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Tussle between Attractive Micros and
Challenging Geopolitical Factors

Geopolitical friction dictates short-term volatility, but corporate earnings
and reasonable valuations govern long-term equity returns. Despite
headwinds from Middle East tensions, high oil prices, a softer currency,
and foreign selling, corporate fundamentals remain resilient with broad-
based profit beats and upward estimate revisions. With key indices
trading at a discount to historical averages and robust domestic inflows
buffering against primary market liquidity absorption, periodic pullbacks
offer a prime opportunity to accumulate quality earnings compounders.
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Tussle between Attractive Micros and Challenging
Geopolitical Factors

Geopolitics are noise. Earnings are the real signal for a long-term investor.

Key takeaways

Micros are holding up: In Q1FY27, 57% of HSLIE (HDFC Securities Institutional equities)-covered companies beat PAT
estimates — a 10-quarter high — and aggregate PAT beat previews by 11.1%. Estimates were nudged up (+0.1% FY27E,
+0.7% FY28E) after the previous quarter’s cuts, leaving projected coverage earnings growth of 14.2% in FY27E and
15.4% in FY28E.

Valuations remain below average: Nifty trades at ~19.1x FY27E vs a 10-year Average of 20.4x.
Geopolitics are the headwind: US - Iran hostilities, the Houthis’ progress in Yemen and related disruptions have pushed
Brent crude to ~$102 (+49% YoY, pressuring the INR at ~96/$ and contributing to ¥3.69 lakh crore of Fll cash-market

selling in CY 2026. A ~15% monsoon deficit and the US 10-year yield at 5.12%, its highest since 2007, are other factors
to watch out for.

Flows: FlI cash-market selling shrank from ~%74,000 cr a month in Mar-Jun to ~%7,000 cr in Jul-Sep as conditions
eased; DIl buying has moderated to ~%44,000 cr a month but remains firmly positive. Supply through IPO/OFS s a risk
to watch out for: the NSE (322,569 crore) and Jio (37,700 crore) IPOs, along with others, will absorb liquidity.

Our stance: Geopolitics sets the mood in the short term; earnings and valuations set the returns over the long term. Use
geopolitics-driven volatility to accumulate quality earnings compounders.

Source: HSLIE, Moneycontrol, Investing

The tussle in brief

Indian equities are caught between two opposing forces. At the company level, delivery has been resilient: the beat rate
is at a 10-quarter high, estimate revisions have turned positive after a quarter of cuts, and valuations sit below their long-

term

averages. On the geopolitical front, the backdrop is challenging: the US-Iran war has kept crude near $100 a barrel,

Houthis progress in Yemen adds another potential risk, the rupee is hovering close to record lows, foreign investors
have sold %3.69 lakh crore of Indian equities in the cash market so far this year, the monsoon is heading for its weakest
outcome since 2009, and both the US Federal Reserve and potentially the RBI are tightening policy.

This note lays out both sides of the ledger and argues that, while geopolitics typically dominates price action in the short
run, it is the earnings trajectory and the price paid for it that determine long-term returns.

Attractive Micros

Earnings: resilient delivery, with OMCs the one drag

Q1FY27 was a healthy quarter despite the war. Across the HSIE coverage universe of ~275 stocks, ex-OMCs,
aggregate revenue grew 18% YoY while PAT grew 19%, even as losses at oil marketing companies (which absorbed
the crude spike) pulled down aggregate PAT growth to 5%.

Key points from the flipbook:

Aggregate PAT beat preview estimates by 11.1%, led by energy, autos, lenders, chemicals and metals. 57% of covered
companies beat PAT estimates - a 10-quarter high.

Earnings Growth was even across market caps (ex-OMCs): large caps grew 18.5% YoY, mid-caps 19.1% and small caps
18.4%, against 10.5%/36%/23.7% in Q4FY26.

