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ò When the facts change, I change my mind. What do you do, Sir?ò  - John M Keynes (Founder of Modern Macroeconomics) 
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External Cues ȸ Global Growth  : Steady amid divergence; risks skewed to the downside

Source : IMF, Bloomberg

Global growth remains steady 
through CY26ȸ27, but lacks 
re-acceleration. Structural 

headwinds from trade 
uncertainty, geopolitics and 
public debt persist but are 
partially offset by AI -led 
capex and policy support. 

Downside risks remain 
dominant, particularly from 

overestimated AI productivity 
gains, renewed trade frictions 

and deteriorating fiscal 
dynamics in major developed 

markets.

US GDP growth to remain 
robust into CY26, as  CY25 
drag from tariff increases 

fades. Fiscal measures under 
the One Big Beautiful Bill Act, 
incl. business & personal tax 

cuts, are expected to lift CY26 
GDP growth by ~0.3%, IT/ 

Tech-led investment 
continues to be a key pillar 

supporting growth. Key risks 
stem from potential labor 

market softening although 
further fiscal measures could 

be introduced ahead of the 
upcoming mid -term elections 

to cushion the impact

The Eurozone is expected to 
see a modest cyclical 

improvement in CY26 , led by 
ZĨƉŢāţƻɁƐɈĽŇƐĝāŜɈƐƘŇŢƞŜƞƐ, 

fading tariff -related 
headwinds and a gradual pick -
up in spending. Growth could 
receive incremental support if 
energy prices cool , potentially 

aided by a ceasefire in 
Ukraine. However, the 

recovery remains largely 
cyclical , with structural 

challenges around 
productivity and competition 

from Chinese exports  
continuing to cap medium -

term upside.

US growth to stay strong , IT spend remains key 

Eurozone seeing steady recovery : Germany leads

Global Growth: Stability without Acceleration

Lopsided Chinese growth ȸ Hard to sustain in CY26

1 2

3 4While China delivered ~ 5% 
growth in CY25 , growth 
momentum deteriorated 

meaningfully through the 
year , with Q4 growth the 

weakest since 2022 . Nominal 
GDP growth has declined to a 

four -decade low (~4%) , 
reflecting persistent 

deflationary pressures since 
2023. Exports have been the 

sole meaningful driver of 
growth , while both 

consumption and investment 
have slowed materially ȹ

raising concerns around the 
sustainability of the current 

growth mix into CY26.

Current decade to see the slowest global 
growth since 1960s 

Fiscal packages ( tax incentives & refunds) to 
drive incremental growth into CY26 

Net exports contributed to more than a third of 
CY25 growth ȸ highest since 1997 (~40% then) 

German GDP growth pegged @ 1.1% in CY26 vs 
0.3% in CY25 with fiscal deficit pegged @ 3.7% 

of GDP  in CY26 vs ~2.6% in CY25
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External Cues ȸ Global Growth

Assessment   

Á US earnings  growth  in CY26 is expected  to  broaden  materially , consensus  points  to  ~3% spread  between  EPS growth  for  the  Mag  7 & the  Balance  S&P 493  vs. ~10ȸ
15% earlier  (CY-23  ȸ early  CY25 ) , indicating  a healthier  and more diversified  earnings  cycle .

Á Further,  several  EM markets  offer  attractive  earnings  growth  potential  into  CY26  (c. 12ȸ40 % EPS growth  across  Korea,  Taiwan  and China ), supported  by cyclical  
recoveries  and policy  tailwinds  at  more  reasonable  valuations  (13.5X 12M forward)  

Á Consequently,  India  is not  a sole  growth  outlier ; however,  it  remains  well  positioned  on a relative  basis , benefiting  from  structural  reforms,  supportive  cyclical  policy  
settings  and a more  competitive  INR, which  together  underpin  medium -term  earnings  visibility . 

Implication 

Á Prevailing  macro  environment  favors  selective  exposure  rather  than  broad  top -down  bets , as growth  divergence  persists  across  regions  and sectors . Expectations  
should  be anchored  to  a moderate -growth,  late -cycle  environment , rather  than  a broad -based global  upswing

Á With  policy  playing  an outsized  role,  markets  remain  sensitive  to  fiscal  slippage,  political  developments  and trade  policy  shifts . Recent  US equity  outflows  amid 
heightened  USȸEurope geopolitical  tensions  point  to  cautious  positioning ; however,  a delivery  on earnings  and fiscal  stimulus  could  still  catalyze  renewed  capital  
rotation  into  the  US, despite  valuation  headwinds,  as earnings  leadership  broadens  beyond  mega-cap technology .

