
 

 
◆ Services inflation remains unusually subdued keeping the 

headline low, even as goods inflation has taken off  

◆ Services exports are containing external imbalances despite 

a sharp rise in goods imports; growth, too, may become 

more services-led 

◆ If these services buffers weaken, the case for rate hikes will 

only strengthen; we continue to expect two hikes in FY27 

 
India’s headline macro picture seems to have shrugged off the energy crisis. Growth 

remains high, inflation remains low, and the current account (c/a) deficit surprisingly 

contained. But we argue in this report that this is largely because India is being 

“saved by services”. And that’s where some key risks now sit. 

On growth, tailwinds from GST cuts, front-loading of manufacturing, and the opening 

of an exports window (following tariff cuts) have kept growth strong. But with the risk 

of a post-front-loading lull and weaker agriculture (if El Niño strengthens), the 

services sector will increasingly determine where growth lands. 

The bigger message, though, is risk. Services are currently acting as macro shock 

absorbers, and not letting strong growth spill over into inflation and external 

balances. What if those buffers weaken? 

Headline inflation is “well behaved” at 4.4% in July, close to the RBI’s 4% target, 

despite strong activity, a 15% real exchange rate depreciation, and higher 

commodities. Underneath, however, goods inflation is already averaging 5.4%, and 

could rise further. The reason headline inflation stays contained is that services 

inflation is at just 2.5%. But this rather low number does not meet our smell test. The 

strong correlation between growth and service inflation has broken recently in the 

data. If it normalises, headline CPI could rise. 

External balances tell a similar story. The headline c/a deficit is only 0.3% of GDP in 

the June quarter, but within it, the goods trade deficit is widening quickly. 

Interestingly, it is not as much led by oil and gold, as it is led by higher electronics 

and other core imports. For now, rising services exports is offsetting this rise. Yet 

services exports have already grown at a softer pace, and AI-related uncertainty is 

an added risk. How long can it offset a rising goods deficit?   

The risk assessment is sharpened by a tougher global backdrop (high oil, elevated 

global yields) and changes in India’s flows picture once the subsidised foreign 

currency non-resident (FCNR), external commercial borrowing (ECB) and bank 

borrowing window closes. Against this backdrop, if services inflation rises and/or 

services exports weaken, rate hikes may become the much needed “bitter pill” to 

cool demand that is feeding goods inflation and strong core imports. The RBI 

explicitly flagged persistence and pass-through risks in the just-released RBI 

Minutes. Our forecast remains two hikes in FY27, taking the repo rate to 5.75%. 
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Energy shock? Where? 

Oil prices have stayed high for much of this year. But we can’t really see that in India’s 

macroeconomic numbers. Growth remains high, inflation remains low, and the c/a deficit 

surprisingly contained. Headline numbers across the board feel more goldilocks than crisis.  

But we want to dig deeper here. What’s making everything look rosy? Where do the key risks 

lie? We ask three questions, pertaining to growth, inflation, and trade balances. And we find 

some new and unexpected answers.  

Let’s start. 

How strong is growth? 

Growth prints have been remarkably strong. We believe the positive tailwinds from both fiscal 

and monetary policy easing have helped tremendously. Recall the 125bp repo rate cut, liquidity 

turning to surplus, and the GST tax rate cuts of 2025. In addition, there was help available from 

the front loading of manufacturing by producers nervous about energy availability down the line 

(see exhibit 1), and a sharp rise in core exports (following the rapid fall in the US tariffs imposed 

on India, see exhibit 2).    

Bank credit growth shot up across sectors (see exhibit 3). And it wasn’t just a case of 

substitution from non-bank to bank sources of funding (especially for NBFCs). Alongside some 

substitution, the overall flow-of-funds to the commercial sector showed a big rise (see exhibit 4). 

In fact, our 100-indicators of growth database points towards a GDP print of 7-7.5% for the June 

quarter, which was at the heart of the energy crisis (following 7.8% in the previous quarter). 

But like for every other data source in India, holes can be poked. It can be argued that a lot of 

the credit growth was driven by factors such as the new government credit guarantee scheme 

for small firms, the rise in working capital needs spurred by higher commodity prices, and the 

proliferation of gold loan growth (which can sometimes be seen as an indicator of stress).  

