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External Cues ȸ Global Growth :  Bracing for a dual shock of slower growth & higher prices

Source: Chatham House, Bloomberg, Deloitte Insights   * 20% of global pet liquid consumption, OECD  

Global Activity Shows a Synchronized Shock

Asia -Pacific Growth to Slow to ~4% vs 4.5% in CY25

Likely Economic Winners and Losers from the Middle East Crisis

ƐŇāɁƐɈEţĨƉľƻɈ@ĨƆĨţģĨţĝĨɈŪţɈƘŃĨɈ{ŇģģŜĨɈEāƐƘɈÃĨŢāŇţƐɈ_ŇľŃ
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The macro risk from the 
Middle East conflict lies 

less in direct output 
destruction and more in a 

potential energy -led 
stagflation impulse, with 

import -dependent Asia and 
fiscally weaker EMs most 
exposed. The US appears 
relatively better insulated 
with CY26 growth seen at 
2% vs 2.1-2.2% in CY25. 

Global GDP growth is seen 
to slow to 2.9% in CY26 
against 3.3% in CY25.

The scale and persistence 
of the conflict will 

determine the eventual 
growth impact; recent 

signals suggest the episode 
may yet prove relatively 

short -lived. The impact on 
Europe appears lower than 
during the Russia -Ukraine 
conflict, but the effect on 
Asia-Pacific could be more 

material. The crisis may 
also further reinforce the 

relative strength of the US 
economy.

ƐŇāɁƐɈľƉŪƵƘŃɈŪƞƘŜŪŪřɈŃāƐɈ
deteriorated as higher 
energy; chemical and 

fertilizer costs converge 
with prevailing tariff 

uncertainty and a possible 
cooling in the AI export 

cycle ȹ  potentially turning 
a mild slowdown into a 
broader inflation shock. 
Korea, Taiwan, India and 

China may be most exposed 
to slowing growth risks (in 

that order)

Nearly 20 mbpd of 
petroleum products* move 

through the Strait of 
Hormuz daily, with no viable 

alternative route for 
roughly 75% of these flows 
and virtually none for LNG 
exports from Qatar / UAE. 

In addition, 20ȸ30% of 
global fertilizer exports 

transit Hormuz ȹ  a 
particularly relevant risk 

ahead of the key crop 
season for many agri -

economies

-5.8%
-4.0%-3.7%-2.4%-2.0%-1.7%-1.3%-0.9%-0.6%

0.2%0.3%

4.2%4.9%

11.7%

17.0%
19.2%

21.6%

-10%

-5%

0%

5%

10%

15%

20%

25%

S
. K

or
ea

Ja
pa

n

In
di

a

C
hi

na

F
ra

nc
e

G
er

m
an

y

U
K

S
w

ed
en

S
w

itz U
S

Ir
an

A
us

tr
al

ia

C
an

ad
a

R
us

si
a

S
au

di

U
A

E

N
or

w
ay

Net Energy Trade (% of GDP)

52.4
53.9

58.9

51.9

53.7

51.9

47.0

52.5

56.6

50.5 51.0 51.4

45.0

50.0

55.0

60.0

Australia Japan India Euro UK US

Global Manufacturing PMIs decline in Mar'26

Feb-26 Mar-26

27%

57%

11%

30%33%
43%

91%

59%

0%

20%

40%

60%

80%

100%

China India Japan S Korea

% share of top 3 Middle East Exporters                                                  
(by volume of total O&G imports)

Natural Gas Oil

4.3

7.8

5.0

1.1

5.0

0.9

8.7

4.0

7.5

4.4

0.5

3.8

1.9

6.6

3.6

6.2

4.3

0.7

0

2

4

6

8

10

Asia Pac India China Japan Singapore S. Korea Taiwan

GDP Growth (y/y %)

2025 2026 2027



4

External Cues ȸ Global Growth

Assessment   

Á Conflict  duration  remains  the  single  most  important  swing  factor . If  the  disruption  proves  brief,  the  hit  may remain  a short -term  growth  risk ; if  it  persists,  the  
combination  of  tighter  energy  markets,  weaker  confidence  and a constrained  policy  response  could  turn  this  into  a more material  growth  risk .

Á As of  now, the  shock  appears  to  be increasingly  taking  the  form  of  a stagflationary  impulse  ȹ  growth  is slowing  even as inflation  risks  begin  to  rebuild .
Á Second -order  effects  through  higher  fertilizer,  transport  and shipping  costs  are expected  to  weigh  more meaningfully  on household  purchasing  power,  corporate  

profitability  & business  confidence,  although  the  impact  is likely  to  remain  uneven across  regions  depending  on import  dependence  and fiscal  room
Á Some sections  assess that  the  US consumer  already  faced  with  a slowing  job market,  elevated  borrowing  costs  and depleted  household  savings  may buckle  under  the  

fresh  war  led  spike  in fuel  costs  - leading  to  some chatter  around  US recession  risks  too  ȸ the  jury  is out  on this  as yet  !

Implication 
Á Unlike  the  previous  crisis  of  COVID or the  RUK conflict,  where  monetary  policy  stepped  in to  support  growth,  this  crisis  is a pure  supply  shock  and cannot  be wished  away 

through  monetary  policy . 
Á Resolution  therefore  must  arise from  releasing  of  the  critical  chokepoints  in the  Middle -east  in the  immediate  term  ȸ however  this  scenario  too  may leave a growth  scar  

over a couple  of  quarters . In such a scenario,  winners  and losers  (at different  levels  ȸ geographically,  sectoraly  etc ) could  be very divergent  

Risks
OA longer  conflict  could  turn  an energy -price  shock  into  a broader  supply  shock , in turn  making  inflation  more broad -based and persistent,  and complicating  central -

bank  responses .
OMarkets  risk  further  repricing  of  monetary  policy  expectations , shifting  from  cuts  being  delayed  to  the  possibility  of  even hikes .
PDe-escalation  whipsaw  risk : if  the  conflict  de-escalates  faster  than  feared,  oil  could  retrace  sharply  and risk  assets  could  stage  a relief  rally .