Á Portfolio  positioning  should  therefore  prioritize  earnings  visibility,  balance -sheet  strength  and structural  growth  drivers , while  remaining  tactically  flexible  to  respond  
to  policy -driven  rotations  and region -specific  opportunities , including  select  EM markets  beyond  India

Risks

ORisk  of  abrupt  financial  tightening  - Recent  spike  in Japanese government  bond  yields  underscore  these  latent  risks
OChina  continues  to  act  as a source  of  global  deflation , despite  anti -involution  measures . Persistent  excess  capacity  and price  pressure  could  significantly  impede  cţģŇāɁƐ 

export  ambitions , particularly  in price -sensitive  segments  notwithstanding  cţģŇāɁƐ ZŪƴƘɁƐ policy  support  
OWhile   Indo -US trade  deal  has finally  materialized,  global  trade  policy  uncertainty  remains  structurally  elevated , with  US trade  deals  increasingly  prone  to  

reassessment  even after  formal  ȾĝŜŪƐƞƉĨȿ. 

Facts  

Á Global  growth  to  remain  broadly  stable  through  CY26ȸ27 , but  at  below -trend  levels  vs pre -pandemic  averages , with  pronounced  regional  divergence ..
- US continues to display relative resilience, aided by fiscal measures & sustained IT / AI -led investment; S&P 500 EPS growth pegged @  ~15% in CY26 vs 11% in 

CY25.
- :ŃŇţāɁƐɈľƉŪƵƘŃɈƉĨŢāŇţƐɈƆŪƐŇƘŇƴĨɈĜƞƘɈŇţĝƉĨāƐŇţľŜƻɈĨƺƆŪƉƘ-dependent , amid weak domestic demand and persistent deflationary pressures. A recent pickup in 
ŇţģƞƐƘƉŇāŜɈƆƉŪĽŇƘƐɈƐƞľľĨƐƘƐɈĨāƉŜƻɈŇŢƆāĝƘɈŪĽɈƘŃĨɈľŪƴĨƉţŢĨţƘɁƐɈāţƘŇ-involution measures, though it is too early to extrapolate thi s into a durable CY26 trend.

- Eurozone growth shows signs of a ŢŪģĨƐƘɈĝƻĝŜŇĝāŜɈƉĨĝŪƴĨƉƻȠɈŜĨģɈĜƻɈZĨƉŢāţƻɁƐɈĽŇƐĝāŜɈƐƘŇŢƞŜƞƐ, but remains structurally constrained.
Á Fiscal  and monetary  policy  support  continues  to  play  a critical  role  in sustaining  growth  across  major  economies .

Global growth remains stable but structurally constrained , with widening regional and earnings divergence. While the US continues to anchor global growth and select 
EMs offer attractive relative opportunities, outcomes are increasingly policy - and earnings -delivery dependent . In this environment, selectivity, balance -sheet 

strength and earnings visibility  remain critical, even as macro and trade risks stay elevated.
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Local Cues ȸ Growth:  Outlook resilient ; Domestic Demand Led & Policy Supported   

Source : NDTVProfit, MoneyControl , PIB websites, Newspaper/Industry websites, CARE EDGE, Projects Today 

High Frequency indicators : Broad based improvement

Capex ȸ Public -Led; Private Still Cautious

India GDP growth in FY27  ȸ Stable with potential upside 

Exports resilient : CAD contained

1 2

3 4

cţģŇāɁƐɈľƉŪƵƘŃɈŪƞƘŜŪŪřɈŃāƐɈ
seen incremental upgrades , 
reflecting firmer domestic 
demand and more resilient 

exports than earlier 
anticipated. Upside risks are 
anchored in the transmission 

of policy and fiscal easing 
through FY26 and FY27, 

easing of trade frictions along 
with partial tariff reversals, 
and stronger investment in 
new technologies, including 

AI. Growth momentum is 
expected to extend into FY28, 
supported by robust services 

activity, improving exports and 
a gradual pickup in 

investment, even as private 
capex remains relatively 

constrained

High -frequency indicators 
point to a recovery in 

economic momentum , led by 
consumption and core 

sectors. Retail sales (+10% 
YoY) signal sustained post 

festive discretionary demand; 
auto sales remain strong . 

Core sector output rose to a 
4-month high , underscoring 
infrastructure and industrial 

activity. Rural demand 
indicators have improved 

meaningfully, supported by 
lower inflation, GST cuts and 
a strong kharif/rabi outlook . 

Thus, near-term growth 
momentum remains broad -

based and domestically 
driven .

Public sector capex 
rebounded sharply in Q3FY26  
(+26.5% QoQ), lifting its share 

of new project 
announcements to ~36% 

Private sector capex declined 
for the second consecutive 
quarter , reflecting caution 
amid global uncertainty. 