   

1. Manufacturers have front-loaded 
production in 2026 

 2. Core exports have risen, partly 
supported by lower US tariff rates on India 

 

 

  

Source: S&P Global PMI, HSBC  Source: CEIC, HSBC 
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3. Bank credit has shot up across sectors  4. The overall flow-of-funds to the 
commercial sector has risen 

 

 

  

Source: CEIC, HSBC  Note: We scale the data with full fiscal year GDP. 
Source: CEIC, RBI, HSBC 

   

More broadly, if frontloading of manufacturing has spurred growth, it can be followed by a lull. 

And agricultural growth could be weaker if the El Niño strengthens into year-end.  

All said, it is worth asking whether growth will remain strong? 

Our sense is that services growth, making up the remaining c55% of GDP, will determine growth 

dynamics to a large extent hereon. Rising banking sector liquidity tends to support financial 

services. Global Capability Centres have been a strong driver of software services. Oil prices 

matter for trade and transport services. And the government’s fiscal spending drives public 

services. How some of these perform may eventually determine whether growth remains strong.  

But this is not the only reason we are discussing services. Their growing impact is not just on 

growth but also macro stability.  

How low is inflation? 

Strong growth should stoke inflation. But despite strong GDP prints, a 15% depreciation in the 

real exchange rate (since early 2025), and higher commodity prices, inflation remains well 

behaved at 4.4% in July (close to the RBI’s 4% inflation target).  

We peel the onion and find some divergent trends. We carefully create a goods (c67% weight) 

and a service (c33% weight) series within CPI. Thereafter we break down the CPI basket into 

three broadly equally sized parts – food, non-food goods, and services.   

And this is when divergences stare at us. Food and non-food goods inflation is already 

averaging 5.4% y-o-y in July. And given high WPI (9.8% in July) and output PPI inflation (9.6% 

in July) and their eventual pass-through to CPI, these numbers will likely rise from here.  

It’s services inflation that remains remarkably low at 2.5%, pulling the headline down to 4.4% 

(see exhibits 5 and 6). Though to be fair, it has risen by 0.5ppt in three months.  

The problem here is that it is not very intuitive to us why services inflation is so low. Two 

points explain our concerns.  

◆ When we moved from the old to the new CPI series, services inflation should have risen given 

free education and health services had been removed. Instead, services inflation fell (from 3.1% 

in December 2025 in the old series, to 1.9% in January 2026 in the new series). 

◆ Strong growth should stoke inflation, and particularly services inflation where price pressures 

can’t be imported away. But our analysis shows that “excess” growth and services are no longer 

strongly correlated as in the past (see exhibits 7 and 8). That relationship is broken.  
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And this, we believe, is the main risk to inflation. Low services inflation data is keeping headline 

contained. If it rises from here, reflecting growth better, headline inflation numbers could rise quickly. 

   

5. Services inflation remains remarkably 
low at 2.5%... 

 6. …with very few services growing above 
the RBI’s target of 4%  

 

 

 

Source: CEIC, HSBC  Source: CEIC, HSBC 

   

 
   

7. “Excess” growth and services are no 
longer strongly linked as in the past… 

 8. …and the correlation between the two 
has declined recently 

 

 

 

Source: CEIC, HSBC  Source: CEIC, HSBC 

   

How contained is the c/a deficit? 

When growth is too strong, it tends to show up in macro stability indicators. As we saw above, its lack 

of presence in services inflation is intriguing (even though it has shown up clearly in CPI goods 

inflation). But is it showing up elsewhere, for instance in external balances? 

We take a look at the c/a deficit in India and the headline message is similar to inflation. The 

headline c/a deficit is low at 0.3% of GDP as per RBI’s aggregated monthly data, and not 

showing signs of excesses. 

Once again, we peel the onion and find that the details can’t be ignored.  

True the c/a deficit is low, but within that, the goods trade deficit is only growing. Luckily, rising 

services exports and remittances are offsetting the rise, keeping the c/a deficit low (see exhibit 9). 
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But given the uncertainties around the impact of AI on services exports growth, one needs to be 

careful on how long services can fund a rising goods deficit. Already, services exports have grown at 

a softer pace this year (see exhibit 10). 

