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External Cues ȸ Global Growth: Broadening, but uneven

Source :  Bloomberg, CNBC, S&P, NBS, UBS 

:ŃŇţāɁƐɈZ@ÀɈZƉŪƵƘŃɈĝŪţƘŇţƞĨƐɈƘŪɈĜĨɈƵĨāř

Global earnings growth is broad -based

Developed -Market PMI Growth Hits a Four -Year High

US Retail Sales Fall by Most in Over a Year

1 2

3 4

G4 activity accelerated 
sharply in August, signaling 
a strong start to Q3 2026, 

with the upturn broadening 
across major developed 

economies.

The US remains the key 
growth engine, led by 

resilient services, while 
improving manufacturing 

activity in Europe and Japan 
is adding breadth to the 

recovery

US consumption is slowing 
at the margin: retail sales 

fell 0.6% MoM in July 
(+5.0% YoY), while real 

consumer spending was 
broadly flat. 

With the tax -refund boost 
fading and household 

savings near 3%, softer 
consumption and housing 

activity point to a more 
moderate Q3/Q4 growth 

trajectory

:ŃŇţāɁƐɈZ@ÀɈľƉŪƵƘŃɈƐŜŪƵĨģɈ
from 5.0% YoY in Q1 2026 
to 4.3% in Q2, its weakest 
pace in more than three 
years. Bank loan growth 

remains weak, while 
housing credit continues to 

contract (1 st in 19-years), 
highlighting the domestic ȸ

external divergence
Exports grew (~24% yoy in 

July), while retail sales 
(+0.6%) and fixed asset 
investments ( -6.7% yoy 

YTD) were subdued

Despite multiple 
headwinds, global earnings 

growth remains resilient, 
with only moderate 

deceleration expected in 
2027. Earnings are also 

broadening beyond the AI 
complex, although AI capex 

remains elevated at an 
estimated ~0.9% of global 

GDP in 2026.

YŜāƐŃɈÀ{cɈŪƞƘƆƞƘɈŪĽɈɀZǓɁɈģĨƴĨŜŪƆĨģɈĨĝŪţŪŢŇĨƐ



4

External Cues ȸ Global Growth

Á H2 growth  looks  more  resilient  than  feared  but  stays  below  the  pre -conflict  trajectory : the  key positive  is improving  breadth  ȹ  manufacturing  and the  earnings  recovery  are 
extending  beyond  the  US ȹ  yet  durability  hinges  on whether  stronger  corporate  investment  can offset  softer  household  demand  and elevated  energy  costs . A large  part  of  
global  growth  is now linked  to  AI capex  in 2026 , whereas  consumer  sentiment  and spending  is subdued,  esp. in the  US.

Á Corporate  earnings  are cushioning  the  slowdown : resilient  profit  growth  across  the  US, Europe and Japan is supporting  overall  growth  and offsetting  softer  consumer  
demand . US OBBBA* tax  benefits  are providing  an additional  boost  to  corporate  cash flows  and investment,  but  the  underlying  earnings  strength  seems intact,  although  
significantly  tied  to  the  AI and related  capex  theme . Global  AI investments  are est . at  1.3% and 1.4% of  global  GDP in Ɂ27 and ɀ28 , with  the  AI capex  in the  US rising  from  1.8% of  
GDP in ɀ26 to  2.5% in the  next  2-years. 

Á Not  all  is rosy  though ȹ  with  the  Fed hemmed  in by persistent  inflation,  monetary  support  has faded . Tiding  over the  fiscal  and inflationary  situation  may warrant  some policy  
tightening  and this  could  act  as headwinds  going  forward . Also,  huge supplies  of  debt  from  the  AI fraternity  are beginning  to  nudge  US Treasury  yield  higher,  creating  further  
headwinds  in the  process

OAI-capex disappointment  ȹ  debt -funded hyperscaler spending is now beginning to crowd out resources.
OEnergy shock  ȹ  thin global inventory buffers leave little cushion against further West Asia disruption to crude supply.
OSoftening DM demand  ȹ  cooling US consumer and labour momentum could undercut the engine if breadth fails to compensate
OLimited monetary / fiscal policy cushion

Á Growth  is broadening  beyond  the  US: Eurozone manufacturing  hit  a 54 -month  high  (Germany-led)  and Japan's PMI rose to 55 .1 (new orders  the  strongest  since 2018). The US 
remains  the  engine,  driving  AI capex  around  the  world . Global  capex  is est . to  be a significant  driver  to  GDP growth  in 2026 .

