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Beyond the Pause: RBI Is Fortifying India Against Global Headwinds

O The RBI's decision to pause was both sensible and widely anticipated. By pairing a neutral stance with a 50-basis-point upward revision to its
baseline CPI forecast, the MPC signalled a clear-eyed acknowledgement of heightened global uncertainty — encompassing West Asia spill overs,
rising energy costs, and monsoon-related risks. Rather than reaching for the blunt instrument of a rate hike, which risks choking a resilient
domestic recovery (with the FY27 growth projection brought down to 6.6%), the Governor has opted to lean on administrative levers and
capital-flow management to stabilise the currency and contain inflation.

0 Demand-side pressures remain largely benign — core inflation, excluding precious metals, is well-contained — but the 50-bp upward revision to
the CPI forecast has pushed the real repo rate below the estimated real neutral rate. This dynamic strengthens the case for calibrated monetary
tightening at subsequent meetings, should imported inflation begin to pass through to the headline CPI.

QO In the near term, the possibility of any further OMOs by the RBI in FY27 has now significantly reduced. Management of frictional liquidity
imbalances (for instance tax outflows etc.) are likely to be addressed through fine tuning operations, and any FX interventions could be
appropriately sterilised (as has been done by RBI over the last few weeks through buy/sell swaps).

O The policy's most consequential dimension lies in its aggressive effort to attract foreign capital inflows — both to defend the rupee and to
cushion the economy against imported inflation.

O Exempting FPI debt investments from capital gains tax delivers an immediate, near-term boost to bond flows and rupee stability.

O Liberalised FPI limits in G-Secs, combined with lower hedging costs on External Commercial Borrowings (ECBs), help build forex reserves
without compelling the MPC to embark on an aggressive rate cycle.

O The liberalisation of investment norms for NRIs, OCls and other overseas individuals strengthens India’s capital account at a time when external
financing conditions remain dynamic, while also supporting rupee stability.
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O Over the past two years, heavy domestic debt supply and robust banking credit demand have prevented policy transmission from feeding
through to lower corporate borrowing costs. By incentivising PSUs and large corporates to tap overseas markets through improved ECB
conditions, the RBI is easing domestic supply pressure and, in turn, organically pulling yields lower.

O The bond market's reaction confirms that structural measures — rather than the policy stance itself — are the primary driver.

0 G-Sec yields softened by ~4 bps, reflecting steady sovereign demand. Corporate bond yields fell sharply by ~25 bps, meaningfully compressing
credit spreads.

O This is a well-calibrated policy on balance. It reinforces confidence in India's macroeconomic footing — defending the currency, maintaining
inflation discipline, and simultaneously creating a highly constructive environment for the corporate bond market — all without sacrificing the
momentum of economic growth.

Implication on Market:

=  While the exact quantum of capital inflows due to individual measures announced is difficult to quantify at this stage, the combined impact could
certainly help bridge the S40-50 billion gap on the balance of payments that we had estimated for FY27 (with the assumption of a 2.1% of
CAD/GDP, oil average at 590 pbl.). More than a decade ago, when similar measures were announced, cumulative ECB flows stood at 512 billion
and FCNR deposits were at 526.6 billion for the full year 2013-14.

= We expect spot USDINR to settle closer to 95-96 levels by fiscal year-end after a period of some short-term gains, while 6.80-7.10% for the 10 year
and an eventual move towards 7.20-7.40% by the year-end.
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Key Highlights
O The MPC voted unanimously to keep the policy repo rate under the liquidity adjustment facility (LAF)

Change in Policy Rates unchanged at 5.25%. Consequently, the standing deposit facility (SDF) rate remains at 5.00% and the
marginal standing facility (MSF) rate and the Bank Rate remains at 5.50%. They also decided to continue

Date CRR Repo Rate -
05-Jun-26 3.00% 5 259 with the neutral stance.
08-Apr-26 3.00% 559 Indian Macro Environment:
06-Feb-26 3.00% 5.25% * Economic Growth Snapshot
05-Dec-25 3.00% 5.25% * Real GDP expanded by 7.8% in Q3FY26. Private consumption and gross fixed capital formation
01-Oct-25 3.00% 5.50% (GFCF) grew by 8.7% and 7.8%, respectively, in Q3FY26.
. ) s o : . : . o
06-Aug-25 3.00% 5 50% CZSS;'GE way bills increased by 11.8% in April 2026, while toll collections increased by 12.6% in May
- - 0 o) '
06-Jun-25 3.00% >-50% * Domestic air cargo posted a growth of 8.2% in April 2026. Motor vehicle sales (retail) grew by 5.7%
- - [s) 0,
09-Apr-25 4.00% 6.00% in May 2026.
07-Feb-25 4.00% 6.25% * Port cargo witnessed a growth of 7.1% in FY26.
06-Dec-24 4.00% 6.50% *  PMl services for May 2026 improved to 59.8 from 58.8 in April 2026 and manufacturing PMI rose to
09-Oct-24 4.50% 6.50% 55.0 in May 2026, up from 54.7 in April.