Overall project 
announcements improved 

sequentially, but the recovery 
is driven primarily by 

government spending. 
Clearly, Growth impulse 

remains public -capex led ; 
private capex revival seems 

deferred. The latest Budget is 
supportive of a continued 
public capex led recovery

Merchandise exports grew 
ɴǑȟǓʁɈôŪôɈȰYôÒ@Ɉ@ĨĝɁǑǔȱ 

despite a challenging global 
backdrop.  Exports to the US 
ģŇƆƆĨģɈŇţɈ@ĨĝɁǑǔ, but remain 

positive on a cumulative FY26 
basis , aided by electronics 

exports outside tariff 
coverage . Imports remain 

strong , driven by non -oil, non-
gold demand ȹ reflecting 

domestic activity. FY26 CAD 
remains well contained at 
~0.8ȸ1.0% of GDP. Recent 

closure of India ȸUS and EUȸ
India trade agreements 

provides incremental support 
to export resilience over the 

medium term
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High Frequency Indicators (y/y %) 

Nov'25 Dec'25

Owner
Q2FY25                 
(INR T)

Q2FY25 
(Share)

Q3FY26                   
(INR T)

Q3FY26 
(Share)

Govt. 4.5 29.7% 5.6 35.9%

Private 10.5 70.3% 10.1 64.1%

Total Fresh 
Projects 

Announcements
15.0 15.7 4.7%
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Local Cues ȸ Growth   

cţģŇāɁƐɈFY27 growth outlook remains stable and domestically anchored, supported by consumption recovery, policy transmission and public ca pex with the latest 
US_Indo trade deal providing an additional fillip in terms of sentimennt . While private investment and exports remain selective, the macro backdrop favours  a gradual, 

policy -led recovery over a sharp acceleration, with upside contingent on execution of further reforms, confidence normalization and external stability. 

Á Recent  data  point  to  a firming  of  FY27 GDP growth  expectations,  with  forecasts  converging  in the  mid-6% range,  reflecting  stronger -than -anticipated  domestic  demand  and the  
lagged  impact  of  FY26 policy  measures . High -frequency  indicators  corroborate  this  improvement,  with  sustained  momentum  across  urban  and rural  consumption  as well  as core  
sector  activity . Nominal  GDP growth  is expected  at  ~10.5ȸ11% in FY27 (vs ~8.5% in FY26).

Á The closure  of  the  USȸIndia trade  deal  is a meaningful  sentiment  positive  and could  aid domestic  liquidity  conditions ; however,  clarity  on the  specifics  remains  essential  to  assess 
its  broader  growth  implications .

Á The investment  landscape  has become  increasingly  asymmetric,  with  government -led  capex  announcements  rising  sharply  in Q3-FY26, even as private  sector  capex  intentions  
have softened . Policy  support  continues  to  act  as an active  tailwind,  supported  by the  transmission  of  FY26 easing measures, sustained  fiscal  spending,  recently  concluded  and 
ongoing  trade  agreements,  and the  latest  Union 9ƞģľĨƘɁƐ renewed  emphasis  on capex .

Facts  

Á cţģŇāɁƐ growth  profile  remains  predominantly  domestically  anchored  but  spillovers  from  global  volatility ȹparticularly  through  capital  flows  and financial  conditions ȹ remain  a 
relevant  transmission  channel .  

Á Capex data  remain  volatile  and uneven . While  market  expectations  continue  to  anticipate  a revival  in private  investment,  the  broader  macro  backdrop  (including  China -led  
deflationary  pressures  and trade  uncertainty)  does not  yet  provide  strong  conviction  for  a broad -based private  capex  recovery . However,  the  outlook  for  public  capex  has turned  
incrementally  positive  particularly  after  the  capex -growth  oriented  Budget  announcements . 

Á External  resilience  has improved  modestly,  supported  by electronics,  services  and recent  FTAs; however,  exports  continue  to  act  as a drag . Latest  EU-India trade  deal  to  have 
modest  macro  impact  but  select  sectors  (textiles,  autos,  machinery,  aerospace,  chemicals)  are likely  to  see material  benefits . The much-awaited  USȸIndia trade  agreement  if  & 
when closed  could  provide  a near-term  sentiment  boost,  but  recent  global  experience  suggests  trade -deal  risks  remain  fluid  and subject  to  reassessment . 

Á Overall,  the  growth  environment  is stable,  policy -supported  and resilient , with  upside  likely  to  be gradual  and policy -led , driven  by cyclical  recovery  and structural  reforms  
rather  than  a sharp  investment - or consumption -led  acceleration

Assessment   

Á Domestic  macro  backdrop  supports  a moderate  yet  durable  growth  trajectory  into  FY27; growth  outcomes  are likely  to  remain  domestic -demand  led, underscoring  the  
importance  of  consumption  and policy -driven  investment  themes  

Á Public  capex  is expected  to  continue  doing  the  heavy lifting  in the  near term,  while  a broad -based private  capex  revival  is likely  to  lag,  remaining  contingent  on global  clarity,  
export  recovery  and confidence . Policy  efforts  towards  demand  revival  to  therefore  focus  largely  on consumption  ȸ at  least  in the  near term . 

