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RBI Monetary Policy Decision

4 May 2022

Surprise rate hike in an unscheduled MPC meet

With inflation
expected to overshoot
the RBI's 6% upper
threshold in
upcoming prints, the
focus of the RBI has
firmly shifted towards
controlling inflation.
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Key Highlights

Repo rate hiked by 40 bps; CRR hiked by 50 bps

e Repo rate hiked by 40 bps at 4.4%; Standing Deposit Facility Rate by 40
bps to 4.15% and Marginal Standing Facility by 40 bps to 4.65%;

e CRR hiked from 4% of net demand and time liabilities (NDTL) to 4.5% of
NDTL

e Stance remains “accommodative” while at same time focusing on
“withdrawal of accommodation” to ensure that inflation remains within
the target going forward, while supporting growth.

e Significant upside risks envisaged to the inflation trajectory set out in
April statement of MPC

Summary of the policy measures

In a surprise rate action at an unscheduled MPC meeting, the MPC
unanimously voted for a 40 bps hike in the repo rate. The MPC highlighted
the heightened uncertainty surrounding inflation trajectory which is
contingent upon the evolving geopolitical situation. As per the MPC, global
commodity and food prices have driven a rise in Indian food and core inflation
and impart significant upside risks to the inflation trajectory set by the MPC
in its April statement. The MPC expects inflation to rule at elevated levels,
warranting resolute and calibrated steps to anchor inflation expectations and
contain second round effects and in this backdrop, the MPC decided to
increase the policy repo rate by 40 basis points to 4.40 per cent.

The governor also highlighted that liquidity conditions need to be modulated
in line with the policy action and stance to ensure full and efficient
transmission to rest of the economy. Therefore, RBI also decided to
increase the cash reserve ratio (CRR) by 50 basis points to 4.5 per
cent of net demand and time liabilities (NDTL), effective from the
fortnight beginning May 21, 2022
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Growth outlook -Risks arising from global economic environment and geopolitical conditions

Since the MPC’s meeting in April 2022, disruptions, RBI noted that shortages and escalating prices induced by the
geopolitical tensions and sanctions have persisted and downside risks have increased. IMF has revised down its
forecast of global output growth for 2022 by 0.8 percentage point to 3.6 per cent, in a span of less than three months.
In this backdrop, the MPC noted that domestic economic activity stabilized in March-April with the ebbing of the third
wave and easing of restrictions. Urban demand appears to have maintained expansion but some weakness persists
in rural demand while investment activity seems to be gaining traction. RBI noted that the forecast of a normal
southwest monsoon brightens the prospects for kharif production. The recovery in contact-intensive services is
expected to be sustained, while investment activity should get an uplift from robust government capex, improving
capacity utilization, stronger corporate balance sheets and congenial financial conditions. Risks however continue to
emanate from the worsening external environment, elevated commodity prices and persistent supply bottlenecks,
warranting monitoring the balance of risks

Inflation outlook: Risks firmly to the upside

Global commodity price dynamics are driving the path of food inflation in India, including prices of inflation sensitive
items that are impacted by global shortages due to output losses and export restrictions by key producing countries.
Global food price indices touched historical highs in March and remain elevated, with global spillovers impacting
wheat, edible oil prices among others. International crude oil prices continue to hover above US$ 100 per barrel
resulting in elevated input cost pressures. Overall, RBI noted that persistence of adverse global price shocks poses
upward risks to the inflation trajectory

Further risks to the near-term inflation outlook are rapidly materializing, as reflected in the inflation print for March
and the developments thereafter. Therefore, the MPC expects inflation to rule at elevated levels, warranting resolute
and calibrated steps to anchor inflation expectations and contain second round effects

Growth versus inflation: “Inflation needs to be tamed for sustained and inclusive growth”

The RBI's assessment of the growth-inflation tradeoffs moved firmly towards the objective of controlling inflation. RBI
noted that “Inflation must be tamed in order to keep the Indian economy resolute on its course to sustained and
inclusive growth” and that the biggest contribution to overall macroeconomic and financial stability as well as
sustainable growth would come from effort to maintain price stability.

Liquidity measures: Hike in CRR to 4.5% of NDTL

In keeping with the stance of withdrawal of accommodation and in line with the earlier announcement of gradual
withdrawal of liquidity over a multi-year time frame, RBI decided to increase the cash reserve ratio (CRR) by 50 basis
points to 4.5 per cent of net demand and time liabilities (NDTL), effective from the fortnight beginning May 21, 2022.
The withdrawal of liquidity through this increase in the CRR would be of the order of INR 870 bn.

