India Bond Markets — Coming of age

Evolution into a mature asset class
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India in the spotlight
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India’s Growth to Remain Resilient Despite Global Challenges

Bloomberg

Dimon Says Optimism on India
‘Completely Justified’: CNBC-TV18
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The Clearest Sign of India’s Very Good Now, Bloomberg Index looking to include Indian
Year sovereign bonds

Currencies around the world have weakened against the dollar, but the
rupee has held strong, as virtually everything has gone right for India

Foreign inflows into Indian bonds spike
to 6-year high in 2023 before index
inclusion

FINANCIAL TIMES

JPMorgan adds India to pivotal bond index

THE WALL STREET JOURNAL.

India’s Booming Stock Market Is
Inclusion expected to drive billions of dollars of inflows in rupee-denominated debt Leaving C]lina in the Dust

ChicelCamizhigitimbail-E R ERIEERAA 028 The South Asian nation’s market has been a quiet outperformer for a

decade. Now foreign investors are starting to pay attention.

Updated Oct. 9, 2023 12:01am ET
Source — News articles from Wall Street Journal, World Bank, Bloomberg, Economic Times, Financial Times, Reuters

Past performance may or may not be sustained in the future.
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Indian Government Bonds inclusion in Global Bond Indices

India bonds are confirmed to be added to J.P. Morgan Emerging Market indices starting Jun 2024
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®* The inclusion of Indian Govt. bonds (IGB) in the JPM- EMBI index will create demand of ~ USD 25 bn over FY 2025

®* FPIls have bought more than USD 4 bn worth of IGBs since index inclusion announcement

* Inclusion in other global bond indices like the Bloomberg Global Aggregate Index remains likely, with possible inflows of another USD 20-25bn

Index flows could result in USD 45-50 bn inflows into India bonds over the next few years

Source — Bloomberg, Data as on 20 Dec 23, For illustration purposes only. Past performance may or may not be sustained in the future.
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Ownership of FPIs in Indian Government Debt among the least

FPI ownership in EM domestic bond markets (%)

Peru

Malaysia
Czech Republic
South Africa . )

38

36

Colombia . ) 3
Korea I, ) |
Hungary I | O
Indonesia I | 6
Mexico I | 5
Thailand T | )
NHeremm I
Brazil eSS O
Russia S O
China IS O

* FPl ownership of Indian Government Debt at 1.6% is among the lowest in EMs

®* Lower holding is largely attributable to less familiarity, operational/access issues and FPI limits in the past

Even with incremental index flows of ~USD 50 bn, total FPI ownership of Indian Govt. debt will be ~ 5%

Source — RBI Bulletin, Data for India as on 30 Sep ‘23, Bank of America Research, Data for other countries as on 17 Aug’'23
For illustration purposes only. Past performance may or may not be sustained in the future.
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Index inclusion: Catalyst for more significant strategic allocation to Indian bond markets?

Foreign ownership of Indian government debt remains low at 1.6%,
which is modest in comparison to India’s economic standing...

Index related
flows

~USD 50 bn
{ Strategic

allocations

Malaysia South Africa South Korea

¢ € 6

Indonesia Brazil China

If investors find the attributes favorable, we believe there is potential for strategic inflows as seen in
other markets post index inclusion

Source: Bloomberg (Data as on 20 Dec '23), Treasury International Capital (TIC), HSBC Asset Management {India) Pvt Ltd; For illustration purposes only. Past performance may or may not be sustained in the future.
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The China story

® Post index inclusion announcement, over a 3-year period, foreign investments into China bonds grew from USD 150 bn to

USD 482 bn

Inclusion announcement
Inclusion start date
Inclusion Completion

Securities Included

China Weight
AUMs tracking the index
China Inflows by Weight

Total Index related
China inflows

Bloomberg JP Morgan GBI-

Barclays EM Index

Global

Aggregate

Bond Index

March 2018 September 2019

April 2019 February 2020

November 2020 December 2020

Government Government

Bonds and Bonds

policy bank

bonds

6% 10%

~USD 2.5 trn ~USD 0.3 trn

~USD 150 bn ~USD 25-30 bn
~USD 175 bn

Foreign investor holding in Chinese bonds (USD bn)
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inclusion
announced