Á The AI build -out  is reshaping  trade,  not  just  capex  ȹ  semiconductors,  servers  & data -centre  equipment  lifted  :ŃŇţāɁƐ exports  +23.9% and South  sŪƉĨāɁƐ +62.8% YoY in July.
Á Earnings  upturn  ȹ  broadly  and globally . 2026  S&P 500  EPS growth  upgraded  to  26.1% (from  24.4%), ex-AI EPS at  14.9%; Q2 delivered  ~50 % YoY EPS on ~15% revenue  

growth,  while  STOXX 600  tracks  ~24% YoY and 71% of  Japanese firms  beat  estimates .
Á Backdrop  remains  uneven   ȹ  US employee  compensation/GDP  (%) is the  lowest  since 1947, while  household  net  worth  is close  to  all -time  highs,  reflecting  a K-shaped growth  

picture . At  the  same time,  tariffs  remain  unclear,  although  an improvement  in oil  supplies  recently  from  the  Middle  East(~7-8M bbl/day  of  supplies  in the  last  few  days) help  at  
the  margin .

Á Base case stays  constructive,  but  concentrated  ȹ  improving  breadth  supports  risk  assets  and therefore  global  equities  into  H2CY26, yet  reliance  on the  AI/tech -capex  cycle  
makes the  expansion  fragile : any pause in hyperscaler  spending  or delay  in monetisation  removes  the  key growth  pillar . 

Á The risk  seems  to  be shifting  from  cyclical  to  external/policy -driven  areas  ȹ renewed  tariff  uncertainty  and geopolitically  driven  energy  volatility  are capping  upside  and 
raising  tail  risks,  even as the  base case remains  intact .

Assessment   

Risks

Facts  

Implication 

Global growth is broadening, with improving earnings and stronger activity beyond the US providing a more resilient base.  Th e outlook remains constructive but 
uneven, with huge dependence on AI -led capex, while tariffs, energy prices and softer consumption remain key risks to watch.

Source :  Bloomberg, S&P; *OBBBA : One Big Beautiful Bill Act
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Local Cues ȸ Growth : Stronger than expected 

Source :  HSBC, S&P Global PMI, Bloomberg, Indian Institute of Tropical Meteorology , Pune

RBI raised its FY27 GDP 
growth forecast to 6.7% 

from 6.6%, reflecting 
resilient domestic demand 
and better -than -expected 
Q1 activity despite the mid -

year energy spike. 
Domestic momentum 

should remain supportive 
into 2HFY27, aided by 
festive demand, GST 
rationalisation  and 

improving post -monsoon 
rural cash flows.

Indicators broadly 
accelerated in Jul -26 vs a 
year earlier. The breadth 
spans both consumption 

and industrial activity and is 
well diversified across rural 

and urban indicators.

August Composite PMI 
(Flash) edged up to 54.6, 
but remained divergent: 

Services rose to 54.5, while 
Manufacturing fell to 52.9 
ȹ  its weakest in five years, 
with factory employment 
declining for the first time 

in 2.5 years. The softness is 
more visible in domestic 

demand, while export 
orders remained relatively 

resilient. With services 
driving the expansion, 

growth remains positive, 
but the breadth of 

momentum is narrowing.

Cumulative rainfall is now 
tracking close to normal 

after a weak start in June. A 
near-normal monsoon 

supports the Kharif harvest, 
rural incomes and food -

price disinflation, 
reinforcing rural demand. 
The key risk is a weaker 

monsoon finish into 
September, which could 

affect the harvest outlook 
and food inflation.

Agency Prior FY27 forecast Aug -26 forecast Change

RBI 6.6% 6.7% +10 bps

ICRA 6.5% 6.7% +20 bps

India Ratings 6.7% 6.8% +10 bps

CRISIL 6.6% 6.6% 0 bps

Fitch Ratings 6.4% 6.4% 0 bps

HSBC 6.0% 6.3% +30 bps

Indicator
Jul 2025 

(YoY Change %)
Jul 2026 

(YoY Change %)

Retail passenger vehicle sales +5.6 +19.1

Retail 2 -wheeler sales -2.2 +28.3

Retail tractor sales +14.6 +28.1

Retail commercial vehicle sales +0.2 +24.0

GST revenue +8.2 +15.4

Electricity demand (Volume) +2.6 +10.7

Cement production +11.6 +13.1

Railway freight traffic (freight 
originating)

0.0 +8.9

Port cargo traffic +4.0 +8.8

Domestic air passenger traffic -2.5 -4.8

Services cushion a softer industrial cycleGDP estimates see minor upgrades1 2

Monsoon normalises after a weak startDomestic recovery remains broad -based 3 4
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Local Cues ȸ Growth

Á Investment  cycle  firming  on both  public  and private  legs : central  capex  +23.7% YoY (27.8% of  FY27 BE). Investment  announcements  of  Rs. 26.75  T suggest  strong  capex  intentions,  
with  a significant  56 % of  this  towards  data  center  and AI build -out . Bank credit  is up ~19% YoY (to 15 Jul), broadening  into  industrial  and MSME lending ; FCNR(B) inflows  are aiding  
funding  and credit  growth .

