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Ecowrap 

IŶ ϭϵϵϲ, AlaŶ BliŶdeƌ oŶe of the ŵost pƌofouŶd eǆpoŶeŶts of ŵoŶetaƌǇ poliĐǇ ŵakiŶg had faŵouslǇ ĐoŵŵeŶted  ͞BǇ ŵakiŶg itself ŵore prediĐtaďle to the  
ŵarkets, the ĐeŶtral ďaŶk ŵakes ŵarket reaĐtioŶs to ŵoŶetarǇ poliĐǇ ŵore prediĐtaďle to itself͟. This ǁas ƌeiteƌated ďǇ MiĐhael Woodfoƌd iŶ his faŵous JaĐksoŶ 
Hole addƌess iŶ ϮϬϬϭ ͞suĐĐessful ŵoŶetarǇ poliĐǇ is Ŷot so ŵuĐh a ŵatter of effeĐtive ĐoŶtrol of overŶight iŶterest rate as of affeĐtiŶg the evolutioŶ of ŵarket  
eǆpeĐtatioŶs”. IŶĐideŶtallǇ, Pƌofessoƌ Woodfoƌd is a speakeƌ iŶ ϮϬϮϬ JaĐksoŶ Hole also, speakiŶg oŶ effeĐtiǀe loǁeƌ ďouŶd. FolloǁiŶg the sagaĐious adǀiĐe of 
BliŶder aŶd Woodford, this RBI seeŵs to haǀe ŵaŶaged the art of ŵaŶagiŶg eǆpeĐtatioŶs as auĐtioŶ outĐoŵes are turŶiŶg out to ďe iŶ liŶe ǁith ŵarket  
eǆpeĐtatioŶs.  
G-seĐ Ǉield has ƌiseŶ sigŶifiĐaŶtlǇ iŶ the ƌeĐeŶt ŵoŶth ŵoƌe so afteƌ the RBI August ŵoŶetaƌǇ poliĐǇ Đoŵŵittee aŶd the ƌelease of PoliĐǇ MiŶutes. The Ǉield has 
iŶĐƌeased aĐƌoss all teŶuƌes aŶd the ŵost iŶ ϱ Ǉeaƌ. It seeŵs that the eŶtiƌe puƌpose of ŵoŶetaƌǇ tƌaŶsŵissioŶ ǁas ďeiŶg defeated. AgaiŶst this ďaĐkgƌouŶd, the 
opeƌatioŶ tǁist/OT ǁas a ŵuĐh-Ŷeeded ƌelief foƌ the ŵaƌkets afteƌ Ǉields had ŵoǀed up ďǇ as ŵuĐh as ϱϲ poiŶts iŶ  the afteƌŵath of August ϲ. Befoƌe the auĐtioŶ 
theƌe ǁas soŵe ĐoŶĐeƌŶ aŵoŶg ŵaƌket paƌtiĐipaŶts that OT ŵaǇ Ŷot ǁoƌk iŶ this sĐeŶaƌio as ŵajoƌitǇ of the holdeƌs of these seĐuƌities ǁould ďe out of the  
ŵoŶeǇ. BǇ aĐĐeptiŶg offeƌs at pƌiĐes ŵuĐh higheƌ thaŶ ŵaƌket, RBI has iŶdiĐated its ǁilliŶgŶess to suppoƌt the ŵaƌket at a tiŵe ǁheŶ supplǇ outstƌips deŵaŶd. 
The OT Đoupled ǁith the GoǀeƌŶoƌ’s addƌess iŶ the ŵoƌŶiŶg has soothed fƌaǇed ŵaƌket seŶtiŵeŶts. It is peƌhaps peƌfeĐtlǇ legitiŵate that the RBI has ĐhoseŶ to 
use OTs iŶstead of diƌeĐt OMO puƌĐhases to aǀoid addiŶg ŵoƌe liƋuiditǇ to the ďaŶkiŶg sǇsteŵ ǁhiĐh is alƌeadǇ flush ǁith liƋuiditǇ afteƌ the LTROs aŶd TLTROs 
doŶe eaƌlieƌ this Ǉeaƌ. RBI ŵaǇ haǀe to ĐoŶtiŶue to ŵaŶage auĐtioŶ eǆpeĐtatioŶs ŵore aggressiǀelǇ iŶ ĐoŵiŶg daǇs through OT so as to pull doǁŶ the Ǉields eǀeŶ 
further.  
RBI has ďeeŶ laƌgelǇ suĐĐessful iŶ ŵaŶagiŶg the Ǉield ŵoǀeŵeŶts iŶ the ĐuƌƌeŶt Ǉeaƌ. Foƌ eǆaŵple, ǁheŶ ǁe look at the G-seĐ spƌead, it ƌeaĐhed a peak of ϯϱϬ 
ďasis poiŶts iŶ FYϬϵ. The spƌead has ƌeaĐhed Ϯϴϰ ďasis poiŶts iŶ the ĐuƌƌeŶt Ǉeaƌ. With a Rs ϮϮ tƌillioŶ ĐoŶsolidated ďoƌƌoǁiŶg, Ǉield should haǀe ďeeŶ at ŵuĐh 
higheƌ leǀel Ŷoǁ if RBI had Ŷot aĐted ǁith alaĐƌitǇ.  
FiŶallǇ, ǁheŶ feaƌ ƌuŶs high aŵid a haǁkish MPC ŵiŶutes aŶd higheƌ CPI pƌiŶts, ŵaƌket plaǇeƌs aĐƌoss all ŵaƌkets ŵaǇ take shoƌt positioŶs to stop out the loŶg, as 
like aŶǇ asset Đlass ďehaǀiouƌ. We thus eǆpeĐt RBI to ĐoŶtiŶue to ŵake poliĐǇ aŶŶouŶĐeŵeŶts iŶ tuŶe ǁith ĐhaŶgiŶg tiŵes like LTRO iŶ the ϯ-5 Ǉear G-seĐ, eǆerĐis-
iŶg greeŶ shoe optioŶs aŶd other aŶŶouŶĐeŵeŶts as it ŵaǇ deeŵ fit.  
We ŵust appƌeĐiate that foƌ aŶǇ ĐeŶtƌal ďaŶk speĐifǇiŶg aŶ eǆpliĐit poliĐǇ ƌule, fƌoŵ ǁhiĐh the ĐeŶtƌal ďaŶk ǁould Ŷeǀeƌ deǀiate uŶdeƌ aŶǇ ĐiƌĐuŵstaŶĐes, is  
Ŷaïǀe. IŶ this ĐoŶteǆt, it ǁill thus Ŷot ďe a surprise aŶd it ǁill ďe ďetter to keep the ŵarkets iŶ a ǁait aŶd ǁatĐh ŵode as ŵoŶetarǇ poliĐǇ is all aďout ŵaŶagiŶg  
eǆpeĐtatioŶs aŶd as loŶg as this RBI is doiŶg it suĐĐessfullǇ, ŵarket plaǇers should Ŷot haǀe too ŵaŶǇ ĐoŵplaiŶts!  