* Demand for work under the Mahatma Gandhi National Rural Employment Guarantee Scheme
(MGNREGS) declined by 31.0% in April-May 2026.

* Capacity utilisation (CU) of the manufacturing sector at 75.2% in Q4FY26 was above the long-term
average of 74.0%.

* The central government’s capex is budgeted to expand by 11.5% in 2026-27.
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= [nflations:
* Inflation in CPI food and beverages division increased to 3.7% and 4.0%, respectively, in March and April
from 3.3% in February 2026.
* Core inflation remained stable at 3.7% during March-April. Excluding precious metals, core inflation was
much lower at 2.1-2.2%.
* WPl inflation increased from 3.9% in March to 8.3% in April as the index recorded a MoM increase of
3.9%, the highest momentum observed so far in the current series (2011-12=100).
* Indian Crude Basket prices averaged $114.5 in April and $106.2 in May.
= Liquidity:
* The average daily net absorption under the LAF increased from Rs 1.7 lakh crore in March 2026 to Rs 3.9
lakh crore in April but thereafter moderated to Rs 1.7 lakh crore in May 2026. System liquidity averaged
Rs 1.3 lakh crore in June (up to June 3)
* The Reserve Bank conducted long-term forex buy/sell swap auction of USD 5 billion in May 2026.
* Since the last MPC meeting in April, 11 VRR and 2 VRRR operations were conducted.
* On a YoY basis, bank credit registered a growth of 16.2% as on May 15, 2026, compared to 9.8% a year
ago.
=  Foreign Fund Flows:
* Gross FDI flows to India grew by 17.3% to a historical peak of USS 94.5 billion in FY26 from USS 80.6
billion in FY25. Net FDI inflows increased to USS 7.7 billion during FY26 from USS 1.0 billion in FY25.
* Net FPI to India, however, witnessed outflows of USS 13.7 billion, primarily in the equity segment.
During April 1-June 2, 2026, net outflows from the equity and debt segments stood at 13.4 billion and
USS 0.3 billion, respectively.
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Measures to Attract Foreign Capital
= Bond Markets:

* Foreign investment under the Fully Accessible Route (FAR) expanded the universe of ‘specified securities’
by including all new issuances of 15-, 30- and 40-year tenor G-secs from earlier 10-year.

* Limits pertaining to short-term investment, concentration and individual securities on FPI investment
under the General Route are being removed.

* These measures along with the tax benefits provided by the government this morning should help attract
foreign capital for government borrowing.

Global Indians:

* The limits for investment by Non-Resident Indian (NRIs) and Overseas Citizen of India (OCls) in equity
instruments traded on the stock market without SEBI registration are being increased. Further, the same
facility is being extended to all individual Persons Resident Outside India (PROIs) at par with NRIs and OCls.

External Commercial Borrowings:
* A facility of concessional forex swap will be provided till 30th September 2026 to incentivise ECBs by PSUs.
FCNR (B) Deposit

* A similar facility will be available to Authorised Dealer banks for raising fresh FCNR(B) deposits with
maturities of 3-5 years. RBI will bear the full hedging cost under this scheme until September 30, 2026,
which should incentivise mobilisation of foreign currency deposits.

Export Realisation:

* Restored the time for realisation of export proceeds to nine months from three months from fifteen
month.
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RBI’s Inflation Expectation: Inflation at 5.1% for FY27 India Inflation Trends

m 8-Apr-26 |6-Feb-26| 5-Dec-25 | 1-Oct-25 | 6-Aug-25

Inflation Growth (%)
1Q FY27 4.2 4.0 4.0 3.9 4.5 4.9
2Q FY27 5.1 4.4 4.2 4.0 n/a n/a
3Q FY27 5.9 5.2 n/a n/a n/a n/a
4Q FY27 5.4 4.7 n/a n/a n/a n/a I I 0.49 I
FY27 5.1 4.6 n/a n/a n/a n/a 0.04

Feb-25 Mar-25 Apr-25 May-25 Jun-25 Jul-25 Aug-25 Sep-25 Oct-25 Nov-25 Dec-25 Jan-26 Feb-26 Mar-26 Apr-26

349 356

HCPI YoY

RBI’'s Growth projections: GDP growth at 6.6% for FY27 India Quarterly GDP YoY % Growth

outot] 3um25 | srpr26 o 7eb 26| 50ec25 | 106125 o2

8.4
7.6 11 7.5 7.5 7.4 o /.8
Real GDP Growth (%) > o >
1Q FY27 6.6 6.8 6.9 6.7 6.4 6.6
2Q FY27 6.3 6.7 7.0 6.8 n/a n/a
3Q FY27 6.5 7.0 n/a n/a n/a n/a
4Q FY27 6.8 7.2 n/a n/a n/a n/a

FY27 6.6 6.9 n/a n/a n/a n/a Jun-23  Sep-23 Dec-23 Mar-24 Jun-24 Sep-24 Dec-24 Mar-25 Jun-25 Sep-25 Dec-25
Source: RBI, HSL Prime Research
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Liquidity Remained in Surplus
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Weighed Average Call Rate (WACR) vs Repo Rate
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Disclaimer:

HDFC Securities Limited (HSL) is a SEBI Registered Research Analyst having registration no. INH000002475.