Double-digit YoY earnings growth came from lenders, capital markets, consumer discretionary, defence, real estate, IT,
home improvement, chemicals, metals and telecom. Oil & gas, staples, industrials, pharma and cement were subdued.

HDFC Tru is the Investment Advisory arm of HDFC Securities Ltd; SEBI Registration No: INA000011538. Website: www.hdfc-tru.com,
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+ Estimate trajectory: coverage earnings are projected to grow 14.2% in FY27E and 15.4% in FY28E. The exceptional 18%
CAGR of FY19-24 normalises to ~11.3% over FY24-28E, with BFSI, autos, metals, industrials and pharma driving the ex-
oil & gas outlook.

| Quarter | Q4FY24 | QIFY25 | Q2FY25 | Q3FY25 | Q4FY25 | QIFY26 | Q2FY26 | Q3FY26 | Q4FY26 | QIFY2T |

% of companies
beating PAT 54% 39% 34% 32% 52% 41% 38% 44% 49% 57%
est.

Share of HSIE-covered companies beating PAT estimates. Source: HSIE Research 1QFY27 Quarterly Flipbook.

Few downgrades this quarter. Lenders, metals and chemicals drove aggregate earnings upgrades, while most other
sectors saw only marginal trims; OMCs led the oil & gas downgrades. Net, coverage estimates were revised up 0.1%
for FY27E and 0.7% for FY28E - a reversal of the 2.9%/2.7% cuts made after Q4FY26, which HSIE reads as gradually
reviving optimism after the Middle East war shock.

Sector (HSIE coverage) Q1FY27 PAT vs preview | FY27E PAT growth Ftﬁﬁge:t' FY28E est. change

Banks and NBFCs 1.50% 15.80% 1.60% 2.00%
Capital Markets 26.60% 38.30% -2.10% -6.40%
Real Estate 13.90% 26.80% 0.50% 0.70%
gﬁ{‘osslimer LIS 7.70% 53.80% 2.70% 1.90%
Autos 14.60% 20.00% -1.70% -1.80%
Metals 14.80% 33.80% 6.60% 3.70%
IT 1.90% 8.90% -0.80% -2.90%
Chemicals 106.30% 2.40% 10.30% 0.80%
Energy (Qil & Gas) 181.60% 5.20% -1.80% 1.80%
Cement 13.50% 1.90% -5.30% -1.40%
Consumer Staples -1.50% 0.30% -2.00% 0.00%
Pharma -1.8% 11.5% -1.4% 2.1%

Insurance 0.5% 12.3% 1.1% 1.4%

Total coverage 11.10% 14.20% 0.10% 0.70%

Source: HSIE Research 1QFY27 Quarterly Flipbook, 21 August 2026. Estimate changes are relative to Q4FY26. FY28E coverage PAT growth: 15.4%.

Sector wise YoY Growth — Q1FY27

YOY Revenue growth (Q1FY26 to Q1FY27) YOY PAT growth (Q1FY26 to Q1FY27)
YOY Revenue growth (Q1FY26 to Q1FY27) YOY PAT growth (Q1FY26 to Q1FY27)
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Valuations: a discount to history

Prices have lagged earnings, so the market is cheaper than it was a year ago even as profits have risen. HSIE estimated
EPS, the Nifty 50 is trading at ~19.1x FY27E. On a trailing basis the Nifty P/E currently is at 21.1 against a 10-year
median of 23.10, with price to book at 2.9 against 10-year median of 3.2. On a trailing basis the Nifty Smallcap 250 P/E
currently is ~32.2x, about 14.1% above its 10-year Median of ~29.2x, with the price-to-book at 3.51 against a 10-year
median of 2.61. On a trailing basis the Nifty Midcap 150 P/E currently is ~31.8x, about 3.4% below its 10-year median
of ~32.9x, with the price-to-book at 4.1 against a 10-year median of 3.1. (Source: Bloomberg)

