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History favours the Patient

Indian equity markets have seen a material correction over the
past 18 months or so, bringing valuations back in-line with long-
run averages and creating an attractive entry point. The current
sell-off is majorly driven by geopolitical uncertainty, elevated oil
prices and continued Fll outflows. India's GDP growth trajectory,
corporate earnings growth and domestic inflows remain firmly
intact; therefore, we view the current pullback as an opportunity
and recommend adding to equity exposure at current levels.
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History favours the Patient

Executive Summary

The Nifty500 Index has declined ~12% from its Sep-24 peak, a correction that, when viewed against India's own market history,
represents a compelling entry opportunity rather than a cause for alarm. The pullback in Indian equities was primarily driven by
global risk-off sentiment linked to geopolitical uncertainty, sustained period of Foreign Institutional Investor (FIl) outflows and INR
weakness. Critically, none of these factors have structurally impaired India's growth outlook. Every comparable drawdown in the
history of Indian equity markets has usually been followed by a meaningful recovery.

Infact, Indian equity valuations have also now normalized after a period of strong premium pricing. With domestic fundamentals
intact and macro tailwinds aligning, we recommend adding to equity positions at current levels.

Indian equities have emerged as a notable global laggard since the beginning of CY 2025...

While India’s market has historically been a powerhouse of growth, the narrative has shifted significantly over the last two years.
Data since CY25 indicates that Indian equity indices have faced a challenging period, trailing behind their global peers.

Table - 1: Equity Markets Performance Snapshot of the 13 Major Global Economies

CAGR Performance (%, in USD)

Countries Exchange Name
Since CY25 Rank CY26 YTD Rank | Since US-IranWar  Rank

USA S&P 500 12% 12 -3% 10 -4% 4
Europe STOXX 600 31% 6 -1% 9 -8% 10
UK FTSE 100 35% 4 3% 7 -6% 6
Germany DAX 31% 7 -6% 12 -9% 12
France CAC 40 21% 10 -4% 1" -9% 13
Japan Topix 32% 5 7% 4 -8% 9
Australia ASX 200 19% 1 5% 5 -1% 7
Singapore STl Index 40% 3 8% s T
Hong Kong Hang Seng 29% 8 0% 8 -2% 2
India Nifty 500 -10% 13 -11% 13 7% 8
China Shanghai Composite 26% 9 4% 6 -3% 3
Brazil Bovespa 7% 2 18% 2 -6% 5
South Korea  KOSPI 1 1 -9% 11

Source: Bloomberg, HDFC TRU. Note: Priced as of 18 March, 2026.

Valuations “froth” have finally settled

At ~18x forward earnings, both the Sensex / Nifty50 are trading below their respective 10-year averages. Similarly, Small &
Midcaps (SMIDs) have also seen a material correction (both time and price) with the 12-month forward P/E for Nifty Midcap100
at 25.1x (vs. peak of 35.3x) and Nifty Smallcap100 at 21.6x (vs. peak of 26.4x).

Key Highlights:
o Al the major headline Indian equity indices are now either in-line or below their 10-year median on a 12-month forward

P/E basis, except for Smallcaps.
o Nifty50 earnings growth estimates for CY26 and CY27 remain in the 11-14% range, keeping the PEG ratio below 1.5x.
e  However, for Small & Midcaps (SMIDs), the 2-year compounded annual earnings growth is projected to be even
stronger at 23% / 24%, respectively, implying a PEG of ~1.0x.
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Table - 2: Indian Equity Indices Valuation Snapshot

| 12M fwd. P/E 10Y Median Prem. / Disc. 12M fwd. P/B 10Y Median Prem. / Disc.

Sensex 17.9x 19.4x -8% 2.8x 3.0x -1%
Nifty 50 17.9x 18.5x -3% 2.8x 2.9x 6%
Nifty Next 50 17.1x 23.2x 27% 3.0x 3.6x -17%
Nifty 100 17.8x 19.3x -8% 2.8x 3.0x 1%

Nifty Midcap 100 25.1x 23.6x +6% 3.5x 2.8x +28%
Nifty Smallcap 100 21.6x 16.0x +35% 2.9x 2.2x +32%
Nifty 500 19.2x 19.8x -3% 2.9x 2.9x 0%

Source: Bloomberg, HDFC TRU. Note: (1) Priced as of 17 March, 2026; (2) The 12M fwd. P/E is calculated using the 12M Blended Fwd. EPS.