Issue No. ϯ9, FYϮϭ 

Date: Ϯ7 August ϮϬϮϬ 
“MONETARY POLICY IS A SCIENCE, BUT THIS RBI IS MAKING 

IT AN ART”  

Be the BaŶk of ChoiĐe for a TraŶsforŵiŶg IŶdia  

SIGNIFICANT INCREASE IN YIELD  
 Theƌe has ďeeŶ a sigŶifiĐaŶt iŶĐƌease iŶ Ǉield ƌeĐeŶtlǇ, ŵoƌe so afteƌ the 

August RBI MoŶetaƌǇ PoliĐǇ Coŵŵittee aŶd the ƌelease of RBI poliĐǇ 
ŵiŶutes. It seeŵs that the eŶtiƌe puƌpose of ŵoŶetaƌǇ tƌaŶsŵissioŶ ǁas 
gettiŶg defeated iŶ the post MPC peƌiod of Ϯϭ daǇs. This Ǉield iŶĐƌease has 
ďeeŶ ǁitŶessed aĐƌoss all teŶuƌes ǁith ŵatuƌitǇ at the ŵiddle eŶd gettiŶg 
iŵpaĐted ŵoƌe. IŶ faĐt, the iŵpaĐt oŶ ŵaturitǇ at the ŵiddle eŶd is re-
ŵarkaďlǇ siŵilar to Fed aŶd ECB ǁhere also the iŵpaĐt is ŵostlǇ seeŶ at 
the ŵiddle eŶd as per eŵpiriĐal studies.  

