4: Global savings peaked, coming lower with US
and Eurozone

Exhibit 5: Gap with pre-pandemic GDP – we had assumed 
years of catch-up growth

Source: UNCTAD, Axis Bank Research Source: UNCTAD, Axis Bank Research

Source: Bloomberg, Axis Bank Research Source: MOSPI, Axis Bank Research
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Exhibit 6: Industrial outlook is already weakening on the war Exhibit 7: Consumer confidence has also dipped

Source: RBI, Axis Bank Research Source: RBI, Axis Bank Research 
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A recap of our past thoughts on long-term trends
A few years ago, we began writing about shifts in global value chains towards greater diversification, 
as opposed to raw short-term economic logic. With this, fresh capacity began to be built up and 
excess capacity also began to be exposed. Following geographic diversification of value addition, 
diversification of capital flows was also seen as the next development – with geopolitical drivers 
adding a layer of calculus to investment allocations. Periods of geopolitical competition are also seen 
driving additional fiscal spending, especially on defence, resulting in reduced availability of global 
savings – especially with the focus in China away from growth and towards retention of domestic 
savings. Higher interest rates then brought the concept of fiscal dominance, already seen in pressure 
from politicians globally for lower rates. At the same time, lower global savings and relatively open 
financial borders for India were seen driving steady financial outflows, which has rung true when seen 
from a basic balance standpoint. 

It must be noted that these were seen as long term and gradual events, with glacial shifts as allowed 
by the political economy. However, these shifts have been especially rapid over the past few 
months.

Iran war and associated events bring forth these views
While these developments were proceeding in the background, resulting in steadily higher interest 
rates, the Iran war has catalysed developments – with this, the imperative to build up domestic 
supply chains and defence capabilities has risen sharply, as has the incentive for nations to exert 
hard and soft power – often involving financial costs. With these, fiscal dominance becomes 
front-and-centre – with the upcoming BOJ meeting in focus around these trends. However, the US 
is also seen shifting quickly to a fiscal dominance model, with rates still being seen cut despite 
indications of increased defence spending. Coupled with segmentation of goods already in force 
given earlier US trade moves and different access to shipping routes, and segmented capital based 
on geopolitics as part of the US trade deal (as well as China’s OBOR), this leads to an immediate 
increase in global neutral rates. In this paradigm, the ECB and BOE are seen keeping rates above this 
neutral, while the BOJ and Fed will likely be below neutral, informing our FX views as well.

A more segmented world might be on the way
These conditions are similar to those seen in the last Cold War, which also saw sever segmentation 
of trade and investment relationships. In this, First World countries (US, Europe, etc.) were seen 
exchanging trade and capital only with other First World countries, Second World countries (USSR, 
China, etc.) were seen exchanging trade and capital only among themselves, with the Third World 
(everyone else) largely left alone. This also contributed to slower development among Third World 
countries, with the 

Gradual macro shifts catalysed by West Asia developments
Global shifts we have been writing about around segmentation of value chains, capital flows, the 
balance of savings, and fiscal dominance, all ultimately driven by geopolitics were in the background 
over the past few years. We have for a long time written about these, seeing changes as over the long 
term. However, the Iran war has catalysed these developments – global neutral rates are higher 
again, finance is being drawn from high-savings countries, global investments have slowed down, 
and the US and Japan are already in fiscal dominance territory. As in the past, this drives a segmented 
world with the law of one price no longer applying.
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Exhibit 8: China trade surplus as % global GDP – need to
reduce value added exposure to China

Exhibit 9: Increased spending on defence seen in basket 
outperformance

Source:Bloomberg, Axis Bank Research Source:Bloomberg, Axis Bank Research
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Exhibit 10: Global savings peaked, coming lower with US
and Eurozone

Exhibit 11: Despite falling China savings, retention within the
economy forcing yields, inflation lower

Source:Bloomberg, Axis Bank Research Source:Bloomberg, Axis Bank Research

  
 

14

19

24

29

34

80 83 86 89 92 95 98 01 04 07 10 13 16 19 22 25

World
USA
Eurozone
Japan

42

44

46

48

50

52

(2)

0

2

4

6

8

05 07 09 11 13 15 17 19 21 23 25

CNY 10y yield

China CPI inflation

China savings %GDP RHS

Exhibit 12: 2y real yields based on inflation expectation
are shifting lower with fiscal dominance

Exhibit 13: Pricing of 2026 rate change from Jan levels – markets
revising neutral rates higher

Source:Bloomberg, Axis Bank Research Source:Bloomberg, Axis Bank Research
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Peace Dividend period largely allowing trade and capital flows to engender development here.

