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Thereõs a big difference between probability and outcome. Probable things fail to happen and improbable things 
happen ñall the time éé      -  Morgan Housel
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External Cues ȸ Global Growth  :  War interrupts global growth upgrade cycle 

Source : WEO, Adverse / Severe Scenario ȸ Crude prices average USD 100/110 in CY26 and USD 75/125 in CY27, Bloomberg

Limited beneficiaries; growth impact broadly negative

US tariff outcomes trending lower than feared

Modest downgrade to CY26 growth ; inflation risks 
skewed upward

EMs more vulnerable near -term; recovery expected 
into CY27

1 2

3 4

If the conflict remains 
contained (i.e., resolution by 

mid-CY26), the impact on 
global growth is likely to be 
modest , given the relatively 

stronger starting point of 
the global economy (AI -led 
capex, lower -than -feared 
tariffs, supportive fiscal 

backdrop).
However, prolonged 
disruption materially 
worsens outcomes , 
particularly through 
energy, inflation and 
financial conditions.

The shock is 
unambiguously negative 

for energy importers. Even 
traditional beneficiaries are 
seeing downgrades rather 
than upgrades , reflecting 

broader demand and 
financial spillovers

Trade policy uncertainty in 
CY25 has catalysed  

regionalisation  of trade 
flows

US effective tariffs are now 
expected to settle 

materially below prior 
fears

Combined with lower policy 
uncertainty , this presents a 

potential medium -term 
growth tailwind

Emerging markets to bear 
a disproportionate impact  
via energy costs, currency 

pressure and financial 
tightening. China  continues 

to slow on structural 
constraints, Middle East  
sees direct contraction 
from conflict -related 

disruptions, India remains 
relatively resilient , with 

tariff tailwinds partly 
offsetting energy 

headwinds. Positive terms 
of trade to avoid a big drag 
on US but Eurozone to be 

impacted

Forecast as on
GDP Growth (%)

Headline 
Inflation (%)

2026 2027 2026 2027

As of Jan'26 3.3 3.2 3.8 3.5

Pre-conflict (Mar'26) 3.4 3.2 3.9 3.6

April 2026 (Post Conflict Base Case) 3.1 3.2 4.4 3.7

Adverse Scenario* 2.5 3 5.4 3.9

Severe Scenario* 2.0 2.2 5.8 6.1
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External Cues ȸ Global Growth

Assessment   

Á Growth resilience is real , underpinned by AI -ŜĨģɈĝāƆĨƺȠɈƐƞƆƆŪƉƘŇƴĨɈĽŇƐĝāŜɈƆŪŜŇĝƻɈāţģɈĨāƐŇţľɈĽŇţāţĝŇāŜɈĝŪţģŇƘŇŪţƐȟɈÊƘƉŪţľɈØÊɈĨāƉţŇţľƐɈāţģɈ:ŃŇţāɁƐɈĨāƉŜƻ-cycle recovery validate 
that the global economy entered CY26 with genuine momentum

Á This resilience is being tested by a material supply -side shock , shifting the cycle away from demand -led expansion toward cost pressures and supply constraints
Á Thus far, release from strategic reserves, rerouting of oil, supply of sanctioned oil have limited the impact to ~4% of globa l consumption as per the World Bank. Once these 

sources dry up as the stalemate drags on, the deficit is expected to rise to 8%, which is when the price rise could be parabo lic . 
Á ¤ƴĨƉɈƘŃĨɈŜāƐƘɈǐɈŢŪţƘŃȠɈ9ƉĨţƘɈĽƞƘƞƉĨƐɈƆƉŇĝĨɈȰŪƴĨƉɈƘŃĨɈƉĨƐƘɈŪĽɈɀǑǕȱɈŃāƴĨɈƉŇƐĨţɈĜƻɈɴɎǔȬbbl  suggesting an upwardly sticky price for the year. The World Bank expects oil to trade at 

~$86/ bbl  over the year, even while it expects fertilizer prices to rise by 31% (urea by 60%). Small comfort arises from the fact that food prices are seen only 2% higher owing to 
huge starting inventories. 

Á In a perverse way, rising financial markets have meant that the crisis could linger for longer, even as the mid -term elections c ompel a speedy resolution.