Dec-17
Mar-18
Jun-18
Sep-18
Dec-18
Mar-19
Jun-19
Sep-19
Dec-19
Mar-20
Jun-20
Sep-20
Dec-20

Mar-21

Incremental
flow of USD
335 bn

Includes

« USD 175 bn of
index-related
allocations

e USD 155 bn
of non-index
strategic
allocations

46% (USD 155 bn) of the incremental foreign inflows were through non-index strategic allocations

Source: ChinaBond, Bloomberg (Data as on 31 Dec '23), Treasury International Capital (TIC), HSBC Asset Management (India) Pvt Ltd; For illustration purposes only. Past performance may or may not be sustained in the future
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Key attributes sought by investors while considering investment in a country’s local bonds

Large global institutional investors - Sovereign wealth funds, Central bank reserve managers, Endowment funds,

Pension funds and others generally look for below attributes

Macro-economic Value

Adequate

Market size

Stability Proposition

< Conducive policy environment

We examine if India offers these favorable attributes

Source: HSBC Asset Management (India) Pvt Ltd; For illustration purposes only. Past performance may or may not be sustained in the future.
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India bond market — Too big to ignore
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India GDP growth — Continues to surprise on the upside

€ India on path to become the 3rd largest economy by 2027
@ India’s GDP growth is expected to be above 6.3% for 2023-2025, ahead of other developed and emerging economy peers

India GDP (constant prices, national currency in billions)

Year period 2000-2005 2005-2010 2010-2015 2015-2020 2020-2022
CAGR 6.77% 8.31% 6.77% 3.78% 7.93%
Real GDP Growth (YoY %) IMF forecasts 6.3% GDP (current prices)
YoY % growth USD bn |
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Source: IMF, data as of September 2023
Any views expressed were held at the time of preparation and are subject to change without notice. While any forecast, projection or target where provided is indicative only and not guaranteed in any way. HSBC Asset Management accepts no
liability for any failure to meet such forecast, projection or target. For illustrative purpose only.
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Indian Government Debt larger than most other debt markets

Outstanding Domestic Government Debt (USD bn)
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®* The domestic Indian Government Bond (IGB) market has grown significantly over the years, and is now comparable to various other economies

* Additionally, India’s external debt (as of Mar 2023) stands at 18.9% of GDP

Excluding the G3 currency blocks, IGB market is now the third largest in the world after China and the UK

Source — Bloomberg (Data as on 20 Dec '23), RBI Handbook of Statistics, For illustration purposes only. Past performance may or may not be sustained in the future.
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Evolution of the Indian Bond Markets

Outstanding Market Size by segment (INR trn) Segment wise break-up (%)
250 4% 2% 1%
CAGR ~ 12.6%
200 - —
— 47%
—
100
) I
0
Mar-18 Mar-19 Mar-20 Mar-21 Mar-22 Mar-23 Sep-23
W Government Securities W State Development Loans M Corporate Bonds = Government Securities = State Development Loans = Corporate Bonds
Treasury Bills B Commerical Paper m Certificate of Deposit Treasury Bills = Commerical Paper = Certificate of Deposit
®* The overall domestic bond market size has crossed INR 200 trn (USD 2.4 trn)
* Government Securities (G-Sec), State Development Loans (SDL) and Corporate bonds form major part of the domestic borrowing
® The Indian bond market has grown at a CAGR of ~12.6% over the period Mar 2018 to Sep 2023
The Indian Bond market has grown strongly over the years
Source — RBI, SEBI, Data as on 30 Sep ‘23, For illustration purposes only. Past performance may or may not be sustained in the future.
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Macro-economic stability
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2016 : MPC constituted to focus on inflation targeting
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®* The Monetary Policy Committee (MPC) was constituted in 2016 to bring in more transparency and accountability to policy formation

