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Ecowrap 

Post paŶdeŵiĐ, ĐeŶtƌal ďaŶks iŶ eŵeƌgiŶg eĐoŶoŵies aƌe iŶĐƌeasiŶglǇ faĐed ǁith the iŵpossiďle poliĐǇ tƌileŵŵa – ŵoŶetaƌǇ iŶdepeŶdeŶĐe, eǆĐhaŶge ƌate staďilitǇ aŶd  
fiŶaŶĐial opeŶŶess. We, hoǁeǀeƌ, ŵoǀe a step fuƌtheƌ aŶd state it as a poliĐǇ Ƌuadƌileŵŵa, ǁith fiŶaŶĐial staďilitǇ as the fouƌth pillaƌ of Ƌuadƌileŵŵa, folloǁiŶg AizeŶŵaŶ 
;ϮϬϭϭͿ. IŶ effeĐt, aŶ uŶiŶteŶded ĐoŶseƋueŶĐe of fiŶaŶĐial iŶtegƌatioŶ is the gƌoǁiŶg eǆposuƌe of deǀelopiŶg ĐouŶtƌies to fiŶaŶĐial ŵaƌket tuƌďuleŶĐes assoĐiated ǁith suddeŶ 
stop of Đapital ;IŶdia duƌiŶg tapeƌ taŶtƌuŵ aŶd agaiŶ iŶ ϮϬϭϴ aŶd iŶ ϮϬϮϬͿ.  Theƌe is a sigŶifiĐaŶt Đost assoĐiated ǁith fiŶaŶĐial Đƌises, addiŶg fiŶaŶĐial staďilitǇ to the thƌee poliĐǇ 
goals, theƌeďǇ ŵakiŶg the PoliĐǇ Tƌileŵŵa iŶto the PoliĐǇ Quadƌileŵŵa. ReĐeŶt poliĐǇ stateŵeŶts of RBI haǀe ƌepeatedlǇ eŵphasized the iŵpoƌtaŶĐe of fiŶaŶĐial staďilitǇ iŶ  
ŵoŶetaƌǇ poliĐǇ ŵakiŶg. PuƌsuiŶg fiŶaŶĐial opeŶŶess ǁhile ŵaiŶtaiŶiŶg fiŶaŶĐial staďilitǇ of eŵeƌgiŶg ŵaƌkets tǇpiĐallǇ ŵaŶifests iŶ juŵp iŶ ƌeseƌǀes. IŶdia͛s iŶteƌŶatioŶal 
ƌeseƌǀes/GDP ƌatio has thus iŶĐƌeased suďstaŶtiallǇ iŶ ĐuƌƌeŶt fisĐal Ǉeaƌ fƌoŵ ϭϳ.ϳ% of GDP to at least ϭϵ.ϲ% oŶ aŶ FYϮϬ ďase/ $ϲϯ.ϴ ďŶ juŵp.  
We estiŵated the eǆteŶt of poliĐǇ tƌileŵŵa folloǁiŶg AizeŶŵaŶ ;ϮϬϭϮͿ ŵodel. The ƌesults fƌoŵ ouƌ eǆeƌĐise aƌe ƌeǀealiŶg. MoŶetaƌǇ IŶdepeŶdeŶĐe ;MIͿ ǁas at sigŶifiĐaŶtlǇ 
loǁ leǀel iŶ Qϰ FYϮϬ ;aĐtuallǇ all-tiŵe loǁ siŶĐe ϭϵϵϳͿ, iŵplǇiŶg sigŶifiĐaŶt loss of ŵoŶetaƌǇ autoŶoŵǇ, ǁheŶ the paŶdeŵiĐ had just ďƌokeŶ out aŶd IŶdia ǁeŶt iŶto a stƌiĐt  
loĐkdoǁŶ ŵode, ďut it sigŶifiĐaŶtlǇ iŵpƌoǀed iŶ Qϭ FYϮϭ ǁith EǆĐhaŶge Rate StaďilitǇ ;ERSͿ ƌetuƌŶiŶg to ŵaƌkets. HistoƌiĐal tƌeŶds suggest that aŶǇ eǆteŶded loss iŶ ŵoŶetaƌǇ 
autoŶoŵǇ is Đoƌƌelated ǁith iŶflatioŶ ǀolatilitǇ iŶ IŶdia ;CPI iŶflatioŶ ƌaŶged ďetǁeeŶ ϯ.Ϭ% aŶd ϳ.ϲ% duƌiŶg the FYϮϬͿ. AdditioŶallǇ, ďoth ERS aŶd FiŶaŶĐial OpeŶŶess IŶdeǆ ;KOͿ 
haǀe also iŵpƌoǀed iŶ Qϭ FYϮϭ afteƌ deĐliŶiŶg iŶ Qϰ FYϮϬ. Hoǁeǀeƌ, ǁhat is stƌikiŶg iŶ the ĐuƌƌeŶt paŶdeŵiĐ is that RBI staŶds out ďǇ aĐhieǀiŶg Đoŵpaƌaďle leǀels of  
eǆĐhaŶge ƌate staďilitǇ aŵidst gƌoǁiŶg fiŶaŶĐial opeŶŶess ǁhile iŶĐƌeasiŶg its ŵoŶetaƌǇ iŶdepeŶdeŶĐe aŶd eǀeŶ fiŶaŶĐial staďilitǇ, ƌeŵiŶisĐeŶt of AsiaŶ eĐoŶoŵies. Ouƌ 
Ŷeǁ ŵeasuƌe of fiŶaŶĐial staďilitǇ iŶdeǆ of usiŶg ŵaƌket iŶdiĐatoƌs also ĐleaƌlǇ shoǁs that the RBI has ďeeŶ ƌelatiǀelǇ suĐĐessful iŶ eŶsuƌiŶg fiŶaŶĐial staďilitǇ ƌetuƌŶiŶg to 
the ŵaƌket siŶĐe MaǇ. This iŶdiĐates the poliĐǇ Ƌuadƌileŵŵa is ǁoƌkiŶg ǁell iŶ IŶdiaŶ ĐoŶteǆt ǁith RBI ďuildiŶg up ƌeseƌǀes thƌough diƌeĐt puƌĐhase aŶd sǁap tƌaŶsaĐtioŶs.  
EǀeŶ as theƌe has ďeeŶ aŶ iŶĐƌease iŶ ŵoŶetaƌǇ poliĐǇ iŶdepeŶdeŶĐe aka iŶĐƌease iŶ eǆĐhaŶge ƌate staďilitǇ ǁith the RBI iŶteƌǀeŶiŶg sigŶifiĐaŶtlǇ iŶ foƌeigŶ eǆĐhaŶge ŵaƌket to 
