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March marked one of the sharpest risk-off phases for Indian equities in recent years, as the escalation of the West Asia conflict 
triggered a surge in crude oil prices, heightened currency volatility, and a sharp reversal in foreign flows. MSCI India corrected 
~14% during the month, as elevated energy prices revived concerns around inflation, fiscal pressures, and external balances. 
FPIs sold ~US$12bn of Indian equities in March, the highest monthly outflow on record, while domestic investors absorbed the 
supply with even stronger DII inflows.

Despite the sharp market correction, macro fundamentals remained relatively resilient. High-frequency indicators showed early 
divergence: industrial production remained healthy in February (up ~5.2% YoY), while manufacturing PMI moderated to 53.9 in 
March, reflecting rising input costs and supply-side disruptions rather than a collapse in demand. Services activity and 
employment trends remained supportive, helping cushion the broader growth momentum.

On the external front, elevated crude prices and supply disruptions around the Strait of Hormuz pushed Brent sharply higher 
during March, placing pressure on the rupee, which depreciated ~4% over the month. Policy response was swift and 
coordinated. The Government cut excise duties on petrol and diesel to absorb part of the oil shock and stabilise retail fuel 
prices, while the RBI tightened forex market regulations, including capping banks’ net open positions (to US$100mn), to curb 
speculative pressure on the currency. These measures helped contain second-round inflation risks and reduce near-term 
financial stability concerns, even as volatility persisted.

From a fiscal standpoint, revenue trends remained healthy, supported by strong tax and non-tax collections, while central 
government capex rebounded sharply in February after a brief moderation. However, sustained energy subsidies and excise 
adjustments could create some near-term fiscal pressure if elevated crude prices persist. India’s merchandise trade deficit 
narrowed sequentially in February, aided by easing imports, while a strong services surplus continued to provide a partial offset 
to external pressures.

Inflation edged higher in February (~3.2% YoY) but remains well within the RBI’s tolerance band, allowing policymakers to 
maintain a wait-and-watch stance. Growth expectations remain relatively intact, with global agencies continuing to view India as 
one of the fastest-growing major economies, even as near-term risks from geopolitics and energy markets remain elevated.

Defence exports are emerging as a meaningful structural tailwind. India’s defence exports reached a record ~USD 4.1bn in FY26 
up from ~USD 17mn in FY14 (see chart of the month below), with ~USD 1.8bn contributed by private players. The government’s 
ambition is to scale defence exports to ~USD 5.3bn by 2029-30, supported by continued indigenisation and faster 
procurement/contracting cycles. More broadly, defence exports have scaled materially, with private sector contribution 
expanding sharply, alongside a rising domestic procurement share. 

Following the March correction, valuations across market segments have reset meaningfully. MSCI India currently trades at 
18.2x on a 12-month forward basis, which is ~7% below its 10-year average of 19.7x. Simultaneously, MSCI India’s forward P/E 
premium to MSCI EM has fallen from ~100% in Aug’2024 to its long-term average of ~60%. While near-term sentiment remains 
sensitive to developments in West Asia and crude prices, India enters this phase with stronger policy credibility, healthier 
domestic demand drivers, and significantly better external buffers than during past global shock episodes.
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Chart of the Month: India’s Defence Exports is Scaling Up Fast
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India at a Glance

