
 

 
Ecowrap 

I  , Ala  Bli de  o e of the ost p ofou d e po e ts of o eta  poli  aki g had fa ousl  o e ted  B  aki g itself ore predi ta le to the  
arkets, the e tral a k akes arket rea tio s to o etar  poli  ore predi ta le to itself . This as eite ated  Mi hael Woodfo d i  his fa ous Ja kso  

Hole add ess i   su essful o etar  poli  is ot so u h a atter of effe tive o trol of over ight i terest rate as of affe ti g the evolutio  of arket  
e pe tatio s”. I ide tall , P ofesso  Woodfo d is a speake  i   Ja kso  Hole also, speaki g o  effe ti e lo e  ou d. Follo i g the saga ious ad i e of 
Bli der a d Woodford, this RBI see s to ha e a aged the art of a agi g e pe tatio s as au tio  out o es are tur i g out to e i  li e ith arket  
e pe tatio s.  
G-se  ield has ise  sig ifi a tl  i  the e e t o th o e so afte  the RBI August o eta  poli  o ittee a d the elease of Poli  Mi utes. The ield has 
i eased a oss all te u es a d the ost i   ea . It see s that the e ti e pu pose of o eta  t a s issio  as ei g defeated. Agai st this a kg ou d, the 
ope atio  t ist/OT as a u h- eeded elief fo  the a kets afte  ields had o ed up  as u h as  poi ts i   the afte ath of August . Befo e the au tio  
the e as so e o e  a o g a ket pa ti ipa ts that OT a  ot o k i  this s e a io as ajo it  of the holde s of these se u ities ould e out of the  

o e . B  a epti g offe s at p i es u h highe  tha  a ket, RBI has i di ated its illi g ess to suppo t the a ket at a ti e he  suppl  outst ips de a d. 
The OT oupled ith the Go e o ’s add ess i  the o i g has soothed f a ed a ket se ti e ts. It is pe haps pe fe tl  legiti ate that the RBI has hose  to 
use OTs i stead of di e t OMO pu hases to a oid addi g o e li uidit  to the a ki g s ste  hi h is al ead  flush ith li uidit  afte  the LTROs a d TLTROs 
do e ea lie  this ea . RBI a  ha e to o ti ue to a age au tio  e pe tatio s ore aggressi el  i  o i g da s through OT so as to pull do  the ields e e  
further.  
RBI has ee  la gel  su essful i  a agi g the ield o e e ts i  the u e t ea . Fo  e a ple, he  e look at the G-se  sp ead, it ea hed a peak of  

asis poi ts i  FY . The sp ead has ea hed  asis poi ts i  the u e t ea . With a Rs  t illio  o solidated o o i g, ield should ha e ee  at u h 
highe  le el o  if RBI had ot a ted ith ala it .  
Fi all , he  fea  u s high a id a ha kish MPC i utes a d highe  CPI p i ts, a ket pla e s a oss all a kets a  take sho t positio s to stop out the lo g, as 
like a  asset lass eha iou . We thus e pe t RBI to o ti ue to ake poli  a ou e e ts i  tu e ith ha gi g ti es like LTRO i  the -5 ear G-se , e er is-
i g gree  shoe optio s a d other a ou e e ts as it a  dee  fit.  
We ust app e iate that fo  a  e t al a k spe if i g a  e pli it poli  ule, f o  hi h the e t al a k ould e e  de iate u de  a  i u sta es, is  

aï e. I  this o te t, it ill thus ot e a surprise a d it ill e etter to keep the arkets i  a ait a d at h ode as o etar  poli  is all a out a agi g  
e pe tatio s a d as lo g as this RBI is doi g it su essfull , arket pla ers should ot ha e too a  o plai ts!  

Issue No. 9, FY  

Date: 7 August  
“MONETARY POLICY IS A SCIENCE, BUT THIS RBI IS MAKING 

IT AN ART”  

Be the Ba k of Choi e for a Tra sfor i g I dia  

SIGNIFICANT INCREASE IN YIELD  
 The e has ee  a sig ifi a t i ease i  ield e e tl , o e so afte  the 

August RBI Mo eta  Poli  Co ittee a d the elease of RBI poli  
i utes. It see s that the e ti e pu pose of o eta  t a s issio  as 

getti g defeated i  the post MPC pe iod of  da s. This ield i ease has 
ee  it essed a oss all te u es ith atu it  at the iddle e d getti g 

i pa ted o e. I  fa t, the i pa t o  aturit  at the iddle e d is re-
arka l  si ilar to Fed a d ECB here also the i pa t is ostl  see  at 

the iddle e d as per e piri al studies.  
 The easo  fo  the sustai ed ise ould e i easi g i stitutio al sho t-

selli g happe i g i  the G-Se  a ket. The data e eals that i stitutio al 
e tities ha e ee  selli g e essi el  i  the last t o o ths.  

 I te esti gl , ith a  o je ti e to deepe  fu the  the G-Se  a d epo a -
ket, RBI had ha ged its o s i  Jul   a d li e alised the  
eligi le sho t sale pa ti ipa ts’ ase as ell as ela ed the e tit - ise a d 
se u it  atego - ise li its fo  sho t selli g i  G-Se . Sho t sale i  e t al 
go e e t se u ities G-Se s  as i t odu ed i  Fe ua   to p o ide 
pa ti ipa ts ith a tool to e p ess t o- a  ie  o  i te est ates a d 
the e  e ha e p i e dis o e . P io  to this e isio , s heduled  
o e ial a ks, p i a  deale s a d e tai  ell- a aged u a   
oope ati e a ks e e pe itted to u de take sho t sale t a sa tio s.  