ďuild up dollaƌs, theƌe is aŶ appƌeheŶsioŶ that appƌeĐiatioŶ iŶ eǆĐhaŶge ƌate Đould huƌt ouƌ eǆpoƌts. We ,hoǁeǀeƌ, fiŶd Đleaƌ eǀideŶĐe that RBI teŶds to pƌeǀeŶt ŵoƌe stƌoŶglǇ 
aŶ eǆĐhaŶge ƌate appƌeĐiatioŶ thaŶ aŶ eǆĐhaŶge ƌate depƌeĐiatioŶ, thus folloǁiŶg a ͞leaŶiŶg agaiŶst the ǁiŶd͟ eǆĐhaŶge ƌate poliĐǇ. We also ďelieǀe iŶflatioŶ is uŶlikelǇ to ďe a 
laƌge ĐoŶĐeƌŶ giǀeŶ that theƌe has ďeeŶ a Đollapse iŶ ŵoŶeǇ ŵultiplieƌ as people aƌe pƌefeƌƌiŶg to hold Đash, ǁith uŶĐeƌtaiŶtǇ oǀeƌ the paŶdeŵiĐ looŵiŶg laƌge. HeŶĐe the  
ĐuƌƌeŶt RBI poliĐǇ of liƋuiditǇ oǀeƌhaŶg is ǁoƌkiŶg ǁell.  
We also ďelieǀe that to keep ďoŶd Ǉield iŶ ĐheĐk, the RBI ŵaǇ Ŷeed to fuƌtheƌ ƌesoƌt to uŶĐoŶǀeŶtioŶal poliĐies as it has ďeeŶ suĐĐessfullǇ doiŶg. AŶ aǀalaŶĐhe of SDLs is goiŶg 
to hit the ŵaƌket iŶ Qϰ, as state goǀeƌŶŵeŶts haǀe oŶlǇ Đoŵpleted less thaŶ ϯϬ% of oǀeƌall ďoƌƌoǁiŶg till date. OŶe optioŶ of ŵaŶagiŶg Ǉields iŶ a ŶoŶ disƌuptiǀe  
ŵaŶŶeƌ ďǇ the RBI is to take out the deŵaŶd of SDL ďoƌƌoǁiŶgs out of the ŵaƌket.  As aŶ aŶalogǇ,  RBI had iŶstituted a sepaƌate ǁiŶdoǁ foƌ Oil MaƌketiŶg CoŵpaŶies to 
ďoƌƌoǁ dollaƌ duƌiŶg the gloďal fiŶaŶĐial Đƌisis aŶd also lateƌ. IŶ a siŵilaƌ ǀeiŶ RBI ĐaŶ thiŶk of iŶǀestiŶg iŶ SDLs ǁithout the saŵe hittiŶg the ŵaƌket. Thƌough this  
ŵeĐhaŶisŵ, RBI ŵaǇ Đajole ĐeƌtaiŶ ŵaƌket plaǇeƌs to ďuǇ seĐuƌities at a speĐifiĐ ƌate iŶ ďiddiŶg that Đould ďe theŶ suďseƋueŶtlǇ ďought ďǇ RBI. This ǁill fulfill the desiƌed 
oďjeĐtiǀe of RBI aǀoidiŶg deǀolǀeŵeŶt at auĐtioŶs aŶd ŶullifǇiŶg ŵaƌket eǆpeĐtatioŶs of a higheƌ Ǉield ǁith supplǇ of papeƌs faƌ outstƌippiŶg deŵaŶd.  
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 The ĐuƌƌeŶt situatioŶ is ĐhalleŶgiŶg foƌ ďoth the CeŶtƌal BaŶks aŶd the GoǀeƌŶŵeŶts. CeŶtƌal 
BaŶks aƌouŶd the ǁoƌld aƌe faĐiŶg Ŷoǀel ĐhalleŶges iŶ poliĐǇ ŵakiŶg aŶd speĐifiĐallǇ eŵeƌgiŶg 
eĐoŶoŵies aƌe faĐiŶg the pƌoďleŵ of ŵoŶetaƌǇ poliĐǇ iŶdepeŶdeŶĐe, the faŵiliaƌ iŵpossiďle 
tƌiŶitǇ iŶ eĐoŶoŵiĐ paƌlaŶĐe. The tƌileŵŵa states that a ĐouŶtƌǇ ŵaǇ siŵultaŶeouslǇ Đhoose 
aŶǇ tǁo, ďut Ŷot all of the folloǁiŶg thƌee poliĐǇ goals – ŵoŶetaƌǇ iŶdepeŶdeŶĐe, eǆĐhaŶge 
ƌate staďilitǇ aŶd fiŶaŶĐial iŶtegƌatioŶ. We hoǁeǀeƌ ŵoǀe a step fuƌtheƌ aŶd state it as a poliĐǇ 
Ƌuadƌileŵŵa, ǁheƌe fiŶaŶĐial staďilitǇ is the fouƌth pillaƌ of Ƌuadƌileŵŵa, folloǁiŶg  
AizeŶŵaŶ ;ϮϬϭϭ,ϮϬϭϮͿ. As peƌ AizeŶŵaŶ, aŶ uŶiŶteŶded ĐoŶseƋueŶĐe of fiŶaŶĐial iŶtegƌatioŶ 
is the gƌoǁiŶg eǆposuƌe of deǀelopiŶg ĐouŶtƌies to fiŶaŶĐial ŵaƌket tuƌďuleŶĐes assoĐiated 
ǁith suddeŶ stop of Đapital ;IŶdia duƌiŶg tapeƌ taŶtƌuŵ aŶd agaiŶ iŶ ϮϬϭϴ aŶd ϮϬϮϬͿ. Theƌe is a 
sigŶifiĐaŶt Đost assoĐiated ǁith fiŶaŶĐial Đƌises, that Đould ďe iŶ douďle digits as a %age of GDP 
addiŶg fiŶaŶĐial staďilitǇ to the thƌee poliĐǇ goals fƌaŵed ďǇ the oƌigiŶal Tƌileŵŵa, ĐhaŶgiŶg 
theƌeďǇ the poliĐǇ Tƌileŵŵa iŶto the poliĐǇ Quadƌileŵŵa. 

