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Hemant Rustagi

Looking at how Indian stock markets have performed over the last 18 months 

or so, the question on every equity investor's mind is what to expect in FY27. 

While a ceasefire in the near term could trigger a broad-based recovery in the 

stock market, the crucial factors for a sustained rally would be lower crude 

prices, stronger corporate earnings as well as FII inflows. Needless to say, if 

the current geo-political scenario in the Middle East continues for a month or 

so, we could see a round of downgrades to Nifty earnings estimates. 

On the valuations front, Nifty 50 is trading below its 5-year and 10-year 

average one-year forward earnings. With nearly 950 stocks at 52 weeks low, 

strong macro fundamentals, policy stability and strong domestic inflows, 

there are opportunities for measured and systematic participation in the stock 

market for investors looking to deploy funds for longer term through mutual 

funds. Of course, the key would be to invest in a combination of fund 

categories such as multi-cap funds, large & midcap, midcap and small cap 

funds.

Editor

FIIs were sellers to the tune of  ₹1.60 lakh crore during the year, making it the 

highest annual outflow numbers. On the other hand, DIIs invested  ₹8.49 lakh 

crore into the stock market, which was their largest yearly investment ever. 

During the financial year ended March 31, the Nifty and Sensex were down 

5% and 7% respectively. While the Nifty Midcap 150 was up 1.60%, its small 

cap and micro-cap counterparts were down 5.4% and 8.70% respectively. The 

Indian stock market was the only emerging market (EM) that declined in the 

FY26.

Dear Investor,

India’s equity indices ended FY 2025-26 with their worst 

performance since the Covid hit FY 20, amidst escalating 

West Asia geopolitical conflicts, rising crude oil prices 

above $115/barrel, weaker rupee and persistent FII 

selling. Indian markets had their worst month in March 

2026 as benchmark Nifty fell 11.36%, the steepest 

decline since March 2020. There have been only 13 

instances since 1995, when monthly returns declined by 

10% or more. 
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Indices 27th 30th Change

 2026 2026

 February March in (%)

Sensex 81,287.19 71,947.55 -11.49

MIDCAP 45,630.47 40,537.34 -11.16

BSE-100 26,446.46 23,406.44 -11.49

BSE-500 36,322.56 32,182.38 -11.40

SMLCAP 48,504.65 43,218.12 -10.90

BSE-200 11,486.28 10,155.99 -11.58
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India's IT Sector: Neglected, Not Broken - DSP Mutual Fund

A Decade of Drift

Valuations Are Becoming More Reasonable

This Is Not the First Time

Domestically, the Nifty IT index has effectively surrendered a decade of 

relative gains against the Nifty 50. Slower growth expectations, cautious 

enterprise spending, and the absence of a near-term catalyst have all 

weighed on sentiment. The sector's weight in the Nifty 50 is now near all-

time lows -a telling sign of how far investor ownership has receded.

Deep Drawdowns Have Historically Rewarded Patience

Today, the sector is once again in one of its deepest phases of relative 

underperformance. Several constituents of the Nifty IT index are trading in 

oversold territory. Sentiment is pessimistic. But sentiment-driven 

corrections, while capable of persisting, tend to create valuation resets that 

improve the probability of better future returns.

Perhaps the most concrete change in the current cycle is the reset in 

valuations. Major IT companies have corrected meaningfully from their 

earlier peaks, bringing multiples closer to -and in many cases below -long-

term historical averages. Specifically:

The AI transition today may feel more seismic, but the underlying logic of 

adaptation remains the same.

What followed was instructive. Indian IT firms adapted. They retooled their 

delivery models, made meaningful investments in digital capabilities, and 

eventually regained momentum. The sector proved that it could evolve 

alongside technological change rather than be disrupted by it.

• Forward price-to-earnings multiples are near or below post-GFC 

historical averages for several large-cap names.

Investor anxiety around Indian IT is not new. A similar episode played out 

during 2016–2017, when the industry faced an existential question: could 

legacy outsourcing companies survive the shift to digital transformation and 

cloud-based delivery? Growth decelerated, margins came under pressure, 

and multiples contracted.