Outlook: Continued withdrawal of accommodation likely as inflation takes center-stage.

RBI noted that sustained high inflation hurts savings, investment, competitiveness and output growth and that price
stability remains the key objective of the RBI. With near term inflation risks materializing and further upside to
inflation arising from heightened commodity prices and geopolitical risks, RBI appears resolute on using monetary
policy to combat these risks and anchor inflation expectations.

*+ The governor noted that in response to the pandemic, monetary policy had shifted gears to an ultra-
accommodative mode, with a large reduction of 75 basis points in the policy repo rate on March 27, 2020 followed
by another reduction of 40 basis points on May 22, 2020. Accordingly, the decision of the MPC today to raise the
policy repo rate by 40 bps to 4.40 per cent may be seen as a reversal of the rate action in May 2020 in keeping
with announced stance of withdrawal of accommodation set out in April 2022.
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Going Forward

With inflation expected to overshoot the RBI's 6% upper threshold in upcoming prints, the focus of the RBI has firmly
shifted towards controlling inflation. Considering that the repo rate, pre pandemic was at 5.15%, the RBI’s stance
appears to indicate that there could be further rate hikes in the offing in MPC meetings in the next 3 to 6 months as
the RBI withdraws the accommodation provided in the pre-pandemic period

The governor however also mentioned that RBI remains mindful of the possible near-term impact of higher interest
rates on output and hence noted that its actions will be calibrated. The governor stressed that the approach will be
to focus on a careful and calibrated withdrawal of pandemic-related extraordinary accommodation, keeping in mind
the inflation-growth dynamics

Thus overall, today’s RBI action may be viewed as a front-loading of rate hikes. \While RBI in the near term
is expected to continue the process of rate normalization, it is expected to proceed in a calibrated manner, while
remaining cognizant of the impact of rate hikes on growth

Further even as the RBI CRR hike will drain liquidity in near term, RBI noted that it will ensure adequate liquidity in
the system to meet the productive requirements of the economy in support of credit offtake and growth.

Fund positioning

Overnight to Money Market rates (Under- weight positioning on Duration)

HSBC Overnight Fund, HSBC Cash Fund, HSBC Ultra Short Duration Fund and HSBC Low Duration Fund are focused
on different segments of money market curve. The entire Money-market curve is centric to the overnight funding
cost. The overnight funding cost should now move above the SDF rate of 4.15% given the increase in SDF and repo
rates, while increase in CRR could also push it up further going forward.

The RBI’s trajectory in terms of rate hikes will determine the evolution of the money market and the short end of the
yield curve. The steepness in the 1 to 2 yr segment is attractive and with RBI likely to take a calibrated approach,
there could be opportunities in terms of carry and roll-down going forward. However, in the very near term, we could
see bouts of volatility given the surprise rate hike today and consequent repricing by markets.

The overnight fund predominantly invests in overnight asset. Overall, we remain underweight on duration across
HSBC Cash, HSBC Ultra-Short and Low Duration funds as we take a cautious approach while markets re-price rates
given hawkish RBI and await better opportunities for deployment to take advantage of steepness in the curve.

Short duration to medium term duration (Underweight duration)

From medium term perspective, HSBC Short Duration Fund & HSBC Corporate Bond Fund & HSBC Equity Hybrid
Fund (debt portion) offer value for investors at current short-term vyields over funding cost in terms of spread.
However, near term volatility will remain as markets reprice the timing and extent of rate hikes by RBI.

Over the medium term, the attractive carry and roll-down will present opportunities in the short to medium end of the
curve. The extent of supply in G-Sec on account of increased borrowings in FY 23 is largely towards the duration
segment. The steepness in the yield curve up to the 3 to b yr points already factor in further rate hikes by RBI to a
large extent and could present opportunities as RBI front-loads the rate hikes.

Similarly, on the corporate side, we prefer the 18m to 2 yr part of the curve, which offers attractive risk-return trade-
off as the steepness in the curve is attractive and hence compensates to some extent in case of any adverse
movement in yields at the ultra-short end of the curve. As such, we continue to be positioned with an underweight in
terms of duration in these funds (HSBC Short Duration Fund & HSBC Corporate Bond Fund & HSBC Equity Hybrid
Fund (debt portion))
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Long bonds (HSBC Flexi Debt Fund, HSBC Debt Fund, HSBC Regular Savings Fund)- Underweight duration