Facts  

Á The Middle  East conflict  is transmitting  to  the  global  economy  primarily  through  energy,  freight  and supply -chain  disruption , given  that  nearly  20 % of  global  oil  and 
gas consumption  passes through  the  Strait  of  Hormuz,  even though  Gulf  economies  account  for  only  ~2ȸ3% of  global  GDP. There are also meaningful  risks  of  longer -
lasting  damage  to  energy  infrastructure,  which  could  keep energy  costs  elevated  and volatile  even after  the  conflict  settles .

Á Real-time  activity  data  suggests  that  the  shock  is feeding  into  growth . The US flash  composite  PMI fell  to  51.4 in March  from  51.9 in Feb, an 11-month  low ; the  euro -
zone composite  PMI fell  to  50 .5 , a 10-month  low ; and the  UK composite  PMI fell  to  51.0 from  53 .7, with  the  fastest  manufacturing  input  cost  increase  since  1992 . 
That  said broader  global  growth  momentum  is expected  to  hold  up thanks  to  continued  AI-led  spending  although  there  will  be some significant  but  manageable  
economic  impact

Á Asia remains  the  most  exposed  end-market  for  these  flows,  with  ~90 .5% of  qāƆāţɁƐ oil  imports  coming  from  Saudi Arabia,  the  UAE and Kuwait,  while  Qatar  supplied  
40 .7% of  cţģŇāɁƐ natural  gas imports . The crisis  has also exposed  several  less obvious  supply -chain vulnerabilities ; for  instance,  Qatar  has shut  down  around  a third  of  
global  helium  production,  a critical  industrial  gas for  semiconductors .

What began as one -time energy shock is increasingly grown into  a broader supply chain issue with stagflationary  implications. Growth impact over 3 -6 months 
seems to be visible even if the conflict ends immediately, with increasing risk of longer -term ramifications. Sharply divergent and unclear outcomes requires 

portfolios to be more diversified than before 
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Local Cues ȸ Growth :   Too early to assess the full impact, but downside risks have increased

ÊŪƞƉĝĨȡɈc:Ã Ɉ9ƞƐŇţĨƐƐɈ ĝƘŇƴŇƘƻɈ{ŪţŇƘŪƉɈYĨĜɁǑǕȠɈÃ9cȠɈMoneyconrol , PPAC.gov.in

Prices and availability of energy products loom large

High -frequency indicators soften in {āƉɁǑǕ ƴƐȟɈāɈƐƘƉŪţľɈYĨĜɁǑǕ

Impact on GDP growth estimated at 70 ȸ100 bps

cţģŇāɁƐɈƴƞŜţĨƉāĜŇŜŇƘƻɈƘŪɈŪŇŜɈƐƆŇřĨƐɈŃāƐɈŢŪģĨƉāƘĨģ

1 2

3 4

Indian crude prices have 
risen by over 100% y/y. 
Beyond prices, energy 

availability remains a key 
risk. LPG shipments from 

the Middle East, which 
āĝĝŪƞţƘɈĽŪƉɈɴǘǏʁɈŪĽɈcţģŇāɁƐɈ
gas imports, fell in {āƉɁǑǕ 
to their lowest level since 
ƆƉɁǑǒ, even as domestic 

refiners increased LPG 
production by ~30% y/y in a 

quick response.

67.7 64.0
69.8 71.0 69.1 69.6 65.1 64.3 62.2 63.1

69.0

121.6

157.0

50

70

90

110

130

150

170

A
pr

-2
5

M
ay

-2
5

Ju
n-

25

Ju
l-2

5

A
ug

-2
5

S
ep

-2
5

O
ct

-2
5

N
ov

-2
5

D
ec

-2
5

Ja
n-

26

F
eb

-2
6

M
ar

-2
6

India Crude Basket Price (USD /bbl)

7.0%
7.2%

5.9%
6.2%

6.5%

4.0%

5.0%

6.0%

7.0%

8.0%

Goldman Sachs Elara ICRA

GDP Growth Forecasts (CY26/FY27)

Pre-Middle East War Latest

1.
6

1.
5

1.
5

1.
3

1.
2

1.
0

0.
9

0.
8

0.
8

0.
8

0.
6

0.
6

0.
6

0.
6

0.
6

0.
6

0.
6

0.
6

0.
6

0.
6

0.
5

0.
5

0.
5

0.
5

0.
4

0.0

0.5

1.0

1.5

2.0

20
00

-0
1

20
01

-0
2

20
02

-0
3

20
03

-0
4

20
04

-0
5

20
05

-0
6

20
06

-0
7

20
07

-0
8

20
08

-0
9

20
09

-1
0

20
10

-1
1

20
11

-1
2

20
12

-1
3

20
13

-1
4

20
14

-1
5

20
15

-1
6

20
16

-1
7

20
17

-1
8

20
18

-1
9

20
19

-2
0

20
20

-2
1

20
21

-2
2

20
22

-2
3

20
23

-2
4

20
24

-2
5

Oil intensity of GDP, thousand barrels consumed per 
USD billion of GDP

9.3

13.8

9.1
8.5

9.9

11.6

7.7

10.9

9.4

7.9

10.6

6.4

8.4

5.7

10.8 10.6

8.9
10.0

0

4

8

12

16

Sep Oct Nov Dec Jan Feb

Y
oY

 (
%

)

YoY growth of ICRA Businesss Activity Monitor

FY2024 FY2025 FY2026

Economic activity seemed 
to be holding up in Mar with 
vehicle registrations up by 

19% yoy and E-way bills 
growing by 9.4% yoy until 
the 3rd week of the month. 