 The ƌeasoŶ foƌ the sustaiŶed ƌise Đould ďe iŶĐƌeasiŶg iŶstitutioŶal shoƌt-

selliŶg happeŶiŶg iŶ the G-SeĐ ŵaƌket. The data ƌeǀeals that iŶstitutioŶal 
eŶtities haǀe ďeeŶ selliŶg eǆĐessiǀelǇ iŶ the last tǁo ŵoŶths.  

 IŶteƌestiŶglǇ, ǁith aŶ oďjeĐtiǀe to deepeŶ fuƌtheƌ the G-SeĐ aŶd ƌepo ŵaƌ-
ket, RBI had ĐhaŶged its Ŷoƌŵs iŶ JulǇ ϮϬϭϴ aŶd liďeƌalised the  
eligiďle shoƌt sale paƌtiĐipaŶts’ ďase as ǁell as ƌelaǆed the eŶtitǇ-ǁise aŶd 
seĐuƌitǇ ĐategoƌǇ-ǁise liŵits foƌ shoƌt selliŶg iŶ G-SeĐ. Shoƌt sale iŶ ĐeŶtƌal 
goǀeƌŶŵeŶt seĐuƌities ;G-SeĐsͿ ǁas iŶtƌoduĐed iŶ FeďƌuaƌǇ ϮϬϬϲ to pƌoǀide 
paƌtiĐipaŶts ǁith a tool to eǆpƌess tǁo-ǁaǇ ǀieǁ oŶ iŶteƌest ƌates aŶd 
theƌeďǇ eŶhaŶĐe pƌiĐe disĐoǀeƌǇ. Pƌioƌ to this ƌeǀisioŶ, sĐheduled  
ĐoŵŵeƌĐial ďaŶks, pƌiŵaƌǇ dealeƌs aŶd ĐeƌtaiŶ ǁell-ŵaŶaged uƌďaŶ  
Đoopeƌatiǀe ďaŶks ǁeƌe peƌŵitted to uŶdeƌtake shoƌt sale tƌaŶsaĐtioŶs.  

 AgaiŶst all this ďaĐkgƌouŶd, the keǇ eŵpiƌiĐal ƋuestioŶ is hoǁ  
ĐoŵŵuŶiĐatioŶ aŶd poliĐǇ aĐtioŶs uŶdeƌ the ĐuƌƌeŶt RBI dispeŶsatioŶ has 
sigŶifiĐaŶtlǇ ĐoŶtƌiďuted to the effeĐtiǀeŶess of ŵoŶetaƌǇ poliĐǇ ďǇ  
ĐƌeatiŶg geŶuiŶe Ŷeǁs ;e.g., ďǇ ŵoǀiŶg shoƌt-teƌŵ iŶteƌest ƌates iŶ a  
desiƌed ǁaǇͿ oƌ ďǇ ƌeduĐiŶg Ŷoise ;e.g., ďǇ loǁeƌiŶg ŵaƌket uŶĐeƌtaiŶtǇ, 
that eaƌlieƌ RBI ŵaǇ Ŷot haǀe ďeeŶ aďle to aĐhieǀe ǁithiŶ suĐh a shoƌt spaŶ 
tiŵe, like fastest tƌaŶsŵissioŶ ǁithiŶ ϯ ŵoŶths, ǁheŶ ǁe kŶoǁ that ŵoŶe-
taƌǇ poliĐǇ ǁoƌks ǁith loŶg aŶd ǀaƌiaďle lags. NotaďlǇ, if ĐoŵŵuŶiĐatioŶs 
steeƌ eǆpeĐtatioŶs suĐĐessfullǇ, asset pƌiĐes should ƌeaĐt aŶd poliĐǇ  
deĐisioŶs should ďeĐoŵe ŵoƌe pƌediĐtaďle. Both appeaƌ to haǀe happeŶed 
uŶdeƌ the ĐuƌƌeŶt RBI.  
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Banks

