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The Monetary Policy Committee (MPC) unanimously decided to keep the policy repo rate
unchanged at 5.25% and retained the ‘neutral’ policy stance.

The Governor noted that the West Asia conflict continues to pose challenge to global economy by
disrupting supply chains and depressing business sentiments. However, he stressed on the fact that
despite heightened external uncertainty, India’s growth has been resilient supported by sustained
expansion in both manufacturing and services activity and although inflation is expected to rise from
hereon its primarily because of supply side pressure rather than sustained demand pressure.

On Growth: The RBI noted that high frequency indicators for GDP

India points towards robust demand conditions in Q1FY27. Growth Jun-26E = Aug-26E
Furthermore, it highlighted that merchandise exports have (%)

rebounded sharply in Q1 complementing already strong Q1FY27 6.6 7.0
services exports which should also support growth going Q2FY27 6.3 6.4
forward. However, it also highlighted that renewed tensions Q3FY27 6.5 6.5

in West Asia, volatility in international financial markets, and Q4FY27 6.8 6.8
weather-related shocks pose downside risk to growth from FY27 6.6 6.7
hereon. Taking all this into consideration, GDP growth for Q1FY28 NA 73

FY27 has been revised up by 10bps to 6.7% (from 6.6% in Source: RBI
the previous policy) with risks evenly balanced.

On Inflation: The RBI indicated that the recent uptick in inflation was on expected lines and driven
primarily by food and fuel and that there is no evidence of CPI (%) Jun-26E  Aug-26E

inflation getting generalised with core inflation ex of precious Q1FY27 4.2 3.9%
metals remaining subdued. However, it highlighted that El Q2FY27 51 4.7
Nino and its effect on monsoon coupled with volatile oil Q3FY27 59 59
prices remain key risks to inflation going forward. Taking all Q4FY27 c4 3
this into consideration CPI inflation for FY27 was revised Y27 51 50
down to 5.0% (from 5.1% earlier). Core inflation (excluding Q1FY28 NA 53

food and fuel) for FY27 was also revised down to 4.3% (from
4.7% earlier). The RBI also pointed out that core inflation (ex
of precious metals) which has been 2.5% in June, will slowly gravitate towards core inflation.

Source: RBI. *Actuals

Conclusion and Outlook

The policy decision by MPC was on expected lines. The fixed income markets had rallied before the
policy announcement on the back of the constructive news on a potential deal between US and Iran
and resultant fall in crude oil prices. Post the policy, yields traded in a narrow range.

Going into the policy, the response to recent measures by the Government and the RBI to attract
capital flow has been quite encouraging. Since the measures were announced in June, inflows
under the FCNR(B) scheme have been significantly stronger than expected, and FPI participation
has turned positive, led primarily by the debt segment. With two months still left for the FCNR(B)
scheme, we remain optimistic that inflows may exceed market expectations. While the non-inclusion
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of G-secs in the Bloomberg indices was a temporary setback, the prospects for inclusion remain
strong.

Going forward, while the geo-political uncertainty persists, we believe outlook on Indian fixed income
market is positive as:

¢ Inflation is likely to remain within the tolerance band despite adverse base effects and prospect
of below normal monsoon which reduces risk of rise in policy rates. Moreover, as highlighted in
the policy there is no evidence of inflation getting generalized beyond food and fuel.

e Measures to attract capital flows should help ease pressure on INR, improve liquidity and
moderate credit to deposit ratio of banks

e Fallin oil prices bode well from inflation, CAD and BoP perspective

e Liquidity is likely to be in surplus in the coming months in view of likely increased foreign flows
due to steps taken by the RBI.

e Supply and demand dynamics for SLR is favourably placed in view of likely revival of demand
from Banks (due to lower SLR holding) and Pension funds.

o Risk of fiscal slippage has diminished due to fall in crude oil and fertilizer prices
Key risks to the favourable outlook

e Elongation of conflict in West Asia leading to disruption of supply chain and significant and
sustained rise in crude oil prices

e El Nino conditions in FY27 leading to large deficiency in southwest monsoon and uptick in food
and overall inflation

Overall, the combination of stable growth—inflation dynamics, a strengthening external sector, and a
positive outlook for foreign flows and liquidity - bodes well for fixed income markets from a medium
to long-term perspective. Given current corporate bond yields and expectations of supportive
liquidity conditions, we anticipate a gradual softening of yields. Additionally, with the G-sec vyield
curve remaining steep, the long end appears well positioned, making this an opportune time to
consider increasing allocations to long-duration debt funds in line with one’s risk appetite.
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Glossary
BPS Basis points (1 bps = 0.01%)
CPI Consumer Price Index
CAD Current Account Deficit
CRR Cash Reserve Ratio
GDP Gross Domestic Product
LCR Liquidity coverage ratio
MSF Marginal Standing Facility
PMI Purchasing Manager Index
RBI Reserve Bank of India
SDF Standing Deposit Facility
SLR Statutory Liquidity Ratio
AE Advanced Economies
GST Goods and Services Tax
DISCLAIMER

The views of HDFC Asset Management Company Limited, Investment Manager for HDFC Mutual
Fund expressed herein as of August 05, 2026 are based on internal data, publicly available
information and other sources believed to be reliable. The source for this document is the Bi-monthly
Monetary Policy Statement, 2026-27, dated August 05, 2026 published by the RBI. Any calculations
made are approximations, meant as guidelines only, which you must confirm before relying on them.
The information contained in this document is for general purposes only and is not investment
advice. The document is given in summary form and does not purport to be complete. The document
does not have regard to specific investment objectives, financial situation and the particular needs of
any specific person who may receive this document. The information/ data herein alone are not
sufficient and should not be used for the development or implementation of an investment strategy.
The statements contained herein are based on our current views and involve known and unknown
risks and uncertainties that could cause actual results, performance or events to differ materially
from those expressed or implied in such statements. Past performance may or may not be sustained
in future. HDFC Mutual Fund/HDFC AMC is not guaranteeing/ offering/communicating any indicative
yields or guaranteed returns on investments made in the scheme(s). Neither HDFC AMC and HDFC
Mutual Fund (the Fund) nor any person connected with them, accept any liability arising from the
use of this document. The recipient(s) before acting on any information herein should make
his/her/their own investigation and seek appropriate professional advice.

MUTUAL FUND INVESTMENTS ARE SUBJECT TO MARKET RISKS, READ ALL SCHEME
RELATED DOCUMENTS CAREFULLY.

HDFC Mutual Fund: SEBI Registration Number: MF/044/00/6

Mission: To be the wealth creator for every Indian
Vision: To be the most respected asset manager in the world




