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The Big Shortage: How War Drained India's Margins 

Amidst the war between US, Israel and Iran, Indian oil companies suffered ₹748bn loss on fuel sales amid West Asia crisis up to June 30 when global 
crude oil prices spiked in the wake of the West Asia conflict. The shock did not stay confined to refiners' margins. It fed straight into portfolio flows as 
FPIs pulled ₹493 bn from Indian equities in June, triggered by a combination of early-month global risk aversion, a preference for developed markets 
and soaring US bond yields. The episode is a reminder of how quickly an energy-driven risk-off spiral can transmit to a net oil-importing market like In-
dia. 

 

The good news: oil has since steadied itself and that changes the growth expectations 

Oil steadied as flows through the Strait of Hormuz persisted and OPEC+ signalled higher supplies, fanning concerns about a glut. Brent held near $72 a 
barrel at the week's open, while West Texas Intermediate was above $68. Oil and gas shipping along a US-protected corridor in the waterway showed 
signs of recovering Sunday, a day after several vessels had performed unexplained U-turns and detours in the energy chokepoint. Following the de-
escalation of tensions in West Asia and the normalisation of traffic through the Strait of Hormuz, we expect the global oil market to move into surplus 
conditions of over 3 million barrels per day next year, which could help keep crude prices contained despite strategic reserve replenishment by various 
countries. For a large oil-importing nation like India, this reduces imported inflation risk and directly strengthens the macroeconomic outlook, a linkage 
that is already beginning to show up in the incoming data.  

 

Stabilisation is visible in the macro data itself 

 India HSBC Manufacturing PMI moderated to 54.5 in June from 55.0, while the U.S. ISM Manufacturing PMI eased to 53.7 from 54.0 despite the 
war scenario and geopolitical volatility. 

 Euro Area inflation declined to 3.0% from 3.2%, while Japan's consumer confidence improved to 34.0 from 33.6, suggesting gradual stabilisation 
in global demand conditions. 

 

Domestically, the financial system is echoing the same constructive signal: 

 The RBI highlighted that gross NPAs have declined to a multi-decadal low of 1.8%, reflecting strong balance sheets across the banking system. 

 Bank credit to industry grew a robust 17.5% YoY in May, driven by accelerating lending to large industries and sustained growth in the MSME 
segment. 

 Strong industrial credit growth suggests that the domestic investment and private capex cycle remains intact. 
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Against this improving backdrop, the shift towards India is expected to be seen soon: why? 

A cooler energy backdrop and resilient domestic credit cycle are coinciding with and arguably reinforcing a wave of bilateral commitments that widen 
the top line opportunity for Indian companies. Three agreements stand out. 

 

FTAs: the policy shift set to grow the top line of Indian companies 

India-Japan FTA 

The 16th India–Japan Annual Summit marked a major step forward in strengthening economic, technological and strategic ties between the two coun-
tries. A key outcome was Japan's commitment to support India's long-term growth through a targeted investment of ¥10 trillion over the next decade, 
equivalent to approximately ₹5857 billion. Additionally, 100+ new business agreements signed during the past year are expected to generate over ₹944 
billion of fresh investment into India. 

 

For Indian companies, the summit creates significant opportunities across defence, infrastructure, manufacturing, clean energy, technology and 
healthcare. The first-ever India–Japan defence co-development project for a Naval Radio Antenna opens avenues for domestic defence manufacturers, 
while the Joint Roadmap on Economic Security is expected to benefit companies operating in semiconductors, quantum technologies and advanced 
materials. The launch of the India–Japan Biogas Initiative, supporting 1,000 biogas and organic fertiliser plants, will boost rural infrastructure, agri-tech 
and renewable energy sectors. 

 

Bilateral trade reached US$27.5 billion in FY26, while Japanese investment into India stood at US$3.2 billion during April–December 2025. The new AI 
partnership, mobility framework, and agreements in healthcare and biotechnology are expected to accelerate innovation, skill development and tech-
nology transfer. Overall, the summit strengthens India's position as a preferred investment destination, supports job creation, enhances manufacturing 
competitiveness, and reinforces long-term economic growth.  

