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Key takeaways

« Swaps well-priced for further rate-cuts ahead of policy meeting next week, raising the
bar for a dovish surprise.

« Bonds rallied on liquidity injections via OMOs and lower issuance; consolidation likely
before resuming grind lower.

« INR - FY end seasonality behind us; tariff headline risk ahead; RBI forward position
unwind possible but much lesser extent.

By Abhay Gupta
Exhibit of the day: Composition of RBI’s short-USD forward position shifted to longer tenors
RBI's forward book split by tenors (USD Bn) as end-Feb'25
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India in Focus

IGBs have rallied as further easing in the upcoming policy meeting was priced into the
curve. Large-scale liquidity injections via OMO purchases and FX swaps have supported
bond demand, along with lower issuance plan. With swaps pricing-in almost 3x cuts, the
bar for further dovish surprise has increased. We believe some consolidation is
warranted around current levels before bond yields resuming a grind lower. INR’s 1Q
seasonality played-out well in March due to position unwind, improvement in trade data
and EUR strength easing valuation concerns. Near-term risks from potential reserve
accumulation remains but to a much-lesser extent after rollover of RBI’s short forward
USD positions to longer-tenors.

Trading ideas and investment strategies discussed herein may give rise to significant risk and are
not suitable for all investors. Investors should have experience in relevant markets and the financial
resources to absorb any losses arising from applying these ideas or strategies.

>> Employed by a non-US affiliate of BofAS and is not registered/qualified as a research analyst
under the FINRA rules.

Refer to "Other Important Disclosures" for information on certain BofA Securities entities that take
responsibility for the information herein in particular jurisdictions.

BofA Securities does and seeks to do business with issuers covered in its research
reports. As a result, investors should be aware that the firm may have a conflict of
interest that could affect the objectivity of this report. Investors should consider this
report as only a single factor in making their investment decision.

Refer to important disclosures on page 7 to 9. Analyst Certification on page 5. 12812556
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India - Positive triggers priced-in

IGB 10y has rallied towards our end-2025 forecast of 6.5% which was based on
expectations of further easing to be priced-in the curve. We expect yields to continue
grind lower over this year with more room for 5y due to relatively flat curve. But with
most of the positive triggers priced-in, near-term consolidation is warranted before
yields resume a grind lower. If growth fails to pick-up or downside risks increase, that
could act as the next catalyst for bonds to rally further.

Bonds rallied on rate-cut expectations

While swaps have priced close to 3x cuts over next one year with some chance of
terminal rate approaching 5.5%, bonds can continue to grind lower as easing is
delivered. The market appears well-placed for the upcoming April policy meeting where
consensus expects a 25bps cut to 6%. The bar for RBI to surprise more dovishly in this
meeting is higher now which could limit the market reaction for now.

Along with large OMOs purchases this quarter

During the last policy meeting in February, the market was disappointed in RBI’s
retention of the neutral policy stance even as it delivered the rate cut. Since then, RBI
has been actively injecting large amounts to liquidity to ease money market rates.
Despite a seasonally high liquidity requirement in Mar'25 keeping average deficit at INR
1.2Tn, RBI brought durable liquidity to neutral by the end of the month (See Exhibit 1).

Liquidity tends to ease from May as outflows from currency leakage return to the
system and April-September period sees a net liquidity improvement on quarterly basis
(See Exhibit 2). After having done OMO purchases of INR 2.4Tn over 1Q, the need for
further OMOs to inject durable liquidity has reduced unless RBI wishes to maintain a
surplus system liquidity.

Exhibit 1: Durable liquidity shortage in March addressed by RBI
Fixing and WACR (Weighted average call rate) spreads over policy rate (%,
Ihs). SDF (standing deposit facility) and total liquidity operations monthly
average (INR Tn, rhs, inverted).

Exhibit 2: Injections likely from OMOs driving liquidity
Net monthly liquidity injection from OMO (Open market operations), FX
accretion, CiC (currency) and CRR (Cash reserve ratio) (INRTn)
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... while avoiding the drain from FX

FX accumulation has been the key instrument for injection of durable liquidity over the
last few years but that trend reversed since 2H24 due to RBI’s reserves drawdown. With
recently announced FX swap auctions to inject over USD 35Bn, RBI has stalled that trend
and sterilized the net absorption due to FX intervention.
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Amid benign supply outlook in THFY26
Government announced a relatively benign supply outlook for TH of FY26 with only INR
8Tn issuance, indicating a lesser extent of front-loading of issuance vs usual 60%. As
highlighted previously, issuance for FY26 was quite well-contained (See Emerging
Insight: India — Bonds supported by monetary policy pivot 10 February 2025). While this

helps support the bonds at the start of the FY when banks’ demand for bonds is

seasonally strong, the risk of higher issuance in 2H FY26 remains.