Slower global potential growth, tighter financial conditions likely the end result
More restricted global trade, lower savings, more segmented capital and geopolitical competition 
are likely to drive tighter global financial conditions, more restricted money flows, and slower 
potential growth. Apart from the immediate impact, geopolitical choices made by countries are 
likely to be drivers of longer term growth and finance. 

Exhibit 14: Until the end of the Cold War, US trade with
China and USSR was restricted

Exhibit 15: While Trade of China and the USSR was also largely
with each other – this shifted

Source: UNCTAD, Axis Bank Research Source: UNCTAD, Axis Bank Research

Exhibit 16: Global FDI – also picked up after the end of the Cold War, increasing global spread

Source: UNCTAD, Axis Bank Research
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Ahead of the war, high-frequency trends were favourable
High-frequency indicators from 4Q show strong growth trends across sectors, with limited early 
impacts of the shocks. This is seen in strong credit growth and energy consumption (latter partly on 
warmer weather), auto registration trends, hiring, industrial production, and GST collections (growing 
despite rate rationalisations). These are likely to be driven by momentum, with the shocks not being 
fully transmitted through given availability of inventories. For an extract of high frequency indicators, 
please see appendices. 

Multidimensional shock to hit growth in the near-term
We have noted the existence of slack with potential for growth to persist above trend growth for 
the medium term, as seen in low underlying inflation and domestic neutral rates. In the near term, 
shocks are likely to hurt growth with the locus of the shock likely in 1H. In this, we assume weaker 
growth in construction (materials like tiles and paint being unavailable), manufacturing (rationing 
of inputs), travel and hospitality (lower travel amid uncertainty and high fuel costs), as well as 
agriculture (potential El-Nino, rationing of fertilisers). To an extent, this is offset by fiscal spending 
and subsidies, but growth is likely to be 1-2% below trend in 1H, with some recovery towards trend 
in 2H.

With this, we expect FY27 growth at around 7.0 % YoY, with FY28 at around 7.2%. On inflation, we 
see the base case at 4.9% - this is notably above RBI’s estimate of 4.6%, with upside risks likely for 
both. In fact, RBI’s fan chart shows inflation potentially averaging around 5.5% for two years. There 
are also downside risks to growth emanating from these developments, with RBI surveys showing 
weaker confidence.

However, higher order effects likely to be seen longer term
Apart from the near-term impact, these shocks will likely lead to higher interest rates. These will 
come either through the fiscal side or through rate hikes given higher inflation, effectively cutting 
off the time for growth above trend. While higher rates will likely attract capital, lower savings and 
geopolitical risk premia will also likely affect supply of savings.

Likely that the level of slack from the pandemic will now remain
There is a global trend of shock hits to GDP turning permanent – both in the GFC and then in the 
pandemic. Conditions had provided a unique opportunity for India to close that gap, with good 
progress so far – however, these changes likely close that opportunity. With this, trend growth is 
likely to fall back to the 6.50-7.00% range barring improvements in productivity or technology. 

India: Tolerating a lower growth equilibrium in the medium term
The global shock is across dimensions, even with an uncertain temporary ceasefire. This is seen 
hurting availability of inputs around energy, construction materials, metals, fertilisers, etc., while at 
the same time raising prices of inputs that are linked to global prices. Developments raise inflation, 
with faster convergence of India neutral rates to global levels, reducing the extent of above-trend 
growth that was hitherto possible. This comes with higher rates and continued pressures on the INR, 
while confidence indicators are also weaker. Developments force a revision lower of expected 
medium term growth.

April 15, 2026
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Exhibit 17: Gap with pre-pandemic GDP – we had assumed
years of catch-up growth

Exhibit 18: Growth likely to slow in 1H, in manufacturing,
construction, hospitality

Source: MOSPI, Axis Bank Research Source: MOSPI, Axis Bank Research
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Exhibit 19: Industrial outlook is already weakening on the war Exhibit 20: Capacity utilization unchanged, but investments
likely to be held back

Source: RBI, Axis Bank Research Source: RBI, Axis Bank Research
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Exhibit 21: Services confidence has also taken a hit,
though more is likely to be seen

Exhibit 22: Consumer confidence has also dipped

Source: RBI, Axis Bank Research Source: RBI, Axis Bank Research
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Exhibit 23: Rural consumer confidence has also fallen