However, restaurant 
footfalls softened, and 

consumption on delivery 
platforms moderated..

cţģŇāɁƐɈZ@ÀɈľƉŪƵƘŃɈŪƞƘŜŪŪřɈ
has been revised downward 
by some forecasters. While 
the downside risk is clearly 
elevated, the extent of the 
impact remains uncertain 
given the fluidity in macro 
variables, commodity -price 
dynamics and the duration 

of the conflict. These 
revisions are broadly based 
on crude averaging ~USD 

85ȸ90/ bbl  in FY27

While India remains 
vulnerable to oil spikes, the 
ĨĝŪţŪŢƻɁƐɈģĨƆĨţģĨţĝĨɈŪţɈ
oil has been on a declining 

trend, supported by a 
meaningful shift toward 

renewable energy, blending 
of fuel, improving energy 
efficiency and, to some 
extent, the services -led 

nature of growth.
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Local Cues ȸ Growth   

Á India remains  materially  exposed  to  the  Middle  East through  energy  and trade  flows . Roughly  46 % of  crude  imports  and 55 % of  LNG imports  are linked  to  Gulf  / Strait -of -
Hormuz  supplies,  while  the  GCC remains  critical  for  exports  (~USD 60  bn in FY25 ) and remittances  (~USD 40  bn in FY24 , or nearly  one-third  of  cţģŇāɁƐ total  remittances) .

Á Given the  unfolding  energy  shock  post  the  Middle  East conflict,  cţģŇāɁƐ FY27  growth  outlook  has already  been  revised  lower  by  multiple  forecasters  to  ~6.0ȸ6.5%, (while  S&P 
has raised  its  FY27 GDP growth  estimate  to  ~7.1%), reflecting  the  uncertainty  and fluid  macro  dynamics  at  play .

Á High -frequency  domestic  activity  had improved  into  February  and remain  steady  into  {āƉɁ26. The flash  Composite  PMI fell  to  a 3.5-year low  to  56 .5 (Feb: 58 .9), driven  largely  by 
weakness  in manufacturing . Input  cost  inflation  rose the  most  in nearly  4-years. Encouragingly,  export  orders  continued  to  grow  at  a record  pace 

Á Separately,  CY26  is expected  to  experience  a super  El Niño , increasing  the  likelihood  of  weaker  monsoons & hotter  summers,  which  could  weigh  on the  kharif  crop  season.

OConflict -persistence  : A longer  conflict  could  turn  a manageable  oil  shock  into  a broader  and more generalized  slowdown  in demand .
OUSD 100+ crude   If  crude  sustains  near or above USD 100/bbl , pressure  on CAD, BoP, INR, CPI, fiscal  deficit  and yields  becomes  materially  sharper  and more non-linear .
OClimate  risk : With  fertilizer  & fuel  dynamics  already  fragile,  weaker  monsoon could  further  complicate  the  policy  backdrop,  given  the  broader  implications  for  food  security .

Assessment   

Implication 

Risks

Facts  

The domestic growth cycle is not breaking, but downside risks have clearly increased. The key swing factors now are crude per sistence, policy flexibility and 
whether higher input costs begin to translate into broader margin and demand stress ȸ all of which will start showing up into 1Q FY27 

Á Growth  expectations  for  FY27  now carry  a distinct  downside  risk . This could  remain  the  case even if  the  conflict  settles  relatively  quickly,  as supply  disruptions  may linger  and 
keep  price  pressures  and material  shortages  elevated . FY27 earnings  growth  expectations  could  well  settle  into  mid-single  digits . 

Á The key  positive  in this  crisis,  is the  comfortable  starting  point  with  regard  to  1) low  inflation,  2) low  fiscal  deficit  and 3) reasonable  forex  reserves . Given the  widening  growth  
slack  and the  cost  push led  price  pressures,  policy  may remain  supportive  of  growth . Hidden  reserves  could  emerge  from  a large  RBI dividend  that  can provide  fiscal  relief .

Á Given impact  of  inflation  and wealth  effect  of  falling  asset  prices,  the  nascent  consumption  revival  cycle  may  get  impacted  ȸ yet  again the  mantle  of  driving  growth  may rest  on 
the  shoulders  of  the  Govt.  The other  counter  intuitive  beneficiary  could  be exports  given  the  attractiveness  of  the  INR and the  global  thrust  towards  supply  chain diversification

Á While  it  may still  be too  early  to  quantify  the  full  growth  impact,  the  direction  is clear : the  shock  is now moving  beyond  a price  shock  into  a supply  shock  with  lingering  impact  on 
activity,  demand,  confidence  and financial  conditions,  including  the  currency , impacting  a nascent  growth  recovery  and testing  the  strong  domestic  fundamentals .

Á The impact  is likely  to  be non-linear . At  Brent  of  ~USD 80ȸ90 /bbl , the  shock  appears  manageable  though  growth -negative  ( USD 90 . bbl  does appear  like  new tolerance  
threshold  vs USD 60  ȸ 65  /bbl  earlier)  ; above USD 100/bbl , pressure  on CAD, INR, yields  and policy  flexibility  rises  materially . In broad  terms,  every  USD 10 rise  in crude  is 
expected  to  increase  WPI /  CPI by  ~80ȸ100 bps  /  ~40ȸ60  bps  under  full  pass-through,  while  CAD could  widen  to  above  2% if  crude  sustains  above USD 100/bbl . 