This report has been prepared by HDFC Securities Ltd and is solely for information of the recipient only. The report must not be used as a singular basis of any investment decision. The views herein are of a general nature and
do not consider the risk appetite or the particular circumstances of an individual investor; readers are requested to take professional advice before investing. “This report may have been refined using Al tools to enhance clarity
and readability.”

Nothing in this document should be construed as investment advice. Each recipient of this document should make such investigations as they deem necessary to arrive at an independent evaluation of an investment in
securities of the companies referred to in this document (including merits and risks) and should consult their own advisors to determine merits and risks of such investment. The information and opinions contained herein have
been compiled or arrived at, based upon information obtained in good faith from sources believed to be reliable. Such information has not been independently verified and no guaranty, representation of warranty, express or
implied, is made as to its accuracy, completeness or correctness. All such information and opinions are subject to change without notice. Descriptions of any company or companies or their securities mentioned herein are not
intended to be complete. HSL is not obliged to update this report for such changes. HSL has the right to make changes and modifications at any time.

This report is not directed to, or intended for display, downloading, printing, reproducing or for distribution to or use by, any person or entity who is a citizen or resident or located in any locality, state, country or other
jurisdiction where such distribution, publication, reproduction, availability or use would be contrary to law or regulation or what would subject HSL or its affiliates to any registration or licensing requirement within such
jurisdiction.

If this report is inadvertently sent or has reached any person in such country, especially, United States of America, the same should be ignored and brought to the attention of the sender. This document may not be
reproduced, distributed or published in whole or in part, directly or indirectly, for any purposes or in any manner.

Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations, which could have an adverse effect on their value or price, or the income derived from them. In addition, investors in
securities such as ADRs, the values of which are influenced by foreign currencies effectively assume currency risk. It should not be considered to be taken as an offer to sell or a solicitation to buy any security. This document is
not, and should not, be construed as an offer or solicitation of an offer, to buy or sell any securities or other financial instruments. This report should not be construed as an invitation or solicitation to do business with HSL. HSL
may from time to time solicit from, or perform broking, or other services for, any company mentioned in this mail and/or its attachments.

HSL and its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position in, and buy or sell the securities of the company(ies) mentioned herein or (b) be engaged in any other
transaction involving such securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the company(ies) discussed herein or act as an advisor or lender/borrower to such
company(ies) or may have any other potential conflict of interests with respect to any recommendation and other related information and opinions.

HSL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to the investments made or any action taken on basis of this report, including but not
restricted to, fluctuation in the prices of shares and bonds, changes in the currency rates, diminution in the NAVs, reduction in the dividend or income, etc.

HSL and other group companies, its directors, associates, employees may have various positions in any of the stocks, securities and financial instruments dealt in the report, or may make sell or purchase or other deals in these
securities from time to time or may deal in other securities of the companies / organizations described in this report. As regards the associates of HSL please refer the website.
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HSL or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other assignment in the past twelve months.
Please note that HDFC Securities has a proprietary trading desk. This desk maintains an arm’s length distance with the Research team and all its activities are segregated from Research activities. The proprietary desk operates
independently, potentially leading to investment decisions that may deviate from research views.

HSL or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from t date of this report for services in respect of managing or co-
managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or specific transaction in the normal course of business.

HSL or its analysts did not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither HSL nor Research
Analysts have any material conflict of interest at the time of publication of this report. Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service
transactions. HSL may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Research entity has not been engaged in market making activity for the subject company. Research analyst has not served as an officer, director or employee of the subject company. We have not received any
compensation/benefits from the subject company or third party in connection with the Research Report.

HDFC securities Limited, | Think Techno Campus, Building - B, "Alpha", Office Floor 8, Near Kanjurmarg Station, Opp. Crompton Greaves, Kanjurmarg (East), Mumbai 400 042 Phone: (022) 3075 3400 Fax: (022) 2496 5066
Compliance Officer: Murli V Karkera Email: complianceofficer@hdfcsec.com Phone: (022) 3045 3600

For grievance redressal contact Customer Care Team Email: customercare@hdfcsec.com Phone: (022) 3901 9400

HDFC Securities Limited, SEBI Reg. No.: NSE, BSE, MSEI, MCX: INZ000186937; AMFI Reg. No. ARN: 13549; PFRDA Reg. No. POP: 11092018; IRDA Corporate Agent License No.: CA0062; SEBI Research Analyst Reg. No.:
INHO00002475; SEBI Investment Adviser Reg. No.: INA000011538; CIN - U67120MH2000PLC152193

Investment in securities market are subject to market risks. Read all the related documents carefully before investing.

Mutual Funds Investments are subject to market risk. Please read the offer and scheme related documents carefully before investing.

Registration granted by SEBI, membership of BASL (in case of I1As) and certification from NISM in no way guarantee performance of the intermediary or provide any assurance of returns to investors.
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