Source: RBI, Axis Bank Research

Exhibit 24: However, bank lending expectations are lower – 
even though shocks usually lead to WC loans

Source: RBI, Axis Bank Research
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Exhibit 25: RBI’s fan chart shows higher inflation than the
4.6% projected

Source: RBI, Axis Bank Research

Exhibit 26: Apart from crude oil and energy, prices of plastics
are already higher as well

Source: MOSPI, Axis Bank Research
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Exhibit 27: Global GDP (USD bn) – losses during episodes
have tended to be permanent

Source: IMF, Axis Bank Research

Exhibit 28: India GDP (Rs. Bn) also has a loss around the
pandemic – this is likely to be permanent

Source: IMF, Axis Bank Research
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Global: Higher for longer in fiscal, rates
The mix of high defence spending, reduced savings, segmented capital markets, political fluidity, 
and generalised uncertainty has raised both neutral rates and term premium, perhaps to levels seen 
before the end of the Cold War. Higher for longer has been a catchphrase for some time, but is now 
likely to ring true across metrics of global fiscal trends, inflation and rates.

Lower for longer was an aberration 
The period of lower for longer rates was clearly unsustainable politically – this was driven by rising 
global savings with transfer of global GDP growth to China (with a high savings rate increasing 
global savings), while fiscal retrenchment across countries led to a glut. This drove asset prices 
higher and yields lower, while absence of consumption demand growth for goods and services kept 
inflation low. The combination of higher asset prices and slower income growth drove rising 
inequality and affordability issues, leading to political outcomes seen over the past 10 years. From 
this point of view, the high-savings China-driven growth model was already in the past, with fiscal 
spending finding some success at winning elections in the broader world.

Higher for longer also means slower growth, harder to get capital, lower private sector initiative
With lower for longer politically and geopolitically untenable, both neutral rates and term premia are 
likely to be higher. With this, and with segmented markets for both goods and capital, it is likely that 
global potential growth is likely to be lower. With higher rates and segmented capital markets, limited 
access to capital is also likely to limit incentives for private sector growth, with government directed 
growth likely to be seen as per past cycles. This fits in neatly with our expectations of greater industrial 
policy use over time.

April 15, 2026



10

Economic Research | Market and Macro Flash

 

Source: Multiple data sources available on request, Axis Bank Research

Appendices – recent India and global macro prints

Exhibit 29: India extract of high-frequency leading indicators – growth remains in good shape

April 15, 2026
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Exhibit 30: US activity prints – Apart from precautionary activity around the war, conditions are mixed

Exhibit 31: US labour prints – Labour markets mixed

Source: Bloomberg, Axis Bank Research

Source: Bloomberg, Axis Bank Research
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Exhibit 32: US housing prints – conditions again mixed

Source: Bloomberg, Axis Bank Research

 

Exhibit 33: US sentiment prints – Confidence is roundly lower given war

Source: Bloomberg, Axis Bank Research

Exhibit 34: US inflation prints – Services inflation appears supported

Source: Bloomberg, Axis Bank Research
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Exhibit 35: Eurozone activity prints – Conditions here also are mixed ahead of the war

Source: Bloomberg, Axis Bank Research
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Exhibit 36: Eurozone labour prints – numbers remain middling

Source: Bloomberg, Axis Bank Research

Exhibit 37: Eurozone sentiment prints – indicators post war are downbeat

Source: Bloomberg, Axis Bank Research
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Exhibit 38: Eurozone inflation prints – uptick seen after the war

Source: Bloomberg, Axis Bank Research

Exhibit 39: Japan activity prints – trends are mixed

Source: Bloomberg, Axis Bank Research
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Exhibit 40: Japan labour prints – recovery in earnings

Source: Bloomberg, Axis Bank Research

Exhibit 41: Japan sentiment prints – These are stronger across-the-board

Source: Bloomberg, Axis Bank Research

Exhibit 42: Japan inflation prints – some slowdown, but rate hikes still called for

Source: Bloomberg, Axis Bank Research
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Exhibit 43: China activity prints – Some recovery after new year holidays

Source: Bloomberg, Axis Bank Research

Exhibit 44: China housing prints – Continued contraction ties up savings, caps consumption growth

Exhibit 45: China inflation prints – Recovery on war effects

Source: Bloomberg, Axis Bank Research

Source: Bloomberg, Axis Bank Research
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