Á The latest  data  also suggests  that  while  input -cost  pressures  have risen  sharply  to  the  highest  in four  years  ȹ  across  metals,  food,  rubber  and other  inputs  ȹ  firms  have so far  
absorbed  much of  the  increase,  with  limited  pass-through  via selling  prices . This likely  reflects  an expectation  that  the  latest  spike  may prove  transitory . However,  if  these  cost  
pressures  persist,  margin  compression  could  become  more visible  in Q1-FY27 and price  hikes  may begin . (passenger  vehicles  and paints  have already  taken  price  hikes)

Á In the  PMI, outlook  on exports  have remained  strong,  reflecting  the  benefit  of  a more  competitive  INR and continued  diversification  of  exports  toward  newer  geographies . The 
expected  FTAs with  the  Eurozone and the  settlement  of  the  Indo-US tariff  treaty  in CY27 could  provide  an additional  tailwind  to  this  segment . From a medium -term  perspective,  
global  derisking  of  supply  chains, easing  of  Press Note  3 norms  locally  (~600  proposals  worth  USD 5 ȸ 7B pending)  and inclusion  in the  BBG Global  Aggregate  index  bode well  
for  capital  inflows  into  India over time . 
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Inflation & Interest Rates ȸ Global : Yields rise as war upends inflation & rate cut expectations 

Assessment   

Á While  market  pricing  for  a US Fed hike  has increased,  it  still  appears  unlikely  in 
the  near term  given  the  approaching  mid -term  Presidential  election , and the  
negative  growth  shock  from  higher  energy  prices  hitting  an economy  already  
facing  elevated  unemployment . For now, the  FOMC dot  plot  continues  to  
indicate  one rate  cut  in CY26 .

Á Europe  and Asia  appear  more  rate -sensitive  to  the  oil  shock  than  the  US, as the  
inflation  impulse  is larger  and more immediate . Economies including  India,  
Indonesia  and the  Philippines  are seen to  be relatively  more exposed  to  
currency  and inflationary  pressures .

Implication 

Á The probability  of  near -term  rate  cuts  has fallen  materially  across  major  
developed  markets,  while  the  possibility  of  hikes  has reopened . 

Á Long -bond  yields  are likely  to  remain  sticky  and may  move  higher .
Á This points  to  the  onset  of  a more challenging  rates  backdrop  for  financial  

assets,  characterized  by higher  yields,  tighter  policy  and greater  FX volatility .

OPolicy -error  risk : Central  banks face  a difficult  trade -off  between  looking  
through  a crisis -led  spike  in energy  prices  and tightening  financial  conditions  to  
manage higher  inflation - raising  risks  of  policy  errors .

OPrivate -credit  risk : Private  credit  remains  an area of  concern . For now, the  issue 
appears  contained,  but  it  could  have a broader  cascading  impact  if  investor  
confidence  weakens  further .

Facts  

Á The global  rate -cutting  cycle  appears  largely  over , as the  earlier  benign  
inflation  narrative  has shifted  and markets  are beginning  to  price  in rate  hikes at  
the  margin .

Á While  the  US Fed, ECB and BoE all  held  rates  steady  in {āƉɁ26, Australia  raised  
rates  for  the  second  consecutive  time , while  Japan, ECB & BoE are increasingly  
expected  to  tighten  between  AprȸqƞţɁ26 .

Á Global  bond  yields  have risen  sharply , reflecting  higher  inflation  pressures,  a 
stronger  USD and a fading  probability  of  a rate  cut

Source: Bloomberg, Graph ȸ 2 is from Goldman  Sachs Global Investment Research 

Market Pricing of Fed Rate Cuts by Year -End
1

2
Expectations of Global Inflation by end CY26  

Rate-hike 
expectations have 

risen sharply across 
major economies 

including the Euro 
Area, the UK, parts 
of Asia, and even 
the US ȹ  where 

markets were still 
pricing in two rate 
cuts as recently as 

YĨĜɁǑǕ

Global inflation is 
now seen moving 

higher, led by 
energy and broader 

supply -chain 
disruptions that 

could persist 
beyond the 

immediate duration 
of the conflict. The 
OECD expects US 
inflation to rise to 
4.2% in CY26 vs 

2.6% in CY25

Risks

*Our estimates may underestimate the nonlinear impact of a severely adverse LNG shock in Europe & Asia
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Effect of Oil Price Scenarios on Headline Inflation, 
1 Year Forward*

Baseline Adverse Severely Adverse

Inflation concerns predominate market reactions currently. In navigating policy, central banks will need 
to look through this for medium -term growth impact too while shaping policy. Viewed in this way, 

markets could also be running ahead in the bearish outlook that yields reflect
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Inflation & Interest Rates ȸ Local : Inflation back on policy radar, rate cut bets evaporate

Source: Bloomberg

India CPI inflation remains within the policy band, but is trending higher

ôŇĨŜģƐɈŃāƴĨɈŃāƉģĨţĨģɈāĝƉŪƐƐɈƘŃĨɈĝƞƉƴĨɈģĨƐƆŇƘĨɈÃ9cɁƐɈĝƞƘƐɈʅɈŜŇƈƞŇģŇƘƻɈ
measures

2

Á CPI inflation  expected  to  rise  owing  to  input  prices  rising  across  fuel/energy,  
food  and the  second  order  price  impact  across  a very wide  range  of  intermediate  
and final  goods .

