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Summary 

The MPC meeting held during August 5, 2026, unanimously decided to keep the policy 

repo rate under the LAF unchanged at 5.25% and retain a neutral stance. Consequently, 

the SDF rate remains at 5.00%, while the MSF rate and the Bank Rate continue at 5.50%. 

The MPC noted that while headline CPI inflation has edged above the target, the 

increase is primarily driven by food and fuel with limited signs of broad-based price 

pressures. Growth remains resilient, supported by domestic demand and robust exports. 

The MPC underscored the need for greater clarity on inflation's path and composition 

before taking any policy action, while committing to maintaining a close vigil to align 

inflation with the target. 

 FY27 Real GDP growth projected at 6.7%: Real GDP growth for 2026-27 is projected at 

6.7%, with Q1 at 7.0%, Q2 at 6.4%, Q3 at 6.5%, and Q4 at 6.8%. Real GDP growth for 

Q1:2027-28 is projected at 7.3%. Growth continues to be supported by resilient private 

consumption, robust credit flow, strong services momentum, and the government's 

continued thrust on infrastructure. However, the turbulent global economic 

environment, elevated energy prices, supply chain pressures, and deficient and uneven 

south-west monsoon amidst El Niño conditions pose risks to the outlook. Risks are 

evenly balanced. 

 FY27 CPI inflation projected at 5.0%: CPI inflation for 2026-27 is projected at 5.0%, 

with Q2 at 4.7%, Q3 at 5.9%, and Q4 at 5.5%. Inflation for Q1:2027-28 is projected at 

5.3%. Core inflation is projected at 4.3% for 2026-27. While headline CPI rose to 4.4% 

in June 2026 — the first breach of the 4% target after 16 consecutive months below it 

— the Q1 outturn was 30 bps lower than earlier projected, reflecting limited pass-

through of cost pressures. The MPC noted that headline inflation is expected to rise 

further and peak in Q3:2026-27, primarily due to food and fuel, before moderating 

thereafter. Core inflation excluding precious metals remains benign at 2.3–2.5%, 

suggesting demand pressures remain contained. Risks are evenly balanced. 
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BFSI - Rating and Target Price 

Companies Rating 
Mkt Cap CMP TP Upside P/ABV (x) 

(Rs bn) (Rs) (Rs) (%) FY26E FY27E 

Banks        

HDFC Bank 11,525 748 950 BUY 27.0 1.8 1.6 

Axis Bank 3,826 1,230 1,600 BUY 30.1 1.7 1.4 

Union Bank 1,329 174 197 BUY 13.2 0.9 0.8 

DCB Bank 60 186 216 BUY 16.1 0.9 0.7 

Federal Bank 886 359 410 BUY 14.2 2.1 1.8 

ICICI Bank 10,299 1,435 1,730 BUY 20.6 2.9 2.5 

IndusInd Bank 789 1,013 1,230 BUY 21.4 1.2 1.1 

City Union Bank 205 206 280 BUY 35.9 1.8 1.5 

Gold Financing        

Manappuram Fin. 349 372 430 BUY 15.6 2.0 1.8 

Muthoot Finance 1,253 3,120 3,600 BUY 15.4 2.6 2.1 

Diversified NBFCs        

Shriram Finance 2,463 1,047 1,200 BUY 14.6 2.2 2 

M&M Fin. 537 386 404 BUY 4.7 2.5 2.2 

Chola Inv & Fin. 1,580 1,850 2,020 BUY 9.2 5.1 4 

Sundaram Finance 518 4,662 5,260 HOLD 12.8 3.6 3.1 

Affordable Housing Fin.        

Aavas Financiers 108 1,362 1,745 BUY 28.1 1.9 1.6 

Aadhar Housing Fin. 217 496 580 BUY 16.9 2.5 2.1 

Aptus Value Fin. 131 262 305 BUY 16.4 2.2 1.8 

Home First Finance 124 1,189 1,400 BUY 17.8 2.6 2.2 

India Shelter Finance 79 728 971 BUY 33.4 2.1 1.7 

Source: IDBI Capital Research 
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Key Highlights 

 Inflation: CPI inflation rose to 4.4% in June 2026 from 3.5% in April, driven by higher food and fuel inflation. 