While index-level valuations provide a quick snapshot, they often mask underlying realities due to the heavy weight of a few
mega-cap stocks. To get a clearer picture of the broader market, we also looked at the median multiple of individual stocks within
the Nifty 500, ensuring that outliers don't skew the results. Our analysis reveals that while valuations remain on the richer
side, the froth has noticeably dissipated; median multiples have corrected significantly from the peak of 49x seen in
September 2024 and are now gravitating back toward their long-run averages.

Figure — 1: Median trailing monthly P/E for Nifty500 constituents still rich...but have significantly corrected from the peak
multiple of ~49x in September-24...
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Source: Capitaline, Ace MF, HDFC TRU. Note: Priced as on 27 Feb, 2026.
Drawdown Analysis

While the headline Nifty50 remains resilient on the surface, a deeper look at the broader market, specifically companies with a
market cap above 1,000 crores, reveals significant underlying distress. The damage intensifies sharply as you move down the
market cap spectrum, with smaller players bearing the brunt of the correction.

Figure - 2: Median Drawdown from 52-Week Highs
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Source: Capitaline, HDFC TRU. Note: Priced as on 6 March, 2026.
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Table - 3: Historical Stress Episode Scorecard for the Nifty 500 since 2000

Trigger Drawdown 6M Recovery 12M Recovery

2001 Dot-com Crash -68% +43% +28%
2009 Global Financial Crisis -64% +100% +116%
2011 Eurozone Debt Crisis -36% +14% +34%
2013 Taper Tantrum -26% +20% +57%
2018 IL&FS / NBFC Crisis -16% +15% +12%
2020 COVID-19 Crash -38% +47% +99%
2022 Russia-Ukraine Conflict -18% +21% +25%
e
2024-25 Fll Selloff / Current -12%

Source: ACE MF, HDFC TRU. Note: Priced as on 17 March, 2026.

Rolling Returns Historical Analysis
Historically, whenever the Sensex delivers stagnant, low single-digit returns over a two-year period, it suggests that large-cap

valuations have time-corrected and investor pessimism has likely peaked. This phase of underperformance frequently clears the
way for "mean reversion" where the following 12 months see outsized gains as earnings growth catches up to price.

Table - 4: Low 2-year Rolling Sensex returns = Strong next 12-month Upside...

Sensex 2-year Rolling Return Range Count Next 12M Median Return (%)

<0% 1,109 21% W h "
i 0to5% 794 16% | 4mmm We are here !!
5% to 10% 889 17%
10% to 15% 1,401 9%
15% to 20% 953 5%
>20% 1,410 2%
6,556

Source: ACE MF, HDFC TRU. Data Period: 1 Apr-2005 to 17 Mar-26.
Figure — 3: Sensex 2-year Trailing Rolling Returns (%)
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Source: ACE MF, HDFC TRU. Data Period: 1 Apr-2005 to 17 Mar-26.

HDFC Tru is the Investment Advisory arm of HDFC Securities Ltd; SEBI Registration No: INA000011538. Website: www.hdfc-tru.com,
Email: tru@hdfcsec.com, Phone: +91 9930203944



I"l JDFC .
MIHDFCTIrU 12 ADEC | 25

HONESTY | EXPERTISE Powering India’s Investments

Even Small and Midcaps (SMIDs) have seen aggressive price correction, with the 2-year rolling returns compressing significantly,
and is now hovering well below historical long-term averages. While we are not dismissive of the risks, therefore, we recommend
building exposure in tranches rather than a single lump-sum deployment in quality small and midcaps.

Figure — 4: Nifty Midcap 150 2-year Trailing Rolling Returns (%)
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Source: NSE, HDFC TRU. Data Period: 1 Apr-2005 to 17 Mar-26.

Figure - 5: Nifty Smallcap 250 2-year Trailing Rolling Returns (%)
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Source: NSE, HDFC TRU. Data Period: 1 Apr-2005 to 17 Mar-26.

Our View: The Fundamental Case for India Remains Intact

The selloff has been driven by foreign outflows and geopolitical uncertainty, and not due to deteriorating domestic fundamentals.
We highlight the following structural supports:

Nominal GDP Growth: India remains the fastest-growing major economy at ~10% growth projected for FY27.
Domestic Flows: SIP inflows continue at record levels (~Z30,000 cr / month), providing structural demand for equities.
o Corporate Earnings: Nifty EPS downgrades have paused, with strong double-digit earnings growth expected in the
medium-term.
e Capex cycle: India’s capex is shifting gears as private investment begins to wake up, bolstered by the government's
continued role as a strategic backbone.