So we go back to the goods deficit to see what’s causing the continued rise. And we are in for a 

surprise. Compared to a year ago, the rise in the trade deficit is not caused by high oil and gold 

imports1. Rather, it is caused by a higher core goods deficit. The electronics deficit has risen sharply, 

as has non-electronic core goods deficit (see exhibit 11).  

The electronic trade deficit has risen sharply for components and computer hardware, and not mobile 

phones (which is a growing surplus, see exhibit 12). And interestingly, much of the worsening has 

been caused by higher prices rather than higher volume growth (see exhibit 13). With strong global 

demand, this part of the deficit may not come down sharply too quickly. 

We go on to investigate non-electronics core goods deficit, and find that imports are rising at a fast 

pace across the board – consumption, investment, metals, and agricultural goods (see exhibit 14), 

reflective of strong domestic growth. 

 

9. The goods trade deficit is widening; rising services trade balance and remittances are 
offsetting the rise for now  

  

Source: CEIC, HSBC 

 

 
   

10. Services exports have grown at a 
softer pace this year 

 11. Goods deficit is rising due to higher 
electronics and non-electronics core 
imports 

 

 

 

Source: CEIC, HSBC  Source: CEIC, HSBC 

   

 

 

1   The rise in oil imports has been partly offset by rising oil exports given higher refining spreads 
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12. Electronics trade deficit has risen 
sharply for components and computer 
hardware 

 13. Much of the worsening has been 
caused by higher prices than volume 
growth 

 

 

 

Source: Ministry of commerce & Industry, HSBC  Source: Ministry of commerce & Industry, HSBC 

   

 
   

14. Imports of other non-electronics core 
goods are growing briskly as well 

 15. BOP surplus may peak in September 
2026 

  

 

  

Source: CEIC, HSBC  Source: HSBC forecasts  

   

A new risk assessment  

To summarise, the services sector plays a very important role in determining where growth will 

land, how long inflation will remain low, and till when will external deficits be contained.  

Low services inflation and high services exports are keeping a lid on inflation and external 

imbalances, respectively. It will be important to keep an eye on these, if they turn.  

All of this could become more important if the global environment remains tough for long – high 

oil prices and elevated global yields.  

External imbalances are equally about capital inflows as they are about the c/a deficit. The 

strong flood of foreign inflows into India on the back of the FCNR scheme will also end by 31 

August (recall that the scheme is now ending a month sooner than earlier announced by the 

RBI). And other subsidised windows for ECB and foreign bank borrowing will also close by end 

December 2026. This means that even though spot FX reserves have gone back up, and the 

full-year BoP surplus is significant, when we divide it up by quarters, it may show a lower 

surplus following the September highs (see exhibit 15).  
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If risks (such as higher services inflation and lower services exports) do materialize in this 

backdrop, it may make interest rate increases an important ‘bitter pill’ which policymakers need 

to administer – to dampen the demand which is clearly stoking goods inflation and strong core 

goods imports. Early action would be important given transmission lags.  

We think that the RBI had struck a dovish note in its 5 August policy meeting. But it sounded 

more neutral in its minutes released on 19 August. The governor said that “persistence of 

realised prints at these or higher levels”, and higher pass-through from food and fuel leading to 

“de-anchoring of expectations” could result in rate hikes. Deputy Governor Gupta called for 

waiting and watching some more for “weather-related uncertainties to fully settle”.  

We have long maintained our view of two rate hikes in FY27, taking the repo rate to 5.75%, and 

our assessment of services sector-led risks and RBI minutes only make us more confident of 

our rate hiking view. 



 

 

Economics ● India 
21 August 2026 

8 

Disclosure appendix 

Important disclosures 

This document is for information purposes only and it should not be regarded as an offer to sell or as a solicitation of an offer to 

buy the securities or other investment products mentioned in it and/or to participate in any trading strategy.  Information in this 

document is general and should not be construed as personal advice, given it has been prepared without taking account of the 

objectives, financial situation or needs of any particular investor.  Accordingly, investors should, before acting on it, consider the 

appropriateness of the information, having regard to their objectives, financial situation and needs. If necessary, seek professional 

investment and tax advice.  

Certain investment products mentioned in this document may not be eligible for sale in some states or countries, and they may 

not be suitable for all types of investors. Investors should consult with their HSBC representative regarding the suitability of the 

investment products mentioned in this document and take into account their specific investment objectives, financial situation or 

particular needs before making a commitment to purchase investment products.   