* The MPC is mandated with fixing of benchmark policy rates while maintaining the inflation target of 4% (with a tolerance band of +/- 2%)

® Since the inception of MPC, communication with financial markets has become more transparent and effective

Since 2016, Inflation in India has been broadly tamed despite various global and domestic price shocks

Source — Bloomberg, RBI MPC Data as on 20 Dec '23, For illustration purposes only. Past performance may or may not be sustained in the future.
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2017: GST implementation leading to unlocking of revenues

Monthly GST Collection (INR bn)
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® GST collections have steadily improved since inception in 2017

Healthy tax collections has allowed Govt. to meet any additional spending without incremental borrowing

Source — Bloomberg, Income Tax Website, Data as on 20 Dec '23, For illustration purposes only. Past performance may or may not be sustained in the future.
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Fiscal restraint in India vs fiscal profligacy in the developed world

°
Fiscal Deficit (% of GDP) Government Debt (% of GDP)
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® During the period post Global Financial Crisis and during Covid, Fiscal Deficit in India was lower than that in the US
® During Covid Government deficit was raised above 9% and then brought down gradually to 6%. The target is to reach 4.5% by FY 2026
* While Government Debt to GDP data in the US had been increasing over the years, the figures for India have been moderate
Govt focus on Fiscal consolidation, leading to better relative debt metrics
Source — Bloomberg, Data as on 20 Dec 23, For illustration purposes only. Past performance may or may not be sustained in the future.
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Post 2016/17 — bond markets have rewarded the strong macro framework

°
b Frequency distribution 10.00 800
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® Since 2017, 10 year G-Sec has broadly traded in the 6%-8% band, while between the period 2010 to 2016, the trading band was 7%-9%
® Spreads between IGBs and USTs have historically been above 300 bps
® Spreads have narrowed lately due to a sharp rise in US Treasury yields, IGBs have remained stable broadly during this period
Policy credibility leading to interest rates trending lower, with fewer spikes
Source — Bloomberg, Data as on 20 Dec 23, For illustration purposes only. Past performance may or may not be sustained in the future.
HSBC 16
Asset Management

PUBLIC



ooooooo

Significant portfolio benefits
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India Bonds — A standout performer with reduced volatility

°
Volatility across asset classes Return per unit Risk across asset classes
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® Over the last year, volatility in India bonds has been relatively low compared to other global asset classes

® Across timeframes, Risk adjusted Returns of Indian bonds have been favorable

For a global investor, Indian bonds have demonstrated relatively low volatility and high Risk adjusted Returns

Source — Bloomberg, Data as on 20 Dec 23, For illustration purposes only. Past performance may or may not be sustained in the future.
Monthly time series of data considered for various indices
Index description for each asset class has been mentioned in the Annexure
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Indian bonds fare well on a Risk adjusted Return perspective

L eeeeee 7Y
Return vs Risk (5 year period) Return vs Risk (10 year period)
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Stable macro policies have led to lower yield and FX volatility. Risk adjusted returns of India bonds (in INR and
USD terms) are relatively higher than most other asset classes

Source — Bloomberg, Data as on 20 Dec 23, For illustration purposes only. Past performance may or may not be sustained in the future.

Monthly time series of data considered for various indices
Index description for each asset class has been mentioned in the Annexure
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Low correlation of Indian bonds with other asset classes
@

Correlation of global assets with Indian Bonds (10 year period)
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® Indian bonds typically have low to medium correlation against other global asset classes

* Against US Treasuries and Bloomberg Global Agg, low correlations render Indian bonds a good option for portfolio diversification

Indian bonds can provide good portfolio diversification benefit in a global portfolio mix

Source — Bloomberg, Data as on 20 Dec 23, For illustration purposes only. Past performance may or may not be sustained in the future.