And stabilization in INR supporting debt inflows
INR stabilization brought debt inflows which were earlier discouraged by high FX
hedging costs. With end of passive index inclusion related flows last month, the hurdle
for debt flows to beat last FY mark is high. But INR’s stable carry profile and monetary
policy cycle would attract more active flows. Moreover, RBI’'s OMOs would more than
make-up for these flows as bond purchases become the primary channel of reserve
money injection.

INR - Seasonality over; headline risks near-term

Favorable 1Q seasonality played out in March
INR’s 1Q seasonality played-out well over March as CAD improved even more-than-usual
due to lower oil prices, normalization of gold imports and strong services exports. YTD
trade deficit across goods and services, as of Feb’25, has declined to USD 2Bn
compared to USD 9Bn all of 1Q’24 when India posted a CA surplus of USD 4.6Bn.
Stronger remittance flows since then point towards flattish or possibly surplus CA this
quarter. However, the seasonality begins to reverse from 1Q when CA tends to widen.

Further accentuated by unwinding of bearish positions
Unwinding of bearish INR positions likely made the move sharper as exporters likely
rushed to hedge closer to the fiscal year-end. The reversal in equity flows during March
and possible unwinding of FX hedges by debt investors added to the momentum.

Valuation concerns in check due to EUR strength
RBI’'s REER measure shows that INR’s valuation corrected earlier this year (See Exhibit
3). INR’s lower volatility and beta to USD moves usually leads to a decline in INR NEER
when USD is weakening. Even as Asia complex has not responded as well to the EUR
strength in March, it has still kept INR valuation concerns in check despite INR’s
appreciation vs USD.

Exhibit 3: INR valuation concerns in check due to EUR strength
RBI's estimated monthly spot and forward USD purchases (USD Bn, Ihs) and
RBI's 40-country INR REER (rhs)
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Exhibit 4: FDI still weak while outflows have increased
Net DI and breakdown of FDI and ODI (% of GDP)
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Now turning to near-term tariff headline risks

While there are ongoing negotiations with the US, the recent guidance indicates
possibility of first tranche of an agreement in 4Q. Any near-term relief on reciprocal
tariffs looks less likely as India screens unfavorably on tariff differentials with the US,
despite recent concessions. While medium-term impact may be limited, the headline
risks from tariff announcements remains.

And headwinds from reserves accumulation, albeit much smaller now

RBI’s overall forward short positions remained relatively stable at USD -79Bn as of end-
Feb’25 vs USD -78Bn in Jan’25. However, the composition has shifted further towards
longer tenors with USD -45bn positions in 3m-12m bucket. During Mar’25, an additional
USD 30Bn were rolled into 3y tenor using FX swap auctions, bringing the total to USD
75Bn in longer-tenors. During 2020-2021, the large positive forward book in longer-
tenors was utilized to absorb banking liquidity. Similarly, RBI can maintain short
positions for longer to sterilize intervention which reduces the risk of near-term unwind.

While FDI flows still remain weak

Net direct investment flows (DI) registered a USD -6.3Bn deficit in 2H24 due to both
slower FDI and larger outward DI flows over the last few years (See Exhibit 4). While
growth is beginning to stabilize recently, much more improvement in the FDI trends

would be needed to turn basic balance back into a surplus going ahead.

Offshore yields likely to stay elevated

We expect NDF yields to stay elevated as the supply of forward USD sales dwindles and
even more so in the offshore market. RBI has shown a greater tolerance towards higher
FX implied yields to raise hedging costs and defend INR during market turmoil. Paid
positions in front-end NDF points could offer low-cost hedge against INR weakness.

Volatility normalization to continue

Volatility levels have normalized towards lower-end of the last 10 years’ range (See
Exhibit 5). We expect volatility to pick-up further as RBI takes a more hands-off
approach on daily-basis as visible in restoration of INR’s correlation to portfolio flows
recently (See Exhibit 6). RBI smoothing is only likely on signs of excessive speculative
positions and one-way moves. Going back to historical implied volatility levels around 6-
7% is feasible while still being within tolerance for RBI at 35-40bps daily volatility.