Á Monsoon  tapering  after  a strong  revival : rains rebounded  sharply  in Julyȸearly  Aug  ȹ  the  seasonal  deficit  narrowed  to  ~14% and the  kharif  sowing  gap narrowed  to  ~-2% YoY. However,  
the  IMD has guided  for  a below -normal  AugȸSep and El Niño strengthening . Reservoir  storage  (~44 % of  capacity,  below  the  10-yr average)  is a key monitorable  hereon .

Á The Government  continues  to  promote  self -reliance  and domestic  manufacturing  in various  sectors  ȸ August  saw the  MPMS (for  mobile  phones) launched  with  a budget  of  Rs. 62,500  cr . 
after  the  Semicon  2.0 launched  last  month .

Á Net  FDI recovered  in 1QFY27 to  $7.8B ($4.8B in 1QFY26) likely  owing  to  the  buildout  of  data  centers . A sustained  recovery  here would  be an important  growth  tailwind .

Á Trade overhang easing: India sits in the lower US tariff tier ȹ  10% (cut from a proposed 12.5%), with ~45% of exports exempt. This however remains a volatile factor.
Á The FTAs with UK and Oman should help boost export opportunities esp. in sectors like textiles, auto, engineering and consume r goods.
Á Margin pressure could build through 2HFY27: rising input, energy and wage costs are prompting greater price pass -through, with demand resilience key to protecting margins
Á Monetary policy mix turning less accommodative: RBI policy is unlikely to be an incremental tailwind from hereon given their explicit concerns around inflation.
Á Rural consumption broadening: FMCG rural volumes have outpaced urban for seven straight quarters and rural wage growth has picked up into double digits; Ju ly auto retail hit records 

(two -wheelers and tractors both +28% YoY). GST rate cuts and higher rural -scheme outlays add to affordability into the festive s eason
Á With non -fossil fuel installed power capacity now 54% of total capacity and with higher electrification, the sensitivity to external commodity prices is expected to continue its decline 

in future . That said, while crude stocks run low, the recent recovery in oil flows from the Middle East should help keep crude oil pri ce in check.

Á Rural  growth  gets  near -term  support,  but  tail -season  risks  remain : the  improvement  in rainfall  and Kharif  sowing  provides  a better  base for  rural  activity,  but  the  possibility  of  weaker  
AugustȸSeptember  rainfall  and low  reservoir  levels  increases  uncertainty  around  late -Kharif  output  and Rabi sowing .

Á Competitiveness  improving  at  the  margin : the  INR REER has recovered  from  May's  decadal  lows  but  stays  below  its  long -run level,  retaining  a cushion  for  exporters . Meanwhile,  the  
ľŪƴĨƉţŢĨţƘɁƐ ~$189bn import -substitution  plan  covering  1,272  products,  alongside  PLI schemes, is strengthening  domestic  manufacturing  and supply  chains .

Á Domestic  cyclicals  and export -oriented  ideas  continue  to  show  strength .
Á While  domestic  demand  remains  strong,  India yet  does not  stand  out  in the  global  growth  sweepstakes,  given  strong  growth  in many geographies  and the  absence  of  a participation  in 

the  AI value  chain . A key related  question  is whether  India  is part  of  a larger  global  growth  recovery  or is the  recovery  driven  by local  factors .

OCrude sustained  above USD 90ȸ100/bbl  through  FY27 ȹ  widening  the  CAD, pressuring  INR and lifting  yields .
O Inflation  broadening  beyond  food/fuel,  forcing  an earlier  / deeper  RBI rate -hike  cycle .
OMonsoon  / El Niño setback  in the  tail  of  the  season hitting  rabi  prospects
OA disruptive  rise in global  yields  that  impacts  flows  to  EMs

Source : RBI, GOI, Moneycontrol ,  Bloomberg

Assessment   

Implication 

Risks

Facts  

cţģŇāɁƐɈģŪŢĨƐƘŇĝɈĨţľŇţĨɈƉĨŢāŇţƐɈƉĨƐŇŜŇĨţƘɈāţģɈŇţĝƉĨāƐŇţľŜƻɈƐĨŜĽ-funded: sustained consumption, improving private capex, strong c redit growth and rural recovery are supporting 
activity. However, elevated crude prices, inflation risks and tighter financial conditions remain key risks to domestic deman d.
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Inflation & Interest Rates ȸ Global: Yield curve control begins

Source : Bloomberg

Global long duration bond yields continue to rise to historic highs
1

Á The highlight  in Aug  was 1) the  coordinated  JPY defense  by the  BoJ and the  US 
treasury  and the  2) long  bond buyback  initiated  by the  US Treasury

Á While  both  events  were  apparently  unconnected  by their  origins,  the  common  
player  in both,  i.e. the  US Treasury  acted  out  of  a concern  over rising  bond yields

Á All  through  Aug, in a trend  seen since early  2026 , long  bond yields  of  all  DMs 
continued  to  rise to  multi -decade  highs . Chinese yields  meanwhile  continued  to  
ease owing  to  growth  concerns . 