 ReĐeŶt poliĐǇ stateŵeŶts of RBI haǀe ƌepeatedlǇ eŵphasized the iŵpoƌtaŶĐe of fiŶaŶĐial sta-
ďilitǇ iŶ ŵoŶetaƌǇ poliĐǇ ŵakiŶg. Foƌ eǆaŵple, RBI GoǀeƌŶoƌ iŶ his keǇŶote addƌess at ϳth SBI 
BaŶkiŶg & EĐoŶoŵiĐs CoŶĐlaǀe ĐleaƌlǇ iŶdiĐated that the ďƌoadeƌ oďjeĐtiǀe of RBI is to ŵitigate 
ƌisks to the gƌoǁth outlook ǁhile pƌeseƌǀiŶg fiŶaŶĐial staďilitǇ ;ǁith the help of ĐoŶǀeŶtioŶal 
aŶd uŶĐoŶǀeŶtioŶal ŵoŶetaƌǇ poliĐǇͿ. The ĐoŶĐeƌŶs of ŵoŶetaƌǇ poliĐǇ iŶ the ĐuƌƌeŶt  
ĐiƌĐuŵstaŶĐes ;i.e. duƌiŶg Coǀid-ϭϵ paŶdeŵiĐͿ ƌeǀolǀe aƌouŶd the oďjeĐtiǀes of eŶsuƌiŶg pƌiĐe 
aŶd output staďilitǇ, aŶd also fiŶaŶĐial staďilitǇ to the eǆteŶt it affeĐts the foƌŵeƌ. IŶĐƌeasiŶg 
opeŶŶess also eǆposes IŶdia͛s ŵoŶetaƌǇ poliĐǇ to poliĐǇ tƌileŵŵa. As peƌ histoƌiĐal eǀideŶĐe, 
the fiŶaŶĐial gloďalizatioŶ duƌiŶg ϭϵϵϬs-ϮϬϬϬs has sigŶifiĐaŶtlǇ ƌeduĐed the ŵoŶetaƌǇ autoŶo-
ŵǇ of ĐeŶtƌal ďaŶks.  