Foreign 

Banks

Private 

Banks
MF Others P Dealers

Dec-19 15444 -9962 -8579 2147 16449 -15499

Jan-20 15361 -15062 -12376 6074 18052 -12050

Feb-20 -36564 26756 1637 9856 -86 -1599

Mar-20 7992 -36452 28508 208 5738 -5994

Apr-20 -18668 -4517 24704 -724 5341 -6136

May-20 -28972 -8993 9313 20392 10009 -1748

Jun-20 -17996 -5509 1541 17157 25839 -21033

Jul-20 2011 -20484 -1592 27057 19753 -26745

Aug-20 16214 -18460 -1442 9146 17754 -23212

Net Market Activity in the Trading of Gsec in Rs Cr

Tenure Security
Yield as on 

27-08-2020

Yield as on 

26-08-2020

Yield as on 

20-08-2020

Yield as on 

05-08-2020

Change 

from 05 Aug 

to 26 Aug

Change 

from 20 

Aug to 26 

Impact of 

Governor's 

speech today

14 yr 6.19% GS 2034 6.50 6.54 6.30 6.16 0.38 0.24 -0.04

10 yr 5.77% GS 2030 6.15 6.19 5.95 5.77 0.42 0.24 -0.04

10 yr 5.79% GS 2030 6.18 6.20 6.00 5.83 0.38 0.20 -0.03

9 yr 6.45% GS 2029 6.28 6.30 6.06 5.95 0.35 0.24 -0.03

9 yr 7.26% GS 2029 6.32 6.33 6.09 5.99 0.34 0.23 0.00

8 yr 7.17% GS 2028 6.18 6.18 5.99 5.86 0.31 0.18 0.00

6 yr 7.27% GS 2026 5.88 5.90 5.59 5.40 0.50 0.31 -0.02

5 yr 5.22% GS 2025 5.52 5.55 5.22 4.99 0.56 0.33 -0.03

4 yr 6.18% GS 2024 5.35 5.37 5.08 4.90 0.48 0.29 -0.02

3.5 yr 7.32% GS 2024 5.08 5.08 4.81 4.73 0.35 0.27 0.00

3.5 yr 7.68% GS 2023 4.97 4.97 4.80 4.74 0.23 0.17 0.00

3 yr 7.37% GS 2023 4.68 4.66 4.47 4.41 0.25 0.19 0.02

2 yr 5.09% GS 2022 4.16 4.18 4.04 4.03 0.15 0.14 -0.02

1 yr 6.17% GS 2021 3.77 3.63 3.62 0.15 0.14

3 months Treasury Bil l 3.25 3.15 3.27 -0.02 0.10

2 yr

5 yr

10 yr

ECB

1.01

1.14

0.76

2.4

1.96

0.61

Change in Yield

Source: Source: Ehrmann and Fratzscher (2007b), SBI Research
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OPERATION TWIST:MANAGING AUCTION EXPECTATIONS  
 IŶ the OpeƌatioŶ Tǁist todaǇ RBI aĐĐepted the ďeŶĐhŵaƌk ϱ.ϳϵ% ϮϬϯϬ pa-