Á Rising fiscal  deficits  are primary  triggers  ȸ US ¤ĝƘŪĜĨƉɁ25-qƞŜƻɁ26 deficits  have 
already  exceeded  the  previous  full  year numbers .  Besides, sharply  higher  
borrowings  from  issuers  in the  AI ecosystem  (est. at  $195-310B) is also seen to  be 
pushing  up yields  esp. at  the  longer  end.

Á US yields  continue  to  climb,  even as the  USD index  declines  ȸ reflecting  a crisis  of  
confidence . Gold and Bitcoin  rose towards  end Aug

Á Notably,  EM debt  markets,  incl . India have received  inflows  through  the  year, as 
investors  derive  comfort  from  strong  macros,  incl . forex  reserves

Á As the  USD ȾģĨĜāƐĨŢĨţƘ ƘƉāģĨȿ plays  out,  Gold has been a key beneficiary

Á US inflation  came in largely  in line  with  expectations  for  qƞŜƻɁ26 ȸ this  coupled  with  
soft  labour  data,  slowing  retail  sales (first  m-o-m decline  in 9M) and weak  
consumer  sentiment  led  to  a pushing  out  of  rate  hike  expectations  ȸ the  odds of  a 
hike  by end-@ĨĝɁ26 dropped  to  ~75% (from  ~90%). The YĨģɁƐ PCE however  printed  
higher  than  expectations  and complicated  the  already  unclear  outlook .

Á The ECB is expected  to  however  hike  rates  by 25-50 bp over the  next  6-12 months ; 
so too  is the  case with  Japan where  a rate  hike  is imminent  in Sept  given  recent  
inflation  prints  and the  pressure  on the  JPY. China however  is expected  to  remain  
accommodative  given  the  subdued  growth  outlook . Meanwhile,  global  food  prices  
touched  a 3-year high .

ODisorderly  rise in global  bond yields  remains  a risk
ODwindling  oil  stocks  amid a worsening  Middle  East crisis,  could  spike  oil  prices

Food prices surge owing to climate and geo -political disruptions

Assessment   

Implication 

Facts  

Bond markets globally are outpacing Central Banks in DMs as fiscal concerns predominate. 
EM debt finds relative favour among investors given strong macros and forex reserves

Risks

Long bond yields 

have risen 

ƘŃƉŪƞľŃɈɀǑǕɈ

owing to 

persistent fiscal 

concerns.

Cereal prices up 
by 6.9% yoy, incl. 
wheat (+9.9%), 
veg. oil prices 
highest since 
ǕȬɁǑǑȢɈŜŪƵĨƉɈģāŇƉƻɈ

(-24.8%) and 
sugar (-8%) 

smoothened the 
overall impact

Long Government Bond Yields Keep Rising
Investors are demanding more compensation to lend for decades

Global Food Prices Hit Their Highest Since January 2023
With trade routes, weather and supplies in focus

2
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Inflation & Interest Rates ȸ Local: Shallow rate hike cycle ahead

Source : Bloomberg, Reuters

:ŪƉĨɈŇţĽŜāƘŇŪţɈƻĨƘɈƐƞĜģƞĨģȠɈĜƞƘɈƆāƘŃɈāŃĨāģɈĝŪƞŜģɈĽŪƉĝĨɈƘŃĨɈÃ9cɁƐɈŃāţģƐ
1

Á Given the  expected  upturn  in policy  rates  and the  rise in global  long  bond yields,  
long  duration  ideas seem to  offer  the  worst  risk -reward  trade -off

Á With  short/medium  credit  spreads  remaining  a tad  higher  than  LTA, investors  can 
consider  roll -down/target  maturity  ideas in the  2-3 year tenor  bucket .

Á While  CPI inflation  for  July ɀ26 was largely  in line  with  expectations,  core  inflation  
came in at  3.9% - a tad  lower  than  the  4.08 % expected  by the  street .

Á As per both  the  RBI and the  street,  CPI is likely  to  top  5% from  September  with  
average  inflation  at  ~5.6% during  3QFY27 to  1QFY28 . CPI for  FY27 is seen at  5%

Á While  the  RBI policy  held  rates  and sounded  fairly  calm  on inflation  and rates,  the  
MPC minutes  revealed  a fair  degree  of  caution  on the  potential  generalization  of  
price  increases  through  the  economy

ODisruptive  rise in global  long  bond yields

OA stronger -than -expected  El Niño and/or  a sharper  increase  in food  inflation

Á The MPC seemed to  be alerting  the  system  to  a potential  rate  hike, with  the  timing  
being  subject  to  incoming  data . While  rate  hikes over 2HFY27 have been expected,  
the  tone  of  the  minutes  suggested  heightened  caution  and a sense of  readiness  to  
act . While  the  MPC acknowledged  the  continued  uncertainty  in the  Middle  East,  an 
average  crude  price  of  $90 /bbl   has been modelled  vs. $95 /bbl  in June.

