
 

 
Ecowrap 

Post pa de i , e t al a ks i  e e gi g e o o ies a e i easi gl  fa ed ith the i possi le poli  t ile a – o eta  i depe de e, e ha ge ate sta ilit  a d  
fi a ial ope ess. We, ho e e , o e a step fu the  a d state it as a poli  uad ile a, ith fi a ial sta ilit  as the fou th pilla  of uad ile a, follo i g Aize a  

. I  effe t, a  u i te ded o se ue e of fi a ial i teg atio  is the g o i g e posu e of de elopi g ou t ies to fi a ial a ket tu ule es asso iated ith sudde  
stop of apital I dia du i g tape  ta t u  a d agai  i   a d i  .  The e is a sig ifi a t ost asso iated ith fi a ial ises, addi g fi a ial sta ilit  to the th ee poli  
goals, the e  aki g the Poli  T ile a i to the Poli  Quad ile a. Re e t poli  state e ts of RBI ha e epeatedl  e phasized the i po ta e of fi a ial sta ilit  i   

o eta  poli  aki g. Pu sui g fi a ial ope ess hile ai tai i g fi a ial sta ilit  of e e gi g a kets t pi all  a ifests i  ju p i  ese es. I dia s i te atio al 
ese es/GDP atio has thus i eased su sta tiall  i  u e t fis al ea  f o  . % of GDP to at least . % o  a  FY  ase/ $ .   ju p.  

We esti ated the e te t of poli  t ile a follo i g Aize a   odel. The esults f o  ou  e e ise a e e eali g. Mo eta  I depe de e MI  as at sig ifi a tl  
lo  le el i  Q  FY  a tuall  all-ti e lo  si e , i pl i g sig ifi a t loss of o eta  auto o , he  the pa de i  had just oke  out a d I dia e t i to a st i t  
lo kdo  ode, ut it sig ifi a tl  i p o ed i  Q  FY  ith E ha ge Rate Sta ilit  ERS  etu i g to a kets. Histo i al t e ds suggest that a  e te ded loss i  o eta  
auto o  is o elated ith i flatio  olatilit  i  I dia CPI i flatio  a ged et ee  . % a d . % du i g the FY . Additio all , oth ERS a d Fi a ial Ope ess I de  KO  
ha e also i p o ed i  Q  FY  afte  de li i g i  Q  FY . Ho e e , hat is st iki g i  the u e t pa de i  is that RBI sta ds out  a hie i g o pa a le le els of  
e ha ge ate sta ilit  a idst g o i g fi a ial ope ess hile i easi g its o eta  i depe de e a d e e  fi a ial sta ilit , e i is e t of Asia  e o o ies. Ou  

e  easu e of fi a ial sta ilit  i de  of usi g a ket i di ato s also lea l  sho s that the RBI has ee  elati el  su essful i  e su i g fi a ial sta ilit  etu i g to 
the a ket si e Ma . This i di ates the poli  uad ile a is o ki g ell i  I dia  o te t ith RBI uildi g up ese es th ough di e t pu hase a d s ap t a sa tio s.  
E e  as the e has ee  a  i ease i  o eta  poli  i depe de e aka i ease i  e ha ge ate sta ilit  ith the RBI i te e i g sig ifi a tl  i  fo eig  e ha ge a ket to 

uild up dolla s, the e is a  app ehe sio  that app e iatio  i  e ha ge ate ould hu t ou  e po ts. We ,ho e e , fi d lea  e ide e that RBI te ds to p e e t o e st o gl  
a  e ha ge ate app e iatio  tha  a  e ha ge ate dep e iatio , thus follo i g a lea i g agai st the i d  e ha ge ate poli . We also elie e i flatio  is u likel  to e a 
la ge o e  gi e  that the e has ee  a ollapse i  o e  ultiplie  as people a e p efe i g to hold ash, ith u e tai t  o e  the pa de i  loo i g la ge. He e the  
u e t RBI poli  of li uidit  o e ha g is o ki g ell.  

