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Currency market contagion singes equities  

Emkay Strategy  India Strategy   December 11, 2025 NIFTY 50: 25,758 

US tariffs are finally starting to compound into stress across asset classes. The 

rupee has been under continuous pressure since the initial tariff announcement 

in Apr-25, and this weakness is now reflecting in domestic liquidity. Such stress, 

aggravated by worries around fiscal deficit, has led to a prolonged bear market 

in bonds. The equity market is finally feeling the pinch, as both FPIs (worried 

about the currency) and local investors (spooked by the liquidity stress) head 

for the door. The RBI’s efforts to bring stability have met with mixed success – 

we think only a final India-US trade deal will deliver a lasting solution. We 

continue to see extreme market volatility in the short term – near-term relief 

from the RBI/Fed measures could be quickly overwhelmed by CAD pressures. 

The best way to ride this out is to stick with large caps, with private lenders, 

pharma, and IT as the preferred defensive sectors. We think this is a passing 

phase of 2-3 months, and remain constructive on Indian equities, with 

Consumer Discretionary our most favored sector.  

Currency market stress… 

The rupee has been on a continuous slide since the first Trump tariff announcement in 

Apr-25. The drop has continued in Q4CY25 despite support from the RBI, likely due to 

further widening of the current account deficit. We think the rupee is suffering on two 

fronts. First, exports have weakened in Q4CY25 due to front-ending earlier in the year 

before tariffs kicked in. On the other hand, consumption recovery in the festival season 

would have pushed up import demand and put further stress on the external account. 

Elevated gold imports are accentuating the problem. 

…preying on a vulnerable bond market 

The bond market has been vulnerable going into 2HFY26 on two counts. First, 

consolidated fiscal deficit is under pressure from GST cuts, low nominal GDP growth, and 

aggressive welfare spending by state governments. Secondly, acceleration in loan growth 

has led to loan-deposit ratios rising which, in turn, is affecting overall demand for bonds. 

The bond market is in a negative spiral, with buyers suffering MTM loss and reluctant to 

increase exposure, fearing further portfolio damage. The short end of the curve is 

healthier (Exhibit 5), though volatile liquidity is now starting to bite.  

Equity flows hit on all fronts 

Stress in financial markets is now spilling into equities. FPI flows are staying away  

(Exhibit 1) due to currency fears, not to mention the relative attraction of other markets 

(like the US and China) on growth and valuations. We think domestic flows, especially on 

the retail front, have been affected by the domestic liquidity problem (Exhibit 2) since 

the last couple of weeks. The vulnerability is reinforced by the relatively high valuations 

for Indian equities, with the Nifty trading at 20.3x 1YF, 4% above the LTA (Exhibit 13). 

Notably though, granular valuation metrics have cooled down – the share of stocks 

trading at +1sd above LTA has fallen from 43% in Oct-25 to 33% as on 8-Dec-25.  

Some relief next week, though efficacy doubtful 

There could be some relief for the next 8-10 days. The Fed cut is an incremental positive, 

especially with the Chairman warning about the US economy slowdown raising hopes of 

further easing. Moreover, the RBI measures announced on 4-Dec start to kick in from  

11-Dec, with Rs1.45trillion of durable liquidity added to this system in three tranches  

(Exhibit 9). This should support bond markets across maturities. However, continued 

stress on the external account could swiftly negate such gains. We believe that the only 

durable solution to this negative cycle would be signing of the India-US trade deal, with 

substantial reduction in tariffs for Indian exports to the US (currently at 50% tariffs for 

many categories). Till this happens, financial markets in India remain vulnerable to 

periodic sell-downs, and equities will not be immune to contagion. 

Stay defensive in the short term 

For the next 2-3 months, we recommend investors increase their defensive exposure. 

Technology, Pharmaceuticals, and Private Banks remain the best ways to do this, given 

that their historic beta are the lowest (Exhibit 15). We would also trim exposure to small- 

and mid-caps, given the inherent high beta and expensive valuations. 