Á Swap markets  are indicating  two  RBI rate  hikes  in CY26.

Á Fears of  a weaker  INR, higher  CAD and fiscal  deficit  are weighing  on bond yields

Á CPI inflation  is estimated  to  rise  by ~40  bps  for  every  USD 10 increase  in crude  
prices , though  the  realized  impact  may be lower  depending  on how the  burden  is 
shared  between  the  stakeholders . That  said, some street  estimates  now place  
average  FY27  inflation  closer  to  5 .0%, versus 4.3% pre -Middle  East  conflict .

Á Fears of  an immediate  rate  hike may still  be premature,  given  that  inflation  
remains  below  4% and retail  fuel  prices  are unlikely  to  be raised  right  away; 
global  crude  prices  are also expected  to  normalize  closer  to  USD 80ȸ85 /bbl , if  
not  lower,  once the  conflict  eases. The situation,  however,  remains  highly  fluid  
and continues  to  evolve .

Á RBI policy  flexibility  has narrowed  materially,  given  the  combination  of  cost -
push inflation,  INR depreciation  and higher  government  spending .

Á Bond  yields  are likely  to  remain  sticky . In addition  to  local  factors,  global  cues 
could  also keep domestic  yields  under  upward  pressure .

Á Given the  nature  of  the  shock,  the  fact  that  growth  recovery  was nascent  and 
inflation  has been soft,  the  RBI maybe compelled  to  take  a supportive  approach . 

OContinued  depreciation  in the  INR

OOil prices  remaining  above USD 100/bbl  for  a sustained  period
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cţģŇāɁƐɈŜŪĝāŜɈƉāƘĨƐɈĜāĝřģƉŪƆɈŃāƐɈƘƞƉţĨģɈŢŪƉĨɈĝāƞƘŇŪƞƐȡɈŃŇľŃĨƉɈŪŇŜɈŇƐɈƘŃƉĨāƘĨţŇţľɈƘŪɈĽĨĨģɈŇţƘŪɈĜƉŪāģĨƉɈ
inflation, is already affecting the INR, and triggering external -balance concerns ȹ  pushing yields higher. 
_ŪƆĨĽƞŜŜƻȠɈƘŃĨɈc|ÃɈāţģɈĝāƆŇƘāŜɈĽŜŪƵƐɈģŪɈţŪƘɈĽŪƉĝĨɈƘŃĨɈÃ9cɁƐɈŃāţģɈŇţƘŪɈƘāřŇţľɈŃāƉƐŃɈƆŪŜŇĝƻɈģĨĝŇƐŇŪţƐȟ

Assessment   

Implication 

Facts  

Risks

ÒŃĨɈĜĨţŇľţɈYĨĜɁǑǕɈ
inflation print now 
appears stale in 

light of the latest 
surge in energy 

prices. Early 
estimates of 

expected inflation 
yet seem to be 
under  6% - the 

upper end of policy 
comfort zone

Yields have 
hardened across 

the curve ȹ
affected by liquidity 

conditions, fading 
hopes of rate cuts 
and most recently 

on concerns of 
inflation and fiscal 

arithmetic
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Valuation & Earnings :  ÒŃĨɈţāƐĝĨţƘɈĨāƉţŇţľƐɈƉĨĝŪƴĨƉƻɈŢāƻɈŃāƴĨɈŃŇƘɈāţɈɀāŇƉɈƆŪĝřĨƘɁ

Source: Bloomberg, Spark Internal Estimates 

Early to assess the full impact, but downside risks have increased

Nifty earnings estimates for 1HFY27 have remained steady for now

OHigher than expected pass through of oil price rise,  impacting broader demand 
OSupply disruptions led broad -basing of earnings deterioration 

Á Q3FY26  results  signalled  a strong  rebound  in earnings  across market  caps, led  
by a sharp improvement  in oil  &  gas,  metals,  PSUs and autos .

Á At  present,  FY27  earnings  forecasts  remain  unchanged , pending  greater  clarity  
on the  duration  of  elevated  crude,  though  downside  risks  are clearly  meaningful .

Á On valuations,  the  current  Nifty  TTM earnings  yield  of  ~4.8% implies  a spread  
of  roughly  210 bps  versus the  10-year  G-sec yield  of  ~7%.

Á Near-term  earnings  expectations  are likely  to  become  more  selective  and more  
divergent , with  a reasonable  likelihood  that  headline  earnings  estimates  may yet  
see another  round  of  downward  revision .

Á Select  sectors  such as renewables,  power,  utilities,  select  manufacturing  
could  find  favor,  also in line  with  the  broader  global  HALO  narrative  gaining  
momentum .

Á With  inflation  back  in the  mainstream  narrative,  higher  yields,  a tougher  macro  
backdrop  and a pushback  in the  much-awaited  earnings  cycle,  our view remains  
that  a de-rating  in Indian  equities  continues  to  be underway .

2

1

Q1 CY26

Q2 CY26

Q3 CY26

Nifty earnings estimates for 1HFY27 have remained steady for now

Á The eventual  level  at  which  crude  prices  settle  remains  critical  to  the  earnings  
arithmetic . Some sections  believe  that  elevated  crude  for  a few  weeks  may not  
permanently  alter  broader  earnings  estimates ; however,  persistently  high  crude  
prices  (~USD 100/bbl ) are expected  to  trigger  earnings  cuts  across sectors,  
particularly  paints,  chemicals  /  fertilizers,  aviation,  QSR /  delivery  and 
consumer  goods  with  high  input -cost  sensitivity,  though  these  are still  not  seen 
as permanent  impairments .

