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01. KEY HIGHLIGHTS

Economic Backdrop:
- Global growth is projected to remain resilient at 3.3% in 2026 & 3.2% in 2027, similar to early 2025.

+ Headwinds from shifting trade policies are being offset by tailwinds from surging technology-related
investment, including Al, and broadly accommodative fiscal & monetary conditions.

- Global headline inflation is expected to decline from 4.1% in 2025 to 3.8% in 2026 and to 3.4% in 2027.

- India’s GDP growth is estimated at 7.4% in FY2025-26 following 6.5% in FY 2024-25, reflecting sustained
high-growth momentum, driven by strong consumption, infrastructure investment, manufacturing recovery,
and services sector expansion.

+ CPl inflation declined from 6.7% in FY2022-23 to 4.6% in FY2024-25 and further eased to 1.7% in
FY2025-26, improving purchasing power and supporting economic stability.

« Foreign exchange reserves crossed the USD 700 billion milestone by early 2026, enhancing the much-needed
financial stability, amid a volatile global environment.

« Similar to earlier years, the rise in the merchandise trade deficit is counterbalanced by an increase in the
services trade surplus, albeit maintaining the current account deficit at a moderate level of 0.8% of GDP in H1
FY 2025-26.

+ While FPIs have experienced fluctuations with a modest net outflow of USD 3.9 billion as of December 2025,
gross FDI inflows continued to rise significantly, growing by 16.1 per cent YoY in April-November 2025.

- The fiscal deficit has been steadily reduced from a peak of 9.2% in FY2020-21 to 4.4% for FY2025-26 and is
targeted to be kept at 4.3% in FY2026-27.

Important Budget Proposals:

The budget 2026-27 is anchored in the vision of Viksit Bharat, focusing on six strategic pillars designed to
strengthen India’s industrial "muscle":

+ Yuva Shakti-Driven Growth: Large-scale skilling and employment initiatives to transform the demographic
dividend into active productive capacity.

+ Frontier Manufacturing: Strengthening high-tech sectors through Semiconductor Mission 2.0 and the
Biopharma SHAKTI scheme.

+ MSME Support: Launching a 10,000 crore SME Growth Fund to enable small businesses to transition from
merely surviving to expanding.

+ Infrastructure & Logistics: Sustained public capital expenditure to "crowd-in" private investment, with a new
focus on City Economic Regions (CERs) and high-speed rail corridors.

- Energy Security: Emphasising climate technologies with a 20,000 crore allocation forCarbon Capture,
Utilisation, and Storage (CCUS).

- Balanced regional development involves creating "Dedicated Rare Earth Corridors" in states such as Odisha

and Kerala to ensure secure supply chains for critical minerals.



02. GLOBAL SCEN

The United States' announcement of reciprocal tariffs in April 2025 initially raised concerns about global
growth and inflation, but near-term activity remained resilient. Global growth is projected at 3.3% in 2026, fully
recovering from the April 2025 tariff-related downgrade and returning to its January 2025 level. Advanced
economies (AEs) are expected to grow at 1.8%, driven largely by continued US resilience, while emerging market
and developing economies (EMDEs) are projected to expand by 4.2%, slightly below initial expectations,
reflecting lingering effects of tight financial conditions and trade uncertainty.

Overall, growth stabilises but remains uneven and regionally divergent. The USA registered robust growth with
marked support from Al-driven investment momentum, albeit inflation remaining well above the 2% mark & a
gradual weakening of the labour market. The Eurozone showed moderate growth with mixed results - while
Spain grows robustly, Germany, France, and Italy continue to underperform. Growth is expected to remain
moderate at around 1.4-1.6% in 2026 & 2027 as inflation ebbs and monetary policy remains supportive.
Meanwhile, China continues to grapple with deflationary pressures due to weak domestic demand and
structural weaknesses in the real estate market. Japan's growth remains moderate with inflation running well
above the Bank of Japan's target of 2%. Russia continues to grow at a slower pace due to sanctions and low
financial integration. Growth is expected to remain low due to narrow support from defence expenditure and the
redirection of energy exports under tight monetary conditions. African economies are expected to gain, with
growth accelerating above 4% by 2026 as the macro environment improves. However, Africa remains
constrained by issues like high debt levels, climate change, and geopolitics.
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Global inflation is projected to hover modestly at around 3.8% in 2026, as demand cools, supply stabilises,
commodity prices are lower, and central banks have maintained tight monetary policies long enough, though
risks remain from geopolitics and climate shocks. On the investment front, the global FDI landscape has
remained subdued through 2024 and 2025, extending the weakness that has characterised international
investment flows in recent years due to heightened policy and geopolitical uncertainty. Despite that, FDI inflows
to developing economies remained broadly stable, with Asia remaining the largest recipient region.

Global spillovers impacting India

India’s external sector in FY2025-26 was marked as an "unusually challenging year" due to significant global
trade disruptions and policy shocks. The most disruptive spillovers involved the US imposition of 25 per cent
reciprocal tariffs in April 2025, followed by a 25 per cent penal tariff in August 2025 on most of India's
merchandise exports. These actions, combined with broader geopolitical fragmentation and strategic
decoupling, caused the global Trade Policy Uncertainty (TPU) Index to surge by 1165.6 per cent year-on-year in
April 2025, reaching its highest level since records began. This environment reflects a structural shift toward
"geostrategy globalisation,” where trade policy is increasingly governed by considerations of national security
and technological sovereignty rather than efficiency or multilateral rules.

Financial and strategic spillovers further strained domestic stability as the Indian rupee depreciated by more
than 6 per cent against the US dollar between April 2025 and January 2026, primarily due to persistent foreign
portfolio investment (FPI) outflows and market anxiety regarding bilateral trade negotiations.
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