Implication 

Á The shift toward cost and availability constraints  increases the importance of supply -chain resilience and pricing power. Businesses with control over inputs and lower energy 
intensity are structurally better positioned

Á uĨĨƵāƻɈĽŪƉɈĽŇƐĝāŜɈƐƞƆƆŪƉƘɈŇƐɈŜĨƐƐɈɈƘŃŇƐɈƘŇŢĨȠɈāƐɈŢŪƐƘɈZŪƴĨƉţŢĨţƘɁƐɈĽŇƐĝāŜɈƆŪƐŇƘŇŪţɈāƉĨɈāƆƆƉĨĝŇāĜŜƻɈƵŪƉƐĨɈƘŃāţɈƆƉĨƴŇŪƞƐɈĝƉŇƐĨƐ. Monetary policy may really not  be effective in a 
supply -driven shock , where physical availability and logistics ȹ  not demand ȹ  are the binding constraints.

Á As a result of this extreme uncertainty, near -term growth may moderate , with sectoral performance becoming increasingly divergent and fluid
Á EM differentiation is likely to sharpen ȠɈģƉŇƴĨţɈĜƻɈĨţĨƉľƻɈģĨƆĨţģĨţĝĨɈāţģɈĨƺƘĨƉţāŜɈĜāŜāţĝĨƐȟɈcţģŇāɁƐɈĨţĨƉľƻɈŇŢƆŪƉƘɈģĨƆĨţģĨţĝĨɈĝŪţƘŇţƞĨƐɈƘŪɈĜĨɈāɈřĨƻɈƴƞŜţĨƉāĜŇŜŇƘƻ

Risks
OProlonged or escalating conflict  could exacerbate both price and availability shocks, raising the risk of a stagflation -like environment
OEarnings downgrades remain a near -term risk , as current resilience reflects pre -shock or early -cycle dynamics
O Inflation expectations could become less anchored , particularly if supply disruptions persist, potentially forcing tighter policy responses

Facts  

Á Global  growth  pegged  at  3.1% (CY26 ) by IMF ȹ  would  have been  upgraded  (~3.4%) but  for  the  Middle  East shock,  indicating  stronger  underlying  momentum
Á US growth  remains  relatively  resilient  (~2%), supported  by fiscal  and AI capex,  partly  offset  by import  leakages  and moderating  labor/consumption  trends  ; EMs to  take  a 

knock  in CY26
Á Macro  outlook  remains  fluid  with  growth  outcomes  dependent  on the  duration  of  the  conflict  and pace  of  supply  normalization , prompting  scenario -based forecasts
Á 1QCY26  S&P 500  earnings  strong  @15.1% yoy - the  6 th  straight  quarter  of  double -digit  growth  ȹ  beat  rates  well  above average  (~80 %); CY26  EPS growth  forecasts  have 

been  upgraded  from  ~16% earlier  to  20 % - therefore  lowering  valuations  
Á China reported  ~15.8% YoY industrial  profit  growth  for  1QCY2026 , reflecting  strong  pre-conflict  export  and policy -led  momentum

Financial markets however have largely shirked the crisis, owing to robust earnings (mainly from AI, energy companies and EMs ), global liquidity, inexpensive 
valuations and a hope that a diplomatic off -ramp is the probable outcome vs a continued kinetic war. 

Strong micros outshine concerning macros
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Local Cues ȸ Growth: Middle East crisis slows growth, but not breaking the cycle

Source : HSBC S&P PMI, Newspapers, Union Bank of India - Eco Flash 

Front -loading likely supporting near term growth

External sector dynamics see some respite 

FY27 GDP growth slowing by ~100 bps vs FY26

Breadth of growth moderates

1 2

3 4

FY26E  @ 7.4%

Higher prices and 
constrained availability of 
energy  are likely to weigh 
ŪţɈcţģŇāɁƐɈľƉŪƵƘŃɈƘƉāŖĨĝƘŪƉƻɈ
in FY27. However, closure 

of the US trade deal, 
improving export 

conditions and relatively 
steady domestic 

consumption  are expected 
to offset a large part of the 

energy -related drag .

Manufacturing activity 
indicators ȹ  employment, 
new orders and output ȹ  
ŇŢƆƉŪƴĨģɈŇţɈ ƆƉɁǑǕ, 

pointing to meaningful 
front -loading of production 

and inventory build -up . 
This reflects expectations 
of higher fuel prices and 

concerns around raw 
material availability

The goods trade deficit has 
narrowed to a 10 -month 
low , driven primarily by a 

~30% decline in gold 
imports  and a ~17% 

increase in US exports .

That said, oil remains a key 
concern , with the Indian 
crude basket averaging 
ɴØÊ@ɈǐǐǓɈŇţɈ ƆƉɁǑǕɈƴƐɈ

ɴØÊ@ɈǕǘɈŇţɈYĨĜɁǑǕ,. For the 
3-yr consecutive year, BOP 
deficit is expected to rise to 

USD 40 ȸ 50 B ȸ 
highlighting the impact of 

persistent FII/ FDI outflows 

However, despite the 
resilience in manufacturing, 

heavy industries 
(fertilisers , mining, coal, 
cement)  ȹ  particularly 

those with gas 
dependencies  ȹ  have 

slowed. Financial 
conditions and mobility 

indicators remain 
relatively healthy , though 
they have moderated over 
the past 1ȸ2 months . Auto 
sales for April MTD remain 

positive and holding up 
well.