We also elie e that to keep o d ield i  he k, the RBI a  eed to fu the  eso t to u o e tio al poli ies as it has ee  su essfull  doi g. A  a ala he of SDLs is goi g 
to hit the a ket i  Q , as state go e e ts ha e o l  o pleted less tha  % of o e all o o i g till date. O e optio  of a agi g ields i  a o  dis upti e  

a e   the RBI is to take out the de a d of SDL o o i gs out of the a ket.  As a  a alog ,  RBI had i stituted a sepa ate i do  fo  Oil Ma keti g Co pa ies to 
o o  dolla  du i g the glo al fi a ial isis a d also late . I  a si ila  ei  RBI a  thi k of i esti g i  SDLs ithout the sa e hitti g the a ket. Th ough this  
e ha is , RBI a  ajole e tai  a ket pla e s to u  se u ities at a spe ifi  ate i  iddi g that ould e the  su se ue tl  ought  RBI. This ill fulfill the desi ed 

o je ti e of RBI a oidi g de ol e e t at au tio s a d ullif i g a ket e pe tatio s of a highe  ield ith suppl  of pape s fa  outst ippi g de a d.  
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RBI SUCCESSFULLY NAVIGATING POLICY QUADRILEMMA BY 

BUILDING RESERVES, PRESERVING POLICY AUTONOMY:  

SBI FINANCIAL STABILITY INDEX SHOWS A CLEAR JUMP SINCE MAY’20 

Be the Ba k of Choi e fo  a T a sfo i g I dia  

FROM POLICY TRILEMMA TO POLICY QUADRILEMMA 

 The u e t situatio  is halle gi g fo  oth the Ce t al Ba ks a d the Go e e ts. Ce t al 
Ba ks a ou d the o ld a e fa i g o el halle ges i  poli  aki g a d spe ifi all  e e gi g 
e o o ies a e fa i g the p o le  of o eta  poli  i depe de e, the fa ilia  i possi le 
t i it  i  e o o i  pa la e. The t ile a states that a ou t  a  si ulta eousl  hoose 
a  t o, ut ot all of the follo i g th ee poli  goals – o eta  i depe de e, e ha ge 
ate sta ilit  a d fi a ial i teg atio . We ho e e  o e a step fu the  a d state it as a poli  
uad ile a, he e fi a ial sta ilit  is the fou th pilla  of uad ile a, follo i g  

Aize a  , . As pe  Aize a , a  u i te ded o se ue e of fi a ial i teg atio  
is the g o i g e posu e of de elopi g ou t ies to fi a ial a ket tu ule es asso iated 

ith sudde  stop of apital I dia du i g tape  ta t u  a d agai  i   a d . The e is a 
sig ifi a t ost asso iated ith fi a ial ises, that ould e i  dou le digits as a %age of GDP 
addi g fi a ial sta ilit  to the th ee poli  goals f a ed  the o igi al T ile a, ha gi g 
the e  the poli  T ile a i to the poli  Quad ile a. 

 Re e t poli  state e ts of RBI ha e epeatedl  e phasized the i po ta e of fi a ial sta-
ilit  i  o eta  poli  aki g. Fo  e a ple, RBI Go e o  i  his ke ote add ess at th SBI 

Ba ki g & E o o i s Co la e lea l  i di ated that the oade  o je ti e of RBI is to itigate 
isks to the g o th outlook hile p ese i g fi a ial sta ilit  ith the help of o e tio al 

a d u o e tio al o eta  poli . The o e s of o eta  poli  i  the u e t  
i u sta es i.e. du i g Co id-  pa de i  e ol e a ou d the o je ti es of e su i g p i e 

a d output sta ilit , a d also fi a ial sta ilit  to the e te t it affe ts the fo e . I easi g 
ope ess also e poses I dia s o eta  poli  to poli  t ile a. As pe  histo i al e ide e, 
the fi a ial glo alizatio  du i g s- s has sig ifi a tl  edu ed the o eta  auto o-

 of e t al a ks.  
 Pu sui g fi a ial i teg atio  hile ai tai i g fi a ial sta ilit  of e e gi g a kets  