Monthly time series of data considered for various indices
Index description for each asset class has been mentioned in the Annexure
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Value proposition for offshore investors — Rates and FX
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Policy rates have peaked with easing bias likely over the coming year

10 yr G-Sec vs Repo Rate
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2008-2009 : yields started moving lower in July 2008 ahead of the first rate cut in October 2008
2011-2013 : yields started moving lower from November 2011 ahead of the first rate cut in April 2012
2014-2017 : yields started moving lower from April 2014 ahead of the first rate cut in Jan 2015
2018-2020 : yields started moving lower from Sept 2018 ahead of the first rate cut in Feb 2019

One of the few markets offering 65-75 bps positive spread of 10 year bonds over policy rate

Source — Bloomberg, Data as on 20 Dec 23, For illustration purposes only. Past performance may or may not be sustained in the future.
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Indian Government Bonds: Yield comparison vs major DM and EM

....... 7Y
10 year Government Bond yield
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* 10 year IGB is trading at a relatively higher yield compared to most other countries
® Higher carry along with lower correlation with other global asset classes, provide favorable diversification opportunity
IGBs offers yield pick up over most other sovereign markets
Source — Bloomberg, Data as on 19 Dec 23, For illustration purposes only. Past performance may or may not be sustained in the future.
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Strong macro economic stability allows RBI to effectively manage currency volatility
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®* Rupee has remained fairly stable compared to other currencies over the last 10 years

® Over the last year, volatility in INR has remained among the least

Rupee has remained one of the more stable currencies

Source — Bloomberg, Data as on 31 Dec 23, For illustration purposes only. Past performance may or may not be sustained in the future.
Monthly time series of data considered for various indices

<>

HSBC
Asset Management

PUBLIC

24



ooooooo

Rupee trajectory going forward

Steady build up of FX Reserves by the RBI
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* Rupee weakened through the period of 2011 to 2016 due to weaker domestic macro factors and global events
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°
Parameters 2011-2013 * FY 2024

10 year IGB yield (%) 9.24 7.19

USD INR 68.85 83.17
Fiscal Deficit (% of GDP) ** 5.8 5.9
Current Account Deficit (% of GDP) ** 5.1 1.7

Import Cover (months) 6.71 10.82
Inflation (% y-o-y) 11.51 5.55

FX Reserves (USD bn) 274.81 615.97

* Weakest data point during the period of 2011-2013 has been considered for comparison

** Fiscal deficit and CAD are FY24 forecasts

* With increased focus on fiscal prudence, inflation target mandate and FX reserve build up since 2016-2017, Rupee has been more resilient to global shocks

* Going forward, we expect strong fundamentals to continue, with Rupee remaining stable and witnessing low depreciation

India’s robust macro economic backdrop suggests the rupee should do better than the 2017-23 period and

Source — Bloomberg, Data as on 31 Dec 23, For illustration purposes only. Past performance may or may not be sustained in the future.

V’ HSBC
AV Asset Management

PUBLIC

could possibly even show the stability witnessed during 2003-10 phase

25




ooooooo

Strategic allocations by global institutional investors
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India bonds tick all the boxes to merit standalone strategic allocations

Adequate Market Macro-economic o
) - Value Proposition
size Stability
A robust Macro-policy Favorable long term Risk- Relatively high yields and
Large and growing economic framework; adjusted rewards FX stability
market size with Monetary policy; GST historically and
adequate liquidity and Fiscal policy diversification benefit
given the low
correlation
< Political stability, supportive government policies and robust regulation >

* As part of their EM allocations, large institutional investors are likely to closely track and get more familiar with the Indian bond markets,

with increasing comfort around operational access issues

* As these investors appreciate the various positive aspects of India bonds, we believe they may start considering strategic allocations to

Indian bonds and not just as part of their EM index allocations

Source — HSBC Asset Management (India) Pvt Ltd; For illustration purposes only. Past performance may or may not be sustained in the future.
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Potential for combined inflows of ~USD 100 bn