100 Indicators of growth database shows that the proportion growing positively has 
fallen from 80% to 60%; only manufacturing is posting a rise

Proportion of indicators growing positively
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Local Cues ȸ Growth

Á India entered this phase with strong internal buffers , particularly within consumption and the formal sector. However, this resilience is increasingly being tested by external 
supply -side pressures and evolving domestic risks

Á The current shock is availability -driven (not merely price -led), with energy and input constraints disrupting production cycles ȹ  resulting in a more persistent, supply -constrained 
growth environment rather than a typical cyclical demand slowdown

Á The recent strength in activity is partly front -loaded , driven by precautionary production and inventory accumulation. As this unwinds, underlying growth momentum is likely to 
moderate more clearly into 1HFY27 , with corporate earnings impact potentially deferred but not avoided

Á Growth divergence is widening, with manufacturing and formal sectors outperforming, while energy -intensive and informal segments  lag ȹ  reflecting uneven transmission of the 
shock across sectors and segments

Á Near -term growth prints may overstate underlying momentum , given the contribution of front -loading effects
Á Domestic demand remains the key stabilizer, but its sustainability will depend increasingly on rural income trends, monsoon o utc omes & impact of fertilizer shortages
Á That said, fiscal policy may provide near -term support (e.g., higher fertilizer subsidies), with FY27 fiscal arithmetic likely to remain manageable, aided by higher nominal growth 

and potential RBI dividend payouts

OÊƞƐƘāŇţĨģɈƉŇƐĨɈŇţɈĝƉƞģĨɈƆƉŇĝĨƐɈāţģɈľāƐɈāƴāŇŜāĜŇŜŇƘƻɈĝŪţƐƘƉāŇţƘƐɈƉĨŢāŇţɈƘŃĨɈƆƉŇŢāƉƻɈŢāĝƉŪɈƉŇƐřƐȠɈľŇƴĨţɈcţģŇāɁƐɈĨţĨƉľƻɈŇŢƆŪƉƘɈģependence ȹ  with implications for CAD and INR 
stability

OBelow -normal monsoon (El Niño risk) could weaken rural demand, impact agricultural output and add to inflation pressures, tighte ning policy trade -offs between growth and 
inflation

OFront -loading unwind risk ȹ  growth could soften more sharply as early production and demand fade  | Positive risks ȸ 8 th  Pay commission payouts likely from CY27 

Á Growth  remains  resilient  but  is moderating  at  the  margin  ȹ  Q4 FY26 growth  expected  around  ~7% (vs ~7.8% in Q3), with  FY27 likely  lower  by ~100 bps, reflecting  energy -led  
headwinds

Á High -frequency  indicators  present  a mixed,  but  still  positive  picture  (PV sales strong,  power  consumption  at  all  time,  but  pace of  credit  growth  has moderated)  ; a broad  set  of  
economic  activity  indicators  suggest  that  growth  may  have eased  to  a 5-month  low

Á Domestic  demand  remains  relatively  steady,  supported  by rural  income tailwinds  (strong  winter  crop  in CY25) and stable  consumption  indicators,  while  external  demand  remains  
more volatile . Inventory  behavior  has shifted  meaningfully,  with  firms  building  input  and finished  goods  stocks  at  multi -year  highs

Á Current  account  dynamics  remain  manageable , with  FY27 CAD estimated  at  ~2% vs ~1% in FY26, assuming  crude  averages  ~USD 85 /bbl  and the  currency  is at  USD/INR 94 . 
Á Monsoon  outlook  has turned  adverse , with  IMD indicating  a below -normal  monsoon (El Niño), introducing  an additional  layer  of  uncertainty  for  rural  demand  and inflation
Á That said there  are several  positive  indicators  as well  including  a strong  surge  in new  pvt . capex  investments  in FY26 (32% yoy), a strongest  ever 1Q in terms  of  gross  office  space 

leasing  growth  (10% y/y  @ 21.5MSF) ȸ led  by GCCs (43 % yoy)

cţģŇāɁƐɈľƉŪƵƘŃɈƉĨŢāŇţƐɈƉĨƐŇŜŇĨţƘɈĜƞƘɈŇƐɈŇţĝƉĨāƐŇţľŜƻɈƐƞƆƆŜƻ-constrained and front -loaded ȹ  with energy and monsoon risks likely to drive gradual moderation, even 
as domestic demand provides a partial stabilizing anchor. The impact on margins and demand is likely to become more visible o ver  the next 1ȸ2 quarters.