Nifty 50 21.1x 23.1x -8.4% 2.9x 3.2x -12.2%
Nifty Midcap 150 31.8x 32.9x -3.4% 4.1x 3.1x 31.9%
Nifty Smallcap 250 32.2x 29.2x 14.1% 3.5x 2.6x 34.9%

Source: Bloomberg, HDFC TRU. Note: (1) Priced as of 23 September, 2026

Importantly, this de-rating has come with earnings moving the other way. When prices lag while earnings rise, the market
becomes cheaper for the right reason. Earnings growth of 14.2% in FY27E and 15.4% in FY28E implies that, earnings
power would be roughly 32% higher in aggregate by FY28E.

Indian Equity Indices Valuation Snapshot

FV:j“; [ 5YMedian Prem.Disc. 12'! l;‘”d 5Y Median
Nifty 50 19.1x 19,5 21% 25x 20 59%
Nifty Midcap 150 2B 27.46x 53% 3.7x 3.8x 16%
Nifty Smallcap 250 23.7x 21.6x 10% 3.2x 3.0x 3.6%

Source: Bloomberg, HDFC TRU. Note: (1) Priced as of 23 September, 2026; (2) The 12M fwd. P/E is calculated using the 12M Blended Fwd. EPS.

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.

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

Trailing Sensex 2-year Next 12M Median
Rolling Return Range return (%)
1 <0% 1,109 21% ! _
BT Y- A 794 T e T We are here !!
5% to 10% 891 17%
10% to 15% 1,568 8%
15% to 20% 978 4%
>20% 2,141 2%
7,481

Source: ACE MF, Investing, HDFC TRU. Data Period: 1 Apr-2005 to 23 Sept-2026
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Challenging Geopolitics

The table below summarises where the key macro variables stand today and the outlook going forward. While crude oil
has risen and inflation is rising, the most important variable - GDP growth - continues to be strong. Further, the RBI's
initiatives in attracting FCNR (B) deposits should help stabilise the currency.

T R S R S

RBI sees 6.7% for FY27
This comes at a point when global rating agencies are revising
GDP growth 7.8% in Q1FY27 India GDP forecasts upwards (Fitch raised its India GDP FY27
forecast to 6.9% by 50 bps. S&P Global Ratings raised its India
GDP FY27 to 7% by 40 bps)
Collections under the RBI's special FCNR(B) deposit program

FCNR (B) Deposit Program USD 133 bn significantly outpaced initial market projections to reach nearly
USD 133 billion.
Brent crude ($/bbl) ~102 (24 Sep) +49% YoY; peak ~$126 in late April
USD/INR ~095.97 (24 Sep) -8.1% YoY; all-time low 99.82 in March 2026
Fil equity flows, 2026 CYTD 2368 lakh crore Cash market; DIl buying of +€6.(_)8 lakh crore more than
absorbed it
Monsoon rainfall vs LPA ~-15% Weakest season since 2009 if sustained; EI Nifio
P o Highest since Dec 2024; expected to breach upper limit mark of
CPl inflation (Aug) 4.82% 6% in Q3FY27
RBI repo rate 5.05% No change in August pohcy;Fi-\I{SZI;E factors a 50 bp hike during
ARG First hike since 2023 on 16 Sep; Fed dot plot projects a 4.1%
ORI S funds rate by year-end 2026.
US 10-year yield 5.12% (24 Sep) Highest since July 2007; Up 109 bps since Feb 24, 2026
India 10-year yield ~7.05% India-US spread compressed to ~195 bp

Sources: MoSPI; Trading Economics; Moneycontro; IMD; RBI; HSIE Research; CNBC, Business Standard

US-Iran war — crude — rupee — Fll flows

This is the dominant transmission chain for Indian markets today.

+ Crude: Brent touched ~$126 in late April, its highest since June 2022, eased over the summer, and closed above $101 on 9
September - its highest since May - as US-Iran strikes escalated in the Persian Gulf. It was ~$102 on 24 September, about
49% higher YoY, swinging with the progress of US-Iran negotiations and Saudi efforts to restore pipeline exports.