Market history offers another useful observation: significant corrections in 

the IT sector have often preceded strong forward returns. Periods where the 

Nifty IT index corrected 20–30% from peak levels have historically been 

followed by meaningfully higher average returns over the subsequent two 

years.

The numbers are stark. On a rolling three-year basis, Indian IT stocks have 

underperformed the Nasdaq by nearly 57% - a gap that reflects the widening 

divergence between AI-driven global tech narratives and the steadier, less 

glamorous model of IT outsourcing and services delivery.

The Indian IT services sector has drifted into one of its deepest phases of 

underperformance in over a decade. As global technology stocks, especially 

AI beneficiaries have commanded a premium, Indian IT companies have 

been left largely unwatched. The result is a sector that is under owned, 

underpriced, and increasingly ignored. Yet, if history is any guide, this is 

precisely the kind of environment from which meaningful opportunities 

tend to emerge.

While global markets chase AI euphoria, Indian IT quietly 

makes a case for a contrarian re-look.

If high-quality businesses always came packaged with good news and cheap 

prices, investing would be effortless, and markets perfectly efficient. They 

are not. We may be in one of those rare junctures where quality is on offer, but 

the narrative is distinctly unfavourable.

AI: A Threat, or the Next Wave to Ride?

Fundamentals Remain Intact

The AI narrative has so far belonged to global platform companies, 

semiconductor manufacturers, and hyperscalers. Indian IT services 

companies -further down the technology stack -have not benefitted from the 

same excitement. But there is an important distinction to make here: 

between AI creators and AI adopters.

Indian IT firms built their franchises by implementing new technology 

waves for global enterprises -ERP, cloud migration, digital transformation, 

cybersecurity. AI may well be the next such wave, where these companies 

help regulated industries operationalise and scale AI solutions in real-world 

environments.

• Balance sheets are cash-rich, and free cash flow generation remains 

robust.

• Return on equity remains strong across the sector.

These are not the hallmarks of structurally impaired businesses. They are the 

hallmarks of high-quality companies going through a temporary period of 

mispricing.

Strip away the weak price action and the narrative, and what remains is a 

sector in reasonable financial health. Across the Nifty IT index, many 

companies continue to generate strong returns on equity, maintain clean 

balance sheets, and grow total contract values (TCV). Nearly 60% of the 

index by market capitalisation is currently trading below the 33rd percentile 

of its historical valuation range -even as the underlying business 

fundamentals remain sound.

This combination -solid fundamentals paired with depressed valuations -is 

typically what distinguishes a sector that is temporarily neglected from one 

that is structurally broken.

The companies that make up the core of this sector retain strong balance 

sheets, disciplined capital allocation, high return profiles, and resilient 

business models. The macro headwinds are real, but they are not unique -and 

the sector's history of adaptation suggests they are not insurmountable.

For investors with a medium-to-long-term horizon, a measured approach -

combining selective lump-sum positions with a systematic investment 

strategy -may be a prudent way to participate in a sector that is currently 

more out of favour than out of ideas.

Where Do Things Stand Today?
The Indian IT sector currently sits at a confluence of weak near-term 

sentiment, slower growth expectations, compressed valuations, and reduced 

investor ownership. These are conditions that markets historically associate 

with periods of maximum pessimism -and, in hindsight, with entry points 

that rewarded those willing to look beyond the noise.

That statement, from a leading AI company's recent public communication, 

is telling. What is even more telling is that they turned to an Indian IT 

services firm to provide precisely that expertise. The outsourcing model may 

be evolving, but it is not disappearing.

Because in markets, the most interesting opportunities often don't arrive 

with fanfare. They arrive when sectors are forgotten..

Parth Shah

Member of Product Management Group

DSP Assets Managers Pvt. Ltd.