Assessment   

Implication 

Risks

Facts  
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Inflation & Interest Rates ȸ Global : Pause bias strengthening as inflation risks re -emerge

The global rates cycle has shifted from a clear easing path to a pause -driven, uncertainty -led 
regime ȹ  with rising inflation risks, delayed cuts and a structurally higher yield floor. Steady 

and surprising growth prints support such a stance.

Assessment   

Á The current inflation spike is supply -side driven , implying a slower normalization path , 
and limiting the effectiveness of conventional policy tools

Á Policy trade -offs may have worsened , with growth moderating  as inflation remains 
sticky ȹ  this, along with fiscal concerns, is reflected in the bond market sell -off

Á The macro environment is evolving toward a ȾŃŇľŃĨƉ-for -ŜŪţľĨƉȿɈƉĨľŇŢĨ, with elevated 
rates and persistent inflation risks

Implication 

Á Policy  rates  are likely  to  remain  on hold  in the  near  term , given  geopolitical  uncertainty
Á The next  move could  diverge  across  regions  ȹ  ECB/Japan may tighten,  while  the  US 

Fed may remain  on pause or deliver  delayed  cuts ; Fed leadership  transition  Ȱ{āƻɁ26 ) 
adds to  uncertainty

Á Long -end yields  likely  to  remain  structurally  elevated , driven  by inflation  uncertainty  
and fiscal  dynamics

OSustained  energy  price  pressures  could  re-accelerate  inflation,  delaying  easing  or 
reviving  tightening  risks

OPolicy  miscalibration  risk  remains  elevated , as central  banks  balance  supply  shocks  
with  inflation  credibility

OWeakening  fiscal  dynamics  remain  a persistent  risk  for  long -end yields  and bond 
market  stability  

Facts  

Á Inflation  forecasts  are being  revised  higher  on account  of  energy  prices  and supply -
side  disruptions

Á Central  banks  (Fed, G7) are holding  rates  steady , shifting  to  a data -dependent,  wait -
and-watch  stance , with  rate  cuts  pushed  out  to  later  in CY26  /  early  CY27

Á Policymakers  remain  mindful  of  policy  miscalibration  risks , particularly  given  supply -
driven  (not  demand -led)  inflation  pressures

Á Global  bond markets  have repriced  sharply , reflecting  higher  inflation  expectations  
and delayed  easing . Markets  expect  3 rate  hikes  from  the  ECB and 2 from  the  BoE. The 
US Fed is expected  to  stay  on hold - due likely  to  the  heightened  uncertainty .

Source :  Reuters, Bloomberg  

Rate cut expectations have swiftly disappeared 
1

2
Global yields rise on concerns of sticky inflation & higher deficits

Risks

Economists now 
expect the US Fed 
to deliver its final 
ƉāƘĨɈĝƞƘɈŇţɈ{āƉɁǑǖ, 
versus earlier (pre -
war) expectations 
ŪĽɈāɈĝƞƘɈŇţɈqƞţɁǑǕɈȹ  
reflecting delayed 

easing 
expectations amid 
renewed inflation 

risks.

Yields are likely to 
remain sticky in  

the medium term ȸ 
even if the Middle 
East crisis were to 

see some 
resolution 
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Inflation & Interest Rates ȸ Local : Higher, but within target inflation allows RBI to hold rates

Source : Bloomberg, Reuters

CPI inflation inches up, remains within comfort zone

Ã9cɈĨƺƆĨĝƘĨģɈƘŪɈŢāŇţƘāŇţɈɀ_ŪŜģɁɈƐƘāţĝĨ
2

Á Headline  CPI remains  benign  but  trending  higher , with  ƆƉɁ26 expected  to  cross  4%; 
Ã9cɁƐ Q2FY27 projection  at  ~5.2% likely  reflects  retail  fuel  price  pass-through  risks

Á Core  inflation  remains  stable  (~3.4%; stringent  core  ~2.1%), indicating  limited  demand -
side  pressures

Á RBI has kept  repo  unchanged  at  5 .25 % with  a neutral  stance  ; improved  liquidity  
conditions  led  by Govt. spending  is  bringing  down  money market  rates  

Á RBI may look  through  first -round  price  effects,  but  only  as long  as inflation  
expectations  and second -round  effects  remain  contained . 

Á Excess food  inventory  could  dilute  concerns  around  the  El Nino risk  in the  near term .