peƌ at aŶ aggƌessiǀe Đut-off of ϲ.ϬϳϴϮ%, as agaiŶst the daǇ’s high of ϲ.ϭϵ% 
eaƌlieƌ iŶ the daǇ, ŵaŶagiŶg to pull doǁŶ the Ǉields to ϲ.ϭϱ% leǀels. This 
ǁas a ŵuĐh-Ŷeeded ƌelief foƌ the ŵaƌkets afteƌ Ǉields had ŵoǀed up ďǇ 
ŵoƌe thaŶ ϯϬ ďasis poiŶts iŶ less thaŶ a ŵoŶth. Befoƌe the auĐtioŶ theƌe 
ǁas soŵe ĐoŶĐeƌŶ aŵoŶg ŵaƌket paƌtiĐipaŶts that OT ŵaǇ Ŷot ǁoƌk iŶ this 
sĐeŶaƌio as ŵajoƌitǇ of the holdeƌs of these seĐuƌities ǁould ďe out of the 
ŵoŶeǇ. BaŶks aƌe usuallǇ ƌeluĐtaŶt to sell seĐuƌities at Ǉields higheƌ thaŶ 
theiƌ puƌĐhase leǀels as it foƌĐes theŵ to ďook losses.  

 BǇ aĐĐeptiŶg offeƌs at pƌiĐes ŵuĐh higheƌ thaŶ ŵaƌket, RBI has ĐleaƌlǇ iŶdi-
Đated its ǁilliŶgŶess to suppoƌt the ŵaƌket at a tiŵe ǁheŶ supplǇ outstƌips 
deŵaŶd. While todaǇ’s auĐtioŶ is a positiǀe step, to fullǇ ĐoŶǀiŶĐe the ŵaƌ-
ket, RBI ŵaǇ haǀe to shoǁ the saŵe aggƌessioŶ iŶ Ŷeǆt feǁ ƌouŶds of OTs as 
ǁell, ideallǇ till the ďeŶĐhŵaƌk Ǉield is pulled ďaĐk ďeloǁ ϲ% leǀels. RBI has 
ĐhoseŶ to use OTs iŶstead of diƌeĐt OMO puƌĐhases to aǀoid addiŶg ŵoƌe 
liƋuiditǇ to the ďaŶkiŶg sǇsteŵ ǁhiĐh is alƌeadǇ flush ǁith liƋuiditǇ afteƌ the 
LTROs aŶd TLTROs doŶe eaƌlieƌ this Ǉeaƌ. CeŶtƌal BaŶks aƌouŶd the ǁoƌld 
haǀe puŵped iŶ liƋuiditǇ to suppoƌt ƌeĐoǀeƌǇ fƌoŵ the daŵage Đaused to 
eĐoŶoŵiĐ aĐtiǀitǇ ďǇ Coǀid-ϭϵ, as ǁell as to suppoƌt the additioŶal ďoƌƌoǁ-
iŶgs ďǇ the GoǀeƌŶŵeŶts.  

G-SEC AND REPO SPREAD  
 WheŶ ǁe look at the G-seĐ spƌead, it ƌeaĐhed a peak of ϯϱϬ ďasis poiŶts iŶ 

FYϬϵ hoǁeǀeƌ it ĐoŶtiŶued to deĐliŶe theƌeafteƌ. The spƌead has ďeeŶ oŶ a 
ƌisiŶg tƌeŶd iŶ the last Đouple of Ǉeaƌs  ƌeaĐhiŶg Ϯϴϰ ďasis poiŶts iŶ the Đuƌ-
ƌeŶt Ǉeaƌ. IŶ faĐt, the RBI has seeŵed to haǀe ŵaŶaged the Ǉield eǆpeĐta-
tioŶs eǆtƌeŵelǇ ǁell as ǁith a Rs ϮϮ tƌillioŶ ĐoŶsolidated ďoƌƌoǁiŶg, Ǉield 
should haǀe ďeeŶ at ŵuĐh higheƌ leǀel Ŷoǁ if RBI had Ŷot aĐted ǁith alaĐƌi-
tǇ.  