 

India-Australia FTA: nuclear and renewable energy which is the next leg of strategic capital 

Where the Japan summit widens the top line across manufacturing and technology, Prime Minister Narendra Modi's visit to Australia strengthens the 
energy-security leg of that same shift, through the signing of a long-awaited commercial uranium supply agreement. While India and Australia signed a 
Civil Nuclear Cooperation Agreement in 2014, commercial uranium exports have yet to commence. The new agreement is expected to provide India 
with a reliable long-term source of uranium fuel for its civilian nuclear power programme. 
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Australia, which holds nearly one-third of the world's uranium reserves and is among the largest global uranium producers, will play an important role in 
supporting India's energy security objectives. The agreement is likely to benefit companies involved in nuclear power generation, reactor construction, 
EPC services, heavy engineering and nuclear equipment manufacturing. 

 

India currently operates 24 nuclear reactors with an installed capacity of 8.78 GW, contributing around 3% of total electricity generation. With the gov-
ernment targeting 100 GW of nuclear capacity by 2047, the sector is poised for significant expansion through large reactor projects and the develop-
ment of Small Modular Reactors (SMRs), creating substantial opportunities across the nuclear value chain. 

 

India-Russia FTA: strategic capital extends further still 

Alongside Japan and Australia, India and Russia have set an ambitious target of achieving ₹4,418 bn in mutual investments by 2030, further strengthen-
ing their long-standing economic partnership through greater collaboration in advanced manufacturing, critical minerals, green technology and emerg-
ing industries.  

 

The target was discussed during the meeting of the India-Russia Joint Working Group on Priority Investment Projects in Moscow, co-chaired by the De-
partment for Promotion of Industry and Internal Trade (DPIIT) and the Russian Ministry of Economic Development. Both sides agreed to encourage pri-
vate sector participation and promote joint investment projects across strategic sectors, including advanced manufacturing, green hydrogen, energy 
storage, metallurgy, mining, critical minerals and new technologies.  

 

India's investment opportunities, ongoing economic reforms and skilled workforce were also showcased as key strengths to attract greater Russian in-
vestment and foster long-term industrial cooperation.  
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Government policy support: the domestic engine reinforcing the same story 

 

Alongside these external commitments, domestic policy is reinforcing the growth engine from within across trade, disinvestment, private credit and 
infrastructure. 

 

India is targeting 16-17% growth in goods exports, 11% in services in FY27: Commerce and Industry Minister Piyush Goyal has said that India is tar-
geting 16-17% growth in merchandise exports to $530 billion in the current fiscal year. He also said the target for the services sector is 11 per cent 
growth to $470 billion in 2026-27. 

 

Govt fast-tracks disinvestment process to shore up revenues, garners 31% of budget aim in Q1 FY27: The government has pushed the pedal on its 
disinvestment and asset monetisation plan in the current fiscal, raising about 31 per cent of its full-year budgeted target in the first quarter itself. 

 

India's private credit market doubles to $25 billion: Moody's Ratings has said that India's private credit market has doubled in size in the past five 
years to about $25 billion in Assets Under Management (AUM) as of 2025 end, and will further expand amid strong financing demand — a further sign 
that domestic capital formation is broadening beyond the banking channel alone. 

 

Indian Railways reports strong Q1 FY27 freight & passenger growth: The railway ministry said the Indian Railways transported 419.08 million tonnes 
of freight in the first quarter (April-June) of the 2026-27 fiscal, registering a growth of 1.46 per cent compared to the corresponding period during the 
previous financial year, consistent with the broader pickup in industrial activity described above. 

 

The earnings are around the corner again: what are our expectations 

Taken together: cooling energy costs, resilient global demand, deepening strategic 
partnerships and a supportive domestic policy is expected to positively impact the 
FY27 earnings. Business updates already suggest earnings breadth is improving mean-
ingfully, with strong credit growth across banks signalling healthy domestic demand.  

 

Some sectors are looking to benefit from key government policies, the current geopo-
litical scenario, the capex cycle, and a valuation margin of safety.  