Á Policy  stance  reflects  ȾĨƉƉŪƉ āƴŪŇģāţĝĨȿ, with  the  MPC unlikely  to  act  unless  inflation  
persistence  or spillovers  become  evident . Moreover,  inflation  forecasts  seem within  
target,  even if  crude  prices  remain  elevated  (> USD 85 /bbl ) for  a few  months . 

Á The  rate  cycle  has therefore  moved from  potential  easing to  pause  bias  with  upside  
risk . Cuts  look  unlikely  in the  near term,  while  hikes  remain  contingent  on persistence  of  
inflation  and expectation  spillovers .

Á That  said, the  RBI has signaled  support  for  growth  by assuring  comfortable  system  
liquidity  ȸ likely  implying  that  OMO support  to  Govt. borrowing  program  will  continue  

Á Short -term  rates  may  ease  on improved  liquidity  - although  INR volatility  precludes  a 
very sharp  decline  in rates

Á Long -end yields  likely  to  remain  sticky , driven  by Gsec supply,  inflation  uncertainty  
and global  cues

O INR depreciation  pressures  

OCrude prices  sustain  above USD 100/bbl

OSpillover  from  rising  global  yields

1

Inflation is rising but remains within the tolerance band ȹ  allowing RBI to stay on hold, though 
the policy bias has shifted toward caution amid supply -driven risks.

Inflation rose to 
ǒȟǓʁɈŇţɈ{āƉɁǑǕ, 
largely driven by 
food, electricity, 

gas and fuel 
prices , reflecting 

early pass -through 
from the Middle 

East shock.

Despite INR 
depreciation and 

higher crude 
prices , policy rates 

are expected to 
remain unchanged 
in the near term , 

with RBI prioritizing 
policy stability 

amid uncertainty

Assessment   

Implication 

Facts  

Risks
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Valuation & Earnings: Near term earnings downgraded, Medium term broadly intact 

Source : Bloomberg, Newspaper artcles , MoneyControl

Nifty EPS growth estimates over FY26ȸ28 remains robust (~16%)

Nifty earnings estimates for 1HFY27 have remained steady for now

OMiddle East tensions persisting for longer  could broaden / deepen earnings weakness
OEarnings downgrades for FY27/ FY28 significant than currently anticipated
OHigher -than -expected pass -through of oil price increases  (markets currently factoring 

~INR 10/litre  hike) could impact consumption and margins more materially  

Á The early  set  of  Q4FY26  earnings  (141 companies)  has been encouraging,  with  profits  
up ~14% YoY (vs ~9% in Q3) ȹ  primarily  led  by BFSI, Metals  and IT, while  OMCs have 
been  key  laggards

Á However,  consensus  Nifty  EPS estimates  for  FY26  and FY27  have been  reduced  by  
~1ȸ3%, led  by downgrades  in Autos,  Capital  Goods,  Logistics,  Tech and Utilities

Á While  near -term  earnings  trends  may  appear  resilient , part  of  this  could  be driven  by 
front -loading  of  demand,  INR depreciation  led  and inventory  build -up , with  the  impact  
of  higher  raw  material  prices  and slower  demand  likely  to  become  more  visible  over  
the  next  1ȸ2 quarters , potentially  delaying  the  earnings  revision  cycle

Á The market  is thus  likely  to  remain  sector  and stock -specific , with  returns  increasingly  
linked  to  earnings  delivery  visibility  or  earnings  recovery

Á A broader  de-rating  bias  for  Indian  equities  remains  plausible , driven  by the  relative  
growth  resilience  of  other  markets  around  the  world  and relative  valuations .

2

1

Positive earnings revision cycle to likely reverse in FY27

Near -term earnings risks are rising, with further downgrades likely - medium -term growth 
outlook remains contingent on a faster normalization of macro and geopolitical conditions.

Á For FY27, PAT growth  in the  large -caps  is currently  expected  to  be slower , led  by 
OMCs, Autos,  PSU Banks  & Capital  Goods , while  midcaps  are  expected  to  see 
relatively  better  improvement  post  a softer  Q4 , also aided by a lower  base in FY26

Á Current  estimates  appear  to  be pricing  in a relatively  swift  resolution  to  the  Middle  
East  crisis ; in its  absence, earnings  risks  remain  skewed  to  the  downside , with  
potential  for  sharper  cuts  to  FY27  earnings - FII brokerages  are  at  6 ȸ 10% earnings  
growth  for  FY27  while  predominant  domestic  brokerages  are  yet  at  15 ȸ 18% 

Á This dynamic  suggests  that  markets  at  current  levels  may  need  to  be viewed  as being  
fairly  valued , rather  than  as cheap given  the  evolving  earnings  risks

Á There is also a view that  a meaningful  part  of  structural  reforms  implemented  in FY26  
(GST, bilateral  trade  agreements,  etc .) has not  yet  been  fully  reflected  in earnings , 
and could  play  out  with  a lag  over  the  coming  quarters