Á Companies have effected  1 round  of  hikes  in the  Apr -July period  across  sectors - 
FMCG (2-14%), Consumer  appliances  (5-8%), Apparels  (2-5%), Paints/Chemicals  
(3-17%), Auto  (~2%)- with  indications  of  further  hikes  in the  next  few  months  as 
inventories  get  repriced,  given  that  WPI inflation  has been around  8-10% in FY27.

Á The October  policy  could  well  see the  first  hike  in policy  rates . 50 bp of  hikes  are 
seen in FY27 for  now, basis a CPI expectation  of  ~4.5% in FY28 .

Consumer 
inflation largely 
led by food, gold 
and fuel prices. 
Core inflation 

remains at 3.86% 
and excluding 
gold at 2.9%. 

ZŇƴĨţɈƘŃĨɈÃ9cɁƐɈ
recent focus on 

policy 
normalisation, 

the current high 
liquidity surplus 

is likely to be 
gradually 
absorbed 

through various 
liquidity -

management 
tools.

INR B

Policy rates are headed higher, as previously anticipated. The timing however seems to have hastened 
lately. Long bond yields remain risky.

Implication 

Facts  

Risks

Assessment   

2
System liquidity has surged owing to the FCNR(B) mobilization
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Valuation & Earnings: Broad -based beat, but H2 could be taller climb

Source :  Internal, Avendus Spark Research, Bloomberg 

Á The quarter  validates  the  earnings  recovery  seen over the  last  3Qs- a higher  climb  
would  be required  hereon  to  meet  expectations . FY27 BSE500  ex-OMC earnings  
growth  is pegged  at  19%, yet  cyclical  tailwinds  from  low  bases, currency  
movements,  rate/GST  adjustments,  and inventory/commodity  cushions  are likely  to  
recede  into  H2FY27.

Á The upgrade -to -downgrade  ratio  has turned  favorable  at  1.5x . However,  the  pace 
of  revisions  likely  to  remain  measured . Sustaining  earnings  momentum  will  
increasingly  depend  on underlying  demand,  revenue  and volume  growth .

Á As the  fiscal  and monetary  impulses  of  ɀ25 play  out,  markets  will  look  for  new 
growth  triggers  going  forward . With  monetary  policy  turning  neutral/  slightly  tight,  
fiscal  policies  and reforms  in targeted  sectors  will  likely  need to  step  in. With  key 
state  elections  in the  next  6-months,  the  Government  will  likely  play  a delicate  
balance  between  boosting  consumption  and driving  the  investments  cycle .

Á The FTAs concluded  recently  should  provide  an impetus  to  exports . 
Á As companies  pass on price  hikes, the  resilience  of  domestic  demand  will  be 

tested .

Á A strong  beat  with  a broad -based  recovery : The Q1FY27 earnings  season 
surprised  on the  upside,  delivering  a 3-year high  in aggregate  PAT growth  for  the  
broader  market  -BSE500  ex-OMCs up 22% YoY, Nifty  up 18% YoY. Top-line  growth  
also accelerated  to  a four -year high  of  19% YoY

Á Small - and mid -caps  continued  to  outpace  large  caps , with  PAT growth  of  31% 
and 23% YoY respectively,  while  large  caps delivered  21% YoY growth  ȹ  all  on an 
ex-OMC basis.

Á Growth  was concentrated  in O&G ex-OMCs, Metals,  and Financials  

OH2FY27 top -line deceleration as low -base and one-off tailwinds fade.  
OWeak monsoons and sustained higher crude prices further pressure earnings and 

margins.

1

2

Strong all -round PAT growth: Small -caps lead

Revenue growth drives PAT growth (BSE 500)

SMIDs continue 
to deliver the 

strongest 
earnings growth 
(28%/23% YoY 

PAT), while 
valuations remain 

elevated. The 
Nifty Smallcap  
250 trades at 
23.4x 1-year 
forward P/E, 

~13% above its 
10-year average.

Top-line growth 
accelerated to a 
12-quarter high 
of 17% YoY as 

volumes & 
realizations grew 
in tandem, while 

PAT margins held 
near peak levels. 
Interestingly, this 
mirrors the trend 

seen globally.

Assessment   

Implication 

Facts  

Risks

1QFY27 confirms a broad -based earnings recovery ȹ  small -caps lead, large -caps catch up, and top -line  
converges with margins. But this is validation of the turn, not the full -year trajectory.
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Nifty 50

Nifty Small cap 250

Nifty Midcap 150

Large -cap valuations are near their -1SD forward P/E levels, offering relatively attractive valuations. Midcaps are trading arou nd their 5 -year 
average, whereas Smallcaps  continue to trade near the +1SD valuation band, warranting caution.

