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Persistent Tug of War

Yield management continued to be at the center ®fK S wS & SNWS s (RBf)
actions during Q& , vm & AG aidNR@S G2 Ylyl3S (K

plan for FY21 in a nedisruptive manner.

Primary auctions became the ground for continual clash of expectatianeng Q4FY21.
RBI sent repeated signhals to the rkat on its discomfort withhigh yields throgh
devolvements, complete rejection of bids and the unprecedented use of bond sp
bidding methods (uniform vs multiple) during the same weekly auction. On the ¢
hand, the negative mood prevailing in thearket was most clearlindicatedthrough the
spike in underwriting commissions charged by Primary Dealers which eventually f
RBI to conduct auctions for longer maturity bonds beginning February without -
guarantee. Despite the robust banking s liquidity surplus, RBI scaled up i&Sec
purchases througlopen market operations (OMOsnd special OMOs (operation twist:
along with an innovative asymmetrical special OMO which helped arrest the risleei

G-Sec yield curve which was termed apablic good by the RBI.

Spike in volatility in global financial markets since shiebruary contributed furthe
unease in the bond marketWhile announcing the Resolution of the Monetary Pol
Committee (MPC) April -3, 2021, RBI Governor Shaktikanta Daglicitly stated that
w. LQad 202S0GAGS Aa BecHmarkeki® Gew@f2ts cedtralfrdledirgtl
pricing of other financial market instruments across the term structure and issuers,

in the public and private sectors.



A Glance over the Quarter
Barring therobust GST collections, FY21 ended on a sour note with most of the parameters deteriorating on the
front amidst rapidly spreading Covi® cases across the country. While India witnessed record capital inflows in FY?
nearterm outlook is highly unceain due to the rapid rise in US yields and inflatimmproving economic activity ang
continued progress towards vaccines in advanced economies like thesigrgficant uptrend in global commaodit
prices and weakening domestic parametdfsrdening supplgide inflationary trends visible in tHeroad-basedincrease
in WPI in March 2021, coupled with the plan for record borrowings for the second year running have adversely §
bond yields.

Macro Indicators at a Glance (March 2020 - March 2021)
GST Collections Inflation Indicators
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The localized lockdowns imposextross the countryin response to the pandemic have added significantly to
uncertainty regardinghe nearterm economic outlook. Implementation of theovid19 vaccination drive is going to b
the major driver of the economic sentiments.
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Market Borrowings

The Government of India set up a special borrowing window on behalf of the States and UTs in Octobs
to meet the revenue shortfall on account of implementation of GST. The Central Government borroy

total I Y 2 dzy ( M Eheen thisi windowat MBvéNghted average interest rate of 4.8473% in FY21

27T

Primary Auctions - Central Government Dated Securities

Despite significantly higher than usual fourth quarter net borrowings, there was a shortfallmfc > c p m
from notified issuances due to the cancellation of the auction scheduled on March 26, RRI.also
conducted a special auction on February 11, 2021 for th8eBs rejected completely in the auction held

the previous week in the light ahe sudden spike in yields following the Budget announcements.

Table:G{ SO Laadza yOS { dzvYYl N ) ONER NB 0
Period Weekly Notified Gross Average Redempti | Net Additional
Auctions | Amount Issuance | Weekly ons Borrowing | Greenshoe
Issuance Borrowing
(+)/Shortfall(-)
FY19 47 571000 571000 12149 148263 422737 -
FY20 43 710000 710000 16512 236028 473972 -
Q4FY20 5 76000 76000 15200 135000 -59000 -
Q1FY21 12 308000 346000 28833 130572 215428 38000
Q2FY21 13 390000 420000 32308 0 420000 30000
Q3FY21 11 289000 283975 25816 67493 216482 -5025
Q4FY21 13 337000 320349 24642 29145 291204 -16651
Auction Details
h @S NI f f GKS / Sy iGN € D 2 @ Srdidy duBng the GuarteiNtBrau§hRa mixmEfixed 194.%

total issuances) and floating bonds (9% of total issuances). A new 40 year security veds issu