Q3CY26

Q2CY26

While FY27 
estimates have seen 
modest downgrades 

(~2ȸ3%) , the 
medium -term 

earnings trajectory 
remains resilient , 

with consensus EPS 
growth for FY26 ȸ28 

still anchored 
around ~16% ; 
although FII 

brokerages have 
slashed their 

estimates 

The earlier trend of 
positive earnings 
revisions through 
Q2 and Q3 FY26  
has reversed in 
Q4FY26 , with 

FY26 Nifty EPS 
estimates cut by 

~2% , reflecting the 
impact of rising 

energy prices and 
external shocks .

Assessment   

Implication 

Facts  

Risks
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Allocation of Capital: FIIs continue to exit India, Equity MF investors keep the faith  

Source : Bloomberg, AMFI, Moneycontrol , Newspapers 

FII selling continues into ƆƉŇŜɁǑǕ

MF flows offer solid support 
2

OA renewed wave of FII outflows if any ceasefire in the Middle East fails to sustain
OModeration in flows into equity mutual funds, or a further rise in SIP stoppage ratios 

Á FIIs withdrew  USD 70B from  EMs (particularly  Asia) in {āƉɁ26 ȹ  highest  since 2020  ȹ  
of  which  USD 56 B was from  equities,  marking  the  largest  such outflow  in two  decades  
following  the  Middle  East conflict . The trend  has persisted,  with  Indonesia,  Korea, 
Taiwan, Japan witnessing  outflows,  while  China saw meaningful  inflows  in ƆƉŇŜɁ26

Á India has been at  the  centre  of  these  outflows,  with  USD 18B withdrawn  since the  onset  
of  the  Middle  East conflict  and ~USD 20B in CY26

Á Equity  MF flows  have remained  robust  at  ~INR 40 ,000  crore,  although  SIP inflows  have 
eased marginally . Notably,  the  SIP stoppage  ratio  has risen  above 100%, indicating  
more closures  than  new registrations . Anecdotal  evidence  suggests  that  MF flows  in 
ƆƉŇŜɁ26 are higher  than  in {āƉĝŃɁ26. This stands  in sync with  the  higher  direct  retail  

participation  in ƆƉɁ26 (INR 13.4K cr) ȸ highest  since ¤ĝƘɁ24

Á FIIs have sold  across  multiple  sectors  including  financial  services,  consumer  services,  
healthcare,  auto,  oil  & gas and IT. At  the  same time,  smaller  but  structurally  strong  
themes  such as data  centres  and related  services,  defence,  power  and metals  have seen 
some incremental  FII interest

Á Cash levels  across  domestic  equity  mutual  funds  have declined  to  a two -year low,  even 
as hybrid  funds  have increased  their  equity  allocations

Á SIP returns  remain  weak, with  2ȸ3 year SIPs delivering  poor  or negative  outcomes . 
According  to  estimates,  the  weighted  average  equity  fund  NAV is down  ~15% from  the  
ÊĨƆɁ24 peak, compared  to  a ~8% decline  in the  Nifty  over the  same period

Á Elevated  volatility  and prolonged  weakness  in markets  ȹ  particularly  in the  SMID 
segment  ȹ  could  begin  to  impact  liquidity . Trading  data  suggests  that  over 50 % of  
SMID stocks  have seen a decline  in average  volumes  in recent  months

Á The persistence  of  SIP flows  will  remain  a key monitorable,  given  that  domestic  flows  
are currently  the  primary  support  for  equity  markets

1

While domestic flows continue to anchor markets, rising FII outflows and weakening retail 
momentum point to an increasingly fragile liquidity backdrop

The pace of selling 
has moderated 
ƘŪƵāƉģɈ ƆƉŇŜɁǑǕȠɈ

with weekly 
outflows declining 

from a peak of 
~USD 1.2bn to 
~USD 180mn. 
However, this 

moderation does 
not yet indicate 
any meaningful 
recovery in FII 
confidence..

Equity flows 

remained strong in 

{āƉĝŃɁǑǕȠɈƵŇƘŃɈ

retail investors 

ĝŪţƘŇţƞŇţľɈƘŪɈɀĜƞƻɈ

ƘŃĨɈģŇƆɁȠɈƆƉŪƴŇģŇţľɈāɈ

stabilising  

counterbalance to 

FII outflows
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Trends & Sentiment : Remains fragile with multiple headwinds looming large

Growth vs valuation trade -off for India remains unfavorable
1

Retail participation has seen a significant improvement in ƆƉɁǑǕ 2

Source : Moneycontrol , BS ȸ JP Morgan 

ORecent stability may prove transient, particularly if geopolitical risks intensify or crude 
prices re -accelerate.