Mutual Fund investments are subject to market risks, read all scheme 

related documents carefully.
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Market Outlook - SBI Mutual Fund

The current crisis in the Middle East stands apart.not because it is the first 

conflict in the region, but because the physical chokepoint at the centre of 

global energy flows is directly impaired. The broad.based upward pressure 

across the energy complex, has clear implications for input costs and 

inflation dynamics. Despite superficial similarities to the 2022 European 

energy crisis, today�fs environment is meaningfully different. Global fiscal 

policy is expansionary rather than contractionary with steeper yield curves 

pre- war reflecting the same concerns. As a result, central banks can credibly 

maintain or even adopt more hawkish stances in response to rising oil. 

Unlike 2022, the rise in front.end yields is not irrational.rather, it reflects a 

combination of inflationary supply shocks and firm underlying demand.

Exhibit 1: Asset class performance since the onset of Middle Eastern 
crisis 

Source: Bloomberg, SBIFM Research

EQUITY 
Indian equities corrected sharply in March 2026 with the Nifty and the 

Sensex falling 11.3% and 11.5% respectively as the energy shock from the 

US- Israel- Iran conflict sent crude oil prices soaring beyond US$ 

100/barrel. The correction was broad based with the Nifty Midcap 150 and 

the Nifty Smallcap 250 indexes declining 11.1% and 10% respectively. 

Sectorally, all sectors ended the month with losses with cyclicals such as 

Banks, Real Estate and Auto bearing bulk of the brunt. On the flip side, 

markets sought relative safety in Power, Healthcare and IT sectors 

(Exhibit 2).

Exhibit 2: The sell-off in Indian equities was widespread with all sectors 
in red- cyclicals led the declines

Source: Bloomberg, SBIFM Research 

The US- Israel- Iran war has led to a practical shutdown of the Strait of 

Hormuz which accounts for transport of a fifth of global oil and liquefied 

natural gas consumption leading to an energy shock. With the supply shock 

persisting for over five weeks now, it has led to fears of a 2022 Russia-

Ukraine-style macro and earnings impact or even worse if this prolongs 

further. In this scenario, persistent high inflation readings could force central 

banks to tighten. Growth slows as household real incomes are squeezed and 

corporate margins weaken from higher input costs. Current accounts 

deteriorate across energy importing economies such as India, pressuring 

currencies. The India NSE volatility index has surged to high twenties 

reflecting these fears, and near levels last seen during the Russia-Ukraine 

crisis and the Trump-tariff shock (Exhibit 3).

These stagflationary fears have already led to a reversal in earnings revisions 

trajectory for corporate India (Exhibit 4). Earnings upgrades to downgrades 

ratio had been directionally heading higher up until Feb end, reflecting 

optimism on the economy, on back of several positives such as conclusion of 

trade deals, potential recovery in private sector capex, consumption 

tailwinds driven by GST and income tax cuts and lagged impact of monetary 

easing. A reflation in economy and recovery in corporate earnings had 

appeared to be the base case. FPI flows had turned positive in February 

reflecting this optimism. March, however, saw a rapid deterioration in 

earnings revisions with downgrades convincingly outpacing upgrades 

reflecting fears of a prolonged energy crisis. FPI flows dived southwards 

again (Exhibit 5).

Exhibit 3: Indian equities see volatility spike; VIX in high-20s

Source: Bloomberg, SBIFM Research

Exhibit 4: Earnings downgrades picked up pace in March

Source: FactSet, SBIFM Research

Exhibit 5: FPIs resumed selling in March

Source: Bloomberg, SBIFM Research 

Exhibit 6: India has been a stark underperformer within Emerging 
Markets over the past six quarters

Source: Bloomberg, SBIFM Research 

Cont. on page 5...
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Performance Of Select Funds
Data as on March 27, 2026

Mutual funds, like securities investments, are subject to market and other risks. As with any investments in securities, the NAV of units can go up or down depending on the factors and forces affecting capital markets.

