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Now is the Time: Stay the Course,
Ighore the Noise and Don’t Flinch

Indian equity markets have undergone a sharp and broad-based
correction, with the pain most acutely felt beyond the headline
indices, with nearly 65% of stocks (market cap > INR 1,000 cr),
down more than 30% from their peak. A confluence of signals
across valuations, earnings, market breadth, now points to the
market being in its final corrective phase. We believe that the
current market level presents a compelling entry point and
expect the markets to bottom out well before the Middle-East
conflict ends.
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Now is the Time: Stay the Course, Ignore the Noise and Don’t Flinch

The evolving situation in the Middle-East has understandably raised questions among investors. Through this
note, we address your most frequently asked questions (FAQs).

Q. What exactly triggered the “Market Selloff” ?

A. On February 28, the USA and Israel worked together to bomb Iran’s nuclear sites, missile bases, and military headquarters.
These attacks killed Iran's top leader, “Ayatollah Ali Khamenei”, along with many other high-ranking officials. In response, Iran
has fought back by attacking U.S. military bases in the Middle-East and launching missiles and drones at the UAE and other
neighbour countries like Qatar, Saudi Arabia, efc.

Q. What happens to Oil Prices due to the disruption in Iran ?

A. Oil supplies will likely be interrupted for a little while. This is because it's becoming more expensive to insure ships, and many
tankers are stopping or slowing down their trips to the Middle East. While we don't think the main trade routes (e.g. Strait of
Hormuz) will close completely, the overall flow of oil will be slower and expect this disruption to be temporary in nature.

The Strait of Hormuz is one of the world's most important shipping routes, and its most vital oil transit choke point. The corridor
is only about 50km wide at its entrance and exit, and about 33km wide at its narrowest point and connects the Gulf with the
Arabian Sea. In 2025, about 20 million barrels of oil passed through the Strait of Hormuz per day, according to estimates
from the US Energy Information Administration (EIA), that's nearly $600bn worth of energy trade per year.

To help keep prices steady, the OPEC countries are expected to provide an extra 2 mb/d of Oil. Net-net, we don't expect
oil prices to stay high for long. We note that a similar thing happened last year as well in June 2025 (Israel-Iran conflict), where
Brent crude witnessed a sharp rally, climbing from around $64/bbl at the end of May to $77/bbl in just a few weeks. In our Deep-
Dive note published last year (here), we highlighted that we don’t expect to see “Higher-for-Longer Oil Prices” as the global
Oil markets fundamentally remain very well balanced.

Figure - 1: Map of “Strait of Hormuz”
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Q. What this means for India from a macro stand-point ?

A. If Oil prices do go up, it's generally bad news for the Indian economy.
e  Forevery $10 increase in the price of a barrel of oil, India’s "Current Account Deficit" grows by about 40-50 bps.
e Usually as per economists, a $10/bbl increase in crude, typically raises India’s headline CPl inflation by ¢.30-40 bps.
e There could be some further FX pressure (INR currently at ~92/$), weighed down by higher oil prices as India
imports over 85% of its crude oil requirements.
e India gets around ~$51.5bn (FY25) of remittances from Gulf countries which may be at risk.

Q. What are the implications for Indian Equities ?

A. The Indian indices have shown increased insulation from the adverse effects of sustained high oil prices, primarily driven by
the “falling intensity of oil in GDP”.

Even during the Russia-Ukraine conflict in Feb-2022, when Brent prices had touched close to $120/bbl, Indian equities

did see a short-term negative impact over the next 3-months, but quickly recovered and delivered strong returns of
~7.5% and ~17% on a 1-year and 2-year basis, respectively.

India’s Declining Oil Intensity
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Source: CEIC, RBI, RIMES, IBES, MSCI, Bloomberg, Morgan Stanley Research Estimates.

Our analysis further reveals a notable decline in the correlation between Oil prices and Indian equity returns over the recent
decade (CY2016-2025) when compared to the preceding decade (CY2006-2015). While traditionally, elevated oil prices have
correlated with dampened equity returns due to pressure on corporate profitability, this trend suggests a fundamental shift,
rendering the Indian equity market less susceptible to prolonged periods of high oil prices.
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Source: Bloomberg, Investing.com, NSE.
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Q. What History Tells Us?

A. If we look at all the conflicts since the beginning of this decade, we see that:
e  Stock markets usually fall as soon as news of a conflict breaks. Typically, the market bounces back to its original level
(where it was before the war started) within about 1-month.
o We expect the same thing to happen this time, a quick drop followed by a recovery. The only major thing that could
change this is if oil prices stay too high for too long.