Decoding Valuations

Source: Bloomberg, Spark PWM

Nifty 500

ÁLarge Caps:  Large -cap valuations 
(Nifty 50) are trading near their -1SD 
forward P/E  levels, offering relatively 
attractive valuations.

ÁSMID Caps: Mid-cap valuations are 
around their 5-year average , while 
small -caps continue to trade near the 
+1SD valuation band , warranting a 
selective approach.

ÁWhile the near -term environment 
remains challenging amid ongoing 
uncertainty arising from the West Asia 
crisis, such periods of volatility often 
create attractive opportunities to 
accumulate high -quality businesses at 
reasonable valuations. 

ÁWe believe companies with strong 
fundamentals, resilient balance sheets 
and sustainable long -term growth 
drivers remain well positioned to 
compound value over the medium to 
long term despite short -term market 
disruptions.
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FPI flows into 

EMs have 

improved overall 

ȸ pace of equity 

outflows has 

appreciably 

reduced, even as 

debt inflows 

have remained 

strong.

Allocation of Capital: Domestic flows anchor, FII flows improving at the margin

*Source : Bloomberg, Newspapers, ACE MF, IIF, Reuters

FII flows stabilize off a weak base; debt inflows moderate

FPI flows into EMs
2

1

Á Global  flows  remain  strongly  aligned  to  AI /  capex -oriented  themes  (US tech,  
Taiwan, Korea) ȸ FPIs bought  a record  $145B of  US equities  in June, with  12M flows  
rising  26%. Flows  to  India are improving  only  at  the  margin  ȹ  on improving  
external  factors  and sustained  domestic  strength . 

Á FII positioning  is becoming  more  selective : from  benchmark/capex  exposure  
toward  domestic  consumption,  financials,  healthcare  and relative -value IT ȹ  
favouring  earnings  visibility  over index  weight .

Assessment   

Á Resilient  DII /  retail  flows  (SIP ~Rs 32,000  cr; SMID leadership)  keep providing  a 
floor  and absorbing  FII swings .

Á That  said, Indian investors  also pumped  record  $ 457 mn into  foreign  markets  in 
June. Overseas  investments  are incrementally  becoming  more  accessible  with  
lower  ticket  size.

Implication 

Á FII flows  turned  net -positive  in Jul'26  ȹ  the  first  positive  month  after  a sharp Marȸ
Jun'26 sell -off  (Mar' 26 outflow  ~USD 10bn), with  domestic  MFs cushioning  
throughout .  EM flows  also turned  positive : ~USD 19bn of  net  inflows  in Jul'26

Á Domestic  MF equity  inflows  eased  ~15% MoM  in Jul'26 to  ~Rs 24,700  cr (65 th  
straight  positive  month)  but  stayed  SMID -led  (small -caps ~Rs 7,800  cr, mid-caps 
~Rs 6,200  cr; large -caps saw outflows) ; SIP hit  a 4-month  high  of  ~Rs 31,960  cr 
(+12% YoY). Anecdotal  data  suggests  that  Aug . flows  could  be largely  flat  or 
marginally  lower  compared  to  July.

Facts  

OWeaker -than -expected earnings, slowing nominal GDP growth or a weak rupee 
could cap FII returns.

OA global risk -off or a reversal in the AI trade could reignite EM outflows.
Risks

Domestic flows keep anchoring the market as FII sentiment stabilizes off a weak base ȹ  a durable shift 
now depends on earnings delivery and external factors.
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FIIs were net buyers over the last fortnight, with strong inflows into Financial Services, Automobile & Auto Components & Con sumer Services, 
while Telecommunication, Capital Goods & Power witnessed the largest outflows.

Where the money is moving: Sector -wise FII trends

Source: Bloomberg, NSDL, Securities & Exchange Board of India, Spark PWM
BSE has classified around 4800 issuers into 22 sectors. NSDL has decided to rely on the BSE classification. Any FPI investmen t outside those 4800 issuers, is classified under 'Others'.