The increase in food inflation was broad-based, with most constituents witnessing price pressures during 

May–June. Fuel inflation also rose, driven by revision in retail prices following the sharp spike in 

international energy prices, and led to higher inflation in select categories such as restaurant charges. 

Despite pressure from higher input costs, core (CPI excluding food and fuel) inflation remained unchanged 

at 3.9% during May–June. Excluding precious metals, core inflation remained even lower at 2.3–2.5% 

during this period. El Niño's impact on temporal and spatial rainfall distribution continues to remain a risk, 

although proactive supply management and adequate foodgrain stocks could provide buffers. 

 Liquidity and Financial Market Conditions: System liquidity remained in surplus, with the average daily net 

LAF position at Rs1.0 lakh crore since the last MPC meeting in June 2026 (moderated from Rs1.7 lakh crore 

in May to Rs0.9 lakh crore in June before recovering to Rs1.1 lakh crore in July). The WACR traded within 

the policy corridor, averaging 5.31%, or 6 bps above the policy repo rate during June 6–July 31, 2026. 

Short-term money market rates, especially commercial paper and certificate of deposit rates, moderated 

in July. G-Sec yields eased across maturities during June and July, buoyed by government and RBI 

measures to attract foreign capital into Indian debt markets. In the current easing cycle (February 2025–

June 2026), the WALR on fresh and outstanding rupee loans declined by 80 bps and 91 bps, respectively, 

while the WADTDR on fresh deposits declined by 63 bps and on outstanding deposits by 51 bps, indicating 

broad-based but moderating transmission. Bank credit registered robust growth of 17.7% (y-o-y) as on July 

15, 2026, compared to 9.9% a year ago, with credit from all sources growing 16.3% in FY27, broad-based 

across retail, services, MSMEs, and large industries. 

 External Sector: India's current account deficit in FY26 remained modest at 0.6% of GDP (US$ 25.4 billion). 

During April–May 2026, the current account recorded a surplus of US$ 2.8 billion, led by a services trade 

surplus of US$ 34.3 billion and strong remittance receipts of US$ 29.6 billion. In Q1:2026-27, the 

merchandise trade deficit widened to US$ 86.6 billion from US$ 68.7 billion in Q1:2025-26, driven by 

higher imports of crude oil, electronic goods, and gold, even as merchandise exports rebounded strongly 

by 15.9% (y-o-y) to US$ 129.3 billion. Gross FDI inflows were buoyant at US$ 30.7 billion during April–June 
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2026, up from US$ 26.7 billion a year ago. FPI to India saw a turnaround during June–July 2026 with net 

inflows of US$ 7.1 billion, primarily in the debt segment, after net outflows during April–May 2026. For 

FY27 so far (April–July), net FPI recorded outflows of US$ 4.3 billion. India's foreign exchange reserves 

stood at US$ 692.9 billion as of July 31, 2026, providing an import cover of over 10 months. 

 Financial Stability: Financial system indicators of SCBs continue to remain healthy. CRAR stood at 17.78% in 

June 2026, well above the regulatory minimum. Asset quality improved further, with the GNPA ratio at 

1.68% in June 2026 (vs. 2.22% in June 2025) and NNPA at 0.40% (vs. 0.51% in June 2025). LCR remained 

robust at 126.94%. RoA and RoE stood at 1.32% and 13.23%, respectively. However, NIM compressed 

marginally to 3.21% in June 2026 from 3.26% in June 2025. NBFCs also remained sound, with total CRAR at 

25.41%, GNPA improving to 2.50% (from 3.09% in June 2025), NNPA at 0.84% (from 1.00%), and RoA 

improving to 3.37% from 3.01%. 

 Global Outlook: The global economic environment in 2026 has been characterised by sharp and frequent 

market swings, persisting inflation concerns, and shifting policy expectations. Relief from the temporary 

ceasefire in West Asia has quickly dissipated amidst resumption of conflict in July. Persistent inflation has 

prompted several central banks to raise rates while others remain vigilant. The US dollar appreciated, 

supported by elevated yields, a hawkish Federal Reserve tone, and a relatively buoyant US economy riding 

on AI-driven productivity gains. Conflict in West Asia, volatile oil prices, sticky inflation expectations, and 

fragile public finances in systemic economies pose significant downside risks to the outlook. 
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Other Key Highlights: 