The value of and the income produced by the investment products mentioned in this document may fluctuate, so that an investor 

may get back less than originally invested.  Certain high-volatility investments can be subject to sudden and large falls in value 

that could equal or exceed the amount invested.  Value and income from investment products may be adversely affected by 

exchange rates, interest rates, or other factors.  Past performance of a particular investment product is not indicative of future 

results. 

HSBC and its affiliates will from time to time sell to and buy from customers the securities/instruments (including derivatives) of 

companies covered in HSBC Research on a principal or agency basis.  

Whether, or in what time frame, an update of this analysis will be published is not determined in advance. 

HSBC may use Artificial Intelligence (AI) tools approved for adoption within HSBC in the development of its research reports, 

utilizing these technologies to analyse large volumes of data, enhance efficiency and improve the overall user experience. This 

includes but is not limited to paraphrasing, developing suitable captions and supporting data visualisation. It is important to note 

that while AI tools assist in various aspects of report creation, all investment recommendations and opinions presented herein are 

formulated and approved exclusively by our research analysts. The final content of the report reflects the professional judgement 

and expertise of our research analysts, ensuring compliance with regulatory standards and maintaining the integrity of our 

research process. 

Additional disclosures 

1 This report is dated as at 21 August 2026. 

2 All market data included in this report are dated as at close 19 August 2026, unless a different date and/or a specific time 

of day is indicated in the report. 

3 HSBC has procedures in place to identify and manage any potential conflicts of interest that arise in connection with its 

Research business. HSBC's analysts and its other staff who are involved in the preparation and dissemination of 

Research operate and have a management reporting line independent of HSBC's Investment Banking business. 

Information Barrier procedures are in place between the Investment Banking, Principal Trading, and Research businesses 

to ensure that any confidential and/or price sensitive information is handled in an appropriate manner. 

4 You are not permitted to use, for reference, any data in this document for the purpose of (i) determining the interest 

payable, or other sums due, under loan agreements or under other financial contracts or instruments, (ii) determining the 

price at which a financial instrument may be bought or sold or traded or redeemed, or the value of a financial instrument, 

and/or (iii) measuring the performance of a financial instrument or of an investment fund.  



 

9 

Economics ● India 
21 August 2026 

Disclaimer 
This document is prepared by The Hongkong and Shanghai Banking Corporation Limited (‘HBAP’), 1 Queen’s Road Central, Hong Kong. HBAP is incorporated in Hong Kong and is part of the 

HSBC Group.  This document is distributed by HSBC Continental Europe, HBAP, HSBC Bank (Singapore) Limited, HSBC Bank (Taiwan) Limited, HSBC Bank Malaysia Berhad (198401015221 

(127776-V))/HSBC Amanah Malaysia Berhad (200801006421 (807705-X)), The Hongkong and Shanghai Banking Corporation Limited, India (HSBC India), HSBC Bank Middle East Limited, HSBC 

UK Bank plc, HSBC Bank plc, Jersey Branch, and HSBC Bank plc, Guernsey Branch, HSBC Private Bank (Suisse) SA, HSBC Private Bank (Suisse) SA DIFC Branch, , HSBC Financial Services 

(Lebanon) SAL, HSBC Private banking (Luxembourg) SA, and The Hongkong and Shanghai Banking Corporation Limited (collectively, the “Distributors”) to their respective clients. This document 

is for general circulation and information purposes only. This document is not prepared with any particular customers or purposes in mind and does not take into account any investment objectives, 

financial situation or personal circumstances or needs of any particular customer. HBAP has prepared this document based on publicly available information at the time of preparation from sources 

it believes to be reliable but it has not independently verified such information. The contents of this document are subject to change without notice. HBAP and the Distributors are not responsible 

for any loss, damage or other consequences of any kind that you may incur or suffer as a result of, arising from or relating to your use of or reliance on this document. HBAP and the Distributors 

give no guarantee, representation or warranty as to the accuracy, timeliness or completeness of this document. This document is not investment advice or recommendation nor is it intended to 

sell investments or services or solicit purchases or subscriptions for them. You should not use or rely on this document in making any investment decision. HBAP and the Distributors are not 

responsible for such use or reliance by you. You should consult your professional advisor in your jurisdiction if you have any questions regarding the contents of this document. You should not 

reproduce or further distribute the contents of this document to any person or entity, whether in whole or in part, for any purpose. This document may not be distributed to any jurisdiction where its 

distribution is unlawful.  