*Absolute  ** Annualised. Past performance may or may not be sustained in future.
Source: Value Research

DEBT
Debt Oriented & Ultra Short Term Debt Fund

Axis Corporate Bond Fund  Jul-17 -0.46 0.30 1.63 5.89 7.08 7.17 6.02

Kotak Banking and PSU Debt Fund  Dec-98 -0.43 0.37 2.07 5.87 6.98 7.11 6.10

 Funds Launch 1 Mth* 3 Mth* 6 Mth* 1 Year* 2 Year** 3 Year** 5 Year**

Kotak Corporate Bond Fund  Sep-07 -0.54 0.25 1.63 5.75 7.12 7.25 6.09

HDFC Corporate Bond Fund  Jun-10 -0.86 -0.18 1.16 4.85 6.70 7.12 6.01

SBI Banking and PSU Fund Oct-09 -0.46 0.22 1.47 5.40 6.67 6.77 6.09

ICICI Prudential Savings Fund Sep-02 0.17 1.13 2.78 6.88 7.39 7.58 6.09

Kotak Savings Fund  Aug-04 0.36 1.31 2.76 6.35 6.78 6.85 6.09

ABSL Short Term Fund  May-03 -0.41 0.32 1.89 5.88 7.00 7.09 6.15

Sectoral / Thematic Fund & Tax Saving

Bandhan Transportation and Logistics  Oct-22 -9.41 13.33 7.28 22.22 - - - -

Nippon India Pharma Fund Jun-04 -0.50 2.84 8.10 22.57 15.26 18.69 14.02 16.16

Kotak Pioneer Fund  Oct-19 -9.09 6.92 8.80 19.85 14.94 - - -

ICICI Prudential Pharma Healthcare Jul-18 -4.66 2.25 11.61 26.34 17.07 20.67 - -

Nippon India Power & Infra Fund May-04 -3.89 3.93 4.01 24.43 22.62 19.04 17.17 10.95

ICICI Prudential Banking and Financial Aug-08 -8.29 -1.52 6.32 12.85 10.93 9.36 13.96 13.26

Bandhan ELSS Tax Saver Fund  Dec-08 -6.18 -0.63 1.52 13.38 13.83 14.08 14.57 14.12

ABSL PSU Equity Fund  Dec-19 3.88 9.09 3.99 27.93 25.09 - - -

Kotak ELSS Tax Saver  Nov-05 -7.57 -1.73 1.93 13.03 12.61 13.51 13.81 12.51

Nippon India Banking & Financial  May-03 -5.03 1.30 7.25 16.23 15.08 11.08 14.05 12.10

SBI Healthcare Opportunities Fund Jul-99 0.39 2.59 11.32 25.37 17.31 19.97 11.90 16.53

Nippon India ELSS Tax Saver Fund Sep-05 -5.69 1.29 4.84 16.57 14.20 11.84 10.92 12.49

ARBITRAGE FUNDS
 Funds Launch 3 Mth* 6 Mth* 1 Year* 2 year** 3 Year** 5 Year**

Kotak Arbitrage Fund  Sep-05 1.61 3.07 6.30 6.83 7.21 6.14

ICICI Prudential Equity Arbitrage Fund Dec-06 1.60 3.07 6.34 6.78 7.08 5.98

Bandhan Arbitrage Fund  Dec-06 1.49 2.91 6.01 6.59 6.94 5.83

Midcap & Smallcap
HDFC Mid Cap Fund  Jun-07 -3.21 5.99 8.91 23.75 20.68 18.79 17.78 18.42

Kotak Midcap Fund  Mar-07 -6.89 5.53 10.57 19.69 17.32 18.41 17.51 17.74

Motilal Oswal Midcap Fund  Feb-14 -16.61 -11.03 2.49 19.74 21.07 18.75 15.87 -

Nippon India Growth Mid Cap Fund Oct-95 -3.85 5.67 9.93 24.46 20.54 19.94 18.27 15.58

Bandhan Small Cap Fund  Feb-20 -9.24 2.23 10.53 27.97 21.28 - - -

HDFC Small Cap Fund  Apr-08 -13.56 -0.18 1.71 15.90 18.58 15.60 17.06 15.13

Kotak Small Cap Fund  Feb-05 -12.53 -5.52 1.60 12.97 13.70 17.81 15.84 16.09

Nippon India Small Cap Fund Sep-10 -9.72 0.09 3.26 19.09 20.97 20.85 19.93 20.32

Quant Small Cap Fund Nov-96 -10.68 -2.87 -1.04 18.51 22.38 23.61 17.43 14.49

HYBRID

ABSL Equity Hybrid '95 Fund  Feb-95 -5.91 -0.04 4.25 12.23 9.49 9.50 9.93 10.73

Kotak Bal. Advantage Fund  Aug-18 -3.75 1.02 5.00 9.88 8.41 - - -

Bandhan Equity Savings Fund  Jun-08 0.01 3.37 5.14 7.39 6.45 - - -

ICICI Prudential Equity & Debt  Nov-99 -3.96 3.31 6.73 17.42 17.78 16.25 15.58 15.26