 PuƌsuiŶg fiŶaŶĐial iŶtegƌatioŶ ǁhile ŵaiŶtaiŶiŶg fiŶaŶĐial staďilitǇ of eŵeƌgiŶg ŵaƌkets  
eǆplaiŶs hoǁ IŶdia͛s iŶteƌŶatioŶal ƌeseƌǀes/GDP ƌatio has iŶĐƌeased suďstaŶtiallǇ iŶ ĐuƌƌeŶt 
fisĐal Ǉeaƌ fƌoŵ ϭϳ.ϳ% of GDP to at least ϭϵ.ϲ% oŶ FYϮϬ ďase. The liŶk ďetǁeeŶ hoaƌdiŶg ƌe-
seƌǀes aŶd fiŶaŶĐial iŶtegƌatioŶ thus adds a fouƌth diŵeŶsioŶ to the Tƌileŵŵa as ĐouŶtƌies 
tǇpiĐallǇ eǆpeĐt that hoaƌdiŶg aŶd ŵaŶagiŶg iŶteƌŶatioŶal ƌeseƌǀes iŶĐƌease fiŶaŶĐial staďilitǇ 
aŶd ƌuŶŶiŶg iŶdepeŶdeŶt ŵaĐƌoeĐoŶoŵiĐ poliĐies, ǁith the Đaǀeat that steƌilizatioŶ is heaǀilǇ 
used to ŵaŶage the poteŶtial iŶflatioŶaƌǇ effeĐts of hoaƌdiŶg ƌeseƌǀes ;IŶdia ďeiŶg pƌiŵe eǆ-
aŵples of these tƌeŶd ŶoǁͿ. The RBI iŶteƌǀeŶtioŶ iŶ foƌeigŶ eǆĐhaŶge ŵaƌket has ďeeŶ at least 
$ϰϱ ďŶ ;till eŶd JulǇͿ iŶ ĐuƌƌeŶt fisĐal eƋuiǀaleŶt to aŶ Rs ϯ.ϭϮ lakh Đƌoƌe liƋuiditǇ iŶjeĐtioŶ.  

PoliĐǇ Tƌileŵŵa siŶĐe FYϭϳ 

 

SouƌĐe: SBI ReseaƌĐh; AizeŶŵaŶ et al. ;ϮϬϭϮͿ, ͞The iŵpossiďle tƌiŶitǇ hǇpothesis 
iŶ aŶ eƌa of gloďal iŵďalaŶĐes: ŵeasuƌeŵeŶt aŶd testiŶg͟ WoƌkiŶg Papeƌ,  
UŶiǀeƌsitǇ of CalifoƌŶia, Apƌil ϮϬϭϮ 
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SBI  ECOWRAP 

PoliĐǇ Tƌileŵŵa siŶĐe ϭϵϵϳ 

 

SouƌĐe: SBI ReseaƌĐh 

 We folloǁ AizeŶŵaŶ ;ϮϬϭϮͿ papeƌ to estiŵate the ŵeasuƌe of ŵoŶetaƌǇ poliĐǇ 
iŶdepeŶdeŶĐe /MI, eǆĐhaŶge ƌate staďilitǇ/ERS aŶd fiŶaŶĐial iŶtegƌatioŶ/  
fiŶaŶĐial opeŶŶess /KO to uŶdeƌstaŶd the ͚poliĐǇ tƌileŵŵa͛ IŶdia is ĐuƌƌeŶtlǇ 
faĐiŶg. The fiƌst thƌee legs of poliĐǇ Ƌuadƌileŵŵa ƌepƌeseŶt the ĐlassiĐal poliĐǇ 
tƌileŵŵa. MI is ŵeasuƌed as the ƌeĐipƌoĐal of the ĐoƌƌelatioŶ of the ǁeeklǇ shoƌt
-teƌŵ iŶteƌest ƌates ;ϵϭ-daǇs tƌeasuƌǇ ďillsͿ ďetǁeeŶ the hoŵe ĐouŶtƌǇ ;i.e. 
IŶdiaͿ aŶd the ďase ĐouŶtƌǇ ;the USͿ . ERS is ĐalĐulated usiŶg ƋuaƌteƌlǇ staŶdaƌd 
deǀiatioŶs of the ĐhaŶge iŶ the log of the ƌupee-dollaƌ eǆĐhaŶge ƌate. KO is 
ŵeasuƌed as the ƌatio of the suŵ of iŶǁaƌd aŶd outǁaƌd foƌeigŶ iŶǀestŵeŶt 
floǁs to GDP. The data ƌaŶges ǁeƌe fƌoŵ FYϭϵϵϳ:Qϭ to FYϮϬϮϭ:Qϭ, ĐoǀeƌiŶg ϵϳ 
Ƌuaƌteƌs.  

