
The Indian financial sector which mostly has been

a bank-based one needs to develop a robust fixed

income market to bring in market discipline as well

as augment and free up bank finance for uses that

cannot access the market directly. Development of

the fixed income market has been an important

objective of the Reserve Bank, the Government, the

SEBI and other regulators over the years.

One of the most important prerequisites of a liquid

and robust market is wide participation by agents

with large volumes of merchandise. In this respect,

banks constitute the single largest set of entities

followed by insurance companies, pension funds,

and alternative investment funds. It has been

generally observed that entities with large holding

of government securities are not very active either

in markets or in innovation. The areas of attention

for the regulator include enhancing the overall

liquidity in Government securities market in terms

of availability of two-way quotes in less liquid

maturities through targeted market making

schemes, activation of a securities lending and

borrowing programme, inter-operability of

depositories for smooth transfer of ownership in

securities and engaging the Government for active

consolidation of Government debt through

frequent buyback/switch operation. There has been

a gradual effort to remove the barriers to entry for

NR investors in the debt segment.

The risk management at market level is pretty

robust, with central counterparty settlement,

exchange traded products, trade repositories, legal

entity identifier, etc. There is scope of

improvement at entity level as far as financial

institutions are concerned, which will be tested

with introduction of new accounting standards.

Other aspects of regulation such as treatment of

cash margins as deposits, payment of interest on

such margins, posting of collateral abroad - are all

under examination to enable participants to move

to global margining standards. Taking into account

the representations received from the market, the

current market timings with respect to trading,

clearing and settlement cycles of financial markets

regulated by the Reserve Bank are being examined

to improve market efficiency.

IRDA, SEBI and PFRDA can help in the

development of interest rate markets. For instance,

short selling activity could benefit with a wider

pool of securities lenders. Insurance and pension

funds, mutual funds have significant holdings of

Government securities that could be lent to short

sellers. The regulators are working to develop a

securities lending product that could enable these

entities to participate in securities lending. In view

of the financial crises across the world, Legal Entity

Identifier (LEI) has provided a way to identify

financial connections so that regulators and firms

can better understand the true nature of risk

exposures across the financial system. In India, LEI

has been mandated across various sectors in the

financial markets including derivatives and non-

derivatives market and also for large corporate

borrowers. The Reserve Bank has also been active in

providing safe, secure, sound, efficient, accessible
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and authorized payment systems in the country.

In conclusion, the fixed income market in India

has to grow to cater to the investment needs of an

economy aspiring to become a USD 5 trillion

economy in the near future. While regulators will

continue to draw the contours of growth with

financial stability in mind, the market needs more

activity, innovation and enterprise from the

community of participants in this market.

Source: www.rbi.org.in
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Global growth is slowing down and central banks

across the world are bracing up to counter it by

easing monetary policy. Trade wars have pushed

world trade into contraction and threaten to

morph into tech and currency wars. Meanwhile,

global commodity prices have weakened, with

collateral benefits to net commodity importers and

terms of trade losses for commodity exporters.

Sporadic flights to safety are driving capital flows

out of emerging markets (EMs) into advanced

economy (AE) assets; but the universe of negative

yielding bonds is growing disconcertingly large,

posing a potential threat to financial stability.

In this hostile environment, India's external sector

has exhibited resilience and viability. The current

account deficit remains comfortably financed in

spite of global spillovers imparting risk-on-risk-off

volatility to portfolio flows. The level of foreign

exchange reserves is sufficient to cover close to 10

months of imports or 21 months of debt of residual

maturity up to 1 year. Net foreign direct investment

has improved over the past year with significant

progress in external debt management. The level of

external debt and the debt service ratio (principal

repayments and interest payments as a ratio of

current earnings) are among the lowest in EM

peers.India is among the least externally indebted

countries of the world, by the World Bank's

classification. In terms of a broader measure of

external liabilities - the net international

investment position (NIIP) which includes debt

and equity liabilities, net of foreign assets - India's

exposure has declined. Foreign exchange reserves

covered 76 per cent of external debt and 94.6 per

cent of the NIIP at end-March 2019.