Exhibit 5: Volatility has normalized but is still low Exhibit 6: Correlation to portfolio flows restored
USDINR level and implied and realized volatility on 3-month tenor INR 3m returns (%, Ihs) and portfolio flows into India (USD Bn, rhs) as of
Mar'25
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News and Views

Mexico: Consumer credit rose 14.3% in February

Carlos Capistran
+1 646 743 2921

Total financing in Mexico as of February (both performing and non-performing loans)
increased 7.3% yoy in real terms (vs 5.3% last year and 9.0% last month). Performing
loans to the private sector rose 9.7% yoy in real terms (vs 5.6% last year and 10.1% last
month) mainly due to consumer credit at 14.3% yoy (vs 11.1% last year and 14.6% last
month). The monetary base rose 3.2% yoy in real terms (vs 9.3% last year and 6.6% last
month), while M1 rose 4.5% yoy in real terms (vs 7.1% last year and 7.1% last month).

o To follow: High consumer credit growth will continue to support private
consumption, which is likely to outpace GDP growth in 2025 (see report).

Mexico: Remittances fell -0.8% yoy in February

Carlos Capistran
+1 646 743 2921

Remittances in February surprised to the downside at US$4.4bn (E. US$4.6bn, BofA
US$4.4bn). In annual terms, remittances fell -0.8% yoy (vs +1.9% in January; +3.4% last
year). The number of remittances fell -0.2% yoy (vs +2.9% in January; +1.2% last year)
while the average remittance fell -0.5% yoy (vs -1.0% in January; +2.1% last year) to
US$381. In MXN, remittances increased 18.7% yoy (vs 22.5% in January; -5.0% last
year). Year to date, remittances totaled US$9.1bn (+0.6% ytd) or MXN$187.0bn (+20.7%
ytd).

« To follow: Despite the fall in USD terms, remittances keep growing in MXN terms,
which will likely continue to support consumption (see report).

Mexico: Banxico survey shows analysts expect growth in 2025 at 0.5%

Carlos Capistran
+1 646 743 2921

Banxico’s survey of professional forecasters shows that consensus (median) cut its GDP
growth forecast for 2025 to 0.5% from 0.8% a month ago, as well as its forecast for
2026 to 1.6% from 1.7% a month ago. Another notable change is the expectation of one
more 25bp cut this year, with a terminal rate of 8.00% (8.25% before).

« To follow: Consensus continues to downgrade its growth expectation for 2025 and
we believe it will eventually converge to our forecast of zero growth in 2025%, as
the economy continues to show signs of weakness, uncertainty affects investment
decisions and tariffs disrupt trade relations between Mexico and the US. We expect
Banxico to cut to 8.00% this year as well, with downside risks.

Analyst Certification

I, Abhay Gupta, hereby certify that the views expressed in this research report accurately
reflect my personal views about the subject securities and issuers. | also certify that no
part of my compensation was, is, or will be, directly or indirectly, related to the specific
recommendations or view expressed in this research report.
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Special Disclosures

Some of the securities discussed herein should only be considered for inclusion in
accounts qualified for high risk investment.

In accordance with the SEBI (Foreign Portfolio Investors) Regulations, 2019 and
with guidelines issued by the Securities and Exchange Board of India (SEBI), foreign
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Body (RAASB) of BSE Limited and accreditation from National Institute of
Securities Markets (NISM) in no way guarantee performance of the intermediary or
provide any assurance of returns to investors.
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this report may be used or reproduced or quoted in any manner whatsoever in Taiwan by the press or any other person without the express written consent of BofA Securities.

This document provides general information only, and has been prepared for, and is intended for general distribution to, BofA Securities clients. Neither the information nor any opinion
expressed constitutes an offer or an invitation to make an offer, to buy or sell any securities or other financial instrument or any derivative related to such securities or instruments (e.g,, options,
futures, warrants, and contracts for differences). This document is not intended to provide personal investment advice and it does not take into account the specific investment objectives,
financial situation and the particular needs of, and is not directed to, any specific person(s). This document and its content do not constitute, and should not be considered to constitute,
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BofA Securities is aware that the implementation of the ideas expressed in this report may depend upon an investor's ability to "short" securities or other financial instruments and that such
action may be limited by regulations prohibiting or restricting "shortselling" in many jurisdictions. Investors are urged to seek advice regarding the applicability of such regulations prior to
executing any short idea contained in this report.

This report may contain a trading idea or recommendation which highlights a specific identified near-term catalyst or event impacting a security, issuer, industry sector or the market generally
that presents a transaction opportunity, but does not have any impact on the analyst’s particular “Overweight” or “Underweight” rating (which is based on a three month trade horizon). Trading
ideas and recommendations may differ directionally from the analyst’s rating on a security or issuer because they reflect the impact of a near-term catalyst or event.

Certain investment strategies and financial instruments discussed herein may only be appropriate for consideration in accounts qualified for high risk investment.

Foreign currency rates of exchange may adversely affect the value, price or income of any security or financial instrument mentioned in this report. Investors in such securities and instruments
effectively assume currency risk.