Á Historically,  a Nifty  earnings  yield  spread  of  lower  than  200  bps  versus the  10-
year G-sec has implied  a more favourable  risk -reward  over a 12ȸ24  M horizon . 
Separately,  from  a market -cap-to -GDP perspective,  India remains  at  ~113, 
versus a peak of  150 and crisis  levels  of  48ȸ50 .

6%

17%

14%

0%
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18%

FY26 FY27 FY28

Nifty Earnings Expectations (Consensus) 

Given the nature of the shock, earnings expectations will likely be revised sharply lower. 
Current valuations will need to be viewed in this backdrop.

FY27 earning 
estimates are 

currently too fluid - 
4QFY26 and 

1QFY27 results may 
provide some 

visibility of the 
impact to growth 

for FY27.

FY27 earnings 
expectations 

improved after Oct ȸ
@ĨĝɁǑǔɈƈƞāƉƘĨƉƐȟɈɈ
While there has 

been a mild 
downgrade to 

Q4FY26 earnings, 
FY27 earnings 

remain intact as of 
now but are subject 

to meaningful 
downside risk

Assessment   

Implication 

Facts  

Risks
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Nifty 50

Nifty Small cap 250

Nifty Midcap 150

Broadly attractive valuations: Large caps are trading below -1SD of their 5 -year average valuations, while mid -caps have correct ed to similar 
levels and small caps continue to remain above their historical averages.

Decoding Valuations

Source: Bloomberg, Spark PWM

5M
F

Y
25

Nifty 500

Large Caps: 

Á Large Caps are currently trading below         

-1SD levels of 5 -year average PE.

SMID Caps: 

ÁSmall -caps continue to trade above 

their 5 -year average valuation levels, 

while mid -cap stocks have corrected 

meaningfully and are now close to -1SD 

below their 5 -year average P/E.

Á The recent correction is largely driven 

by geo -political uncertainties. While 

timing the exact market bottom 

remains challenging, current valuations 

across market caps are becoming 

increasingly attractive from a medium -

term perspective.
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NSEMD150 Index > PE Ratio [1GBF Est]

23.2

20.6

10.0

15.0

20.0

25.0

30.0

M
ar

-2
1

A
ug

-2
1

D
ec

-2
1

M
ay

-2
2

O
ct

-2
2

F
eb

-2
3

Ju
l-2

3

N
ov

-2
3

A
pr

-2
4

S
ep

-2
4

Ja
n-

25

Ju
n-

25

O
ct

-2
5

M
ar

-2
6

NSES250 Index > PE Ratio [1GBF Est]
Deviation 1 - Adjusted Price / Estimated Earnings (NSES 250 Index)
Average Adjusted Price/Estimated Earnings (NSES 250)
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FII flows were net negative over the last fortnight, with notable outflows in Financial Services, Auto & Auto Components and Telecom sectors 
whereas Capital Goods witnessed inflows.

îŃĨƉĨɈƘŃĨɈ{ŪţĨƻɁƐɈ{ŪƴŇţľɈȡɈÊĨĝƘŪƉ-Wise FII Trends

Source: Bloomberg, NSDL, Securities & Exchange Board of India, Spark PWM

Breakdown of Fortnightly FII Flows to Indian Equities by Sectors (INR Crs)

SECTOR / DATE 31-Oct 15-Nov 30 -Nov 15-Dec 31-Dec 15-Jan 31-Jan 15-Feb 28 -Feb 15-Mar
Automobile and Auto Components (593) (385) (1,257) 611 (2,656) (500) (3,094) 511 3,075 (4,807)
Capital Goods 169 788 1,707 (1,218) (1,348) 326 2,435 8,032 4,103 3,897 
Chemicals (608) (518) (660) (23) (25) 69 71 642 (394) 225 
Construction 1,592 (330) (112) (175) 382 (455) (1,077) 1,745 2,742 (2,975)
Construction Materials (1,198) (369) (492) (1,125) (549) (481) (376) 378 (57) (1,492)
Consumer Durables (1,543) (1,379) 1,273 401 198 322 (1,372) (434) (322) (1,727)
Consumer Services (1,677) (2,918) (1,075) (50) 3,390 (1,952) (3,561) 1,066 (5,238) 531 
Diversified (70) 46 10 (80) (29) (14) 5 (2) 2 -   
Fast Moving Consumer Goods (1,267) (2,042) (2,722) (1,419) (4,425) (6,128) (1,369) (1,182) (769) (2,403)
Financial Services 5,003 (2,041) (1,137) (6,516) (4,009) (3,190) (5,402) 6,175 2,243 (31,831)
Forest Materials 17 (12) (19) (54) -   (10) 12 30 8 (4)
Healthcare (365) (2,526) 743 (2,351) (643) (1,049) (5,113) (1,051) 722 (2,436)
Information Technology (267) (4,873) (921) (3,331) 4,457 (2,075) 240 (10,956) (5,993) (1,263)
Media, Entertainment & Publication (133) (148) (161) (39) (281) (123) (55) 134 (62) (57)
Metals & Mining 1,752 (109) (571) 807 2,177 2,689 8,837 3,279 2,359 876 
Oil, Gas & Consumable Fuels 8,043 2,992 4,177 3,001 (645) (549) (391) 4,678 703 (2,932)
Power (138) (2,512) (103) (2,118) (635) (340) (1,527) 3,272 1,234 602 
Realty 1 236 (1,045) (670) (271) (699) (1,956) 786 (52) (2,133)
Services (21) (673) (307) (3,237) (1,041) (1,587) (384) 1,286 205 (1,275)
Telecommunication 2,087 9,413 4,913 (879) 1,113 (1,497) (3,280) (106) (1,775) (3,856)
Textiles (156) (186) (140) (263) (274) (176) (99) (67) (33) (177)
Utilities 14 8 27 (13) (17) (126) 24 (14) 8 (14)
Others 395 1,554 634 999 382 (1,397) 726 1,647 309 620 
Total 11,037 (5,984) 2,762 (17,742) (4,749) (18,942) (16,707) 19,849 3,018 (52,632)
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Allocation of Capital : FIIs rush out of Asian EMs; India bears the maximum brunt