The following statement is only applicable to HSBC Bank (Taiwan) Limited with regard to how the publication is distributed to its customers: HSBC Bank (Taiwan) Limited (“the Bank”) shall fulfill 

the fiduciary duty act as a reasonable person once in exercising offering/conducting ordinary care in offering trust services/business. However, the Bank disclaims any guaranty on the management 

or operation performance of the trust business.  

The following statement is only applicable to by HSBC Bank Australia with regard to how the publication is distributed to its customers: This document is distributed by HSBC Bank Australia Limited 

ABN 48 006 434 162, AFSL/ACL 232595 (HBAU). HBAP has a Sydney Branch ARBN 117 925 970 AFSL 301737.The statements contained in this document are general in nature and do not 

constitute investment research or a recommendation, or a statement of opinion (financial product advice) to buy or sell investments. This document has not taken into account your personal 

objectives, financial situation and needs. Because of that, before acting on the document you should consider its appropriateness to you, with regard to your objectives, financial situation, and 

needs. 

Important Information about the Hongkong and Shanghai Banking Corporation Limited, India (“HSBC India”) 

HSBC India is a branch of The Hongkong and Shanghai Banking Corporation Limited. HSBC India does not distribute or refer investment products to those persons who are either the citizens or 

residents of United States of America (USA), Canada or any other jurisdiction where such distribution or referral would be contrary to law or regulation. 

HSBC India is an AMFI-registered Mutual Fund Distributor and an AMFI-registered Specialized Investment Fund (SIF) Distributor. HSBC India distributes select mutual fund schemes and SIF 

strategies of empanelled Asset Management Companies, and acts as a referrer of other third-party investment products. 

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

AMFI-registered Mutual Fund Distributor | Date of Initial Registration: 19th Feb-2002 | ARN-0022 I Validity of ARN: 18th Feb- 2027 

AMFI-registered SIF Distributor I Date of initial registration: 27th Oct 2025 | ARN-0022 I Validity of ARN : 26th Oct 2028 

HSBC India will receive commission from HSBC Asset Management (India) Private Limited, in its capacity as a AMFI registered mutual fund distributor of HSBC Mutual Fund. The Sponsor of 

HSBC Mutual Fund is HSBC Securities and Capital Markets (India) Private Limited (HSCI), a member of the HSBC Group. Please note that HSBC India and the Sponsor being part of the HSBC 

Group, may give rise to real, perceived, or potential conflicts of interest. HSBC India has a policy in place to identify, prevent and manage such conflict of interest 

For more information related to investments in the securities market, please visit the SEBI Investor Website: https://investor.sebi.gov.in/  and the SEBI Saa₹thi Mobile App. 

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

Issued by The Hongkong and Shanghai Banking Corporation Limited India . Incorporated in Hong Kong SAR with limited liability. 

Singapore 

In Singapore, this document: 

• has not been reviewed by any regulatory authority in Singapore or any other jurisdiction.  

• is issued by HSBC Bank (Singapore) Limited (the "Bank") in the conduct of its business in Singapore and is for general information. 

• is only meant for the person who received it and should not be copied or shared with others, either fully or partially, for any reason.  

• must not be sent to the United States, Canada or Australia or to any other jurisdiction where sharing it is illegal. If someone uses or copies this document or video without permission, they 

could face legal action. 

• gives a broad overview of the current economic environment and is not meant to be investment research or advice or a recommendation to buy or sell investments. Some parts might talk 

about future events, but these are just predictions and not promises nor guarantees of future performance or events. Actual results might turn out differently due to various reasons. The Bank is 

not responsible for updating these predictions or explaining why actual results could differ from those predictions. 