FY20 FY21 FY22 FY23 FY24 FY25 FY26E FY27E

Economic Activity and Employment

GDP, USD bn 2,871 2,668 3,176 3,390 3,568 3910 3904 4096

GDP per capita, USD 2,141 1,969 2,321 2,451 2,554 2771 2748 2858

Real GDP growth, % 4.0 -6.6 8.7 7.2 8.2 6.5 7.6 7.0

Prices, Interest Rates and Money

CPI inflation, % y/y (average) 4.8 6.2 5.5 6.7 5.4 4.6 1.9 3.7

Repo rate, % (year-end) 4.4 4.0 4.0 6.50 6.50 6.25 5.25 5.25

10-year bond yield, % (year-end) 6.1 6.2 6.8 7.3 7.1 6.5 6.8 7.0

USDINR (year-end) 75.4 73.5 75.8 82.3 83.0 85.6 92.0 94.0

Fiscal Accounts

General government budget 

balance, % GDP
-7.8 -13.9 -9.5 -9.4 -8.5 -8.0 -7.3 -7.4

Balance of Payments

Trade balance, USD bn -158 -102 -189 -266 -243.2 -287.2 -338.8 -367.1

Exports, USD bn 320 296 429 456 440.2 441.8 449.3 469.2

Imports, USD bn 478 398 619 720 683 729 788 836

Current account balance, USD bn -25 24 -39 -67 -25 -23 -39 -63

Foreign direct investment (net), 

USD bn
43.0 44.0 38.6 35 18 1 10 15

Total FX reserves, USD bn 478 577 607 578 646 668 705 645

Total external debt, % GDP 19.5 21.4 19.1 18 18.1 17.1 18.1 15.7

Credit ratings

Moody's Baa2 Baa3 Baa3 Baa3 Baa3 Baa3 Baa3 Baa3

S&P BBB- BBB- BBB- BBB- BBB- BBB- BBB BBB

Fitch BBB- BBB- BBB- BBB- BBB- BBB- BBB- BBB-

Source: CEIC, Haver, UBS estimates; Note: Data is for FY ending March; E – Estimates. Data as of March 2026

DISCLAIMER: This communication is issued by DSP Asset Managers Private Limited. In this material DSP Asset Managers Private Limited (the AMC) has used information that 
is publicly available, including information developed in-house. Information gathered and used in this material is believed to be from reliable sources. The AMC however does 
not warrant the accuracy, reasonableness and / or  completeness of any information. We have included statements / opinions / recommendations in this document, which 
contain words, or phrases such as “will”, “expect”, “should”, “believe” and similar expressions  or variations of such expressions that are “forward looking statements.”

RISKS – Actual results may differ materially from those suggested by the forward looking statements due to risk or uncertainties associated with our expectations respect to, 
but not limited to,  exposure to market risks, general economic and political conditions in India and other countries globally, which have an impact on our services and / or 
investments, the monetary and interest  policies of India, inflation, deflation, unanticipated turbulence in interest rates, foreign exchange rates, equity prices or other rates or 
prices etc. All figures and other data given in this document  are dated and the same may or may not be relevant in future and the same should not be considered as 
solicitation / recommendation / guarantee of future investments by the AMC or its affiliates.

This communication contains information which refers to the past as well as information on future performance. Neither past performance nor forecasts are a reliable indicator of 
future performance.

This information and associated materials have been provided to you at your express request, and for your exclusive use. This information is not intended for distribution to, or 
use by, any person or entity in any  jurisdiction or country where such distribution would be unlawful under the securities laws of such jurisdiction or country. Any distribution, by 
whatever means, of this information and related material to persons other than those referred to above is strictly prohibited.

Distribution of this communication may be restricted in certain jurisdictions. Any product(s) mentioned within this communication (i) may not be registered for distribution in your 
jurisdiction, and (ii) may only be available to professional or otherwise qualified investors or entities. The information is for general guidance only, and it is the responsibility of 
any person or persons in possession of this material to inform themselves of, and to observe any such restrictions, all applicable laws and regulations of any relevant jurisdiction, 
including of any applicable legal requirements, exchange control regulations and taxes in the countries of their respective citizenship, residence or domicile.

Past performance may or may not be sustained in the future. There is no assurance of any capital protection / capital guarantee to the investors. The sector(s) / stock(s) / 
issuer(s) mentioned in this document do not constitute any recommendation of the same. Investors are advised to consult their own legal, tax and financial advisors to 
determine possible tax, legal and other financial implication or consequence of investing into the investment strategies.
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