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India manufacturing

On a front-loading high

Economics
India

¢ Renewed Middle East tensions and looming US Section 301
tariffs are driving another bout of inventory front-loading

¢ June industrial production surprised to the upside; output of
select segments like electrical equipment, electronics and
plastics strengthened in 2Q

¢ July PMI, too, points to the fastest finished-goods stock
build-up since 2015, alongside rising input inventories; new
export orders also picked up

Renewed tensions in the Middle East have once again prompted firms to build
buffers to manage the uncertainties around the longevity of the supply-side shock. At
the same time, there were worries around higher tariffs linked to the implementation
of Section 301. The government of India estimates that about 55% of exports will
attract the additional 10% duty (PIB, 25 July 2026). Back in April-May, manufacturers
were building inventories to hedge against the risk of energy-input shortages. We're
now seeing a similar front-loading dynamic in the recently released June industrial
production and July Flash PMI data.

June industrial production rose 7.3% y-o-y, much higher than our above-
consensus estimate of 6.3%. On a seasonally adjusted basis, the sequential
momentum grew by 1.6% m-o-m sa after staying flat in May. The underlying growth
momentum continues to look up, underscoring resilient industrial activity.

Consumer goods grew while capital goods contracted on a sequential basis.
Within consumer goods, output of durables rose faster than non-durables,
suggesting that front-loading was concentrated in categories where consumers may
prefer to buy ahead of any meaningful retail price increases. A more granular
industry breakdown also points to strength in select segments such as electrical
equipment, electronics, non-metallic mineral products and plastic, where output rose
by an average of ¢3.5% m-o-m sa in 2Q26.

The July Flash PMI signalled a sharp rise in finished goods stocks — the fastest rate
of expansion since 2015 — reversing June’s decline. Input inventories, too, increased
alongside a pick-up in purchasing volumes. New export orders also picked up ahead of
US tariff implementation, even as overall manufacturing growth eased slightly.

The big question for 2H. With a possible pivot from resilient manufacturing (c20%
of GDP) to uncertain agriculture (c20% of GDP), where could growth come from?
We look at the remaining 55% of GDP — services. What could help? A possible
pullback in oil prices towards pre-war levels should help lift the trade and transport
sector (which makes up ¢c15% of GDP). Easier financial conditions on the back of the
FX package could help lubricate the financial sector (which makes up c25% of GDP).
Even before the package induced capital inflows have started in earnest, yields
across a variety of instruments have eased.
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1. Underlying momentum of industrial
production continues to look up
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3. Within consumer goods, output of
durables rose faster than non-durables
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5. Finished goods stocks recorded the
fastest rate of expansion since 2015
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2. Consumer goods grew while capital
goods contracted
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4. Granular industry breakdown also
points to strength in select segments
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6. Output and new export orders rose,
even as overall manufacturing growth
eased slightly
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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 Atrtificial Intelligence (Al) 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 Al 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 29 July 2026.

2 All market data included in this report are dated as at close 28 July 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.
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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.
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