+ USD - INR: Higher crude widens the import bill and the current account deficit. At ~95.97/$ on 24 September the rupee is
~8.1% weaker YoY, and it briefly breached 96 last week (all-time low: 99.82 in March 2026). RBI intervention and balance-
of-payments measures (~USD 133 billion FCNR(B) deposits raised) have limited the damage.

* Fll flows: Weakening INR in turn weakens FIl sentiment towards India as their returns in USD are negatively impacted. This
prompts higher outflows further pressuring INR.

The micro impact of this chain is visible in HSIE’s estimates: OMCs dragged headline Q1FY27 PAT growth down to 5%,

from 19% ex-OMCs, and led the oil & gas downgrades, while upstream names such as OIL and IOCL were upgraded.

HSIE continues to flag OMCs as the key downside risk to aggregate earnings from war-driven crude volatility.

Monsoon deficit and inflation

+ Rainfall: The June-September monsoon deficit reached 13.8% by end-August - the warmest August since 1901 - and IMD
expected September rainfall below 91% of LPA. By mid-September the cumulative deficit was ~15%, on track for the weakest
monsoon since 2009, amid a strengthening El Nifio. HSIE lists monsoon intensity among its key monitorables for earnings,
with a sub-par season already flagged as a risk for rural demand.

* Inflation: CPI inflation rose to 4.82% in August, its highest since December 2024, with food inflation at 5.95% as energy costs
fed through from the war and the weaker rupee. HSIE flags crude volatility, inflationary pressure and monsoon intensity as
the key monitorables for earnings.

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



HDFCTI'U

HONESTY | EXPERTISE

r-l FADFC =
l-J :Jrurﬁms ?\'“*

Powering India’s Investments

+ Earnings angle: A weak kharif harvest would weigh on rural consumption (tractors, two-wheelers, FMCG) and keep input

costs elevated for companies already absorbing crude-linked inflation.

US 10-year vields and domestic rate hikes

+ US: The Fed raised rates by 25 bp to 3.75-4.00% on 16 September, its first hike since 2023, as war-driven energy prices fed
into inflation. Market expects a further 25 bps rate hike by CY2026-end. The US 10-year yield has since pushed higher still,

t0 5.12% on 24 September - its highest since July 2007.

* India: With the India 10-year at ~7.05%, the India-US yield spread has compressed to ~195 bp, reducing the carry that
attracts foreign debt capital. The RBI held the repo rate at 5.25% in August and currently October looks live from rate hike
perspective but improved growth forecasts by these rating agencies might help RBI deliver a more data dependent hike in

December and beyond for 50-75 bps.

Flows: FlI, DIl and the supply of paper

Fll selling slowed sharply as conditions improved

Fll selling in 2026 has closely tracked the macro cycle. Selling peaked in March (%1.23 lakh crore in the cash market),
when the war began and Brent spiked, and averaged ~%74,000 crore a month over March-June. As crude fell back
towards ~$70 by early July and a US-Iran pause took hold in late July, Fll selling dropped sharply to ~%5,800 crore in
July and ~%7,500 crore in August - barely a tenth of the earlier pace.

September shows how quickly this can reverse: with Brent back above $100 and US yields above 5%, Flls have sold
~%9,800 crore in the cash market month-to-date. Even so, the pace is a fraction of the March-June exodus, and
cumulative FIl cash selling of ~Z3.68 lakh crore in 2026 means foreign positioning in India is already light.

DIl buying has moderated but stays firmly positive

Domestic institutions have absorbed every rupee of Fll selling and more. Dlls bought ~Z6.0 lakh crore in the cash market
in 2026 so far - not a single month of net selling. The pace has moderated from ~%90,600 crore a month in March-June
to ~%44,100 crore a month in July-September. The engine behind this is structural: equity mutual fund inflows rose 19%
MoM to 29,329 crore in August, a four-month high. This is the savings-to-equity shift at work, and it gives the Indian
market a floor it did not have in past geopolitical shocks.