OEvent -risk concentration is high , with market direction increasingly driven by binary 
external triggers  (geopolitics, oil, policy actions), making stability inherently fragile

OEarnings risk skewed to the downside , with potential for broader and deeper 
downgrades  if growth slows further or input cost pressures intensify

Á Sentiment  remains  weak  and fragile , with  multiple  headwinds  ȹ  including  elevated  
energy  prices  and emerging  AI-related  concerns  (especially  post  IT earnings)  ȹ  
contributing  to  a pushback  in the  anticipated  earnings  recovery  cycle

Á Persistent  INR weakness  remains  a key overhang,  likely  weighing  on FII participation,  as 
currency  depreciation  erodes  USD returns

Á cţģŇāɁƐ growth ȸvaluation  trade -off  remains  relatively  unattractive  compared  to  peer  
EMs, Several  FII desks  have downgraded  India to  Neutral  /UW (e.g JPM, HSBC)

Á With  the  timeline  and path  to  de-escalation  of  the  Middle  East  conflict  highly  
uncertain , and limited  confidence  in the  durability  of  any ceasefire,  markets  are likely  to  
remain  on edge  in the  near  term

Á As the  earnings  season progresses,  concerns  are emerging  that  the  earnings  
downgrade  cycle  could  deepen  and broaden . Recent  results  from  bellwether  IT 
companies  have reinforced  concerns  around  slowing  growth  and AI-led  disruption,  with  
potential  spillovers  across  sectors  through  the  employment  ȰɀŖŪĜƐɁȱ channel

Fragile conditions and multiple headwinds imply limited near -term upside, with markets increasingly 
driven by non -fundamental political developments that could lead to sharp moves either way

Á Markets  are likely  to  remain  range -bound , with  intermittent  tactical  bounces  possible  
given  light  FII positioning . However,  key  risks  ȹ  including  potential  retail  fuel  price  
hikes,  earnings  uncertainty,  crude  price  volatility  and El Niño -related  developments  
may  constrain  any meaningful  upside

Á That  said, some fund  managers  appear  to  be incrementally  deploying  capital  in a 
bottom -up manner , particularly  within  select  SMID  opportunities  . Retail  investors  also 
seem to  have given  into  the  ɀĜƞƻ-the -ģŇƆɁ philosophy  ȸ this  along  with  the  strong  MF 
flows  explains  the  recovery  seen in equity  markets  in ƆƉɁ26

The T.I.N.A. factor 
is no longer 

applicable  ȹ  India 
continues to 

appear relatively 
expensive  when 

viewed against its 
growth 

expectations.

Buy-the -dip 
translating into big 
flow support from 
retail ȸ both direct 

and via MFs
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Guidance on Portfolio Strategy : Earnings recovery cycle deferred, but not broken

In a classic  risk -on rally , risk  assets  rallied  hard through  April,  with  the  US markets  scaling  all -time  highs  and select  Asian markets  returning  gains  that  
typically  accrue  over years! Globally,  this  seems to  be predicated  on strong  earnings  growth,  coupled  with  expectations  of  a speedy  resolution  to  the  Middle  
East conflict . Indian equity  markets  too  rose sharply  ȸ 543  of  the  1263 companies  in the  BSE Smallcap  Index  rose by over 25% in a month!  (as of  29 th  April)  and 
retail  equity  purchases  were  the  highest  since ¤ĝƘɁ24. 

While  globally,  the  macros  are concerning  and ģŪţɁƘ hold  a rosy outlook,  the  corporate  earnings  picture  is quite  robust  amidst  reasonable  valuations  ; the  Indian 
situation  is nuanced  on both  these  aspects  ȸ macros  are  relatively  stronger  but  the  micros  (i.e. corporate  earnings)  are at  a delicate  cusp  ȸ even as 
valuations  are not  compelling . The focal  point  for  India has always  been its  earnings  trajectory  and early  trends  in Q4FY26 suggest  a broadly  in-line  quarter  
although  the  backdrop  remains  fluid . Given the  uncertainty  around  the  duration  of  the  conflict  and energy  prices,  the  impact  on earnings  trajectory  is unclear  
as can be seen from  the  widely  divergent  FY27  earnings  forecasts . That  said, policy  makers  have sufficient  leeway  to  cushion  the  economy  from  very  sharp  
downturns . 