Yields at the longer end of the curve have inched upwards given the movement in global bond yields and rise in crude
and commodity prices over the last 2 to 3 months and hawkish RBI. Nevertheless, there has been a bear flattening
trend with the 10 yr and 14 yr segment yields increasing by a lower quantum than the 3-5 yr and 5-7 yr segment and
hence spreads have contracted between the 10yr and 5 yr and 14 yr and 10 yr points on the yield curve

Going forward, absorption of heavy bond supply in H1 FY 23 will continue to exercise upward pressure on yields in
the belly of the curve, especially in the absence of open market operation (OMO) purchases from RBI. On the whole
we expect the longer end to trade with a negative bias given these circumstances. And hence as such, we continue
to maintain an underweight stance in the long bond portfolios versus the index and intend to take advantage tactically
of any opportunities that may arise on the longer end of the curve depending on market conditions.

Target maturity Index fund

The mandate of the target maturity fund is to invest in line with the index construction. While yields have inched up
across the yield curve and hence also at the 6 yr point of the curve, the carry remains attractive and roll-down presents
an opportunity for the same over a 3 yr + time-frame. Further, the fund remains an attractive proposition for investors
who intend to hold till maturity (April 2028), despite near term volatility.

Riskomater

HSBC Cash Fund Liguid Fund - An Open Ended Liquid Scheme. Relatively low interest rate risk and relatively low credit risk.

Bonchmark: CRISIL Liquid Fund Indox

This product is suitable for investorswho are seeking®®-

* Overnight Liquidity over short term

* Invests in Money Market Instruments.

*]nvestors should consult their financial advisersifin doubt about whether the product is suitable for
them.
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Riskomater

HSBC Overnight Fund QOvernight Fund- An open ended debt scheme investing in overnight securities. Relatively low interest

rate risk and relatively low credit risk.
l Q

V2

RISKOMETER

Benchmark: CRISIL Overnight Index

SR

RISKDMETER

This product is suitable for investors who are seeking®®:

* [ncome over short term and high liquidity

= [nvestment in debt & money market instruments with overnight maturity.

#nvestors should consult their financial advisersifin doubt about whether the product is suitable
forthem.
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Scheme Name

PRC Martrix

HSBC Ovarnight Fund
HSBC Cash Fund

HSBAC Uhra Short Duration Fund

Potential Risk Class

Credit Risk —

Relatrvely Low

Interest Hate Risk | (Cla=s A)

Moderate
[Class B)

Relatvely High
[Class C)

Relatively Low (Class 1) Al

Moderate [Class 1)

Ralatively High [Class Il

Riskometar

HSEC Debt Fund

RISKOMETER

Ivestors understand thet their principal
will e at Moderate risk

Medium to Long Duration Fund - An open ended Medium to Long Term Debt Scheme investingin
instruments such that the Macaulay * duration ofthe portfolio is between 4 yearsto 7 years. Relatively
high interest rate risk and moderate credit risk.

This product is suitable for investors who are seeking®®:

* Hegular Income over long term
* [nvestment in diversified portfolio of fixed income securities such that the Macaulay” duration ofthe
portfolio is between 4 yearsto 7 years.

®%nvestors should consult their financial advisersifin doubt about whether the product is suitable
for them.

Flease note that the above risko-meter is as per the product labelling of the Scheme available as on the date of this
com munication? disclosure. As per SEBI sireular dated October 5, 2020 on product labelling s amended from fime to time)
visko meter will be caloulated on a monthly basis based on the risk value of the scheme portiolio based on
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Scheme Name

PRC Matrix

HSBC Debt Fund

Potantial Risk Class

Credit Risk —

Relatvely Low

Interest Rate Risk | (Class A)

Moderate
[Clas= B)

Relatively High
{Class C)

_Relatively Low {Class |

Moderate (Class I}

Relatively High {Class I}

Riskameter
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HSBC Low Duraton Fund

Potential Risk Class

Credit Risk —=

Relatively Low

Imerest Rate Fisk | (Class A)

Modearata
(Class B}

Relatvely High
{Class C)

Relatively Low (Class I}

Moderate [Class [}

Relatively High [Class 1)

HSEC Shor Duration Fund

Iesmsiore urdeestand ok e princpal
will b frie Lo 1o Mo oerabe fsk

Riskemeter

Short Duration Fund « An cpen-ereded short Ierm el scheme mveshng in
mslrmenls such Wl e Macsiky durabion of e polkio s betaeen 1 yess
I 3 years, Please refer Page no. 9 of the 510 for explanation on Macaulay
duration. Moderabe interest rate risk and moderate cradit risk.