Á Upside to  the  baseline  expectations  may materialize  gradually,  driven  by policy  transmission,  confidence  normalization,  FTAs and technology -led  productivity  gains  (including  AI), 
rather  than  a sudden  cyclical  inflection

Implication 

O Fiscal  headroom  constraints : Having  deployed  substantial  fiscal  support  in FY26, the  scope  for  incremental  fiscal  stimulus  is now limited . Any further  support  would  require  a 
pickup  in revenues , which  in turn  depends  on a sustained  recovery  in nominal  growth , introducing  a degree  of  circularity  to  the  growth  outlook . In this  context,  durability  of  FY26 
policy  measures  remains  to  be established . 

O Import  competition  risk : Dumping  of  Chinese  goods  could  compress  margins,  weaken  pricing  power  and disrupt  the  nascent  domestic  manufacturing  upcycle
OAny renewed  escalation  in global  geopolitical  tensions  or adverse  policy  shifts  could  prolong  the  ongoing  recovery , disrupt  capital  flows  and weaken  confidence

Risks
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Inflation & Interest Rates ȸ Global : Policy divergence, Credibility & Higher Long Bond Yields 

Policy credibility, fiscal dynamics and FX are now central to rate outcomes ; generally weakening public 
debt conditions reinforce the case for rising long bond yields 

Assessment   

Á Global  rates  regime  has shifted  from  a cyclical  easing  narrative  to  that  of  structural  
divergence . Policy  credibility  and governance  dynamics  are increasingly  influencing  rate  
outcomes,  weakening  the  traditional  relationship  between  rate  differentials,  fiscal  
balances  and FX movements .

Á While  global  headline  inflation  is expected  to  ease modestly  in CY26 versus CY25, long -
end yields  are likely  to  remain  elevated , reflecting  fiscal  slippage,  rising  debt  burdens  
and deteriorating  public  balance  sheets

Á Appointment  of  the  new Fed Chairman ȸ Kevin Warsh is widely  expected  to  portend  
further  rate  cuts  on one hand  but  leaner  Fed B/S  and tighter  liquidity  conditions  on the  
other . 

Implication 

Á Weaker  USD could  ease global  financial  conditions , even as policy  rates  remain  steady . 
Dollar  softness  & elevated  yields  raise the  risk  of  renewed  pressure  on commodity  
prices , challenging  the  consensus  disinflation  narrative  for  CY26 .

Á The evolving  regime  strengthens  the  strategic  case for  diversification  into  emerging  
markets  and real  /  alternative  assets , as investors  seek protection  against  currency  
debasement  and fiscal  dominance  risks .

Risks
O Re-acceleration in US inflation that could potentially put paid to current rate cut 

expectations 

O Disorderly readjustment in FX / bond markets could undermine confidence in policy 
frameworks and exacerbate financial market volatility.

Facts  

Á Recent  US data  point  to  incremental  disinflation  (core CPI undershoot),  alongside  a 
resilient  labor  market , reinforcing  expectations  of  a prolonged  Fed pause  through  mid -
2026 , with  only  cautious  rate  cuts  likely  thereafter

Á Global  policy  rate  paths  are diverging  sharply  but  long  bond  yields  are uniformly  
heading  higher . 

Á The US dollar  has weakened  to  multi -year  lows , driven  by a combination  of  policy  
uncertainty,  fiscal  expansion,  shifting  capital  flows  and rotation  by traditional  USD 
buyers  into  alternative  assets . 

Á US policy  signaling  greater  tolerance  for  dollar  weakness , ; global  central  banks 
continue  to  diversify  reserves  away  from  US Treasuries  ȹevident  in the  200 %  rise in 
official  gold  holdings  (USD 4T) over the  past  two  years

Source : Bloomberg

Divergent paths reflect evolving macro priorities & uncertain inflation vs 
growth trade -offs globally 

1

2
US Dollar @ 4-yr lows ȸ dollar debasement trade underway ? 

US Fed is expected 
to cut rates twice in 

CY26, BoE is 
expected to cut far 
lesser while ECB is 

done with cuts, even 
as  Japan is set for 
more rate hikes ȸ 
this asynchronous 
policy  path  has 
implications for 

currency 
movements and 

capital flows and is 
expected to 

intensify volatility in 
financial markets 

The sharp USD 
decline is  attributed 
partly to technical 

factors ȸ incl. 
intervention by 

Japan to support the 
Yen, but has also 

been fanned by US 
unpredictable 
policymaking, 

pressure on the US 
Fed to cut rates, tax 

cuts that deepen 
deficits and 

traditional USD 
buyers rotating into  

other assets 
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Inflation & Interest Rates ȸ Local :  Disinflation Comfort, Liquidity Frictions  