We think this is a passing phase, with a high likelihood of the trade deal concluding within 

3-6M. The good news is that the domestic economy is gaining strength and the earnings 

cycle has turned in the last 1-2M. From a long-term perspective, we remain constructive 

on Indian equities, with consumer discretionary our most preferred sector. 
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Story in Charts 

Exhibit 1: FPI selling peaked in Q2FY26, with no serious buying emerging, though  

 

Source: SEBI, Emkay Research; *Q3FY26TD data till 10-Dec-25 

 

Exhibit 2: DII support continues unabated 

 

Source: NSDL, Emkay Research; *Q3FY26TD data till 8-Dec-25 

 

Exhibit 3: Retail selling has accelerated, triggering the Dec-25 sell down 

 

Source: Bloomberg, Emkay Research; *Q3FY26TD data till 8-Dec-25 
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Exhibit 4: Net FDI flows remain anemic 

 

Source: RBI, Emkay Research 

 

Exhibit 5: India yield curve moved higher for longer duration bonds 

 

Source: Bloomberg, Emkay Research 

 

Exhibit 6: Banks shifting from bonds to loans  

 

Source: RBI, Emkay Research; Note: IDR = Investment deposit ratio 
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Exhibit 7: 10-year G-Secs caught in a perfect storm 

 

Source: Bloomberg, Emkay Research 

 

Exhibit 8: Sharp upward shift in the OIS curve is a worry 

 

Source: Bloomberg, Emkay Research 

 

Exhibit 9: Upcoming liquidity actions by the RBI 

Date Upcoming Liquidity schedule of the RBI Share of NDTL 

11-Dec-25 Rs500bn GSec OMO 0.19% 

16-Dec-25 USD 5bn (Rs 450bn) 3Y USD/INR Buy/Sell Swap auction 0.17% 

18-Dec-25 Rs500bn GSec OMO 0.19% 

Total   0.55% 
 

Source: RBI, Emkay Research 

 

Exhibit 10: Liquidity has remained volatile, with periodic bouts of tightness 

 

Source: RBI, Emkay Research 
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Exhibit 11: Rupee has been continuously weakening since Apr-25 

 

Source: RBI, Emkay Research; Note: Data till 8-Dec 
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Earnings and Valuations 

Exhibit 12: Nifty EPS – FY27E forecasts starting to recover 

 

Source: Bloomberg, Emkay Research 

 

Exhibit 13: Valuations remain stretched 

 

Source: Bloomberg, Emkay Research 

 

Exhibit 14: Disaggregated valuations – Have cooled down from the Oct-25 highs  

 

Source: Bloomberg, Emkay Research 
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Exhibit 15: Private banks, IT, and Pharma are good sectors to hide behind 

 

Source: Bloomberg, Emkay Research; Note: 3Y daily adjusted Beta, adjusted daily with relative index 
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GENERAL DISCLOSURE/DISCLAIMER BY EMKAY GLOBAL FINANCIAL SERVICES LIMITED (EGFSL): 

Emkay Global Financial Services Limited (CIN-L67120MH1995PLC084899) and its affiliates are a full-service, brokerage, investment banking, investment 

management and financing group. Emkay Global Financial Services Limited (EGFSL) along with its affiliates are participants in virtually all securities trading 

markets in India. EGFSL was established in 1995 and is one of India's leading brokerage and distribution house. EGFSL is a corporate trading member of 

BSE Limited (BSE), National Stock Exchange of India Limited (NSE), MCX Stock Exchange Limited (MCX-SX), Multi Commodity Exchange of India Ltd (MCX) 

and National Commodity & Derivatives Exchange Limited (NCDEX) (hereinafter referred to be as “Stock Exchange(s)”). EGFSL along with its [affiliates] 
offers the most comprehensive avenues for investments and is engaged in the businesses including stock broking (Institutional and retail), merchant 

banking, commodity broking, depository participant, portfolio management and services rendered in connection with distribution of primary market issues 

and financial products like mutual funds, fixed deposits. Details of associates are available on our website i.e. www.emkayglobal.com.  

EGFSL is registered as Research Analyst with the Securities and Exchange Board of India (“SEBI”) bearing registration Number INH000000354 as per SEBI 

(Research Analysts) Regulations, 2014. EGFSL hereby declares that it has not defaulted with any Stock Exchange nor its activities were suspended by any 

Stock Exchange with whom it is registered in last five years. However, SEBI and Stock Exchanges had conducted their routine inspection and based on their 

observations have issued advice letters or levied minor penalty on EGFSL for certain operational deviations in ordinary/routine course of business. EGFSL 

has not been debarred from doing business by any Stock Exchange / SEBI or any other authorities; nor has its certificate of registration been cancelled by 

SEBI at any point of time.  

EGFSL offers research services to its existing clients as well as prospects. The analyst for this report certifies that all of the views expressed in this report 

accurately reflect his or her personal views about the subject company or companies and its or their securities, and no part of his or her compensation was, 

is or will be, directly or indirectly related to specific recommendations or views expressed in this report.  