e plai s ho  I dia s i te atio al ese es/GDP atio has i eased su sta tiall  i  u e t 
fis al ea  f o  . % of GDP to at least . % o  FY  ase. The li k et ee  hoa di g e-
se es a d fi a ial i teg atio  thus adds a fou th di e sio  to the T ile a as ou t ies 
t pi all  e pe t that hoa di g a d a agi g i te atio al ese es i ease fi a ial sta ilit  
a d u i g i depe de t a oe o o i  poli ies, ith the a eat that ste ilizatio  is hea il  
used to a age the pote tial i flatio a  effe ts of hoa di g ese es I dia ei g p i e e -
a ples of these t e d o . The RBI i te e tio  i  fo eig  e ha ge a ket has ee  at least 
$   till e d Jul  i  u e t fis al e ui ale t to a  Rs .  lakh o e li uidit  i je tio .  

Poli  T ile a si e FY  

 

Sou e: SBI Resea h; Aize a  et al. , The i possi le t i it  h pothesis 
i  a  e a of glo al i ala es: easu e e t a d testi g  Wo ki g Pape ,  
U i e sit  of Califo ia, Ap il  
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SBI  ECOWRAP 

Poli  T ile a si e  

 

Sou e: SBI Resea h 

 We follo  Aize a   pape  to esti ate the easu e of o eta  poli  
i depe de e /MI, e ha ge ate sta ilit /ERS a d fi a ial i teg atio /  
fi a ial ope ess /KO to u de sta d the poli  t ile a  I dia is u e tl  
fa i g. The fi st th ee legs of poli  uad ile a ep ese t the lassi al poli  
t ile a. MI is easu ed as the e ip o al of the o elatio  of the eekl  sho t
-te  i te est ates -da s t easu  ills  et ee  the ho e ou t  i.e. 
I dia  a d the ase ou t  the US  . ERS is al ulated usi g ua te l  sta da d 
de iatio s of the ha ge i  the log of the upee-dolla  e ha ge ate. KO is 

easu ed as the atio of the su  of i a d a d out a d fo eig  i est e t 
flo s to GDP. The data a ges e e f o  FY :Q  to FY :Q , o e i g  

ua te s.  
 The esults f o  ou  e e ise a e e eali g. MI i de  as at sig ifi a tl  lo  

le els i  Q  FY  a tuall  all-ti e lo  si e , i pl i g sig ifi a t loss of 
o eta  auto o , he  the pa de i  had just oke  out a d I dia e t 

i to a st i t lo kdo  ode. I te esti gl , su h easu e of o eta  poli  
i depe de e as e ui ale t to hat as du i g Q FY  he  I dia had  

it essed de o etizatio  ut it sig ifi a tl  i p o ed i  Q  FY  ith  
e ha ge ate sta ilit  etu i g to a kets. 

 Histo i al t e ds suggest that a  e te ded loss i  o eta  auto o  is  
o elated ith i flatio  olatilit  i  I dia CPI i flatio  a ges et ee  . % 

a d . % du i g the FY . Additio all , oth ERS a d KO ha e also i p o ed i  
Q  FY  afte  de li i g i  Q  FY . 

 Ho e e , hat is st iki g i  the u e t pa de i  is that I dia, like e e gi g 
Asia  e o o ies, sta ds out  a hie i g o pa a le le els of e ha ge ate 
sta ilit  a idst g o i g fi a ial ope ess hile i easi g o eta  

i depe de e a d e e  fi a ial sta ilit . This e ide e is o siste t ith ou  
ie  that RBI effo ts to ela  the T ile a  i  the sho t- u  ha e i ol ed a 
assi e i ease i  fo eig  e ha ge ese es that is gi i g the e efits.  

 We elie e that post  ILF&S isis fi a ial sta ilit  has take  the e t e 
stage a d that defi es the uad ile a. Ho e e , easu i g a d defi i g 
fi a ial sta ilit  is a diffi ult task i  I dia  o te t. We ha e thus t ied to eas-
u e the fi a ial sta ilit  ith the o st u tio  of a  i de . 