This product s sultable for Investars wha are seeking®™:
+ Regular lneome over Mediain enn
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Mataulay™ duratizn of the porfolio is between 1 vear to 3 years.
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Benchimark:
UHESIL Shorl lerm Bond Index

Scheme Name

PRC Matrix

HSBC Short Duration Fund

Potential Risk Class
Crodit Fisk — |
Relatively Low § Moderate Relatively High
Interest Rate Risk | (Class A} | [Class B) (Class C)
Relatrely Low {Class )
Moderate (Class I} Bl
Relatively High (Class Il |

HSBC Flaxi Dabt Fund Riskomatar

HSBC Flexi Debt Fund

Modarste |Modaratoly
o
Lowto
Modarate

Dynamic Bond Fund - An open ended dynamic debt scheme investing across duration. Please refer
Page no. 9 ofthe SID for explanation on Macaulay duration. Relatively highinterest rate risk and
moderate credit risk

This product is suitable for investors who are seeking®®:
* Regular Income over long term
* Investment in Debt/ Money Market Instruments.

#Investors should consult their financial advisers if in doubt about whether the product is suitable
for them.

T

RISKOMETER

Please note that the above risk-o-meter is as per the product labelling of the Scheme available as on the date of this
communication/ disclosure, As per SERI circular dated October 5, 2020 on product labelling s amended from time to time,
risko-meter will be caloulated on A monthly basis based on the risk value of the scheme portiolio based an the
methodology specified by SEBI in the above stated cirsular, The AMC shall discloss the risk-o-meter slong with portfolio
disclosure for all their schemes on their mspective website and on AMFI website within 10 days from the close of eash
manth. Any change in risk-o-meter shall bs communicated by way of Notice cum Addendum and by way of an e-mail or
SMS 0 unitholders of that particular Scheme.

Benchmark:
CRISIL Composile Bond Fund Index

<X

RISKOMETER

HSBC Flex: Debt Fund

Potential Risk Class
Credit Risk —
Relatively Low Moderate Relatively High
Imerest Hate Risk | [Class Al (Class B] [Clags C)
Relatively Low (Class )
Moderate [Class 1)
Relatively High (Class i} Blll
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Riskomater

HSBC Corporate Bond Fund

Y/

RISKOMETER

Corporate Bond Fund - An open ended debt scheme predominantly investingin AA+ and above rated
corporate bonds. Moderate interest rate risk and relatively low credit risk.

This product is suitable for investors who are seeking®®:

* Income over medium term

* Investment predominantly in corporate bond securities rated AA+ and above

H|nvestors should consult their financial advisersifin doubt about whether the product is suitable
for them.

Inuestors uncerstand that their principal
will be at Moderste risk

Please note that the above risko-meter i as per the poduct labelling of the Scheme available as on the date of this
eommunication disclosure. As per SEBI circular dated October 5, 2020 on product labelling ias amended from time to time),
risko- rowill be calculated on & monthly basis based on the risk value of the scher portiolio based on the
methadology specified by SEBI in the above stated circular, The AME shall disclose the risko-meter along with portiolio
disclosure for all their schemes on their respective website and on AMFI website within 10 days from the close of each
month. Any change in risk-o-meter shall be communicated by way of Motice cum Addendum and by way of an e-mail or
SMS o unitholders of that particular Scheme.

Benchmark: NIFTY Corporate Bond Index

m,{,,p,,.,,w
Y/

RISKOMETER

HSBC Corporate Bond Fund

Potential Risk Class

Credit Risk —

Relatively Low

Imterest Rate Risk | (Class A)

Moderate
[Class B)

Relatvely High
[Class C)

Relatively Low (Class |

Muoderate [Class 1) Al

Redatively High (Class [11)

Riskomater

HSBC Regular Savings Fund

Fr’lA

RISKOMETER

Investors understand that their principal

Conservative Hybrid Fund- An openended Hybrid Scheme investing predominantly in debt
instruments.

This product is suitable for investors who are seeking®®-

« Capital appreciation over mediumto long term.
* [nvestment in fixed income {debt and money market instruments) aswell as equity and equity related
securities.