 Agai st all this a kg ou d, the ke  e pi i al uestio  is ho   
o u i atio  a d poli  a tio s u de  the u e t RBI dispe satio  has 

sig ifi a tl  o t i uted to the effe ti e ess of o eta  poli    
eati g ge ui e e s e.g.,  o i g sho t-te  i te est ates i  a  

desi ed a  o   edu i g oise e.g.,  lo e i g a ket u e tai t , 
that ea lie  RBI a  ot ha e ee  a le to a hie e ithi  su h a sho t spa  
ti e, like fastest t a s issio  ithi   o ths, he  e k o  that o e-
ta  poli  o ks ith lo g a d a ia le lags. Nota l , if o u i atio s 
stee  e pe tatio s su essfull , asset p i es should ea t a d poli   
de isio s should e o e o e p edi ta le. Both appea  to ha e happe ed 
u de  the u e t RBI.  

Public sector 

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

Memo: 

Effects of interviews and speeches by central bank committee 

members on interest rates (movement in bps)
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OPERATION TWIST:MANAGING AUCTION EXPECTATIONS  
 I  the Ope atio  T ist toda  RBI a epted the e h a k . %  pa-

pe  at a  agg essi e ut-off of . %, as agai st the da ’s high of . % 
ea lie  i  the da , a agi g to pull do  the ields to . % le els. This 

as a u h- eeded elief fo  the a kets afte  ields had o ed up  
o e tha   asis poi ts i  less tha  a o th. Befo e the au tio  the e 
as so e o e  a o g a ket pa ti ipa ts that OT a  ot o k i  this 

s e a io as ajo it  of the holde s of these se u ities ould e out of the 
o e . Ba ks a e usuall  elu ta t to sell se u ities at ields highe  tha  

thei  pu hase le els as it fo es the  to ook losses.  
 B  a epti g offe s at p i es u h highe  tha  a ket, RBI has lea l  i di-

ated its illi g ess to suppo t the a ket at a ti e he  suppl  outst ips 
de a d. While toda ’s au tio  is a positi e step, to full  o i e the a -
ket, RBI a  ha e to sho  the sa e agg essio  i  e t fe  ou ds of OTs as 

ell, ideall  till the e h a k ield is pulled a k elo  % le els. RBI has 
hose  to use OTs i stead of di e t OMO pu hases to a oid addi g o e 

li uidit  to the a ki g s ste  hi h is al ead  flush ith li uidit  afte  the 
LTROs a d TLTROs do e ea lie  this ea . Ce t al Ba ks a ou d the o ld 
ha e pu ped i  li uidit  to suppo t e o e  f o  the da age aused to 
e o o i  a ti it   Co id- , as ell as to suppo t the additio al o o -
i gs  the Go e e ts.  

G-SEC AND REPO SPREAD  
 Whe  e look at the G-se  sp ead, it ea hed a peak of  asis poi ts i  

FY  ho e e  it o ti ued to de li e the eafte . The sp ead has ee  o  a 
isi g t e d i  the last ouple of ea s  ea hi g  asis poi ts i  the u -
e t ea . I  fa t, the RBI has see ed to ha e a aged the ield e pe ta-

tio s e t e el  ell as ith a Rs  t illio  o solidated o o i g, ield 
should ha e ee  at u h highe  le el o  if RBI had ot a ted ith ala i-
t .  

 Mea hile, RBI has i je ted li uidit  i  the s ste  th ough OMO pu hases 
i  FY  a d FY . Mo eo e , the u e t fis al has a u da t li uidit  as is 
e ealed  a e age et a so ptio  of Rs  illio   RBI so fa , a d 

he e a  OMO at this poi t is futile a d ea i gless. I  fa t, the e olutio  
of OMO o e  the last de ade sho s OMO has ee  the p i a il  the o , 

he  li uidit  has ee  i  a sho t suppl .  
GOVERNMENT BORROWING 

 Whe  e look at the Go e e t o o i g, the e has ee  a huge ju p 
i  Ce t e’s as ell as States o o i g. The a e age au tio  size fo  Ce t e 
has also i eased f o  Rs ,  o e i  Ja ’20 to Rs ,  o e i  Ma  
a d fu the  to Rs ,  o e i  Aug’20. I  ase of states, the a e age 
au tio  size has edu ed f o  Rs  o e i  Ja ’20 a d Ma ’20 a d has 

e o e Rs ,  o e i  Aug’20. We e pe t the states to tap the a kets 
agg essi el  i  se o d half of the u e t fis al.  

YIELD ON COMMERCIAL PAPERS RAISED BY NBFCS 

 Yield o  Co e ial Pape s aised  NBFCs has also i eased a gi all  
i  August o pa ed to p e ious o ths. The eighted a e age ield o  the 
sa e as . % upto  Aug hi h i eased to . % et ee   Aug-

Aug’20.  
 

Go er e t Borro i g Rs rore  
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FY21 Till dateFY08FY09FY10FY11FY12

Centre Gross Borrowing State Gross Borrowing

Month WAY

April 5.44

May 5.44

June 4.92

July 4.71

Aug 4.28

up to Aug 5th 4.11

from 6th to 26th Aug 4.29

Yield on Commercial Papers raised by NBFCs FY21

Source: CCIL; SBI Research; WAY - Weighted 

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