 The ƌesults fƌoŵ ouƌ eǆeƌĐise aƌe ƌeǀealiŶg. MI iŶdeǆ ǁas at sigŶifiĐaŶtlǇ loǁ 
leǀels iŶ Qϰ FYϮϬ ;aĐtuallǇ all-tiŵe loǁ siŶĐe ϭϵϵϳͿ, iŵplǇiŶg sigŶifiĐaŶt loss of 
ŵoŶetaƌǇ autoŶoŵǇ, ǁheŶ the paŶdeŵiĐ had just ďƌokeŶ out aŶd IŶdia ǁeŶt 
iŶto a stƌiĐt loĐkdoǁŶ ŵode. IŶteƌestiŶglǇ, suĐh ŵeasuƌe of ŵoŶetaƌǇ poliĐǇ 
iŶdepeŶdeŶĐe ǁas eƋuiǀaleŶt to ǁhat ǁas duƌiŶg QϰFYϭϲ ǁheŶ IŶdia had  
ǁitŶessed deŵoŶetizatioŶ ďut it sigŶifiĐaŶtlǇ iŵpƌoǀed iŶ Qϭ FYϮϭ ǁith  
eǆĐhaŶge ƌate staďilitǇ ƌetuƌŶiŶg to ŵaƌkets. 

 HistoƌiĐal tƌeŶds suggest that aŶǇ eǆteŶded loss iŶ ŵoŶetaƌǇ autoŶoŵǇ is  
Đoƌƌelated ǁith iŶflatioŶ ǀolatilitǇ iŶ IŶdia ;CPI iŶflatioŶ ƌaŶges ďetǁeeŶ ϯ.Ϭ% 
aŶd ϳ.ϲ% duƌiŶg the FYϮϬͿ. AdditioŶallǇ, ďoth ERS aŶd KO haǀe also iŵpƌoǀed iŶ 
Qϭ FYϮϭ afteƌ deĐliŶiŶg iŶ Qϰ FYϮϬ. 

 Hoǁeǀeƌ, ǁhat is stƌikiŶg iŶ the ĐuƌƌeŶt paŶdeŵiĐ is that IŶdia, like eŵeƌgiŶg 
AsiaŶ eĐoŶoŵies, staŶds out ďǇ aĐhieǀiŶg Đoŵpaƌaďle leǀels of eǆĐhaŶge ƌate 
staďilitǇ aŵidst gƌoǁiŶg fiŶaŶĐial opeŶŶess ǁhile iŶĐƌeasiŶg ŵoŶetaƌǇ 

iŶdepeŶdeŶĐe aŶd eǀeŶ fiŶaŶĐial staďilitǇ. This eǀideŶĐe is ĐoŶsisteŶt ǁith ouƌ 
ǀieǁ that RBI effoƌts to ͞ƌelaǆ the Tƌileŵŵa͟ iŶ the shoƌt-ƌuŶ haǀe iŶǀolǀed a 
ŵassiǀe iŶĐƌease iŶ foƌeigŶ eǆĐhaŶge ƌeseƌǀes that is giǀiŶg the ďeŶefits.  

 We ďelieǀe that post ϮϬϭϴ ILF&S Đƌisis fiŶaŶĐial staďilitǇ has takeŶ the ĐeŶtƌe 
stage aŶd that defiŶes the Ƌuadƌileŵŵa. Hoǁeǀeƌ, ŵeasuƌiŶg aŶd defiŶiŶg 
fiŶaŶĐial staďilitǇ is a diffiĐult task iŶ IŶdiaŶ ĐoŶteǆt. We haǀe thus tƌied to ŵeas-
uƌe the fiŶaŶĐial staďilitǇ ǁith the ĐoŶstƌuĐtioŶ of aŶ iŶdeǆ. 

 

MEASUREMENT OF FINANCIAL STABILITY INDEX IN INDIA  
 We haǀe used pƌiŵaƌilǇ ϭϬ iŶdiĐatoƌs, ŶaŵelǇ AUM of Deďt Mutual FuŶd, iŶǀest-

ŵeŶt ďǇ Mutual FuŶds, Ŷuŵďeƌ of tƌades iŶ CP ŵaƌket, aŵouŶt issued iŶ CP 
ŵaƌket, ŵoŶetaƌǇ tƌaŶsŵissioŶ, G-seĐ ϭϬ-Ǉeaƌ aŶd ƌeǀeƌse ƌepo spƌead Ŷoƌŵal-
ized ǁith ϮϬϬϴ spƌead, AAA Đoƌpoƌate ďoŶd spƌead, ŵutual fuŶd ƌedeŵptioŶ, 
shaƌe of ŵutual fuŶd iŶǀestŵeŶt iŶ soǀeƌeigŶ aŶd aŵouŶt issued ďǇ plaǇeƌs iŶ 
CP ŵaƌket aďoǀe the aǀeƌage ƌate ǁith ƌespeĐt to Apƌil as the ďase. We haǀe 
also iŶĐoƌpoƌated the latest data foƌ the spƌeads to get a Đoŵplete piĐtuƌe.  
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 The iŶdeǆ ĐleaƌlǇ shoǁs that the RBI has ďeeŶ ƌelatiǀelǇ suĐĐessful iŶ eŶsuƌ-
iŶg fiŶaŶĐial staďilitǇ ƌetuƌŶiŶg to ŵaƌket siŶĐe MaǇ. This iŶdiĐates the poliĐǇ 
Ƌuadƌileŵŵa is ǁoƌkiŶg ǁell iŶ IŶdiaŶ ĐoŶteǆt.   