 MeaŶǁhile, RBI has iŶjeĐted liƋuiditǇ iŶ the sǇsteŵ thƌough OMO puƌĐhases 
iŶ FYϭϵ aŶd FYϮϬ. Moƌeoǀeƌ, the ĐuƌƌeŶt fisĐal has aďuŶdaŶt liƋuiditǇ as is 
ƌeǀealed ďǇ aǀeƌage Ŷet aďsoƌptioŶ of Rs ϰϭϲϳ ďillioŶ ďǇ RBI so faƌ, aŶd 
heŶĐe aŶ OMO at this poiŶt is futile aŶd ŵeaŶiŶgless. IŶ faĐt, the eǀolutioŶ 
of OMO oǀeƌ the last deĐade shoǁs OMO has ďeeŶ the pƌiŵaƌilǇ the Ŷoƌŵ, 
ǁheŶ liƋuiditǇ has ďeeŶ iŶ a shoƌt supplǇ.  

GOVERNMENT BORROWING 

 WheŶ ǁe look at the GoǀeƌŶŵeŶt ďoƌƌoǁiŶg, theƌe has ďeeŶ a huge juŵp 
iŶ CeŶtƌe’s as ǁell as States ďoƌƌoǁiŶg. The aǀeƌage auĐtioŶ size foƌ CeŶtƌe 
has also iŶĐƌeased fƌoŵ Rs ϭϰ,ϬϬϬ Đƌoƌe iŶ JaŶ’20 to Rs ϮϬ,ϬϬϬ Đƌoƌe iŶ MaǇ 
aŶd fuƌtheƌ to Rs ϯϬ,ϬϬϬ Đƌoƌe iŶ Aug’20. IŶ Đase of states, the aǀeƌage 
auĐtioŶ size has ƌeduĐed fƌoŵ Rs ϭϴϬϬϬ Đƌoƌe iŶ JaŶ’20 aŶd MaǇ’20 aŶd has 
ďeĐoŵe Rs ϭϭ,ϱϱϬ Đƌoƌe iŶ Aug’20. We eǆpeĐt the states to tap the ŵaƌkets 
aggƌessiǀelǇ iŶ seĐoŶd half of the ĐuƌƌeŶt fisĐal.  

YIELD ON COMMERCIAL PAPERS RAISED BY NBFCS 

 Yield oŶ CoŵŵeƌĐial Papeƌs ƌaised ďǇ NBFCs has also iŶĐƌeased ŵaƌgiŶallǇ 
iŶ August Đoŵpaƌed to pƌeǀious ŵoŶths. The ǁeighted aǀeƌage Ǉield oŶ the 
saŵe ǁas ϰ.ϭϭ% upto ϱ Aug ǁhiĐh iŶĐƌeased to ϰ.Ϯϵ% ďetǁeeŶ ϲ Aug-

ϮϲAug’20.  
 

GoǀerŶŵeŶt BorroǁiŶg ;Rs ĐroreͿ 

 

SouƌĐe: SBI ReseaƌĐh 
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April 5.44

May 5.44
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Average Yield

10-yr G-sec 

(yr-end)
Repo rate

Reverse Repo 

Rate
Spread

Average Daily 

Liquidity operations 

of RBI  (-injection, Rs 

Bn)* 

OMO Rs 

Bn

FY08 7.959 7.75 6 0.209 13 59

FY09 7.011 5 3.5 3.511 55 945

FY10 7.832 5 3.75 2.832 1000 755

FY11 7.989 6.75 5.75 1.239 -810 672

FY12 8.542 8.5 7.5 0.042 -1570 1341

FY13 7.963 7.5 6.5 0.463 -1084 1545

FY14 8.803 8 7 0.803 -648 520

FY15 7.737 7.5 6.5 0.237 -157 -297

FY16 7.465 6.75 5.75 0.715 -87 636

FY17 6.680 6.25 5.75 0.430 331 1100

FY18 7.399 6 5.75 1.399 336 -900

FY19 7.351 6.25 6 1.101 206 2905

FY20 6.138 4.4 4 1.738 1278 1042

FY21 6.192 4 3.35 2.842 4610 0

10 Year Gsec spread and market liquidity

Source: SBI Research, FY09 and FY21 spread taken from Reverse Repo which is the operating 

target. * FY08-FY12 Liquidity is taken as net repo operations of RBI from Annual report, for 

FY11 it is average of March