Source : Bloomberg

CPI inflation edged higher, but leaves enough room for further easing  

Tight system liquidity has impeding rate cut transmission
2

Á RBI is widely  expected  to  deliver  the  terminal  rate  cut  of  this  cycle  in YĨĜɁ26 , post  the  
Union Budgetȹ implying  ~150 bps  of  cumulative  easing  in the  current  cycle .

Á INR defence  has tightened  domestic  liquidity , with  RBI deploying  FX intervention,  
OMOs (~INR 6ȸ7 tn ) and USD-INR swaps  (~USD 15 bn) ; system  liquidity  nevertheless  
remained  tight .

Á G-sec yields  have edged  higher  despite  rate  cuts  and OMOs , with  tighter  liquidity  
pushing  up the  short  end and adverse  global  cues pressuring  the  long  end; higher  supply  
expectations  post  the  Union  Budget  add to  FY27 pressure .

Á From qāţɁ26 (released  YĨĜɁ26), CPI transitions  to  a rebased  2024  series  with  a revised  
consumption  basket  and lower  food  weight , potentially  reducing  headline  volatility ; 
some participants  expect  the  RBI to  wait  for  rebased  CPI and GDP prints  before  further  
action .

Á Indo -US trade  deal  closure  has driven  a sharp  reversal  in sentiment  suggesting  
reduced  near-term  pressure  on the  INR. The need for  an immediate  repo cut  has 
diminished,  while  liquidity  conditions  are likely  to  improve .

Á OMOs are likely  to  remain  active  into  FY27 , given  elevated  government  borrowing  and 
the  need to  anchor  long -end yields  and support  the  ľŪƴĨƉţŢĨţƘɁƐ reflationary  
objectives .

Á Term  spreads  have widened  meaningfully  and could  compress  over  the  next  1ȸ2 
quarters  as fiscal  year-end pressures  fade  and external  headwinds  moderate .

Á The long  end of  the  curve  remains  vulnerable  to  g-sec demandȸsupply  dynamics  and 
global  yield  signals,  limiting  the  scope for  a sharp  secular  rally ; tactical  duration  
opportunities  may  still  emerge .

O Lower -than -expected  OMO support  amid elevated  supply .

O Abrupt  and disorderly  spikes  in global  yields  spilling  into  local  bond markets  

O Local  inflation  outcomes  surprising  to  the  upside  relative  to  current  policy  
expectations .

1

Assessment   

Implication 

Risks

Facts  

With inflation benign and the INR stabilising ȠɈƘŃĨɈÃ9cɁƐɈĨŢƆŃāƐŇƐɈŇƐɈƐŃŇĽƘŇţľɈĽƉŪŢɈƉāƘĨɈĝƞƘƐɈƘŪɈƘƉāţƐŢŇƐƐŇŪţɈ
via liquidity management  & OMOs. Consequently, FY27 bond market dynamics will be shaped more by 

liquidity, currency and supply conditions than by further policy easing

Headline CPI printed 
ǐȟǒǒʁɈŇţɈ@ĨĝɁǑǔɈȰĽƉŪŢɈ
ǏȟǖʁɈŇţɈ|ŪƴɁǑǔȱȠɈ
reflecting sharp 

decline in food esp. 
veggie prices ( -18%).  
Core inflation rose to 

~4.7% reflecting 
higher gold prices ; ex -
gold. inflation stood at 
a  series low of 2.4%. 
Notwithstanding the 
fading base effect 

inflation is expected to 
remain comfortable @4 
ȸ 4.5% into FY27

RBI has sold ~ USD 
45B in forex markets 
to support the INR ȸ 

which has meant 
tighter INR system 
liquidity that has 

meant yields have 
remained sticky 

despite RBI cutting 
rates. 
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Valuation & Earnings:  Recovery Underway, Conviction Still Building 

Source : CapitalGroup   

Nifty FY27  Earnings: Transitioning Toward Recovery

Earnings growth forecasts remain healthy across major EMs

O Earnings momentum undershoot if demand recovery is delayed

O Policy disappointment , external shocks  | Tempering of retail flows 

Á Nifty  earnings  growth  is projected  at  ~7% in FY26  and ~16.5% in FY27 , led  by Oil  & 
Gas, NBFCs,  Metals  and Telecom . Recent  consensus  has seen marginal  downgrades  (1ȸ
2%) since @ĨĝɁ25, driven  by Metals,  O&G, Financials  and Consumer  sectors  