LEANING AGAINST THE WIND: MONETARY POLICY RESPONSE VS FINANCIAL 
STABILITY 

 EǀeŶ as theƌe has ďeeŶ aŶ iŶĐƌease iŶ ŵoŶetaƌǇ poliĐǇ iŶdepeŶdeŶĐe aka 
iŶĐƌease iŶ eǆĐhaŶge ƌate staďilitǇ ǁith the RBI iŶteƌǀeŶiŶg sigŶifiĐaŶtlǇ iŶ 
foƌeigŶ eǆĐhaŶge ŵaƌket to ďuild up dollaƌs, theƌe is aŶ appƌeheŶsioŶ that 
appƌeĐiatioŶ iŶ eǆĐhaŶge ƌate Đould huƌt ouƌ eǆpoƌts. Hoǁeǀeƌ, ǁe as ǁell 
as RBI ƌeseaƌĐh studies  ;BhattaĐhaƌǇa etĐ Ϳ fiŶd that RBI folloǁs a poliĐǇ of 
͞leaŶiŶg agaiŶst the ǁiŶd͟ iŶ the foƌeigŶ eǆĐhaŶge ŵaƌket.  

FiŶaŶĐial StaďilitǇ IŶdeǆ 

 

SouƌĐe: SBI ReseaƌĐh 
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Indicator 
Association with 

financial stability

Debt MF AUM Positive

MF redemption Negative

MF overall  investment Positive

% of MF Investment in Sovereign Negative

AAA Corporate Bond spread Negative

Amount issued by players who borrowed 

above average rate in CP market
Negative

Total Number of Trades in CP market Positive

Total amount issued in CP Market Positive

Monetary transmission Positive

Govt G-sec & reverse repo spread gap 

from 2008 level
Positive

Financial Stability Index

Source: The list in not exhaustive. SBI Research
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SBI  ECOWRAP 

 The teƌŵ ͚LeaŶiŶg agaiŶst the ǁiŶd͛ ǁas possiďlǇ ĐoiŶed iŶ ϭϵϴϭ ďǇ M. Mussa 
iŶ the seŶse of foƌeigŶ eǆĐhaŶge ŵaƌket iŶteƌǀeŶtioŶ ;ďuǇiŶg oƌ selliŶg  
dollaƌsͿ iŶdiĐatiŶg ĐeŶtƌal ďaŶks aĐƌoss ĐouŶtƌies teŶd to pƌeǀeŶt ŵoƌe 
stƌoŶglǇ agaiŶst eǆĐhaŶge ƌate appƌeĐiatioŶ thaŶ eǆĐhaŶge ƌate  
depƌeĐiatioŶ.  

 Foƌ eǆaŵple, duƌiŶg FYϬϴ, ǁheŶ IŶdia͛s foƌeigŶ eǆĐhaŶge ƌeseƌǀes juŵped ďǇ 
$ϭϭϬ ďŶ, ƌupee appƌeĐiated ďǇ Đlose to ϭϬ%, ďut iŶ FYϬϵ, ǁheŶ foƌeigŶ  
eǆĐhaŶge ƌeseƌǀes deĐliŶed ďǇ $ϱϴ ďŶ the ƌupee depƌeĐiated ďǇ aƌouŶd Ϯϳ%. 
SiŵilaƌlǇ, iŶ the ĐuƌƌeŶt Ǉeaƌ ƌupee is appƌeĐiatiŶg ďut ǁe eǆpeĐt RBI ǁill Ŷot 
alloǁ the ƌupee to appƌeĐiate ďeǇoŶd a ĐeƌtaiŶ leǀel eǀeŶ as it ĐoŶtiŶues to 
pƌoǀide liƋuiditǇ suppoƌt to the ŵaƌket iŶ pƌeseƌǀiŶg fiŶaŶĐial ŵaƌket  
staďilitǇ. We ďelieǀe iŶflatioŶ is uŶlikelǇ to ďe a ĐoŶĐeƌŶ giǀeŶ that theƌe has 
ďeeŶ a Đollapse iŶ ŵoŶeǇ ŵultiplieƌ as people aƌe pƌefeƌƌiŶg to hold Đash as 
uŶĐeƌtaiŶtǇ oǀeƌ the paŶdeŵiĐ looŵs laƌge.  

 It ŵaǇ ďe Ŷoted that to fight agaiŶst the oŶgoiŶg COVID-ϭϵ Đƌisis, RBI has 
ďeeŶ takiŶg seǀeƌal aĐtioŶs to supplǇ duƌaďle liƋuiditǇ that also had a  
peƌĐeptiďle iŶflueŶĐe oŶ Ǉield ŵoǀeŵeŶts eǀeŶ ǁith ƌeĐoƌd GoǀeƌŶŵeŶt 
ďoƌƌoǁiŶgs.  