 Fund Launch 6 Mth* 1 Year* 2 Year** 3 Year** 5 Year** 7 Year** 10 Year** 15 Year**

Kotak Aggressive Hybrid Fund  Nov-99 -5.22 2.70 6.75 13.46 11.96 13.52 12.55 11.46

ABSL Bal. Advantage Fund  Apr-00 -1.91 3.35 7.08 11.94 9.75 - - -

ICICI Prudential Bal. Advantage  Dec-06 -2.58 4.85 6.51 11.93 10.59 - - -

SBI Equity Hybrid Fund Dec-95 -4.54 1.77 6.78 13.38 10.83 11.61 11.76 12.40

Nippon India Bal. Advantage  Nov-04 -3.36 1.51 5.09 11.27 9.46 - - -

Kotak Equity Savings Fund  Oct-14 -1.26 5.03 5.81 10.40 9.41 - - -

Please check whether you have received dividend for the fund/s that you may have in your portfolio 
out of this list. In case, you do not maintain any portfolio statement, Wiseinvest can do that for you 
free of charge. Once we have the details, we would send your updated statement every month. You 
can contact our corporate office or our branch to avail of this free service.

Source: Moneycontrol

Invesco India Smallcap Fund 24-Mar-2026 3.00

ICICI Pru Manufacturing Fund 16-Mar-2026 2.00

PGIM India Midcap Fund 27-Mar-2026 1.94

PGIM India Flexi Cap Fund 27-Mar-2026 1.51

ICICI Pru Dividend Yield Equity Fund 17-Mar-2026 2.20

Motilal Oswal ELSS Tax Saver Fund 24-Mar-2026 1.97

PGIM India Small Cap Fund 27-Mar-2026 1.10

Bandhan Large Cap Fund 24-Mar-2026 1.34

Kotak Multicap Fund 23-Mar-2026 1.45

Invesco India Midcap Fund 24-Mar-2026 5.00

Bandhan Large & Mid Cap Fund 10-Mar-2026 2.69

Bandhan ELSS Tax Saver Fund 24-Mar-2026 1.95

ICICI Pru Value Fund 12-Mar-2026 4.00

Bandhan Value Fund 24-Mar-2026 2.32

Bandhan Midcap Fund 24-Mar-2026 1.00

Bandhan Flexi Cap Fund 24-Mar-2026 2.91

Motilal Oswal Large & Midcap Fund 24-Mar-2026 1.66

Bandhan Small Cap Fund 24-Mar-2026 1.92

Invesco India Large & Mid Cap Fund 24-Mar-2026 4.00

Tata ELSS Fund 12-Mar-2026 8.00

ICICI Pru India Opp Fund 16-Mar-2026 2.20

Invesco India Flexi Cap Fund 24-Mar-2026 1.80

Invesco India Contra Fund 24-Mar-2026 5.00

Bandhan Infrastructure Fund 24-Mar-2026 2.19

Invesco India Focused Fund 24-Mar-2026 2.00

Motilal Oswal Flexi Cap Fund 24-Mar-2026 2.10

Motilal Oswal Midcap Fund 24-Mar-2026 2.86

PGIM India ELSS Tax Saver Fund 27-Mar-2026 1.37

HDFC Small Cap Fund 05-Mar-2026 4.00

  Scheme name Date Dividend declared in ̀  Per unit

HDFC Flexi Cap Fund 05-Mar-2026 7.00

Nippon India Growth Mid Cap Fund 05-Mar-2026 9.00

Invesco India Largecap Fund 04-Mar-2026 3.00

Dividends declared by equity and equity-oriented funds during
the month of March 2026