• does not create any contracts and isn’t meant as a solicitation, nor a recommendation for the purchase or sale of any financial instrument in any jurisdiction where it is not legal. Investments 

can increase or decrease in value, and you might not get back the amount you initially invested. Investments come with market risks, so it is important to read all investment-related documents 

carefully. The opinions shared are from the HSBC Global Investment Committee at the time of creating this document or video and reflect its global perspective, which might differ from local views 

of the Bank. These opinions can change anytime and might not match HSBC Asset Management‘s current portfolios’ composition. HSBC Asset Management manages individual portfolios based 

on each client’s objectives, risk preferences, time horizon, and market conditions. 

• has not been created following legal requirements for independent investment research and is not subject to any prohibition on dealing ahead of its dissemination. 

• is not meant to offer accounting, legal or tax advice. Before making any investment decision, consider consulting a financial adviser. If you decide not to seek advice, carefully assess if the 

investment product is suitable for you. It is recommended to obtain appropriate professional advice when needed. 

Investing overseas can lead to changes in the value of your investments due to currency exchange rates, which may cause them to rise or fall. Emerging markets are riskier and more unpredictable 

compared to established markets. These economies often depend heavily on international trade and can be adversely impacted by trade barriers, currency controls, adjustments in currency values, 

the economic conditions of their trading partners and other protective measures imposed by those partners.  

We are not responsible for the accuracy and/or completeness of any third-party information obtained from sources we believe to be reliable but have not independently verified. 

Mainland China 

In mainland China, this document is distributed by HSBC Bank (China) Company Limited (“HBCN”) to its customers for general reference only. This document is not, and is not intended to be, for 

the purpose of providing securities and futures investment advisory services or financial information services, or promoting or selling any wealth management product. This document provides all 

content and information solely on an "as-is/as-available" basis. You SHOULD consult your own professional adviser if you have any questions regarding this document. 

The material contained in this document is for general information purposes only and does not constitute investment research or advice or a recommendation to buy or sell investments. Some of 

the statements contained in this document may be considered forward looking statements which provide current expectations or forecasts of future events. Such forward looking statements are 

not guarantees of future performance or events and involve risks and uncertainties. Actual results may differ materially from those described in such forward-looking statements as a result of 

various factors. HSBC India does not undertake any obligation to update the forward-looking statements contained herein, or to update the reasons why actual results could differ from those 

projected in the forward-looking statements. Investments are subject to market risk, read all investment related documents carefully. 

Should you wish to use AI technology (computational, statistical, machine-learning or other artificial intelligence techniques to infer or learn from data to find patterns, take actions, make decisions, 

or generate output) to help you analyse, summarise or evaluate this publication and/or any other research materials provided to you by HSBC, you shall seek HSBC consent in advance of any 

such use and not upload this publication and/or any other research materials produced by HSBC to an AI system or otherwise use AI technology in connection with the research services HSBC 

provides to you without our consent. 

© Copyright 2026. The Hongkong and Shanghai Banking Corporation Limited, ALL RIGHTS RESERVED. No part of this document may be reproduced, stored in a retrieval system, or transmitted, 

on any form or by any means, electronic, mechanical, photocopying, recording or otherwise, without the prior written permission of The Hongkong and Shanghai Banking Corporation Limited. 



 

 

Economics ● India 
21 August 2026 

10 

Important information on sustainable investing 

“Sustainable investments” include investment approaches or instruments which consider environmental, social, governance and/or other sustainability factors (collectively, “sustainability”) to 

varying degrees. Certain instruments we include within this category may be in the process of changing to deliver sustainability outcomes. 

There is no guarantee that sustainable investments will produce returns similar to those which don’t consider these factors. Sustainable investments may diverge from traditional market benchmarks. 

In addition, there is no standard definition of, or measurement criteria for sustainable investments, or the impact of sustainable investments (“sustainability impact”). Sustainable investment and 

sustainability impact measurement criteria are (a) highly subjective and (b) may vary significantly across and within sectors.  

HSBC may rely on measurement criteria devised and/or reported by third party providers or issuers.  HSBC does not always conduct its own specific due diligence in relation to measurement 

criteria. There is no guarantee: (a) that the nature of the sustainability impact or measurement criteria of an investment will be aligned with any particular investor’s sustainability goals; or (b) that 

the stated level or target level of sustainability impact will be achieved. 

Sustainable investing is an evolving area and new regulations may come into effect which may affect how an investment is categorised or labelled. An investment which is considered to fulfil 

sustainable criteria today may not meet those criteria at some point in the future. 

   
[1288249] 
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