MANAGING GOVERNMENT BORROWING: GOING FORWARD IN HϮ 

 IŶ the ĐuƌƌeŶt COVID-ϭϵ outďƌeak, RBI has takeŶ a sleǁ of liƋuiditǇ ŵeasuƌes 
to suppoƌt ďusiŶess aŶd eĐoŶoŵǇ. With ǀaƌious liƋuiditǇ ŵeasuƌes, the  
sǇsteŵ liƋuiditǇ positioŶ has tuƌŶed to huge suƌplus of Rs ϱ lakh Đƌoƌe iŶ 
MaǇ, Đoŵpaƌed to Rs ϯ lakh Đƌoƌe iŶ MaƌĐh. The liƋuiditǇ suƌplus Ŷoǁ staŶds 
at Rs Ϯ.ϳ lakh Đƌoƌe till ϭϳ Sep͛ϮϬ. The Gƌoss BoƌƌoǁiŶgs of the CeŶtƌe aŶd 
States is Rs Ϯϭ.ϲ lakh Đƌoƌe, ǁith Ŷet ďoƌƌoǁiŶgs at Rs ϭϳ.ϵ lakh Đƌoƌe.  

 IŶ HϮFYϮϭ, it is estiŵated that the ƌeŵaiŶiŶg ďoƌƌoǁiŶg aŵouŶt Đould ďe 
aƌouŶd Rs ϰ.ϲϰ lakh Đƌoƌe. The GoǀeƌŶŵeŶt has ƌeĐeŶtlǇ takeŶ a paƌliaŵeŶt 
appƌoǀal foƌ Rs Ϯ.ϯϲ lakh Đƌoƌe toǁaƌds Coǀid-ƌelated eǆpeŶses. Oǀeƌall 
ŵaƌket ďoƌƌoǁiŶg iŶ HϮ FYϮϭ Đould ďe thus higheƌ thaŶ eǆpeĐted.  

 RBI is doiŶg aŶ eǆĐelleŶt joď iŶ ĐoŶtaiŶiŶg the Ǉield at ~ϲ.Ϭ% ďut iŶ oƌdeƌ to 
keep ďoŶd Ǉield iŶ ĐheĐk iŶ the loŶg-ƌuŶ RBI Ŷeeds to thiŶk/aĐt iŶŶoǀatiǀelǇ, 
as aŶ aǀalaŶĐhe of SDLs aƌe goiŶg to hit the ŵaƌket iŶ Qϰ, as state  
goǀeƌŶŵeŶts haǀe oŶlǇ Đoŵpleted less thaŶ ϯϬ% of oǀeƌall ďoƌƌoǁiŶg. OŶe 
optioŶ of ŵaŶagiŶg Ǉields iŶ a ŶoŶ disƌuptiǀe ŵaŶŶeƌ ďǇ the RBI is to take 
out the deŵaŶd of SDL ďoƌƌoǁiŶgs out of the ŵaƌket. As aŶ aŶalogǇ, RBI had 
iŶstituted a sepaƌate ǁiŶdoǁ foƌ Oil MaƌketiŶg CoŵpaŶies to ďoƌƌoǁ dollaƌ 
duƌiŶg the gloďal fiŶaŶĐial Đƌisis aŶd also lateƌ, iŶ a siŵilaƌ ǀeiŶ RBI ĐaŶ thiŶk 
of iŶǀestiŶg iŶ SDLs ǁithout the saŵe hittiŶg the ŵaƌket. Thƌough this  
ŵeĐhaŶisŵ, RBI ŵaǇ Đajole ĐeƌtaiŶ ŵaƌket plaǇeƌs to ďuǇ seĐuƌities at a 
speĐifiĐ ƌate iŶ ďiddiŶg that Đould ďe theŶ suďseƋueŶtlǇ ďought ďǇ RBI. This 
ǁill fulfill the desiƌed oďjeĐtiǀe of RBI aǀoidiŶg deǀolǀeŵeŶt at auĐtioŶs.  

 IdeallǇ ŵaƌket Đould ďe lookiŶg at ϱ.ϵϬ%-ϲ.ϮϬ% ƌaŶge of ϭϬ-Ǉeaƌ G-seĐ, that 
ǁill Đuƌtail iŶteƌest paǇŵeŶts outfloǁs foƌ GoǀeƌŶŵeŶt oŶ a huge ďoƌƌoǁiŶg, 
keep ďaŶks͛ MTMs aŶd ďeŶĐhŵaƌk leŶdiŶg ƌates iŶ ĐheĐk. 

 

REVISED FISCAL DEFICIT ESTIMATES 

 MeaŶǁhile, takiŶg iŶto aĐĐouŶt iŶĐƌease iŶ eǆĐise dutǇ gaiŶs foƌ the CeŶtƌe 
aloŶg ǁith the ƌeǀeŶue shoƌtages, the Ŷet ƌeǀeŶue slippage of the CeŶtƌe 
Ŷoǁ Đoŵes to aƌouŶd Rs ϲ.ϴ lakh Đƌoƌe .  