EQUITY FUNDS

Kotak Multicap Fund  Sep-21 -5.94 4.41 5.33 21.76 - - - -

Invesco India Contra Fund  Apr-07 -9.65 -3.69 5.40 16.99 13.84 13.95 15.10 14.45

SBI Large & Midcap Fund Feb-93 -3.38 3.33 7.64 16.24 15.73 15.31 14.76 14.56

UTI Large & Mid Cap Fund  Feb-93 -3.84 2.14 7.63 20.16 16.62 15.41 13.94 12.57

HSBC Multi Cap Fund  Jan-23 -7.14 1.59 4.45 20.36 - - - -

ICICI Prudential Large Cap Fund May-08 -7.24 -1.17 3.38 15.40 13.91 13.64 14.05 12.94

Helios Flexi Cap Fund  Nov-23 -9.32 1.30 5.89 - - - - -

Bandhan Large & Mid Cap Fund  Aug-05 -5.81 2.65 7.68 21.57 17.57 15.86 15.52 12.92

Motilal Oswal Flexi Cap Fund  Apr-14 -13.32 -8.83 4.33 19.48 10.94 10.78 12.21 -

ABSL Flexi Cap Fund  Aug-98 -4.04 2.63 7.03 16.73 12.88 13.03 13.89 13.52

Kotak Large Cap Fund  Dec-98 -7.01 -1.06 3.90 13.10 11.19 12.53 12.33 11.64

Nippon India Large Cap Fund Aug-07 -8.01 -0.63 3.78 16.48 15.82 13.33 14.19 13.30

HDFC Flexi Cap Fund  Jan-95 -7.39 0.56 8.02 19.11 18.72 15.72 16.15 13.56

SBI Focused Fund Oct-04 -2.89 4.88 8.56 16.50 13.11 13.90 14.38 15.72

Invesco India Focused Fund  Sep-20 -15.28 -10.01 2.38 19.59 14.01 - - -

Bajaj Finserv Flexi Cap Fund  Aug-23 -6.86 3.12 7.62 - - - - -

Kotak Flexicap Fund  Sep-09 -6.31 1.10 5.15 14.70 12.09 12.23 13.54 13.68

Parag Parikh Flexi Cap Fund  May-13 -6.96 -0.65 7.02 17.29 16.02 18.02 16.85 -

WhiteOak Capital Flexi Cap Fund  Aug-22 -8.29 -1.36 5.34 17.40 - - - -

Axis Large & Mid Cap Fund  Oct-18 -6.66 1.04 4.44 18.03 13.85 16.23 - -

HDFC Large and Mid Cap Fund  Feb-94 -8.18 -1.30 3.70 17.74 16.32 15.21 14.21 11.34

HSBC Large and Mid Cap Fund  Mar-19 -6.11 5.22 7.50 18.79 14.92 - - -

Bandhan Focused Fund  Mar-06 -7.30 -0.82 6.04 17.04 11.72 11.93 12.46 9.87

Invesco India Large & Mid cap Fund  Aug-07 -10.20 2.27 8.75 21.81 15.75 14.77 15.17 13.81

Kotak Large & Midcap Fund  Sep-04 -4.91 2.70 6.14 17.09 14.87 15.23 15.17 14.02

 Fund Launch 6 Mth* 1 Year* 2 Year** 3 Year** 5 Year** 7 Year** 10 Year** 15 Year**

ABSL Large Cap Fund  Aug-02 -8.34 -2.72 3.05 12.85 11.43 11.45 11.89 11.98

LIC MF Large & Mid Cap Fund  Feb-15 -8.22 -4.08 5.67 16.03 12.69 13.17 14.24 -

ICICI Prudential Large & Mid Cap Fund Jul-98 -5.95 1.34 6.87 18.98 18.32 16.63 15.49 13.74

LIC MF Multi Cap Fund  Oct-22 -8.18 -0.27 7.65 17.90 - - - -

Motilal Oswal Large and Midcap Fund  Oct-19 -9.86 4.18 9.40 22.72 18.31 - - -

Large Cap, Large & Midcap, Multi Cap
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Market Outlook...