Sr Security L'Y2dzy i o d Bid Cutoff Range Weighted Average | Outstandin
No Notified | Gross Devol | Cover | Price Yield Price | Yield g atEnd
Amount | Issuance | veme Ratio v dzI NI
nt crore)
1 5.15% GS 2025 | 78000 72465 27269 | 2.34 97.0#100.15 5.11285.8745 | 98.41 5.5403 112655
2 6.22% GS 2035 | 59000 61138 8868 2.41 94.0099.45 6.27836.8942 | 06.86 6.5682 19545
3 5.85% GS 2030 | 72000 57405 21790 | 2.26 97.3099.75 5.88276.2225 | 98.30 6.0830 43664
4 4.48% GS 2023 | 31000 31925 2655 2.97 98.87100.84 4.16034.9412 | 99.75 45813 94581
5 FRB 2033 23000 29192 3.91 98.50101.66 4.45974.8512 | 100.43 4.6655 12859
6 6.67% GS 2050 | 30000 23664 1.99 97.76101.96 6.51976.8510 | 100.55 6.6289 116465
7 6.80% GS 2060 | 19000 22912 6837 2.71 101.37104.13 | 6.50826.7002 | 103.25 6.5691 101176
8 3.96% GS 2022 | 11000 11145 4688 3.89 99.32100.25 3.81474.3838 | 99.61 4.1959 55925
9 6.19% GS 2034 | 12000 14000 - 2.60 99.0599.05 6.29276.2927 | 99.05 6.2927 127000
Total 337000 320349 | 72107 | 3.28

Weekly Issuances

Average size of weekly issuances declined marginally over the previous quarter. Although, issuance
dispersed during Q4Y21, the short term segment-élyear maturity) accounted for 36% of issuances.
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w0 Weekly Issuances 10000 Securitywise Breakup of Issuances - Q4:FY21

Near total devolvement
' >
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Auction Bidding

Q4-FY21 was an extremely turbulent quarter in the primary auctions market with sentiments taking a
following the budget. Despite frequently devolving auctions on Primary Dealers (PDs), completely rej
bids and auctions apart from ample reassurascof its support to the market, RBI had to pay high
underwriting costs of in the primary auctions. E.g. the ACU Commissic8 @F NJ S o6 LJ AaS§
10-year benchmark bond increased from 0.09 paise in the first auction of the quarter taal pmmediately
following the Budget announcement (RBI rejected all bids for the bond in this auction on Febrlgarsising
further to 49 paise and ending at 23 paise in the last auction of FY21. In a bid to keep borrowing costs
control, RBI alsoresorted to the unconventional measure of conducting longer bond auctions withe
underwriting as well as using uniform bidding for specific bonds.

m~ DO _

Table : BiddinginG SO ! dzOG A2y a ) ONE NB U
Period | Notified Bids Received Bids Accepted Success Ratio | BCR| Devolve | Comple | Total Overall | Average ACU
Amount Competit | Non Com Non Com Non ment on te Issuance| Auction | Commission
~~0mpe 0 | ~ompe . omp . PDs Rejecti Failure Cutoff rate
ive Competi | titive Competi | etitiv Competi .
tive tive e tive afol (et Rl
Bids MAnov
Q4FY20| 76000 277962 125 75875 125 27% 100% 4 - - 76000 0.00% 0.61
QI1-FY21| 308000 | 1046904 | 1374 344626 | 1374 33% 100% 3 - - 346000 | 0.00% 1.38
Q2FY21| 390000 | 1115943 | 985 360559 | 985 32% 100% 3 58455 - 420000 | 14.99% | 3.44
Q3FY21| 289000 | 946241 454 283539 | 436 30% 96% 3 - - 283975 | 0.00% 1.34
Q4FY21| 337000 | 846141 273 248001 | 241 29% 88% 3 72107 30000 | 320349 | 30.30% | 17.76
. . _ Distribution of Issuances: Q4-FY21
Maturity wise Commission Charged by PDs o 20
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Distribution of Issuances
The G5 year bucket accounted for 36% of issuances in lieu of the &@®&lpensation borrowings. Tradin
activity remained concentrated in the-50 year maturity bucket.
Table Maturity-wise Comparison of Issuance and Trading

Period 0-5 Year 5-10 Year 10-15 Year >15 Year

Average | Sharein | Sharein | Average | Sharein | Sharein | Average | Sharein | Share in | Average Share in | Share in