The degree of openness of the economy, measured

by the ratio of exports and imports of goods and

services to GDP has risen and the share of India's

merchandise exports in world exports has gone up.

India's services exports have shown a higher degree

of resilience to global shocks than merchandise

exports. India currently receives the highest

amount inward remittances in the world.

Additionally, accretions to non-resident deposits

have provided stable and reliable support to the

balance of payments over the years. Financial

openness, measured by the ratio of gross capital

inflows and outflows to GDP, has increased three-

fold between the first half of the 1990s and 2014-19.

Notwithstanding these achievements, there are

several areas of concern. First, merchandise exports

have lost momentum under the weight of the

slump in world trade. Second, the deceleration in

domestic demand has pulled imports, especially

non-oil non-gold imports, into contraction and

this has reduced the inflow of intermediates, capital

goods and technology that is vital for modernising

our infrastructure and industry. Third, portfolio

flows have turned highly volatile.

In order to make India's external position more

stable Reserve Bank of India (RBI) and

Government of India (GOI) have undertaken

several initiatives. To promote exports several

initiatives has been taken which includes

upgradation of export facilities, integration of the

Indian farmers and their products with global value

chains, and trade facilities measures. More recently,

efforts are going into reimbursement of taxes and

duties, including electronic refund of input tax

Emerging Challenges to Financial Stability

(Shri Shaktikanta Das, Governor, Reserve Bank of India - Monday, August 19, 2019 - at FIBAC 2019

the Annual Global Banking Conference organised by IBA and FICCI, Mumbai)
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credits in GST. An action plan for 12 'champion'

services sectors, including IT, tourism and

hospitality, and medical services has been

developed since February 2018.RBI and GOI are

actively engaged in the promotion of e-commerce

platforms that will boost the exports of both

merchandise and services.

The FDI policy has been progressively liberalised

across various sectors in recent years to make India

an attractive investment destination. Sectors that

have been opened up in recent years include

defence, construction development, trading,

pharmaceuticals, power exchanges, insurance,

pensions, financial services, asset reconstruction,

broadcasting and civil aviation. 100 per cent FDI

has also been allowed in insurance intermediaries.

Several initiatives have been undertaken to create

an investor-friendly environment for foreign

portfolio investment (FPI). FPI has been allowed in

municipal bonds within the limits set for State

Development Loans (SDLs). Greater operational

flexibility has been granted to FPIs under a

Voluntary Retention Route (VRR) which facilitates

investment in G-secs, SDLs, treasury bills and

corporate bonds while allowing investors to

dynamically manage their currency and interest

rate risks. External borrowing norms have also been

simplified under two tracks: foreign currency

denominated external commercial borrowings

(ECBs) and rupee denominated ECBs. End-use

restrictions relating to ECBs have also been relaxed

for specific eligible borrowers for their working

capital requirements, general corporate purposes

and repayment of rupee loans.

Overall, the outlook for India's external sector is

one of cautious optimism, albeit with some

downside risks accentuated at this juncture.

Among them, deepening of the global slowdown

and escalation of trade and geopolitical tensions

appear to be the most significant. Volatile

international crude prices also continue to pose

potential risks to the viability of the current

account balance through trade and remittances

channels. Yet, there are underlying strengths that

can be built upon to buffer the external sector from

these risks.

Ultimately, the strength of the external sector

derives from domestic macro-fundamentals.

Investors and markets need to be credibly assured

of RBI's ability to maintain macroeconomic and

financial stability through continued focus on

these areas. At the same time, RBI needs to

persevere with structural reforms in various sectors

of the economy to unlock productivity and

competitiveness gains. Trade wars are presenting

new business relocation avenues that seem to be

favourable to India from the point of view of the

economies of scale and scope. The overarching

objective should be to keep the current account

deficit within sustainable limits and financed by a

prudent mix of debt and equity flows.

Source: www.rbi.org.in
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