Figure - 2: Market Impact due to Geopolitical Events

S&P 500 Return Nifty 50 Return

Size of Size of
Event Event Date Sell M 3m 6M 1Y Sell im 3M 6M ¥
Off Off
9/11 attack 11-09-2001 | -13.5% | 0.4% 4.3% 6.9% | -17.3% | -17.8% | -6.7% 8.2% 14.1% | -2.4%
Irag War 20-03-2003 -3.7% 2.0% 13.7% | 18.3% | 26.7% | 9.3% | -8.1% 75% | 31.1% | 68.6%
Arab Spring (Egypt) 25-01-2011 -1.2% 2.2% 3.4% 3.6% 2.7% 9.8% | -6.7% 3.3% -0.1% | -9.3%
Libya Intervention 19-03-2011 -4.8% 2.0% -0.6% -5.9% 4.5% -0.5% 6.8% -0.1% -6.4% -2.2%
Russia - Crimea 20-02-2014 -0.2% 1.8% 1.8% 8.0% | 14.7% | -1.1% 6.4% | 19.4% | 29.3% | 45.0%
Intervention in Syria 22-09-2014 9.4% | -3.4% 4.2% 5.5% -26% | 49% | -1.8% 2.2% 5.2% -4.1%
Air strike on Syrian Air Base 07-04-2017 -1.2% 1.9% 3.0% 82% | 10.6% | -2.0% 0.9% 5.1% 8.5% 12.3%
North Korea missile crisis 28-07-2017 -1.5% -1.1% 4.4% 15.4% | 14.8% -3.3% -1.0% 3.1% 10.5% | 12.6%
Saudi Aramco drone strike 13-09-2019 -5.1% -1.4% 5.4% -9.9% | 11.1% | -2.8% 2.1% 9.1% | -10.1% | 3.5%
Russia invasion of Ukraine 24-02-2022 -2.6% 5.4% -8.1% | -3.4% | -7.4% | -8.2% 6.0% -0.8% 8.4% 7.5%

Source: Valentis.
Q. Where do Indian Equities currently stand in terms of “Valuations” ?

A. Over the past 12-18 months, India’s stock market has shown a strange dichotomy. On the surface, the main stock indices are
near all-time highs (e.g. Nifty50 is just ¢.6-7% below its record peak level), but under the hood, many individual companies are
actually struggling. Of the top listed companies by market capitalisation (threshold: 1,000 crores), the damage increases sharply
as one moves down the market cap spectrum, a pattern historically consistent with market bottoming conditions rather than a
mid-cycle slowdown.

Table - 1: Drawdown from All-time Highs for BSE-listed companies with Mkt. Cap > INR 1,000 crores

Drawdown from Peak (All-time Highs) Count % of Companies Cumulative
Down more than 50% 452 30% 30%
Down 40% to 50% 269 18% 48%
Down 30% to 40% 236 16% 64%
Down 20% to 30% 194 13% 7%
Down 10% to 20% 172 12% 89%
Down less than 10% 165 11% 100%
1,488 100%

Source: Capitaline, HDFC TRU. Priced as of 26 February, 2026.
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Table - 2: Drawdown from All-time Highs for BSE-listed companies by Market Cap (threshold: INR 1,000 crores)
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Market Cap Segment Median Drawdown from Peak | % Stocks Down >30% | % Stocks Down >50%

Large Cap (> 1,00,000 Cr)

Mid Cap (30,000-1,00,000 Cr)

Small Cap (%1,000-30,000 Cr)

12%"
'_ -27%
5, 43%

Source: Capitaline, HDFC TRU. Priced as of 26 February, 2026.

7%
9%
35%

Table - 3: Nifty Indices Valuations have undergone a healthy correction over the last 18 months or so...

Date  Nifty 50 TIMPIE | TTMEPS Change |
27-Sep-24 26,179 24.3 1,076
02-Mar-26 24,866 218 1,143

Change % -5.0% -10.6% 6.3%

Date Nifty Midcap 150  TTM P/E TTM EPS Change
27-Sep-24 22,361 45.1 495
02-Mar-26 21,476 320 671
Change % -4.0% -29.1% 35.4%

Date Nifty Smallcap 250 | TTMPIE  TTMEPS Change

27-Sep-24 18,400 31.8 579
02-Mar-26 15,580 256 608
Change % -15.3% -19.3% 4.9%

Source: NSE, HDFC TRU. Priced as of 02 March, 2026.

Note: TTM EPS numbers have been back-calculated using the Index value and P/E numbers.
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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 1A). 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 IA 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 1A 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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