However, amidst all the fear and gloom, the silver lining has been a decent 

moderation in valuations. Indian equities had been significantly 

underperforming Emerging Market peers for the past six quarters even 

before the current crisis (Exhibit 6). Sensex price to earnings multiple is now 

back to longer term averages while our preferred valuation gauge that 

measures earnings yield as a relative spread to bond yields has moderated 

further as equity declines more than offset the sharp increase in bond yields.

With largecap valuations now inexpensive, any moderation in energy prices 

could lead to a swift recovery (Exhibit 7 and 8). We believe that if the energy 

shock were to recede soon, on a potential agreement between US and Iran, 

earnings and macro impact could be transient and potentially already 

factored into equity prices with the recent market correction. On asset 

allocation, our model suggests early teens returns for Indian large cap 

indexes with relative preference still for large caps versus mid and small 

caps.

FY26 marked a period, wherein macro variables remained robust providing 

elbow room for growth supportive monetary and liquidity policy actions. 

While economic growth remained robust on a relative basis, with headline 

inflation projected around the midpoint target of 4%, liquidity actions were 

focused on ensuring transmission of policy rate cuts into the wider economy 

and to sustain and improve the momentum in growth. A benign forward 

inflation estimate enabled the central bank to conduct significant open 

market purchases apart from other durable liquidity infusion measures. 

While the fiscal year started with policy rate cuts, external events have come 

to the forefront in the recent months, constraining policy choices going 

ahead. The inherent conflicts within the policy framework and the multiple 

objectives under which the central bank operates have also been clearly 

apparent as the year closed. Over the last month, the markets have 

significantly retraced most of the rates transmission in the cycle, especially 

at the shorter end (Exhibit 9).

FY26 snapshot

FIXED INCOME

Cont. on page 6...

Exhibit 7: Sensex PE back to long term averages 

Source: FactSet, Bloomberg, SBIFM research

Exhibit 8: Yield spread based valuations (earnings yield minus bind 
yields) attractive too

Source: FactSet, Bloomberg, SBIFM research 

Exhibit 9: Yield have has significantly steepened 

Source: Bloomberg

Over the last month of the fiscal, some of the inherent contradictions have 

come to the forefront as both the exchange rate and bond yields have reacted 

adversely in response to external triggers. Large scale open market 

operations including screen-based purchases had pegged the benchmark 

10y yields around 6.7% for a while (Exhibit 10). The Middle East hostilities 

have led to a resetting in global yields as well as inflation expectations. 

Alongside, the RBI stepping off from G sec purchases once the large part of 

market borrowings was out of the way, bond yields were quick to reprice all 

along the curve. Similarly with continuing capital account outflows and 

possibly reasonable speculative positioning on the currency market, the 

rupee dollar exchange rate underwent rapid depreciation over the month of 

march, with feedback loop into liquidity and market rates.

Recent market context

Operating an Independent Monetary Policy, Fixed exchange rate and an 

Open capital account is an impossible macro task as the central bank can at 

best control 2 of the 3 variables. Even as monetary policy remained anchored 

to domestic fundamentals, RBI has been deftly managing the other 2 corners 

of the Impossible Trinity, by having a semi managed exchange rate and 

largely open capital account, though with adequate controls. Within the 

constraints, the currency has been allowed to gradually adjust recently with 

most measures on REER probably showing undervaluation. However, the 

frictions within this framework were bound to eventually percolate into 

volatility and eventual resetting of financial market outcomes. Aside the 

above, the domestic liquidity operations have been hostage to requirements 

of enabling rate transmission as well as smooth management of government 

borrowings and banking system liability growth. This has at times over the 

last quarter led the RBI to deviate from the stated goal to align the overnight 

rates around the repo rate. Substantial liquidity infusions have broadly kept 

the collateralised rate below the SDF rate over the last quarter.