However, elevated crude oil prices remain a significant near-term headwind for Indian equities, historically acting as a catalyst for
inflationary pressure and margin compression across the corporate sector. As a massive net importer, India’s fiscal resilience is
inherently tied to global energy cycles. While these costs currently weigh on the equity markets, a decisive resolution to the
conflict in the Middle East could pave the way for a sharp V-shaped recovery.
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Disclaimer

This communication is being sent by the Investment Advisory Group of HSL IA., registered under SEBI (Investment Advisors) Regulations, 2013
under the Registration number INA000011538.

This note has been prepared exclusively for the benefit and internal use of the recipient and does not carry any right of reproduction or disclosure.
Neither this note nor any of its contents maybe used for any other purpose without the prior written consent of HSL IA, Investment Advisory Group
(HSL IA). In preparing this note, we have relied upon and assumed, without any independent verification, accuracy and completeness of all
information available in public domain or from sources considered reliable. This note contains certain assumptions and views, which HSL IA
considers reasonable at this point in time, and which are subject to change. Computations adopted in this note are indicative and are based on
current market prices and general market sentiment. No representation or warranty is given by HSL 1A as to the achievement or reasonableness
or completeness of any idea and/or assumptions. This note does not purport to contain all the information that the recipient may require.
Recipients should not construe any of the contents herein as advice relating to business, financial, legal, taxation, or other matters and they are
advised to consult their own business, financial, legal, taxation and other experts / advisors concerning the company regarding the
appropriateness of investing in any securities or investment strategies discussed or recommended in this note and should understand that
statements regarding future prospects may not be realized. It may be noted that investments in equity and equity-related securities involve a
degree of risk and investors should not invest any funds unless they can afford to take the risk of losing their investment. Investors are advised
to undertake necessary due diligence before making an investment decision. For making an investment decision, investors must rely on their
own examination of the Company including the risks involved. Investors should note that income from investment in such securities, if any, may
fluctuate and that each security’s price or value may rise or fall. Accordingly, investors may receive back less than originally invested. Neither
HSL 1A nor any of its employees shall be liable for any direct, indirect, special, incidental, consequential, punitive or exemplary damages, including
lost profits arising in any way from the information contained in this material. This note does not constitute an offer for sale, or an invitation to
subscribe for, or purchase equity shares or other assets or securities of the company and the information contained herein shall not form the
basis of any contract. It is also not meant to be or to constitute any offer for any transaction. HSL IA and its affiliates, officers, directors, key
managerial persons and employees, including persons involved in the preparation or issuance of this material may from time to time, have long
or short positions in, and buy or sell the securities thereof, of company (ies) mentioned herein. HSL |A may at any time solicit or provide
commercial banking, credit, advisory or other services to the issuer of any security referred to herein. Accordingly, information may be available
to HSL IA, which is not reflected in this material, and HSL IA may have acted upon or used the information prior to, or immediately following its
publication.

HSL IA neither guarantees nor makes any representations or warranties, express or implied, with respect to the faimess, correctness, accuracy,
adequacy, reasonableness, viability for any particular purpose or completeness of the information and opinions. Further, HSL IA disclaims all
liability in relation to use of data or information used in this report which is sourced from third parties.

Please note that HDFC Securities has a proprietary trading desk. This desk maintains an arm’s length distance with the HSL 1A team and all its
activities are segregated from HSL |A activities. The proprietary desk operates independently, potentially leading to investment decisions that
may deviate from research views.

HDFC securities Limited, | Think Techno Campus, Building - B, "Alpha", Office Floor 8, Near Kanjurmarg Station, Opp. Crompton Greaves,
Kanjurmarg (East), Mumbai 400 042 Phone: (022) 3075 3400 Fax: (022) 2496 5066

Compliance Officer: Murli V Karkera Email: complianceofficer@hdfcsec.com Phone: (022) 3045 3600

For grievance redressal contact Customer Care Team Email: customercare@hdfcsec.com Phone: (022) 3901 9400

HDFC Securities Limited, SEBI Reg. No.. NSE, BSE, MSEI, MCX: INZ000186937; AMFI Reg. No. ARN: 13549; PFRDA Reg. No. POP:
11092018; IRDA Corporate Agent License No.: CA0062; SEBI Research Analyst Reg. No.: INH000002475; SEBI Investment Adviser Reg. No.:
INA000011538; CIN - U67120MH2000PLC152193

Investment in securities market are subject to market risks. Read all the related documents carefully before investing.

Mutual Funds Investments are subject to market risk. Please read the offer and scheme related documents carefully before investing.

Registration granted by SEBI, membership of BASL (in case of 1As) and certification from NISM in no way guarantee performance of the
intermediary or provide any assurance of returns to investors.

This information is for educational/information purposes only.
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