The SIGC acknowledged  the  cloudy  near term  picture  but  derived  comfort  from  the  fact  that  the  earnings  growth  cycle  seems  likely  pushed  back,  but  not  
broken . As the  end game of  the  Middle  East conflict  plays  out,  heightened  market  volatility  is to  be expected . Given this,  the  current  mild  overweight  stance  
on equities  can be executed  through  a combination  of  gradual  deployment  over the  next  4 ȸ 5 months,  newly  minted  portfolios , coupled  with  a blend  of  
diversified  investment  styles  through  proprietary  three  bucket  approach . Apart  from  this,  exposure  to  global  equities  ȸ especially  emerging  markets  remains  
an important  element  in the  portfolio  although  constrained  by the  availability  of  options .

Opportunity  segments  within  equities : 

тActive , multicap  strategies  with  a bias for  large -caps over mid and small -caps. 

тSector  rotation  strategies  remain  at  the  center  of  our guidance  portfolios  with  Compounders/Anchors  and Cyclicals  bringing  up the  balance . 

тEM 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

тNewly  minted  portfolios  ȸ NFOs, near NFOs

Ideas  to  consider  

тSpark Flexicap  PMS, Vedartha  India Opportunities AIF, Buoyant Capital Opp. PMS, ICICI Pru GLF VI | 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
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Guidance on Portfolio Strategy ȸ Fixed Income & Gold 

Rates  & Liquidity  Backdrop   : System  liquidity  has improved  meaningfully  in ƆƉɁ26  (averaging  ~INR 2.3 lakh  crore),  supported  by a restart  in government  
spending,  G-sec maturities  and active  RBI measures  to  ensure  comfortable  liquidity  conditions  ȹ  as also reiterated  in the  recent  Monetary  Policy  Review.

This has led  to  easing  in very  near -term  yields  (especially  CDs) by ~40ȸ70 bps during  the  month . We expect  system  liquidity  to  remain  in a comfortable  zone, 
in line  with  RBI guidance,  with  salutary  effects  on the  shorter  end of  the  curve  (Spread  of  1-yr AAA yields  over repo  is ~200  bps vs 5-yr avg of  100 bps)

Long  Duration  View  : The outlook  on the  longer  end of  the  curve  remains  muddy , with  persistently  high  crude  oil  prices  disrupting  fiscal  arithmetic  ȹ  both  via 
weaker  revenue  assumptions  and potentially  higher  subsidy  burdens  (fuel  and fertilizer) . While  higher  nominal  GDP growth  and potential  RBI dividend  flows  
may partially  offset  these  pressures,  long -end yields  are likely  to  remain  volatile  in the  near  term . Global  bond dynamics  could  further  add to  upward  
pressure  on yields . While  the  RBI is expected  to  remain  on hold  and continue  supporting  the  borrowing  programme  via OMOs, the  evolving  macro  backdrop  ȹ  
particularly  on the  external  side  (CAD/INR  dynamics)  ȹ  could  constrain  policy  flexibility  to  some extent . Accordingly,  we continue  to  avoid  the  long  end of  
the  curve  and would  use any sharp  rally  to  gradually  reduce  exposure . The trajectory  of  crude  prices  and the  duration  of  the  conflict  remain  key  swing  
factors .

Portfolio  Positioning

Accrual  as the  core : We prefer  locking  in attractive  carry  as liquidity  conditions  improve,  which  should  support  gradual  spread  compression . Focus remains  on 
high -quality  short - to  medium -term  accrual  strategies , with  selective  exposure  to  performing  credit  ȹ  including  hybrid  structures  with  potential  equity  
upside , curated  and tightly  structured  real  estate  credit . We remain  constructive  but  selective  in this  space. The local  private  credit  market  remains  
structurally  distinct  from  the  US ȹ  with  limited  leverage  at  the  fund  level,  focus  on cash-flow -generating  businesses  with  adequate  collateral,  and no ALM  
mismatches  given  the  closed -ended  structure  of  these  AIFs.

Real  assets  /  hybrid  yield  strategies  : Constructive  on income -oriented  real  assets  (REITs / InvITs) and hybrid  strategies  targeting  ȾģĨĜƘ-ƆŜƞƐȿ returns  through  
market -neutral  or derivative -led  overlays,  with  defined  downside  guardrails  and tax  efficiency . 

Gold ȸ Strategic Allocation : The medium -term backdrop remains supportive  ȹ  driven by elevated inflation, geopolitical uncertainty and diversification away 
ĽƉŪŢɈØÊ@ɈāƐƐĨƘƐȟɈ|ŪƘāĜŜƻȠɈ:ŃŇţāɁƐɈĝĨţƘƉāŜɈĜāţřɈŃāƐɈincreased gold purchases meaningfully  in {āƉĝŃɁǑǕ. While gold may face near -term tactical downside 
risks , its relevance in a portfolio as a strategic asset class remains intact .


