BCR Auction | Trading BCR Auction | Trading | BCR Auction | Trading | BCR Auction | Trading
Q4FY20 4.64 15.79 22.17 3.10 31.58 63.36 3.92 15.79 12.71 3.62 36.84 1.75
QLFY21 4.25 24.86 25.29 2.86 25.72 58.68 3.43 26.88 13.21 3.18 22.54 2.83
Q2FY21 2.85 25.40 22.27 2.50 27.69 55.04 3.13 31.28 19.94 2.99 23.32 2.76
Q3FY21 3.37 32.19 25.08 2.93 18.66 52.33 3.69 25.16 19.20 3.04 23.99 3.40
Q4FY21 2.65 36.07 27.91 2.26 17.92 52.40 2.83 28.20 16.07 2.13 17.82 3.62

Switch/Conversions

Increased issuances in shorter maturity bonds duringFY21 resulted in slight shortening of the maturi
profile of Government debt in despite the ample issuances and switch/conversions of dai®dc§ into
longermaturities.

¢FofSY {6A0G0Kk/ 2Yy@PSNBAZ2Y | dzO0lA2y 2F D2@SNYyYSyid {SO
Q4-FY21 Q3-FY21
Source Security Destination Security Source Security Destination Security
List Notified | Amount | List Amount | List Notified Amount | List Amount
Amount | Switched Issued Amount Switched Issued
8.83% GS 2023| 14358 14358 | 6.57% GS 203] 22280 7.80% GS 2021 12000 6408 6.80% GS 206( 15153
7.32% GS 2024| 14290 14290 | 6.22% GS 203! 15516 6.84% GS 2022 11000 6652 FRB 2033 9700
7.94% GS 2021| 6000 3854 FRB 2033 4924 8.79% GS 2021 10000 7030 6.68% GS 203] 8052
7.37% GS 2023| 4205 4205 6.80% GS 206( 3347 8.13% GS 2022 4000 3750 6.57% GS 203 60
7.80% GS 2021| 4000 2250 6.76% GS 206] 2358 8.35% GS 2022 4000 4000
5.87% GS 2022| 3000 2277 6.17% GS 2021 3000 61
8.35% GS 2022| 3000 1750 8.20% GS 2022 3000 3000
6.17% GS 2021| 2000 100 8.15% GS 2027 1000 851
6.17% GS 2023| 2000 2000
8.20% GS 2022| 2000 245
6.30% GS 2023 290 290
Total 55142 45619 48425 Total 48000 31752 32964

Maturity Profile of Outstanding G -Sec

The maturity profile of outstanding Government debt was slightly shortened during the quarter.

Table: Maturity Profile of Outstanding Central Government Dated Securities

Period Total Share (%)
Number | Outstanding | Weighted Weighted | <=1 | 1-5 5-10 1015 | 15 >30
of (o] tf I 1| Average Average Years| Years| Years | Years | 30 Years
Securities| crore) Maturity of Coupon Years
Outstanding
(Years)
Q4FY20 86 60.22 10.71 7.77| 3.90| 25.07| 30.02| 20.18| 16.88 3.96
QLFY21 89 62.36 11.01 7.59| 3.58| 24.98| 30.64| 19.16| 16.30 5.34
Q2FY21 91 66.57 11.19 7.44 | 3.73| 25.40| 30.04| 20.32| 15.19 5.33
Q3FY21 94 68.74 11.32 7.21| 3.64|24.62| 31.12| 19.55| 15.08 5.99
Q4FY21 94 71.68 11.30 7.15| 3.69| 25.64| 28.99| 20.60| 14.80 6.29

*Excluding Special Securities
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Short Term Borrowings
The cutoffs in F. A f dzOGA2ya AYyONBFaSR aAayAFAOryGte RdzNR
liquidity management operations and souring of bond market sentimenisviidg the Budget.

T-Bill Auction Spread Over LAF Repo (bps) T-Bill Auction Cut-Offs (%)
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Table:Primary Treasury Bill Auctions