 Real GDP growth for FY27 is projected at 6.7% (earlier: 6.6%), with: 

 Q1:2026-27 at 7.0%, earlier projected at 6.6%, 

 Q2:2026-27 at 6.4%, earlier projected at 6.3%, 

 Q3:2026-27 at 6.5%, unchanged 

 Q4:2026-27 at 6.8%, unchanged 

 Q1:2027-28 projected at 7.3% 

 CPI Inflation for FY27 is projected at 5% (earlier: 5.1%), with: 

 Q2:2026-27 at 4.7%, earlier projected at 5.1%, 

 Q3:2026-27 at 5.9%, earlier projected at 5.9%, and 

 Q4:2026-27 at 5.5%, earlier projected at 5.4%. 

 Q1:2027-28 projected at 5.3% 

 CPI inflation is largely driven by food and fuel prices, while core inflation (excluding precious metals) 

remains benign, indicating limited broad-based price pressures. 

 While inflation is expected to increase further and peak in Q3FY27, primarily due to food and fuel inflation, 

before easing thereafter, with underlying inflation expected to remain moderate through the year-end. 

 The economic activity remains supported by strong domestic demand, manufacturing and services 

momentum, and robust exports, while FY27 growth is expected to moderate. 

 The RBI highlighted significant uncertainty around the monsoon, El Niño, geopolitical developments, 

energy prices, and global trade, warranting greater clarity on the inflation trajectory and growth outlook 

before recalibrating policy rates. 

 The minutes of the MPC’s meeting will be published on August 19, 2026. 

 The next meeting of the MPC is scheduled for October 5 to 7, 2026. 
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Exhibit 1: Quarterly Projections of CPI Inflation and Real GDP Growth 

 

Source: RBI; IDBI Capital Research 

 

Exhibit 2: MCLR has increased 10 bps & Repo Rate kept unchanged in Aug’26 

 
Source: RBI; IDBI Capital Research 
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Exhibit 3: Non-food Credit increased  by 96bps MoM and deposit growth increased by 126bps MoM in June’26 

 
Source: RBI; IDBI Capital Research;  
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Exhibit 4: Valuation Metric of Coverage Universe 

 

Market 
Cap 

CMP TP 
 

NII (Rs bn) Op Pft (Rs bn) PAT (Rs bn) ABVPS (Rs) P/ABV (x) ROE (%) ROA (%) 

(Rs Bn) (Rs) (Rs) Reco FY26E FY27E FY26E FY27E FY26E FY27E FY26E FY27E FY26E FY27E FY26E FY27E FY26E FY27E 

Banks 
                  

HDFC Bank 11,525 748 950 BUY 1,483 1,734 1,305 1,548 838 1,018 407 458 1.8 1.6 14.1 15.2 1.8 1.9 

Axis Bank 3,826 1,230 1,600 BUY 653 767 501 595 293 360 743 854 1.7 1.4 13.3 14.3 1.4 1.5 

Union Bank 1,339 175 197 BUY 404 460 319 366 203 233 184 208 1.0 0.8 14.8 15.1 1.2 1.2 

DCB Bank 60 186 216 BUY 28 34 14 19 9 10 218 251 0.9 0.7 12.3 13.1 0.9 0.9 

Federal Bank 886 359 410 BUY 125 147 90 107 51 61 175 198 2.1 1.8 12.4 13.2 1.2 1.3 

ICICI Bank 10,299 1,435 1,730 BUY 983 1,138 837 1,000 580 695 490 566 2.9 2.5 16.5 17.4 2.2 2.3 

IndusInd Bank 789 1,013 1,230 BUY 196 233 111 134 49 67 870 916 1.2 1.1 7.2 9.4 0.9 1.1 

City Union Bank 205 206 280 BUY 35 42 25 33 16 21 117 135 1.8 1.5 14.3 16.0 1.5 1.6 

Aff Housing Fin. 
                  