Foreign investors own about ~8-9% of China bonds (USD
~450 bn); Of this, about one-third is strategic investments
by central banks and international organisations

Post the first index inclusion, China witnessed USD 175 bn
index related inflows and USD 155 bn of non-index
strategic allocations over a 3-year period (2018-21)

India exemplifies the attributes sought by sovereign
investors and could be a preferred Emerging Market for
debt going forward

We believe index and strategic allocations could
potentially result in ~USD 100 bn inflows over the
next 3-5 years while still keeping foreign investor
proportion at just 8-9% of the market.

!_arqe Institutional Index
investors
Sovereign wealth funds related

Central bank reserve flows ~USD

managers 50 bn
Endowment funds

Pension funds

‘ Strategic

allocations
~USD 50

on Total expected

flows into
Indian debt
market

~USD 100 bn

Source — CCIL, Bloomberg, Data as on 31 Dec ‘23, For illustration purposes only. Past performance may or may not be sustained in the future.
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Annexure
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Bloomberg Asset Class Description

°
Asset Class Bloomberg Description
US_Trsy J.P. MORGAN GBI US Unhedged
US_IG_Agg Bloomberg US Agg Total Return Value Unhedged
US_IG_Corp Bloomberg US Corporate Total Return Value Unhedged
US_HY Bloomberg US Corporate High Yield Total Return Index Value Unhedged
Global_Agg Bloomberg Global Agg Total Return Index Value Unhedged
Global_GBIEM |J.P. Morgan Govt. Bond Index EM Global Core
Global_EMDiv  |J.P. Morgan EMBI Global Diversified Composite
Asia_GBI Bloomberg EM Local Currency Govt. Asia TR Index Unhedged
Asia_lG Bloomberg Asia USD |G Bond Index TR Index Unhedged
Asia_HY Bloomberg Asia USD High Yield Bond Index TR Index Unhedged
US_Equity S&P 500 Composite Index
Global_Equity  |[MSCI Free Float Weighted Equity Index including EM and DM
EM_Equity MSCI EM Local
India_Local Bloomberg EM Local Currency India TR Index Value Unhedged USD
India_Local_INR [Bloomberg EM Local Currency India TR Index Unhedged INR
Source — Bloomberg, Data as on 31 Dec 23, For illustration purposes only. Past performance may or may not be sustained in the future.
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Disclaimer

HSBC Asset Management

This document has been prepared by HSBC Asset Management (India) Private Limited (HSBC) for information purposes only with an intent to provide market overview and should
not be construed as an offer or solicitation of an offer for purchase of any of the funds of HSBC Mutual Fund. All information contained in this document (including that sourced
from third parties), is obtained from sources, which HSBC/ third party, believes to be reliable but which it has not been independently verified by HSBC/ the third party. Further,
HSBC/ the third party makes no guarantee, representation or warranty and accepts no responsibility or liability as to the accuracy or completeness of such information. The
information and opinions contained within the document are based upon publicly available information and rates of taxation applicable at the time of publication, which are subject
to change from time to time. Expressions of opinion are those of HSBC only and are subject to change without any prior intimation or notice. 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 financial advice regarding the
appropriateness of investing in any securities or investment strategies that may have been discussed or recommended in this report and should understand that the views regarding
future prospects may or may not be realized. Neither this document nor the units of HSBC Mutual Fund have been registered in any jurisdiction. The distribution of this document in
certain jurisdictions may be 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.

Views are personal and based on information available in the public domain at present for the year 2023. Investors should not consider the same as investment advice. Please
consult your financial advisor for all your investment decision

The presentation provided for information only. Participants should note that there is no intention to solicit any investment opportunities outside Indian
jurisdiction

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

© Copyright. HSBC Asset Management (India) Private Limited 2024, 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.
investor.line@mutualfunds.hsbc.co.in | Website: www.assetmanagement.hsbc.co.in
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