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

SECTOR / DATE 15-Mar 31-Mar 15-Apr 30 -Apr 15-May 31-May 15-Jun 30 -Jun 15-Jul 31-Jul 15-Aug
Automobile and Auto Components (4,807) (7,691) (3,704) (1,775) (357) (2,175) (9,044) (1,324) (6,936) 2,372 4,405
Capital Goods 3,897 (749) (328) 4,667 2,645 154 (2,586) (1,442) (2,657) (3,618) (1,556)
Chemicals 225 (457) (266) (121) (700) 90 (773) (514) (114) 532 315
Construction (2,975) (6,179) (1,273) 2,199 (991) (220) (603) 3,484 403 (1,602) (404)
Construction Materials (1,492) (1,652) (601) (670) (1,207) (434) (2,426) (650) 1,574 871 384
Consumer Durables (1,727) (1,175) (361) 441 (1,162) (287) (634) 2,564 2,384 4,958 1,472
Consumer Services 531 (2,672) (5,336) (2,434) (365) (1,630) (1,852) 3,081 7,361 2,840 3,398
Diversified - (21) 5 3 33 (14) (13) 7 29 (1) (18)
Fast Moving Consumer Goods (2,403) (3,016) (2,976) (229) (1,625) (1,936) (5,063) (474) (1,106) 478 (189)
Financial Services (31,831) (28,824) (19,152) (11,704) (17,960) (5,181) (11,263) 14,634 1,975 (2,669) 6,535
Forest Materials (4) (13) (19) 73 (41) 1 (12) (12) (11) 40 (9)
Healthcare (2,436) (2,202) (4,481) (2,445) (418) 601 (4,501) 1,435 4,101 3,654 2,910
Information Technology (1,263) (611) (1,325) (2,887) (1,643) (268) (6,733) (733) 60 3,298 2,530
Media, Entertainment & Publication (57) 40 (59) (149) (12) (110) (232) (127) (289) 24 (6)
Metals & Mining 876 (4,041) (1,198) 2,416 1,698 4,999 (4,722) (4,371) 5,993 (1,056) 720
Oil, Gas & Consumable Fuels (2,932) (1,197) (3,352) (3,351) (6,885) (2,093) (10,488) (2,789) 258 (513) 490
Power 602 (832) 601 4,956 (1,157) 476 (2,577) (3,743) (1,267) (1,596) (1,164)
Realty (2,133) (2,560) (1,917) (206) (430) 30 (1,093) 1,893 2,072 (279) (1,014)
Services (1,275) (1,300) (591) (362) 7,019 185 302 2,592 2,405 (1) 590
Telecommunication (3,856) (1,747) (2,492) (1,908) (2,542) 2,127 373 (720) (2,454) (3,271) (3,322)
Textiles (177) (142) (50) (48) (112) 39 (146) 241 248 206 1
Utilities (14) 3 4 (12) (28) (19) 7 216 119 (163) 7
Others 620 1,788 918 894 (683) (212) 657 658 1,441 170 614
Total (52,632) (65,250) (47,951) (12,651) (26,923) (5,873) (63,422) 13,904 15,588 4,672 16,692
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Trends & Sentiments: Stabilizing, Not Yet Recovering

Source :  Moneycontrol , BoFAML ZŜŪĜāŜɈYƞţģɈ{āţāľĨƉɈÊƞƉƴĨƻɈ ƞľɁǑǕ,  Bloomberg

Á Global  cash  levels  remain  near  historic  lows , signalling  strong  conviction  among  
global  fund  managers : 9ŪĽ ɁƐ ƞľɁ26 survey  shows cash allocations  falling  to  3.5% of  
AUM near historic  lows,  while  equity  allocations  reached  a five -year high  of  56% net  
overweight .

Á Taiwan and Korea continue  to  benefit  from  the  AI/semiconductor  upcycle,  while  China 
is seeing  a valuation -led  re-rating . cţģŇāɁƐ opportunity  is more  idiosyncratic  ȹ  with  
deep underweight  positioning  leaving  scope for  mean reversion  if  earnings  and macro  
fundamentals  remain  resilient .

Á Strong  domestic  liquidity  is absorbing  rising  secondary  supply : promoters,  founders  
and PE investors  have sold  ɖ3.63  lakh  crore  via block/bulk  deals  in 2026 , with  domestic  
institutions  absorbing  much  of  the  supply . IPO pipeline  remains  strong : Indian 
companies  have raised  ɖ72,165 crore  through  60 IPOs YTD, with  ~69% of  fundraising  
coming  in JulȸAug  alone . A further  164 companies  with  SEBI approval  represent  ɴɖ2.65  
lakh  crore  of  potential  supply,  keeping  the  primary -market  pipeline  elevated

Assessment   

Á India  offers  a mean -reversion  opportunity,  but  not  yet  a broad -based  re-rating  ȹ  
upside  is likely  to  be driven  by earnings  delivery,  selective  FII re-entry  and continued  
strength  in domestic  liquidity .

Á Robust  domestic  flows  continue  to  absorb  elevated  primary  and secondary  supply,  
underscoring  strong  liquidity . If  sustained,  this  can support  continued  issuance  and 
provide  a constructive  backdrop  for  market  breadth .

Implication 

Á India  remains  deeply  under -owned  and has lagged  EM on relative  performance : The 
~32% 1-year return  gap vs MSCI EM remains  historically  wide  despite  some recovery  

Á Even if  India remains  deeply  underweight  vs EMs, the  worst  of  the  FII selling  appears  
to  have eased,  with  FIIs buying  ~ $5.5bn of  Indian  equities  in Q3TD CY26  after  record  
H1 outflows . This points  to  early  stabilization  rather  than  a broad -based re-rating  or 
return  to  overweight .