Source: Bloomberg, AMFI, Moneycontrol , ETF 

FIIs revert to selling after a one -month inflow post the US ȸcţģŇāɈģĨāŜɈŇţɈYĨĜɁǑǕ

Flows into equity mutual funds continue at a steady pace
2

OModeration of flows into equity funds or increase in SIP stoppage ratios

OSpike in risk off events triggering redemptions esp. from SMID funds

Á Most  Asian markets  have seen heavy  outflows  in {āƉɁ26  following  the  outbreak  
of  the  Middle  East war  ȹ  to  the  tune  of  roughly  USD 55  bn+  ȹ  putting  the  
region  on track  for  its  highest  monthly  outflows  since at  least  2008  across  
South  Korea,  Taiwan,  Thailand,  Indonesia,  Vietnam,  Philippines .

Á Domestic  equity  mutual  fund  flows  have remained  broadly  steady ; in fact,  
anecdotal  evidence  suggests  that  inflows  into  equity  MFs may have edged  
slightly  higher  in {āƉɁ26, with  investors  likely  attempting  to  buy  the  dip .

Á The sectors  that  have borne  the  brunt  include  financials  ȹ  with  the  HDFC Bank  
episode  likely  accentuating  outflows  from  the  stock  ȹ  along  with  IT, FMCG, 
autos  and select  other  cyclically  sensitive  sectors . In contrast,  industrials,  
energy,  metals  and capital  goods  have seen incremental  build -up.

Á From a domestic  perspective,  there  appears  to  be a broader  move by major  
equity  mutual  funds  to  raise  cash . Over 30  of  the  48  AMCs  increased  cash 
positions  in YĨĜɁ26, although  industry -wide  cash levels  remain  broadly  
unchanged . AMCs such as PPFAS, HDFC, Nippon  and Motilal  trimmed  cash 
levels,  while  IPRU, SBI and Kotak  increased  them .

Á Also, with  the  latest  correction  in equities,  2-year  SIP returns  have slipped  into  
the  red , even as point -to -point  returns  remain  positive .

Á A prolonged  period  of  equity  underperformance  could  weigh  on fresh  retail  
allocations ; domestic  liquidity  remains  critical  in the  current  environment .

Á With  persistent  FII outflows,  market  liquidity  has weakened  ȹ  already  visible  in 
smaller -cap MF portfolios,  where  liquidation  timelines  have increased  
meaningfully,  signaling  thinning  market  depth .
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While FY27 earnings face a clear significant downside risk, the eventual resumption of the 
earnings revival that was gaining ground prior to the conflict and the sharply lower levels of the 

INR, could bring back global attention to Indian equities in the coming months

FII outflows in 
{āƉɁǑǕɈȰɴØÊ@ɈǐǒɈ

bn) have exceeded 
the cumulative 

inflows into India 
over the past 12 

months since 
YĨĜɁǑǔɈȰɴØÊ@ɈǐǑȟǕɈ

bn)- possibly on 
track for  record 
outflows in any 

month

Equity MF flows 
appear to have 

stabilized at ~INR 
25k crore per 

month. SIPs remain 
steady at ~INR 30k 
crore, although the 
stoppage ratio has 

edged higher.

Assessment   

Implication 

Facts  

Risks
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Trends & Sentiment : Middle East war triggers panic amid already fragile sentiment

Fear / panic in domestic equities spiked in line with global markets
1

Hedging costs spike, reflecting heightened nervousness and risk aversion2

Source: Moneycontrol , Bloomberg

OFalse-bottom risk , especially if geopolitical conditions deteriorate again 

OEvent -risk concentration:  sentiment remains highly dependent on conflict 
headlines and the direction of oil, implying that any stability may prove fragile.

Á Market  sentiment  was already  fragile  following  the  AI-led  concerns  in YĨĜɁ26 , 
& was further  damaged  in {āƉɁ26 by the  Middle  East  war -led  energy  shock , the  
consequent  wave of  FII outflows , and, to  some extent,  the  highly  unexpected  
issues at  HDFC Bank  ȹ  hitherto  a benchmark  for  corporate  governance  in India.

Á Volatility  has risen to  levels  last  seen in 2022 , after  remaining  worryingly  
complacent  through  the  early  part  of  CY26, with  sub-10 readings .

Á From a positioning  standpoint,  FIIs have increased  their  bearish  bets,  reflecting  
some degree  of  extreme  positioning  that  could  eventually  signal  a market  
inflection ; however,  from  a technical  standpoint,  momentum  is yet  seen to  be 
weak .

Á Fear  remains  elevated , as the  exit  path  to  the  conflict  remains  elusive - and in 
fact,  uncertainty  is only  rising  in this  regard .

Á With  implied  volatility  materially  above  realized  volatility  (Graph  2), the  
market  continues  to  price  in elevated  uncertainty  and meaningful  tail  risks .

Volatility in 
domestic equities 
has risen sharply 
after what was 

widely seen as a 
complacent 2025.