Hnvestors should consult their financial advisersif in doubt about whether the product is suitable
forthem.

will berat Moderstely High risk

Plegse note that the above risko-meter is as per the product labelling of the Scheme available as on the date of this
Schy niormation Document. As per SER| circular dated October 5, 2020 on product labelling s amended from time o
time), risk-o-meter will be caloulated on a monthly basis based on the risk value of the scheme portiolio kassd an the
methadalogy specified by SERI in the above stated circular. The AMC shall discloss the risko-meter along with portfolio
dizclosure for all their schemes on their espective website and on AMFL website within 10 days from the close of each
month. Any change in risko-meter shall b2 communicated by way of Notios cum Addendum and by weay of an e-mail or
SIS 10 unithalders of that panticular Scheme,
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Aggreszive Hybrid Fund - An open end=d Inbad scheme wwesing
pradominandy In equity and equity related Insiuments

This product is suitable for investors who are seeking*:

+ lo resie wealth aver kang lemm

« Investment in predoemnantly smal cap equiy and equity related securfiles
Hinvestors should consult thelr financial advisers If In doubt about whether the
prodact 1s suttable for them.
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Scheme Name - Scheme Risk-o-meter ‘ Benchmark Risk-o-meter

HSBC CRISIL IBX 50:50 Gilt Plus SDL Apr 2028 Index Fund e Scheme Benchmark:

(An open-ended Target Maturity Index Fund tracking CRISIL IBX 50:50 ‘9;'& g },y CRISIL IBX 50:50 Gilt Plus SDL
Gilt Plus SDL Index — April 2028. Relatively high interest rate risk and Nt/ & Index - April 2028
relatively low credit risk) &7

i
& d
» Income over target maturity period Investors understand that their et
» Investment in constituents similar to the composition of CRISIL IBX principal will be at Moderate risk

50:50 Gilt Plus SDL Index — April 2028

This product is suitable for investors who are seeking™®: P
o

Loy

-

=
£
&

* Investors should consult their financial advisers if in doubt about whether the product is suitable for them.

Potential Risk Class
Credit Risk — Relatively Low (Class A) Moderate (Class B) Relatively High (Class C)

Interest Rate Risk

Relatively Low (Class 1)

Moderate (Class Il)

Relatively High (Class IlI) Alll

A Scheme with Relatively High interest rate risk and Relatively Low credit risk

Note: Potential Risk Class ("PRC’) matrix indicates the maximum interest rate risk (measured by Macaulay Duration of the scheme) and
maximum credit risk (measured by Credit Risk Value of the scheme) the fund manager can take in the scheme. PRC matrix classification is done
in accordance with and subject to the methodology/guidelines prescribed by SEBI to help investors take informed decision based on the
maximum interest rate risk and maximum credit risk the fund manager can take in the scheme, as depicted in the PRC matrix.

Source: RBI policy announcement, HSBC Asset Management, India (HSBC AMC) Data as at 4 May ‘21 unless otherwise given. ~ Please refer to
the page number 9 of the Offer Document on which the concept of Macaulay's Duration has been explained

This document has been prepared by HSBC Asset Management (India) Private Limited (HSBC) for information purposes only and should not be
construed as i) an offer or recommendation to buy or sell securities, commodities, currencies or other investments referred to herein; or ii) an
offer to sell or a solicitation or an offer for purchase of any of the funds of HSBC Mutual Fund; or iii) an investment research or investment
advice. It does not have regard to specific investment objectives, financial situation and the particular needs of any specific person who may
receive this document. Investors should seek personal and independent advice regarding the appropriateness of investing in any of the funds,
securities, other investment or investment strategies that may have been discussed or referred herein and should understand that the views
regarding future prospects may or may not be realized. In no event shall HSBC Mutual Fund/HSBC Asset management (India) Private Limited
and / or its affiliates or any of their directors, trustees, officers and employees be liable for any direct, indirect, special, incidental or consequential
damages arising out of the use of information / opinion herein.

This document is intended only for those who access it from within India and approved for distribution in Indian jurisdiction only. Distribution of
this document to anyone (including investors, prospective investors or distributors) who are located outside India or foreign nationals residing in
India, is strictly prohibited. Neither this document nor the units of HSBC Mutual Fund have been registered under Securities law/Regulations in
any foreign jurisdiction. The distribution of this document in certain jurisdictions may be unlawful or restricted or totally prohibited and
accordingly, persons who come into possession of this document are required to inform themselves about, and to observe, any such
restrictions. If any person chooses to access this document from a jurisdiction other than India, then such person do so at his/her own risk and
HSBC and its group companies will not be liable for any breach of local law or regulation that such person commits as a result of doing so.

© Copyright. HSBC Asset Management {India) Private Limited 2022, ALL RIGHTS RESERVED. HSBC Asset Management (India) Private Limited,
9-11 Floors, NESCO IT Park, Building no. 3, Western Express Highway, Goregaon (East), Mumbai — 400 063, India.

Email: hsbemf@camsonline.com | Website: www.assetmanagement.hsbc.co.in

Mutual fund investments are subject to market risks, read all scheme related documents carefully.
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