Fll Vs DIl net cash market flows 2026 (Rs. cr)

200,000

100,000
i [ | = I [ ] . I ™ [ | ]

(100,000)

(200,000)
Jan-26 Feb-26 Mar-26 Apr-26 May-26 Jun-26 Jul-26 Aug-26 Sep-26

uF|l mDIl

Source: Fll/DII activity Moneycontrol. *September till 23 September 2026.

Mar-Jun 2026 (war shock) -714,416 90,623 16,207
Jul-Sep 2026 (macros ease) -7,706 46,281 38,575
2026 CYTD total -3,68,864 +6,08,982 +2,40,118

Source: Moneycontrol monthly FII/DII cash-market data. Sep 2026 is month-to-date.
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Supply of paper will absorb market liquidity

While demand from domestic investors is steady, the supply of equity paper has risen sharply:

* Primary pipeline: In January-August 2026, mainboard IPOs raised %73,674 crore across 62 issues and SME IPOs a further
5,739 crore across 126 issues - ¥79,413 crore in all. The NSE issue takes 2026 IPO fundraising past 1 lakh crore for the
third straight year, and 159 companies hold SEBI approval but have yet to announce dates. Including QIPs and OFS, Jan to
August alone saw ~%1.93 lakh crore raised -

Why it matters. Together, the NSE and Jio issues alone will absorb ~%60,000 crore - more than a month of DIl buying
at the recent pace of ~%44,000 crore. Money raised through large IPOs, particularly an offer for sale, is often funded
by trimming existing holdings. As a result, secondary-market stocks can lag even when domestic inflows are healthy.

Short term: geopolitics dominates; Long term: earnings decide.

September 2026 is a textbook illustration of the tussle. Q1FY27 delivered the highest beat rate in 10 quarters and the
first estimate upgrades in a year, yet Flls turned sellers again within weeks as crude, the rupee and US yields moved
against India - and a heavy IPO calendar is competing for domestic money. Over weeks and months, price action is
driven by flows, and flows are driven by geopolitics and by supply.

Over years, the arithmetic is different. Index returns are the product of earnings growth and the change in the valuation
multiple. With coverage earings compounding at 14.2% in FY27E and 15.4% in FY28E and the Nifty starting from a
below-average multiple, the long-term investor has both variables working in their favour. Geopolitical shocks - oil spikes,
currency slides, rate cycles and poor monsoons - tend to be episodic; earnings compounding is persistent.

Positioning

HSIE's view is that stock-specific, bottom-up ideas - rather than index or sector calls - hold the key to outperformance.
Preferred sectors are financials, autos, industrials, pharma, real estate, chemicals and consumer discretionary; HSIE
remains underweight energy, cement and telecom. In the August rebalancing of its model portfolio, sector weights were
left unchanged and the stocks within them were realigned towards better earnings delivery.

Largest overweights vs Nifty 50 Largest underweights vs Nifty 50

Real Estate: +2.5% Telecom: -3.4%
Consumer Discretionary (ex-Autos): +2.1% Insurance: -2.3%
Chemicals: +2.0% Banks and NBFCs: -2.1%
IT and Exchanges: +1.6% Energy (Oil & Gas): -1.8%
Pharma: +1.2% Metals & Mining: -1.4%

HSIE Multi-Cap Model Portfolio sector weights relative to Nifty 50, August 2026 rebalancing. Source: HSIE Research.

Bottom line: Geopolitics are noise. Earnings are the real signal for a long-term investor.

Investors should think in terms of years or even decades rather than weeks or months. Over the longer
investment horizon, earnings growth matters more. Investors who are able to tune out the current geopolitical
noise and focus on the long term are likely to benefit out of the present market weakness.

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
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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 IA 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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