Facts  

India remains significantly underweight in Asia 

Retail participation remains strong, but new investor growth is moderating
2

1

OA sharp unwinding of the AI trade results in renewed outflows from emerging markets.
OA slowdown in domestic flows (SIP fatigue, weaker account additions) removes a key 

support.
Risks

9ŪĽ ɁƐɈ ƞľɁǑǕɈ
survey shows 32% 

net UW to India 
equity allocation, 

highlighting 
continued global 

investor preference 
for AI/technology -

linked markets.

FY27TD saw 46.1 
lakh new investors, 
~7% below FY26TD, 

as the post -Covid 
onboarding surge 

continues to 
moderate. However, 

the investor base 
continues to 

broaden 
geographically.

India stays deeply under -owned in Asia, with FII selling stabilizing but no re -rating yet. Resilient 
domestic flows are absorbing supply, though an AI -trade unwind or SIP fatigue remain key risks.
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Guidance on Portfolio Strategy ȸ Equities 

Global  growth  is broadening  but  remains  uneven and increasingly  reliant  on the  AI/tech -capex  cycle,  while  persistent  inflation,  elevated  DM yields  and fiscal  
concerns  remain  headwinds  to  EM flows . A weakening  USD and strong  EM forex  reserves  provide  some offset . Against  this  backdrop,  EM equities  remain  
attractive,  supported  by their  earnings  outlook,  reasonable  valuations .

cţģŇāɁƐ domestic  recovery  is increasingly  broad -based and sustained : High -frequency  indicators  ȹ  point  to  resilient  momentum  across  both  rural  and urban  
demand . GST rationalization,  an improving  post -monsoon rural  cash cycle,  festive  demand  and recently  concluded  FTAs provide  further  tailwinds  into  H2FY27, 
with  the  RBI raising  its  FY27 GDP growth  forecast  to  6.7%.

Q1FY27 delivered  a broad -based beat,  with  aggregate  PAT for  the  broader  market  at  a three -year high  ȹ  BSE500  (ex-OMCs) +22% YoY and Nifty  +18% YoY ȹ  
while  top -line  growth  reached  a four -year high  of  ~19% YoY. Small  and mid caps continued  to  lead  on earnings  velocity  and the  upgrade -to-downgrade  ratio  has 
turned  favourable  at  ~1.5x, pointing  to  improving  breadth . FII flows  have improved  at  the  margin,  although  India remains  deeply  under -owned,  while  strong  
domestic  flows  ȹ  led  by resilient  SIP and retail  participation  ȹ  continue  to  absorb  elevated  primary  and secondary  supply  and keep  sentiment  constructive .

At  its  September  meeting,  the  SIGC noted  a strong  and broad -based 1QFY27 outcome,  alongside  rising  capex  across  select  pockets . Members  highlighted  that  
opportunities  increasingly  lie  outside  index  heavyweights,  with  a preference  for  pockets  of  strong,  sustainable  growth . The committee  flagged  a relatively  
tougher  H2FY27 as low -base, monetary  policy  and GST tailwinds  fade . Large -cap valuations  were  viewed  as relatively  supportive,  though  with  limited  growth  
visibility ; midcaps  remain  closer  to  historical  averages,  while  small  caps remain  elevated  but  continue  to  offer  stronger  structural  growth  opportunities . On 
balance,  the  committee  retained  its  marginally  constructive  stance  on equities,  with  a continued  preference  for  select  small - and mid-cap strategies,  while  
stressing  disciplined  stock  selection  and staggered  deployment . Equity  return  expectations  should  stay  moderated  as valuations  remain  fair/expensive  and 
returns  would  therefore  be linked  nearly  wholly  to  earnings  growth . Sources  of  alpha  remain  around  higher  active  share through  bottom -up strategies,  higher  
SMID allocations  and a tilt  towards  Cyclicals .

Opportunity  segments  within  equities : 

ÁMulticap  managers  with  high  active  management  and a benchmark -agnostic  portfolio  construction  approach  | Sector  rotation  continues  to  remain  central  to  
our guidance  portfolios,  allowing  managers  to  participate  efficiently  in contemporary  opportunities,  with  a mix  of  Compounders/Anchors  and Cyclicals,  
alongside  a mild  preference  for  Cyclicals .

ÁEM equities  remain  relevant  over the  medium  term,  although  we would  prefer  to  wait  for  greater  stability  before  adding  fresh  exposure .

ÁSelective  opportunities  emerging  across  Alternatives  | PE, VC and late -stage  growth,  including  pre-IPO and secondary  transactions,  are offering  more 
attractive  entry  valuations  while  retaining  strong  growth  potential .

ÁNewly  minted  portfolios  ȹ  NFOs, near-NFOs with  flexibility  to  build  positions  selectively .

*Spark Investment Guidance Committee


























