Á ~263  of  Top 500  companies  have reported  results  so far,  delivering  adj . 12.6% YoY 
profit  growth  with  sales growth  of  ~13% YoY within  this,  PAT growth  for  large  caps is at  
8.7%, midcap  stands  at  17.8%% while  for  smallcaps , adj. PAT growth  stands  @ 40%

Á Earnings  recovery  is underway  but  remains  uneven , with  the  moderation  in downgrade  
intensity  encouraging ; however,  the  current  results  seasonȹcapturing  the  full  impact  of  
GST cuts  and festive  demandȹwill  be critical  in determining  whether  earnings  upgrades  
can be sustained  or re-emerge . As of  now, valuation  comfort  remains  limited  (Nifty  ~20x 
FY27) ȸ even more so post  the  sharp  rally  

Á A meaningful  part  of  global  earnings  momentum  continues  to  be anchored  in AI- and 
semiconductor -linked  themes , particularly  across  Korea, Taiwan and select  China 
beneficiaries,  where  earnings  growth  expectations  remain  strong  and valuations  are 
materially  more reasonable  (~15x 12-month  forward),  reinforcing  the  case for  selective  
EM exposure  beyond  India. 

Á While  the  IndoȸUS trade  deal  is a clear  positive  from  a sentiment  standpoint , the  
structural  drivers  behind  recent  FII outflows ȹelevated  valuations,  uncertainty  around  
earnings  durability,  and the  absence  of  a credible,  scalable  AI-led  growth  narrative  in 
Indiaȹ remain  largely  unchanged . As a result,  while  the  pace  of  outflows  may  
moderate  with  improving  sentiment,  the  case for  a sustained  and meaningful  resurgence  
in FII inflows  remains  limited  at  this  stage .

Á The broader  macro  backdrop ȹ improving  nominal  growth,  lower  taxes,  easing  inflation  
and interest  rates,  and sustained  policy  support ȹpoints  to  FY27 being  directionally  
stronger  than  FY26 , although  valuations  and global  uncertainty  loom large

Á Market  outcomes  are therefore  likely  to  be driven  by a mix  of  earnings  upgrades,  sector  
rotation  and stock  selection , as the  earnings  recovery  remains  uneven  across  sectors  
rather  than  broad -based.

2

1

Earnings recovery into FY27 is underway but remains uneven, with early results offering mixed signals and 
conviction still forming. Elevated valuations heighten sensitivity to earnings delivery, favoring stock 

selection and sector rotation over broad beta as the recovery broadens gradually rather than decisively.

Assessment   

Implication 

Risks

Facts  

For Q3FY26, Nifty 
EPS growth is pegged 

at ~8% YoY , with 
midcaps (~22% y/y) 

and smallcaps  (~35% 
y/y)  continuing to show 

stronger growth 
expectations.. 

Earnings growth 
across most emerging 

markets appears 
promising, with four of 
the five countries that 
make up 80% of the 

MSCI EM Index 
projected to increase 
profits at a double -
digit rate year over 

year
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Nifty 50

Nifty Small cap 250

Nifty Midcap 150

Large -caps trade at average mean while mid -caps remain slightly below mean . However, small -caps valuations remains at +1SD and warrant 
caution.

Decoding Valuations

Source: Bloomberg, Spark PWM
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25

Nifty 500

Large Caps: 

Á Large Caps are currently trading at 

mean of their 5 -year average 

valuations .

SMID Caps: 

ÁSmall -cap stocks continue to trade 

above their long -term fair valuation 

multiples, hovering at +1SD, while mid -

caps are trading slightly below their 5 -

year averages. 

ÁWe maintain the view that the current 

environment remains a stock -ƆŇĝřĨƉɁƐɈ

market, where fundamentals, earnings 

visibility, and balance sheet quality will 

drive alpha rather than broad -based 

multiple expansion
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Deviation 1 - Adjusted Price / Estimated Earnings (NSEMD 150 Index)
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Allocation of Capital: FII selling pressure persists, MF flows support steady for now

Source : Bloomberg, NSDL, AMFI, Moneycontrol

FIIs remain net sellers in Indian Equities  

Equity MF flows remain steady, but Gold / Multi -asset funds see higher 
interest 

2

U A meaningful  slowdown  in domestic  MF inflows , especially  if  FII outflows  persist .

U Earnings  disappointment , which  could  further  delay  confidence  recovery . 

