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May 2026 was defined by a striking paradox - an
active military conflict disrupting global energy
supply chains, higher energy costs, central banks
wrestling with war-induced inflation, and
geopolitical uncertainty at every turn, kept investor
sentiments on tenterhooks. The Al optimism and
ceasefire hopes did provide support and relief rally,
across different markets but all said and done all
this continued in the backdrop of Hormuz closure,
a new US Fed Chair taking the helm, and the
European Central Bank preparing for June rate
hike, its first hike since CY23.

Markets remained volatile as uncertainty around
US-Iran talks; there was hope for peace but at the
same time markets were preparing for a prolonged
conflict. Consequently, the surge in oil prices in
May was a major drag for rates/FX esp. India, as
the INR weakened to almost 97 to the dollar following which the RBI is said to have intervened to defend
the currency. The govt. also announced other measures such as higher import duty on precious metals
(gold & silver) which were positive at the margin, but it also kept markets anticipating as to what other
measures could come through to ease external sector pressures. The news around steps to bring in dollar
inflows kept making the headlines, including news around tax exemptions for foreign investments in IGBs.
The tax exemption came through on b5th June which along with RBI's steps to remove restrictions on
short-term investments should augur well for rates/FX.

While most AE Central banks opted to observe the economic consequences and took a wait & watch
approach, all had a hawkish tilt in their policy remarks.

Beginning June, India’s monetary policy outcome was rather a delicate balancing act — especially when
compared to some of the other peers within the Emerging Markets space. Unlike some of the EM Central
Banks such as Indonesia, South Africa, Philippines, India’s RBI MPC maintained a calm demeanor amid a
chaotic environment, signalling patience rather than complacency. Instead of using rate hikes to attract
dollar inflows, it actually stepped-up with a slew of targeted rates/FX measures — which is expected to bring
in the capital inflows (and aid in narrowing India’s balance of payments gap), and consequently, ease the
pressure on INR. The policy choices reflected the RBI's priorities. While the RBI has pivoted on these policy
steps, the MPC voted to pause. India’s MPC, on b-Jun, in a unanimous vote decided to maintain a pause on
the Repo Rate at 5.25% while maintaining a neutral stance.

In our view, the RBI is prioritising stability, orderly markets, and external-sector buffers while using targeted
measures to support capital inflows and balance of payments strength. A meaningful amount in inflows will
help narrow the balance of payments deficit gap and ease the pressure on INR. A de-escalation in the
Middle East conflict would further manifest into improved external sector position.

RBI calmed market nerves by not taking any pre-emptive action on policy rates or the policy stance.
Markets were anticipating some measures to arrest the currency depreciation and address the need for
capital flows. Both RBl and Government did not disappoint on that front. They announced a slew of
measures pertaining to tax exemption for FPIs on investments in IGBs, expanding the universe of FAR
securities, providing concessional forex swap to incentivize ECBs by PSUs and bearing hedging cost for
FCNR (B) deposits. These measures would help in stabilizing currency and bringing in capital flows (which
were two key issues that the RBI would have wanted to address when they convened for this policy).
Reduced volatility would also mean lesser FX intervention to be undertaken by the RBI and in turn reduced
withdrawal of liquidity due to these interventions. The above measures would also act as an enabler for a
possible addition to Bloomberg Global Agg. Index in the upcoming review, which would help both in
bringing in capital flows as well as incremental demand for IGBs. RBI also indicated that they would provide
appropriate liquidity to the system, and with the current dividend payout to the Government, durable
liquidity would be sufficiently positive.
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Fund positioning

The uncertainty around duration of the ongoing geo-political tensions remain which will keep markets volatile and
increase upside risks to inflation. In this backdrop we remain neutral in our duration positioning across funds.
However, there are certain segments of market where we see value. A sharp rise in yields in these segments in
the last couple of months, along with a fairly flat corporate bond curve, makes the entry points into these
segments favourable.

¢ With March 2027 CD levels currently close to 225 bps over Repo, we believe there is value in this segment, and
levels can come off going forward

¢ Also, corporate bonds in the 2-3 year segment continue to trade at above 100-125 bps spread over G-Sec. This
offers good carry over overnight rates, and we believe there is room for these spreads to compress. Hence, we
continue to remain positive on this segment across our bond fund

Investors with short-term investment horizon can look at the liquid plus category i.e. Ultra Short Duration,
Money Market Fund and Low Duration Fund as they offer pick-up over Liquid Funds.

For investors with a medium-term investment horizon, Short Duration Fund, Banking & PSU Debt Fund and
Corporate Bond Fund can be a good investment opportunity as they provide accrual plus opportunities to create
alpha through capital gains.

For investors with 2-year horizon, Income Plus Arbitrage FOF provides a tax efficient solution in a debt product.

Abbreviations:

RBI: Reserve Bank of India OMO: Open Market Operations EMs: Emerging Markets

MPC: Monetary Policy Committee GDP: Gross Domestic Product FX: Foreign Exchange

SDF: Standing Deposit Facility CPI: Consumer Price Index AEs: Advanced Economies

MSF: Marginal Standing Facility SDL: State Development Loans EM: Emerging Markets

CRR: Cash Reserve Ratio G-Sec/IGBs: Government Securities Reference: White House press release, 20-Feb

Note: Views provided above are based on information in public domain and subject to change. Investors are requested to consult their financial, tax and other advisors
before taking any investment decision(s).

Source: Bloomberg & HSBC MF Research estimates as on June 5, 2026 or as latest available.

Disclaimer: 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.

Investors are requested to note that as per SEBI (Mutual Funds) Regulations, 2026 and guidelines issued thereunder, HSBC AMC, its employees and/or empaneled
distributors/agents are forbidden from guaranteeing/promising/assuring/predicting any returns or future performances of the schemes of HSBC Mutual Fund. Hence
please do not rely upon any such statements/commitments. If you come across any such practices, please register a complaint via email at
investor.line@mutualfunds.hsbc.co.in.

Document intended for distribution in Indian jurisdiction only and not for outside India or to NRIs. HSBC MF will not be liable for any breach if accessed by anyone
outside India. For more details, click here / refer website.

The above information is for illustrative purposes only. The sector(s)/stock(s)/issuer(s) mentioned in this document do not constitute any research report nor it should be
considered as an investment research, investment recommendation or advice to any reader of this content to buy or sell any stocks / investments.
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Mutual Fund investments are subject to market risks, read all scheme related documents carefully.  cL4120
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