Exhibit 10: Rates Snapshot 

Source: Bloomberg, PPAC, RBI, CEIC, SBIFM Research; NB: *Corporate bond rate 
is for AAA rated bonds, **Crude oil price is average $/barrel for the month and INR, 
remaining data are % month end, ^INR and Oil price changes are % change, + 
denotes appreciation in rupee, -ve denotes depreciation

...Cont. from page 3
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Market Outlook...
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Exhibit 11: India's balance of payments position has weakened 
materially due to near zero net FDI inflows 

Source: Bloomberg, SBIFM Research

We anticipate that the monetary policy stance should now move into a risk 

focused mode with the earlier guidance of "low for longer" being ill advised 

To the extent that the hostilities lead to supply disruptions as evident now 

and basis policy responses, India would need to confront the reality of 

elevated inflationary passthrough as well as fiscal stress. With more than 

20% of the global supply of oil and gas disrupted, a prolonged blockade has 

impact on supply chains across a range of sectors. Effectively from a rates 

market perspective, one needs to confront the reality of incremental stress 

emerging on the current account as well as broader balance of payments, 

apart from the incremental worsening of both inflation and fiscal metrics. 

Recent administrative measures to curtail open positions of authorised 

dealers on the Fx market should provide near term exchange rate stability. 

However, in the absence of material turnaround in the capital flow account, 

these may remain insufficient. At the same time, future inflation assessment 

would form the basis of comfort in maintaining excessive domestic liquidity. 

Incrementally, the ability to backstop the system through liquidity infusion 

may be curtailed. Even as demand supply dynamics in the sovereign market 

is expected to be better this fiscal as both pension and bank demand may 

improve, the overall balance remains skewed against demand in the absence 

of RBI support. Effectively the rates market may need to ascertain fair levels 

without a heavy-handed central bank presence. 

in the emerging realities driven by geopolitics. While the case for outright 

tightening of rates as in 2013 aren't justified, incremental actions more so on 

the liquidity front may switch back to maintaining adequate liquidity and not 

to keeping overall monetary conditions looser. Overnight settings are likely 

to revert to being aligned to the repo rate and with higher tolerance of 

operating between the repo and MSF. 

From a market perspective, the anticipated easing at the shorter end of the 

money market curve has materialised even as the above 3m tenor remains 

elevated on likely fears surrounding policy rate actions. The action on the 

forex market have led to fears around potential interest rate defence action. 

This is unlikely in the near term. In the absence of near-term policy rate 

actions, we anticipate that these levels should ease a bit going forward. Long 

term yields would likely remain under pressure as the new fiscal year market 

borrowings start in a worsening external environment along with less 

likelihood of near-term support from the RBI. While the curve should flatten 

over the remaining part of the rate cycle, further uptick across the curve is 

clearly likely. This provides a case for maintaining a lighter duration 

positioning. 

Rajeev Radhakrishnan, CFA 

CIO – Fixed Income

Gaurav Mehta, CFA 

Head – SIF (Equity) 

Disclaimer
This presentation is for information purposes only and is not an offer to sell 

or a solicitation to buy any mutual fund units/securities. The views expressed 

herein are based on the basis of internal data, publicly available information 

& other sources believed to be reliable. Any calculations made are 

approximations meant as guidelines only, which need to be confirmed 

before relying on them. These views alone are not sufficient and should not 

be used for the development or implementation of an investment strategy. It 

should not be construed as investment advice to any party. All opinions and 

estimates included here constitute our view as of this date and are subject to 

change without notice. Neither SBI Funds Management Limited, SBI 

Mutual Fund nor any person connected with it, accepts any liability arising 

from the use of this information. The recipient of this material should rely on 

their investigations and take their own professional advice. 

Mutual Fund investments are subject to market risks, read all scheme 

related documents carefully.

Way Forward
Concerns on the capital account have been visible for a while, with net 

equity portfolio outflows as well as muted net FDI flows (Exhibit 11). All 

along, India’s current account dynamics remained strong with modest trade 

deficits alongside robust net services sector surpluses and stable remittance 

flows. Events since the start of the Middle East conflict initiated by the 

United States, have essentially turned a capital account problem on the 

balance of payments into a wider current account as well as external sector 

problem.
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