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is 

its accuracy or completeness guaranteed. This report and information herein is solely for informational purpose and shall not be used or considered as an 

offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the clients 

simultaneously, not all clients may receive this report at the same time. The securities discussed and opinions expressed in this report may not be suitable 

for all investors, who must make their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. 

EGFSL and/or its affiliates may seek investment banking or other business from the company or companies that are the subject of this material. EGFSL may 

have issued or may issue other reports (on technical or fundamental analysis basis) of the same subject company that are inconsistent with and reach 
different conclusion from the information, recommendations or information presented in this report or are contrary to those contained in this report.  Users 

of this report may visit www.emkayglobal.com to view all Research Reports of EGFSL. The views and opinions expressed in this document may or may not 

match or may be contrary with the views, estimates, rating, and target price of the research published by any other analyst or by associate entities of 

EGFSL; our proprietary trading, investment businesses or other associate entities may make investment decisions that are inconsistent with the 

recommendations expressed herein. In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise 

to real or potential conflicts of interest including but not limited to those stated herein. Additionally, other important information regarding our relationships 

with the company or companies that are the subject of this material is provided herein. All material presented in this report, unless specifically indicated 

otherwise, is under copyright to Emkay. None of the material, nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or 

distributed to any other party, without the prior express written permission of EGFSL . All trademarks, service marks and logos used in this report are 
trademarks or registered trademarks of EGFSL or its affiliates. The information contained herein is not intended for publication or distribution or circulation 

in any manner whatsoever and any unauthorized reading, dissemination, distribution or copying of this communication is prohibited unless otherwise 

expressly authorized. Please ensure that you have read “Risk Disclosure Document for Capital Market and Derivatives Segments” as prescribed by Securities 

and Exchange Board of India before investing in Indian Securities Market. In so far as this report includes current or histor ic information, it is believed to 

be reliable, although its accuracy and completeness cannot be guaranteed. 

This report has not been reviewed or authorized by any regulatory authority. There is no planned schedule or frequency for updating research report relating 

to any issuer/subject company.  

Please contact the primary analyst for valuation methodologies and assumptions associated with the covered companies or price targets. 

Disclaimer for U.S. persons only: Research report is a product of Emkay Global Financial Services Ltd., under Marco Polo Securities 15a6 chaperone 

service, which is the employer of the research analyst(s) who has prepared the research report. The research analyst(s) preparing the research report is/are 
resident outside the United States (U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject 

to supervision by a U.S. broker-dealer, and is/are not required to satisfy the regulatory licensing requirements of Financial Institutions Regulatory Authority 

(FINRA) or required to otherwise comply with U.S. rules or regulations regarding, among other things, communications with a subject company, public 

appearances and trading securities held by a research analyst account.  

This report is intended for distribution to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the 

Exchange Act) and interpretations thereof by U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a 6(a)(2). If the recipient of this report 

is not a Major Institutional Investor as specified above, then it should not act upon this report and return the same to the sender. Further, this report may 

not be copied, duplicated and/or transmitted onward to any U.S. person, which is not the Major Institutional Investor. In reliance on the exemption from 

registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to conduct certain business with Major Institutional 
Investors. Emkay Global Financial Services Ltd. has entered into a chaperoning agreement with a U.S. registered broker-dealer, Marco Polo Securities Inc. 

("Marco Polo"). Transactions in securities discussed in this research report should be effected through Marco Polo or another U.S. registered broker dealer. 
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RESTRICTIONS ON DISTRIBUTION 

This report is not directed to, 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, 

country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation. Except otherwise restricted by 

laws or regulations, this report is intended only for qualified, professional, institutional or sophisticated investors as defined in the laws and regulations of 

such jurisdictions. Specifically, this document does not constitute an offer to or solicitation to any U.S. person for the purchase or sale of any financial 

instrument or as an official confirmation of any transaction to any U.S. person. Unless otherwise stated, this message should not be construed as official 

confirmation of any transaction. No part of this document may be distributed in Canada or used by private customers in United Kingdom.  

 

ANALYST CERTIFICATION BY EMKAY GLOBAL FINANCIAL SERVICES LIMITED (EGFSL) 

The research analyst(s) primarily responsible for the content of this research report, in part or in whole, certifies that the views about the companies and 

their securities expressed in this report accurately reflect his/her personal views. The analyst(s) also certifies that no part of his/her compensation was, is, 

or will be, directly or indirectly, related to specific recommendations or views expressed in the report. The research analyst (s) primarily responsible of the 

content of this research report, in part or in whole, certifies that he or his associated persons1 may have served as an officer, director or employee of the 
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