 

MEASUREMENT OF FINANCIAL STABILITY INDEX IN INDIA  
 We ha e used p i a il   i di ato s, a el  AUM of De t Mutual Fu d, i est-

e t  Mutual Fu ds, u e  of t ades i  CP a ket, a ou t issued i  CP 
a ket, o eta  t a s issio , G-se  - ea  a d e e se epo sp ead o al-

ized ith  sp ead, AAA o po ate o d sp ead, utual fu d ede ptio , 
sha e of utual fu d i est e t i  so e eig  a d a ou t issued  pla e s i  
CP a ket a o e the a e age ate ith espe t to Ap il as the ase. We ha e 
also i o po ated the latest data fo  the sp eads to get a o plete pi tu e.  
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Financial Openess Exchange Rate Stability Monetary Independence

 The i de  lea l  sho s that the RBI has ee  elati el  su essful i  e su -
i g fi a ial sta ilit  etu i g to a ket si e Ma . This i di ates the poli  

uad ile a is o ki g ell i  I dia  o te t.   
LEANING AGAINST THE WIND: MONETARY POLICY RESPONSE VS FINANCIAL 
STABILITY 

 E e  as the e has ee  a  i ease i  o eta  poli  i depe de e aka 
i ease i  e ha ge ate sta ilit  ith the RBI i te e i g sig ifi a tl  i  
fo eig  e ha ge a ket to uild up dolla s, the e is a  app ehe sio  that 
app e iatio  i  e ha ge ate ould hu t ou  e po ts. Ho e e , e as ell 
as RBI esea h studies  Bhatta ha a et   fi d that RBI follo s a poli  of 
lea i g agai st the i d  i  the fo eig  e ha ge a ket.  

Fi a ial Sta ilit  I de  

 

Sou e: SBI Resea h 
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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



 

 

SBI  ECOWRAP 

 The te  Lea i g agai st the i d  as possi l  oi ed i    M. Mussa 
i  the se se of fo eig  e ha ge a ket i te e tio  u i g o  selli g  
dolla s  i di ati g e t al a ks a oss ou t ies te d to p e e t o e 
st o gl  agai st e ha ge ate app e iatio  tha  e ha ge ate  
dep e iatio .  

 Fo  e a ple, du i g FY , he  I dia s fo eig  e ha ge ese es ju ped  
$  , upee app e iated  lose to %, ut i  FY , he  fo eig   
e ha ge ese es de li ed  $   the upee dep e iated  a ou d %. 
Si ila l , i  the u e t ea  upee is app e iati g ut e e pe t RBI ill ot 
allo  the upee to app e iate e o d a e tai  le el e e  as it o ti ues to 
p o ide li uidit  suppo t to the a ket i  p ese i g fi a ial a ket  
sta ilit . We elie e i flatio  is u likel  to e a o e  gi e  that the e has 

ee  a ollapse i  o e  ultiplie  as people a e p efe i g to hold ash as 
u e tai t  o e  the pa de i  loo s la ge.  

 It a  e oted that to fight agai st the o goi g COVID-  isis, RBI has 
ee  taki g se e al a tio s to suppl  du a le li uidit  that also had a  

pe epti le i flue e o  ield o e e ts e e  ith e o d Go e e t 
o o i gs.  

MANAGING GOVERNMENT BORROWING: GOING FORWARD IN H  

 I  the u e t COVID-  out eak, RBI has take  a sle  of li uidit  easu es 
to suppo t usi ess a d e o o . With a ious li uidit  easu es, the  
s ste  li uidit  positio  has tu ed to huge su plus of Rs  lakh o e i  
Ma , o pa ed to Rs  lakh o e i  Ma h. The li uidit  su plus o  sta ds 
at Rs .  lakh o e till  Sep . The G oss Bo o i gs of the Ce t e a d 
States is Rs .  lakh o e, ith et o o i gs at Rs .  lakh o e.  