 

Nifty IT: valuations offer an attractive entry point 

Within the broader recovery in Indian equities, the IT sector is emerging as one of the 
most attractive value opportunities. The AI-driven rally that supported markets such 
as Taiwan and Korea over the past 18 months appears to be moderating, potentially 
paving the way for investor flows to rotate toward India, supported by stronger domestic growth fundamentals. 

 

The Nifty IT Index is currently trading at 16.6x PE, representing a 29% discount to its 10-year average valuation of 23.3x. Valuations among large-cap IT 
companies are even more compelling, with TCS, Infosys, HCL Technologies and Wipro trading at an average 36% discount to their historical valuation 
multiples. Despite near-term demand challenges, these companies continue to generate strong cash flows, offering an attractive 6.7% free cash flow 
yield and 5.7% shareholder yield through dividends and buybacks. 
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Overall Indian equity market expected to benefit 

This valuation reset is not confined to IT alone, it extends across the broader market. The recent correction in Indian equities is starting to uncover pock-
ets of value: data shows that more than 68% of the Nifty 500 is now trading below its peak valuation multiples. Nifty 50 is trading at ~18 times one-year 
forward earnings, ~7% below its 10-year average, a level that has historically acted as a floor outside of extreme shocks. 

Mid Cap and Small Cap segment expected to drive growth 

Nowhere is the recovery setup more visible than in the mid- and small-cap space. The YTD bounce back in Nifty Mid Cap 100 & Nifty Small Cap indices 
has been very strong, led by strong double-digit earnings growth reported by respective indices in 4QFY26. While earnings in 1QFY27 may see some 
impact from the full effect of elevated crude prices this quarter, the sharp drop in crude oil prices is a key positive. 

 

For FY27, we expect double-digit earnings growth across all the aforementioned indices. After two years of underperformance versus emerging-market 
peers in FY25 and FY26, we believe the recovery is now underway, making this a good time to look at India. 
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Scheme 
1 Yr 

(Return %) 
3 Yr 

(Return %) 
5 Yr 

(Return %) 

DSP Nifty 50 Equal Weight Index Fund Reg 
(G) 

1.1 13.5 13.1 

HDFC Flexi Cap Fund Reg (G) -0.3 17.2 17.7 

SBI Contra Fund Reg (G) -4.1 13.8 16.7 

ICICI Pru Corporate Bond Fund (G) 6.2 7.6 6.7 

Aditya Birla SL Corporate Bond Fund (G) 5.2 7.3 6.4 

Scheme 
1 Yr 

(Return %) 
3 Yr 

(Return %) 
5 Yr 

(Return %) 

Nippon India Large Cap Fund (G) -2.6 13.7 15.1 

Kotak Midcap Fund (G) 5.1 19.6 17.2 

Bandhan Small Cap Fund (G) 5.1 26.9 19.9 

DSP Gilt Fund Reg (G) 4.0 6.7 5.9 

Aditya Birla SL Banking & PSU Debt Fund 
Reg (G) 

5.0 7.0 6.1 

Scheme 
1 Yr 

(Return %) 
3 Yr 

(Return %) 
5 Yr 

(Return %) 

HDFC Small Cap Fund (G) -2.1 13.5 15.9 

DSP Small Cap Fund (G) 7.3 18.6 18.1 

HSBC Midcap Fund Reg (G) 16.5 26.3 19.2 

SBI Focused Fund Reg (G) 7.4 15.9 12.9 

Nippon India Banking & Financial Services -0.5 13.5 14.2 

Profile: Conservative  

Profile: Moderate 

Profile: Aggressive 
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LARGE CAP 
 
A model portfolio built out of the top 
100 companies in the country by market 
capitalisation, which mostly translates 
into higher liquidity in terms of daily 
trading volumes as well, and is ideal for 
people who are looking at safety more 
than returns, with a very moderate long 
term risk profile, or for newbies. The 
returns from this portfolio should largely 
mimic the frontline indices like the Nifty 
50. Ideal for a possible time horizon 
greater than 24 months. Tactical alloca-
tion will be managed with the help of 
alternate assets occasionally.  