U Adverse  outcomes  in USȸIndia tariff  negotiations

Á FIIs have sold  equities  worth  USD 4 B in qāţɁ26. Domestic  equity  MF inflows  remain  
positive , although  incremental  moderation  is visible  relative  to  mid-CY25 levels  

Á Retail  participation  shows  early  signs  of  fatigue , with  new demat  account  additions  
declining  ~33 % YoY in CY25 , marking  the  1st annual  contraction  since CY21

Á The sharp  pickup  in FII selling  in qāţɁ26  reflects  multiple  overhangs : prolonged  
uncertainty  around  the  USȸIndia  trade  deal , heightened  geopolitical  risk  (including  
further  sanctions  on Russian energy  buyers),  and underwhelming  early  Q3 earnings  
announcements

Á At  the  same time,  global  peers  and several  EMs have delivered  stronger  performance  
at  more  reasonable  valuations , reducing  the  near-term  incentive  for  foreign  investors  to  
rotate  back  into  India amid event  risks  (Budget,  earnings)  and INR depreciation . 

Á On the  domestic  front,  SIP inflows  remain  resilient  (~INR 30 k cr ), although  stoppage  
ratios  have risen  to  ~85 % in |ŪƴɁ25   vs ~75% earlier  in CY25. Gold  ETF inflows  surged  
to  ~INR 12k cr , likely  following  strong  gold  performance  in CY25 and a search  for  
portfolio  hedges .

Á Despite  headline  indices  being  only  5ȸ6% below  peaks , underlying  market  correction  
has been  materially  deeper , with  median  SMID  stocks  down  ~25 % from  highs . 

Á Select  managers  have indicated  willingness  to  begin  bottom -fishing  cautiously , with  
some small -cap funds  reopening  subscriptions  after  prolonged  pausesȹsuggesting  
selective  opportunity  emergence  rather  than  broad  risk -on amidst  improved  valuation  
comfort

Á Reflecting  this  cautious  optimism,  equity  MF cash levels  have dropped  below  ~5%, 
indicating  a preference  to  stay  invested  while  deploying  capital  incrementally  amid  
elevated  volatility .

1

FIIs remain significant 

net sellers of Indian 

equities , with outflows 

of ~USD 4.5bn in 

qāţɁǑǕȠɈĽŪŜŜŪƵŇţľɈɴØÊ@Ɉ

19bn of net selling in 

CY25. This follows a 

negligible USD 124mn 

inflow in CY24 and has 

resulted in FII 

ownership in Nifty 

falling to ~18% ȹa 13-

year low

Flexicap  funds 

attracted attract 

highest flows while 

flows into NFOs/ 

sector funds have 

fallen sharply ȸ even 

as flows into SMID 

funds also moderated 

indicating some 

pullback in risk -

appetite amongst retail 

investors 
Capital flows remain divergent ȸ FIIs continue to de -risk India, while domestic flows stay supportive but increasingly 

selective. Beneath stable headline indices, meaningful stock -level correction has improved valuation comfort, setting 
the stage for cautious, incremental redeployment, though conviction will build only with earnings delivery

Assessment   

Implication 

Risks

Facts  
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FII flows remained net seller over the last fortnight, with notable inflows into Metals & Mining, Capital Goods and Consumer Durables, while 
FMCG, Financial Services and Information Technology witnessed net outflows during the same period.

WŃĨƉĨɈƘŃĨɈ{ŪţĨƻɁƐɈ{ŪƴŇţľȡɈÊĨĝƘŪƉ-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-Aug 15-Sep 30 -Sep 15-Oct 31-Oct 15-Nov 30 -Nov 15-Dec 31-Dec 15-Jan

Automobile and Auto Components 2,617 1,908 1,733 1,560 (593) (385) (1,257) 611 (2,656) (500)

Capital Goods 764 1,518 1,492 (851) 169 788 1,707 (1,218) (1,348) 326

Chemicals 1,161 23 (406) (316) (608) (518) (660) (23) (25) 69

Construction (22) 130 726 641 1,592 (330) (112) (175) 382 (455)

Construction Materials 785 (1,193) (220) (94) (1,198) (369) (492) (1,125) (549) (481)

Consumer Durables (836) (326) (3,301) (213) (1,543) (1,379) 1,273 401 198 322

Consumer Services 490 (3,246) (114) (1,785) (1,677) (2,918) (1,075) (50) 3,390 (1,952)

Diversified (55) (34) (186) (34) (70) 46 10 (80) (29) (14)

Fast Moving Consumer Goods 53 (1,092) (3,110) (2,992) (1,267) (2,042) (2,722) (1,419) (4,425) (6,128)

Financial Services (9,817) 1,634 (642) 8,276 5,003 (2,041) (1,137) (6,516) (4,009) (3,190)

Forest Materials (27) (9) (15) 77 17 (12) (19) (54) - (10)

Healthcare 678 (1,601) (4,521) (2,739) (365) (2,526) 743 (2,351) (643) (1,049)