 I  H FY , it is esti ated that the e ai i g o o i g a ou t ould e 
a ou d Rs .  lakh o e. The Go e e t has e e tl  take  a pa lia e t 
app o al fo  Rs .  lakh o e to a ds Co id- elated e pe ses. O e all 

a ket o o i g i  H  FY  ould e thus highe  tha  e pe ted.  
 RBI is doi g a  e elle t jo  i  o tai i g the ield at ~ . % ut i  o de  to 

keep o d ield i  he k i  the lo g- u  RBI eeds to thi k/a t i o ati el , 
as a  a ala he of SDLs a e goi g to hit the a ket i  Q , as state  
go e e ts ha e o l  o pleted less tha  % of o e all o o i g. O e 
optio  of a agi g ields i  a o  dis upti e a e   the RBI is to take 
out the de a d of SDL o o i gs out of the a ket. As a  a alog , RBI had 
i stituted a sepa ate i do  fo  Oil Ma keti g Co pa ies to o o  dolla  
du i g the glo al fi a ial isis a d also late , i  a si ila  ei  RBI a  thi k 
of i esti g i  SDLs ithout the sa e hitti g the a ket. Th ough this  

e ha is , RBI a  ajole e tai  a ket pla e s to u  se u ities at a 
spe ifi  ate i  iddi g that ould e the  su se ue tl  ought  RBI. This 

ill fulfill the desi ed o je ti e of RBI a oidi g de ol e e t at au tio s.  
 Ideall  a ket ould e looki g at . %- . % a ge of - ea  G-se , that 

ill u tail i te est pa e ts outflo s fo  Go e e t o  a huge o o i g, 
keep a ks  MTMs a d e h a k le di g ates i  he k. 

 

REVISED FISCAL DEFICIT ESTIMATES 

 Mea hile, taki g i to a ou t i ease i  e ise dut  gai s fo  the Ce t e 
alo g ith the e e ue sho tages, the et e e ue slippage of the Ce t e 

o  o es to a ou d Rs .  lakh o e .  

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

Ma ket Bo o i gs Rs lakh o e  

  Ce t e FY  FY  FY   FY  FY RE  FY RE  

G oss Bo o i g .  .  .  .  .  .  

Repa e ts .  .  .  .  .  .  

Net Bo o i g  .  .  .  .  .  .  

  State             
G oss Bo o i g .  .  .  .  .  .  

Repa e ts .  .  .  .  .  .  

Net Bo o i g  .  .  .  .  .  .  

Sou e: SBI Resea h Repa e t as o  . . . State go e e t additio al 
o o i g has ee  take  as . % of GDP, hi h has ee  o ditio all  hiked to 

Disclaimer:  
The Ecowrap is not a priced publication of the Bank. The  
opinion expressed is of Research Team and not necessarily  
reflect those of the Bank or its subsidiaries. The contents can be 
reproduced with proper acknowledgement. The write-up on  
Economic & Financial Developments is based on information & 
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 At the sa e ti e the Go e e t s e pe ditu e has i eased this ea   
o i g to elief pa kage a ou ed fo  pa de i . Afte  the At a i ha  
pa kage, the Go e e t e e tl  a ou ed e uest fo  additio al de a d 
fo  g a ts fo  Rs .  lakh o e of hi h the et ash outgo as gi e   the 
Go e e t as Rs .  lakh o e, ith the est ei g fu ded f o  sa i gs of 
the Mi ist ies/ Depa t e ts.  

 We fu the  a al sed that out of Rs .  lakh o e o l  a ou d Rs ,  
o e is the additio al a ou t a d the est has al ead  ee  o e ed u de  

the At a i ha  pa kage. Thus taki g this additio al e pe ditu e i to  
a ou t, fis al defi it of the Ce t e o es to a ou d Rs .  lakh o e  
o pa ed to Rs .  lakh o e as pe  the Budget esti ate fo  FY . As % of 

GDP it is esti ated at . % of GDP assu i g – .9% eal GDP g o th .  
Fu the o e, the States  fis al defi it is also likel  to i ease to a ou d Rs .  
lakh o e, o  . % of GDP. 
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