Aavas Financiers 108 1,362 1,745 BUY 14 16 10 12 8 9 719 830 1.9 1.6 14.1 14.4 3.3 3.3 

Aadhar Housing Fin. 217 496 580 BUY 23 27 19 23 13 17 202 242 2.5 2.1 16.4 17.6 4.5 4.8 

Aptus Value Fin. 131 262 305 BUY 16 19 15 18 11 13 120 146 2.2 1.8 19.6 19.4 7.4 7.2 

Home First Finance 124 1,189 1,400 BUY 11 13 10 11 7 8 461 536 2.6 2.2 14.7 15.1 4.0 4.2 

India Shelter Finance 79 728 971 BUY 10 13 9 12 7 9 349 427 2.1 1.7 19.1 20.1 6.2 6.3 

Gold Finance 
                  

Manappuram Fin. 349 372 430 BUY 70 95 41 61 21 32 185 207 2.0 1.8 7.0 11.8 1.6 2.5 

Muthoot Finance 1,253 3,120 3,600 BUY 209 247 169 199 118 138 1,184 1,502 2.6 2.1 27.7 25.6 5.8 5.7 

Diversified NBFCs 
                  

Shriram Finance 2,463 1,047 1,200 BUY 298 351 229 271 132 155 469 529 2.2 2.0 14.4 12.4 3.6 3.5 

M&M Fin. 537 386 404 BUY 99 111 70 79 38 41 154 175 2.5 2.2 16.0 16.6 2.4 2.3 

Chola Inv & Fin. 1,580 1,850 2,020 BUY 181 216 131 162 67 83 365 459 5.1 4.0 20.2 21.0 2.5 2.6 

Sundaram Finance 518 4,662 5,260 HOLD 34 39 32 37 21 24 1,288 1,492 3.6 3.1 15.1 15.0 2.8 2.9 

Source: IDBI Capital Research
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IDBI Capital, its directors and employees and any person connected with it, will not in any way be responsible for the contents of this report or for any losses, costs, expenses, charges, including notional losses/lost opportunities incurred by a recipient as a result of acting or non-

acting on any information/material contained in the report.  
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Trading in stocks, stock derivatives, and other securities is inherently risky and the recipient agrees to assume complete and full responsibility for the outcomes of all trading decisions that the recipient makes, including but not limited to loss of capital.  
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specific recommendations or views expressed in this report. Principally, we will be responsible for the preparation of this research report and have taken reasonable care to achieve and maintain independence and objectivity in making any recommendations herein. 
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4. Fees to RA may be paid by the client through any of the specified modes like cheque, online bank transfer, UPI, etc. Cash payment is not allowed. Optionally the client can make payments through Centralized Fee Collection Mechanism (CeFCoM) managed by BSE Limited 

(i.e. currently recognized RAASB). 

5. The RA is required to abide by the applicable regulations/ circulars/ directions specified by SEBI and RAASB from time to time in relation to disclosure and mitigation of any actual or potential conflict of interest. The RA will endeavor to promptly inform the client of any 

conflict of interest that may affect the services being rendered to the client. 

6. Any assured/guaranteed/fixed returns schemes or any other schemes of similar nature are prohibited by law. No scheme of this nature shall be offered to the client by the RA.  

7. The RA cannot guarantee returns, profits, accuracy, or risk-free investments from the use of the RA’s research services. All opinions, projections, estimates of the RA are based on the analysis of available data under certain assumptions as of the date of 

preparation/publication of research report. 

8. Any investment made based on recommendations in research reports are subject to market risks, and recommendations do not provide any assurance of returns. There is no recourse to claim any losses incurred on the investments made based on the recommendations in 

the research report. Any reliance placed on the research report provided by the RA shall be as per the client’s own judgement and assessment of the conclusions contained in the research report.  

9. The SEBI registration, Enlistment with RAASB, and NISM certification do not guarantee the performance of the RA or assure any returns to the client. 

10. For any grievances,  

Step 1: the client should first contact the RA using the details on its website or following contact details: 

(RA to provide details as per ‘Grievance Redressal / Escalation Matrix’) 

Step 2: If the resolution is unsatisfactory, the client can also lodge grievances through SEBI’s SCORES platform at www.scores.sebi.gov.in 

Step 3: The client may also consider the Online Dispute Resolution (ODR) through the Smart ODR portal at https://smartodr.in 

11. Clients are required to keep contact details, including email id and mobile number/s updated with the RA at all times. 

12. The RA shall never ask for the client’s login credentials and OTPs for the client’s Trading Account Demat Account and Bank Account. Never share such information with anyone including RA.  

 
 