Information Technology (4,905) (2,014) (4,036) (1,927) (267) (4,873) (921) (3,331) 4,457 (2,075)

Media, Entertainment & Publication 179 (16) 93 87 (133) (148) (161) (39) (281) (123)

Metals & Mining (1,266) 1,394 446 1,395 1,752 (109) (571) 807 2,177 2,689

Oil, Gas & Consumable Fuels (2,017) (1,502) 728 1,086 8,043 2,992 4,177 3,001 (645) (549)

Power (1,708) (2,107) (586) 1,103 (138) (2,512) (103) (2,118) (635) (340)

Realty (34) (1,927) (332) (807) 1 236 (1,045) (670) (271) (699)

Services 1,967 236 (1,222) 234 (21) (673) (307) (3,237) (1,041) (1,587)

Telecommunication (1,680) (1,505) (917) 73 2,087 9,413 4,913 (879) 1,113 (1,497)

Textiles (422) (119) (39) (203) (156) (186) (140) (263) (274) (176)

Utilities 15 (46) 11 1 14 8 27 (13) (17) (126)

Others 188 (577) (98) 1,247 395 1,554 634 999 382 (1,397)

Total (13,892) (10,471) (14,516) 3,819 11,037 (5,984) 2,762 (17,742) (4,749) (18,942)
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Trends & Sentiment : ÊŇľţƐɈŪĽɈɀuŪƵ-ÃĨƘƞƉţɁɈYāƘŇľƞĨɈ ŢŇģɈÃŇƐŇţľɈØţĝĨƉƘāŇţƘƻɈɈ

Margin Trading Facility (MTF) loan -based stock exposures have surged 
1

Indian IPO market showing signs of cooling 2

Source : RBI, Moneycontrol , Bloomberg

O Persistence or escalation of global risk -off sentiment .

O Disappointing earnings outcomes  prolonging confidence weakness.

O Further moderation in equity MF inflows

Á Market  sentiment  weakened  in qāţɁ26 , driven  by heightened  global  uncertainty,  
unresolved  USȸIndia trade  deal  concerns  and underwhelming  early  Q3 earnings . 
Investors  also stayed  cautious  ahead of  the  Union  Budget

Á Volatility  picked  up meaningfully : VIX rose from  multi -year lows  of  ~9 in @ĨĝɁ25 to  a 6-
month  high  of  ~15 in qāţɁ26; cash market  turnover  fell  to  a 2-year  low , while  derivatives  
positioning  reflected  defensive  behaviour  as frontline  indices  breached  key technical  
levels .

Á While  increase  in STT for  F&O was a short  term  overhang  post  the  Budget,  the  closure  of  
US-India trade  deal  portending  lower  tariffs  has tiriggered  a significant  improvement  in 
market  sentiment  in YĨĜɁ26

Á With  broader  market  correction,  attention  has turned  to  the  MTF book  (~INR 1.17 lakh  cr  
as of  @ĨĝɁ25 ) and the  potential  for  synchronised  liquidations , given  complex  risk  
management  structures  and illiquidity  in underlying  stocks . Reflecting  weak  sentiment,  
MTF book  growth  has also  slowed  to  ~1ȸ2% in recent  months .

Á The IPO market  has begun  2026  on a weak  footing , with  only  3 IPOs raising  ~USD 
440 mn in qāţɁ26 , the  lowest  in seven months . Over 100 approved  offerings  are currently  
on hold , awaiting  improvement  in market  sentiment!

Á Return  fatigue ȹwith  largely  flat -to -negative  equity  returns  over the  past  ~18 monthsȹ
could  increasingly  redirect  incremental  domestic  flows  toward  alternate  yield  avenues , 
including  precious  metals , potentially  weakening  a key pillar  of  equity  market  liquidity .

Market sentiment is fragile esp. post the hike on STT on F&O - while systemic risks remain contained, MTF 
concentration and weak liquidity segments warrant monitoring. A decisive policy or trade catalyst could 

restore confidence, but until then, risk appetite is likely to remain selective and tactical.

MTF loan books have 
expanded sharply , 

rising over 2.5x in the 
past two years , partly 

due to tighter F&O 
norms. While 

outstanding MTF 
exposure remains 

modest relative to daily 
turnover, 

concentration risk 
amid weaker 

sentiment and thinner 
liquidity remains a 

concern .

While IPO activity 
ƐŪĽƘĨţĨģɈŇţɈqāţɁǑǕȠɈ

post -Budget 
normalization is 

expected, with CY26 
issuance projected to 

exceed USD 23 B, 
driven by a strong 

pipeline of marquee 
listings (e.g. SBI MF, 
Flipkart, Phonepe)

Assessment   

Implication 

Risks

Facts  








