BofAS or one of its affiliates is a regular issuer of traded financial instruments linked to securities that may have been recommended in this report. BofAS or one of its affiliates may, at any time,
hold a trading position (long or short) in the securities and financial instruments discussed in this report.
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the delivery of this report (unless otherwise agreed specifically in writing by BofAS). If such recipient uses the services of BofAS in connection with the sale or purchase of a security referred to
herein, BofAS may act as principal for its own account or as agent for another person. BofAS is and continues to act solely as a broker-dealer in connection with the execution of any transactions,
including transactions in any securities referred to herein.

Copyright and General Information:
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-

8 Emerging Insight | 01 April 2025 07/


http://www.bankofamerica.com/emaildisclaimer
http://www.bankofamerica.com/emaildisclaimer

BofA GLOBAL RESEARCH

contained herein (including any investment recommendations, estimates or price targets) without first obtaining express permission from an authorized officer of BofA Securities.

Materials prepared by BofA Global Research personnel are based on public information. Facts and views presented in this material have not been reviewed by, and may not reflect information
known to, professionals in other business areas of BofA Securities, including investment banking personnel. BofA Securities has established information barriers between BofA Global Research
and certain business groups. As a result, BofA Securities does not disclose certain client relationships with, or compensation received from, such issuers. To the extent this material discusses
any legal proceeding or issues, it has not been prepared as nor is it intended to express any legal conclusion, opinion or advice. Investors should consult their own legal advisers as to issues of
law relating to the subject matter of this material. BofA Global Research personnel’s knowledge of legal proceedings in which any BofA Securities entity and/or its directors, officers and
employees may be plaintiffs, defendants, co-defendants or co-plaintiffs with or involving issuers mentioned in this material is based on public information. Facts and views presented in this
material that relate to any such proceedings have not been reviewed by, discussed with, and may not reflect information known to, professionals in other business areas of BofA Securities in
connection with the legal proceedings or matters relevant to such proceedings.

This information has been prepared independently of any issuer of securities mentioned herein and not in connection with any proposed offering of securities or as agent of any issuer of any
securities. None of BofAS any of its affiliates or their research analysts has any authority whatsoever to make any representation or warranty on behalf of the issuer(s). BofA Global Research
policy prohibits research personnel from disclosing a recommendation, investment rating, or investment thesis for review by an issuer prior to the publication of a research report containing
such rating, recommendation or investment thesis.

Any information relating to sustainability in this material is limited as discussed herein and is not intended to provide a comprehensive view on any sustainability claim with respect to any
issuer or security.

Any information relating to the tax status of financial instruments discussed herein is not intended to provide tax advice or to be used by anyone to provide tax advice. Investors are urged to
seek tax advice based on their particular circumstances from an independent tax professional.

The information herein (other than disclosure information relating to BofA Securities and its affiliates) was obtained from various sources and we do not guarantee its accuracy. This information
may contain links to third-party websites. BofA Securities is not responsible for the content of any third-party website or any linked content contained in a third-party website. Content
contained on such third-party websites is not part of this information and is not incorporated by reference. The inclusion of a link does not imply any endorsement by or any affiliation with BofA
Securities. Access to any third-party website is at your own risk, and you should always review the terms and privacy policies at third-party websites before submitting any personal information
to them. BofA Securities is not responsible for such terms and privacy policies and expressly disclaims any liability for them.

All opinions, projections and estimates constitute the judgment of the author as of the date of publication and are subject to change without notice. Prices also are subject to change without
notice. BofA Securities is under no obligation to update this information and BofA Securities ability to publish information on the subject issuer(s) in the future is subject to applicable quiet
periods. You should therefore assume that BofA Securities will not update any fact, circumstance or opinion contained herein.

Certain outstanding reports or investment opinions relating to securities, financial instruments and/or issuers may no longer be current. Always refer to the most recent research report relating
to an issuer prior to making an investment decision.

In some cases, an issuer may be classified as Restricted or may be Under Review or Extended Review. In each case, investors should consider any investment opinion relating to such issuer (or
its security and/or financial instruments) to be suspended or withdrawn and should not rely on the analyses and investment opinion(s) pertaining to such issuer (or its securities and/or financial
instruments) nor should the analyses or opinion(s) be considered a solicitation of any kind. Sales persons and financial advisors affiliated with BofAS or any of its affiliates may not solicit
purchases of securities or financial instruments that are Restricted or Under Review and may only solicit securities under Extended Review in accordance with firm policies.

Neither BofA Securities nor any officer or employee of BofA Securities accepts any liability whatsoever for any direct, indirect or consequential damages or losses arising from any use of this
information.
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