SMALL CAP 
 
A model portfolio built with small-caps, 
which have possibly the highest risk vis-à 
-vis mid-caps and large-caps while, at 
the same time, generating the best 
alpha or above-average returns. This 
basket has the highest risk and also the 
best possible long-term returns, as the 
small-caps traverse through their jour-
ney of becoming mid-caps and large-
caps over time, while at the same time 
being under-researched leaves maxi-
mum scope for alpha generation. This is 
ideal for those who have time on their 
side and are not perturbed by large 
drawdowns occasionally. The ideal time 
horizon should be greater than 60 
months. Tactical allocation will be man-
aged with the help of alternate assets 
occasionally. 

MID CAP 
 
A model portfolio built with mid-caps, 
which have mildly more risk than large-
caps but are relatively safer, as this is 
the basket that more often than not 
moves higher into the large-cap basket 
over time. These are more or less wellk-
nown listed companies, with a risk grade 
mildly higher than that of largecaps. This 
basket is ideal for people with a moder-
ate risk profile and who have some 
understanding of how the capital mar-
kets operate. Ideal for a time horizon 
greater than 36 months. Tactical alloca-
tion will be managed with the help of 
alternate assets occasionally.  
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DIVERSIFIED  
 
The diversified model portfolio is a mix 
of all we have to offer, spread across 
large-caps, mid-caps, small-caps, contra 
bets, multibaggers, cash, and alternate 
assets, depending on our risk metrics 
and perceived risk. The allocations are 
revised/reallocated according to the risk 
in markets, which could be domestic or 
global, macro or micro in nature. This is 
ideal for someone who is willing to 
believe in the fund management ability 
of the manager and wishes to realign 
the portfolio according to the changing 
realities in and around the equity mar-
kets. The ideal time horizon should be 
greater than 24 months.  

MULTIBAGGER  
 
Now, the most sought-after or dreamy 
segment: the Multibagger Portfolio. 
Everyone wants to tell the story of a 
stock that has been a 5–10 bagger. This 
is the portfolio that seeks to find those 
stocks that have the potential to be-
come such behemoths over the next 5– 
10 years. Comparatively, this is a larger 
basket, as the uncertainties and hence 
the risks associated with such bets are 
also high. This kind of portfolio is recom-
mended for risk seekers only. While we 
do enough due diligence to avoid mis-
haps, the probability of them happening 
in this basket is the highest, and hence 
the excessive diversification. The ideal 
time frame would be above 5 years.  

CONTRA  
 
These are contrarian investments that 
invest in well-known or fairly well-
known companies, ideally with a large-
cap to mid-cap composition, that have 
been left out of favour, resulting in a 
high margin of safety or attractive valua-
tions. As and when market fancy re-
turns, the investor can reap the benefits 
of improving valuation multiples and 
improved financials as well, resulting in 
a double bounty. Ideal for a minimum 
time frame of above 24 months. Tactical 
allocation will be managed with the help 
of alternate assets occasionally.  
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SMIFS or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject compa-
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SMIFS or its associates might have received any compensation from the companies mentioned in the Research Report during the period preceding twelve months 
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or other advisory services in a merger or specific transaction from the subject company. 
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search Report or third party in connection with preparation of the Research Report. 
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The Research Analysts might have served as an officer, director or employee of the subject company. 
SMIFS and its Associates, Directors, Officers, Employees, Research Analysts, including their relatives worldwide, may have been engaged in market making activity for 
the companies mentioned in the Research Report. 
SMIFS may have issued other Research Reports that are inconsistent with and reach different conclusion from the information presented in this Research Report.  
A graph of daily closing prices of the securities/commodities is also available at www.nseindia.com and/or www.bseindia.com, www.mcxindia.com and/or https://
www.msei.in.  
SMIFS submits’ s that no material disciplinary action has been taken on the Company by any Regulatory Authority impacting Equity Research Analysis activities in last 
3 years.  
This Research Report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, coun-
try or other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or which would subject SMIFS and affiliates to 
any registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in all jurisdictions or to certain 
categories of investors. Persons in whose possession this document may come are required to inform themselves of and to observe such restriction.  
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