Shortfall  in Net tax Revenue 5.5

Shortfall  in Non tax Revenue 1.8

Shortfall  in Disinvestment receipts 1.6

Total Revenue shortfall  to Centre 8.9

Gains from Excise duty hike & DA freeze 2.1

Net Revenue slippage 6.8

Additional spending due to stimulus package 2.0

Net Impact of supplemental demand announcement 0.6

Fiscal Deficit BE 7.9

New Fiscal Deficit 17.4

New Fiscal Deficit (% of GDP) 9.3%

States

Shortfall  of tax revenue transfer from Centre 2.0

Shortfall  in own tax revenue of States 3.0

Fiscal Deficit of States BE 4.1

New FD of States 9.1

New FD of States % of GDP 4.8%

Revised Fiscal Deficit projections FY21 (Rs lakh crore)

Source: SBI Research

Maƌket BoƌƌoǁiŶgs ;Rs lakh ĐƌoƌeͿ 

  CeŶtƌe FYϭϲ FYϭϳ FYϭϴ  FYϭϵ FYϮϬ;REͿ FYϮϭ;REͿ 

Gƌoss BoƌƌoǁiŶg ϱ.ϵ ϱ.ϴ ϱ.ϵ ϱ.ϳ ϳ.ϭ ϭϮ.Ϭ 

RepaǇŵeŶts ϭ.ϰ ϭ.ϳ ϭ.ϰ ϭ.ϱ Ϯ.ϰ Ϯ.ϯ 

Net BoƌƌoǁiŶg  ϰ.ϰ ϰ.ϭ ϰ.ϱ ϰ.Ϯ ϰ.ϳ ϵ.ϳ 

  State             
Gƌoss BoƌƌoǁiŶg Ϯ.ϵ ϯ.ϴ ϰ.Ϯ ϰ.ϴ ϲ.ϯ ϵ.ϲ 

RepaǇŵeŶts Ϭ.ϯ Ϭ.ϰ Ϭ.ϴ ϭ.ϯ ϭ.ϱ ϭ.ϰ 

Net BoƌƌoǁiŶg  Ϯ.ϲ ϯ.ϰ ϯ.ϰ ϯ.ϱ ϰ.ϵ ϴ.ϭ 

SouƌĐe: SBI ReseaƌĐh ;RepaǇŵeŶt as oŶ ϭϳ.Ϭϴ.ϮϬϮϬ. State goǀeƌŶŵeŶt additioŶal 
ďoƌƌoǁiŶg has ďeeŶ takeŶ as Ϭ.ϳϱ% of GDP, ǁhiĐh has ďeeŶ ĐoŶditioŶallǇ hiked to 
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 At the saŵe tiŵe the GoǀeƌŶŵeŶt͛s eǆpeŶdituƌe has iŶĐƌeased this Ǉeaƌ  
oǁiŶg to ƌelief paĐkage aŶŶouŶĐed foƌ paŶdeŵiĐ. Afteƌ the AtŵaŶiƌďhaƌ 
paĐkage, the GoǀeƌŶŵeŶt ƌeĐeŶtlǇ aŶŶouŶĐed ƌeƋuest foƌ additioŶal deŵaŶd 
foƌ gƌaŶts foƌ Rs Ϯ.ϯϱ lakh Đƌoƌe of ǁhiĐh the Ŷet Đash outgo ǁas giǀeŶ ďǇ the 
GoǀeƌŶŵeŶt as Rs ϭ.ϲϲ lakh Đƌoƌe, ǁith the ƌest ďeiŶg fuŶded fƌoŵ saǀiŶgs of 
the MiŶistƌies/ DepaƌtŵeŶts.  

 We fuƌtheƌ aŶalǇsed that out of Rs ϭ.ϲϲ lakh Đƌoƌe oŶlǇ aƌouŶd Rs ϲϬ,ϬϬϬ 
Đƌoƌe is the additioŶal aŵouŶt aŶd the ƌest has alƌeadǇ ďeeŶ Đoǀeƌed uŶdeƌ 
the AtŵaŶiƌďhaƌ paĐkage. Thus takiŶg this additioŶal eǆpeŶdituƌe iŶto  
aĐĐouŶt, fisĐal defiĐit of the CeŶtƌe Đoŵes to aƌouŶd Rs ϭϳ.ϰ lakh Đƌoƌe  
Đoŵpaƌed to Rs ϳ.ϵ lakh Đƌoƌe as peƌ the Budget estiŵate foƌ FYϮϭ. As % of 
GDP it is estiŵated at ϵ.ϯ% of GDP ;assuŵiŶg –ϭϬ.9% ƌeal GDP gƌoǁthͿ.  
Fuƌtheƌŵoƌe, the States͛ fisĐal defiĐit is also likelǇ to iŶĐƌease to aƌouŶd Rs ϵ.ϭ 
lakh Đƌoƌe, oƌ ϰ.ϴ% of GDP. 

***** 