ȣɈÒŃŇƐɈŃāƐɈŜĨģɈ
traders to seek 
protection more 

aggressively, while 
also likely spurring 

activity from 
proprietary and 
high -frequency 
trading desks.

While market volatility at 4 -year highs reflects heightened uncertainty,  the VIX is however 
lower than past periods of capitulation. 

Assessment   

Implication 

Risks

Facts  

Á Markets  may be entering  a phase where  tactical  bounces  are possible , 
particularly  given  the  extent  of  bearish  FII positioning ; however,  elevated  
hedging  demand  may limit  the  scope for  a sharp, broad -based risk -on move.

Á Going forward,  sentiment  is likely  to  remain  headline -driven . If  incoming  
developments  turn  favorable,  sentiment  may improve  ahead of  fundamentals  ȹ  
which  likely  explains  the  selective  bottom -fishing  now visible  among some fund  
managers .



Port fol io Strategy 
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Guidance on Portfolio Strategy ȸ Equities ȸ Every crisis also presents an opportunity

Before  the  current  crisis  was upon us, the  corporate  earnings  cycle  was on the  threshold  of  a long -expected  recovery . Alongside  this,  Indian macros  looked  strong  about  the  fiscal  
deficit,  low  inflation,  soft  interest  rates,  low  corporate  leverage,  a strong  banking  system,  low  CAD and comfortable  forex  reserves . 

Some of  these  macro  strengths  should  now stand  the  economy  in good  stead  particularly  regarding  the  low  starting  point  on inflation,  fiscal  space, the  low  CAD (1.3% in 3QFY26) and 
reasonable  forex  reserves . Amidst  this,  however,  is the  persistent  capital  outflows  that  are exerting  enormous  pressure  on the  INR that  are now rippling  across bond yields  and 
inflation  down  the  line . Thus, while  the  elbow  room available  to  the  RBI may have narrowed,  the  Z¤cɁƐ fiscal  position  (that  also would  be impacted  but  hopefully  will  be cushioned  by 
larger  dividends  from  the  RBI) may provide  some space to  support  growth  through  what  is solely  an external  shock .   

The GOI has begun  by setting  up an Economic  Stabilization  Fund of  Rs. 57 ,381crs, a scheme to  subvent  insurance  cost  for  exporters  and setting  up a scheme for  Rs. 33 ,660  cr to  
incentivize  setting  up of  fast -tracked  infra -parks . The reduction  in excise  duties  on fuel  that  softens  the  blow  on consumers  amounts  to  ~0.15% of  GDP. Given the  slack  in the  
economy,  these  and further  such measures  can be expected  to  help  protect  the  growth  impact  in the  near-term . Apart  from  cushioning  consumption  (that  would  be impacted  by 
higher  prices  and a negative  wealth  effect),  these  measures  would  likely  be targeted  at  promoting  exports  too - after  all,  the  INR is a at  a 13-year low  (on a real  exchange  rate  basis 
vis-à-vis its  trading  partners)  and the  crisis  would  only  accentuate  the  global  trend  towards  supply  chain diversification . 

That  said, the  near-term  data  prints  are likely  to  turn  grim  - both  on inflation  and growth,  as the  economy  shakes off  the  crisis  and its  impact . Markets  could  thus  gyrate  to  the  
incoming  data,  especially  as recent  investors  turn  nervous  with  even 3-SIP investments  now providing  low  single  digit  returns . Headline  valuations  may not  reveal  a clear  picture  as 
the  earnings  growth  outlook  has turned  fluid  for  the  next  1-2 quarters . The short -term  damage  to  growth  has translated  into  a sharp price  correction  for  equities  ȸ in a way, 
compressing  the  earlier  expectations  of  grinding  de-rating  within  a short  period . The base case as of  now is that  the  Middle  East crisis  does not  impact  cţģŇāɁƐ medium  term  growth  
story  but  has pushed  back  the  recent  revival  in earnings . Viewed  from  this  perspective,  the  current  nervousness  in the  market  that  can prolong  for  1 ȸ 2 quarters  can offer  reasonably  
good opportunity  to  gradually  build  equity  portfolios . Given the  near-term  uncertainty  and diverse  impact  of  the  events,  we suggest  diversifying  the  portfolio  across  investment  
styles,  strategies  and market -caps although  we prefer  a large  cap tilt  to  the  construct . Typically,  such broad -based market  corrections  throw  up opportunities  for  bottom -up 
portfolio  construction  and active  strategies  outperforming  passives. 

Opportunity  segments  within  equities
Á Active,  multicap  strategies  with  a bias for  large -caps over mid and small -caps. 
Á Sector  rotation  strategies  remain  at  the  center  of  our guidance  portfolios  with  Compounders/Anchors  and Cyclicals  bringing  up the  balance . 
Á EM equities  offer  an attractive  form  of  diversification  coupled  with  good earnings  growth,  reasonable/low  valuations  and an INR hedge  Alternate  ideas across  PE/VC/Late  stage  

growth  equities  ȸ including  pre-IPO/Secondaries  that  offer  good valuations  and growth
Á Newly  minted  portfolios  ȸ NFOs, near NFOs

Select  listed  equity  ideas  to  consider  
Á Spark Flexicap  PMS, ICICI Pru GLF VI, Buoyant Capital Opp. PMS | Within MFs, new ideas such as Oldbridge  Flexicap , Abakkus  Smallcap  ; existing MFs incl. PPFAS Flexicap , 

Nippon Multicap, ICICI Pru Business Cycle, Bandhan Large & Midcap, Kotak Mulitcap , Edelweiss Midcap, Edelweiss Smallcap




