91-DTB
Quarter Notified Gross Redemptions Net BCR Weighted Average Spread
1 Y2 dzy( Issuance Borrowing Average Cut | over LAF Repo
crore) o] ON o) ON off Yield (%) (bps)
Q4FY20 59000 82583 191888 -109304 4.94 5.00 -10
QLFY21 170000 199596 82583 117013 5.74 3.49 -72
Q2FY21 144000 214963 199596 15367 5.39 3.25 -75
Q3FY21 117000 228812 230783 -1971 6.27 3.13 -87
Q4FY21 52000 84297 219812 -135516 4.14 3.27 -73
182-DTB
Quarter Notified Gross Redemptions Net BCR Weighted Average Spread
I Y2 dzy ( Issuance Borrowing Average Cut over LAF Repo
crore) ) oN 0 ON off Yield (%) (bps)
Q4FY?20 93000 105157 70911 34246 3.26 5.24 16
QLFY21 176000 176480 53000 123480 4.92 3.65 -57
Q2FY21 156000 159713 105157 54557 3.50 3.44 -56
Q3FY21 39000 39781 190178 -150397 7.15 3.34 -66
Q4FY21 91000 99632 159015 -59383 3.58 3.50 -50
364-DTB
Quarter Notified Gross Redemptions Net BCR Weighted Average Spread
1 Y2dzy( Issuance Borrowing Average Cut | over LAF Repo
crore) o] ON o) ON off Yield (%) (bps)
Q4FY?20 63000 63380 47103 16277 3.65 5.23 20
QI1-FY21 154000 156705 54246 102459 4.54 3.72 -50
Q2FY21 120000 128205 105157 23048 3.40 3.55 -45
Q3FY21 52000 56830 47020 9810 4.24 3.45 -55
Q4FY21 104000 106500 60380 46120 3.26 3.71 -29

Detailed analysis of market borrowings by the State Governments is covered in the CCIL SDL Quarterl
available at:https://www.ccilindia.com/Research/CCILPublications/QuarterlyReports/Pages/IndiaSDLQuarterly.as

4
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https://www.ccilindia.com/Research/CCILPublications/QuarterlyReports/Pages/IndiaSDLQuarterly.aspx

Liquidity
Liquidity remainedcomfortable throughout the quarter on account of the measures taken by RBI.

Table5dzN} 6t S [AljdZARAGE Ct2ga o ONE NE 0

Inflows Redemptions Coupons OMO
G-Sec SDL DTB CMBs G-Sec SDL Coupon Purchase
Coupon
Q4FY20 135000 37889 309901 150000 100666 68207 60000
QLFY21 130572 28168 189829 80000 143513 57090 10000
Q2FY21 - 26039 360778 80000 96277 67800 47132
Q3FY21 67493 45666 467981 - 152655 65160 130000
Q4FY21 33245 46765 439207 - 117750 81023 115000
Outflows Auctions OMO Sale
G-Sec SDL DTB CMBs
Q4FY20 76000 247144 251120 230000 12950
QLFY21 346000 167276 532781 80000 10000
Q2FY21 420000 186320 541701 - 49900
Q3FY21 283975 202256 325424 - 60000
Q4FY21 320349 242964 290429 - 70645

Banking System Liquidity

Liguidity remained robust despite the RBI commencing the process of unwinding liquidity mea
announced in the wake of the pandemilsy reviving variable rate reverse repo auctions aptdased
restoration of the Cash Reserve Ratio (CRR) to theldg&l. OMOs were used by RBI to manage thend

yields rather than liquidityconditions

RBI Liquidity Operations Year-on-Year Movement in Banking Indicators

% Lakh Crore

Y-o-Y Change (%)

Jun-20

May-20

® Net RBI Support Net Support Excluding Long Term Repos = \ggregate deposits ===Non Food Credit Investment in G-Secs &SDLs === Currency in Circulation

Note: Negative values indicate liquidity surplus

RBI Support = LAF Repo + MSF + Term Repo + Overnight Variable Repo
TLTRO + TLOR- LAF Reverse Term Reversdkepo- Overnight Variable Rever
Repo
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Market Trends

Real Rates
Long term real rates have turned positive since December 2020 due to a dip in the inflation nur
accompanied by a rise in bond yields, even as short teatas remained negative.

Monthly Real Rates (Basis Points)
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Yield Movement
Rates increased significantly across the term structure over the previous quarter

Movement in the Ten(
Tenor March 31, 2021 December 31, 2021 September 30, 202( June 30, 2020 March 31, 2020 Over 12 Months
1M-DTB 3.0597 2.9505 3.1795 3.1510 4.2014 ~
3M-DTB 3.2698 3.0061 3.2718 3.1244 4.2443 ‘\.._.—._.___...-
6M-DTB 3.3593 3.2766 3.4500 3.3034 4.5522
12M-DTH 3.7640 3.4349 3.6500 3.4517 4.4850 \___...___..-
3 5.0351 4.3636 4.8524 4.5338 5.3520 w
5 5.8847 5.2025 5.5589 5.2285 6.0033
10 6.3487 5.9325 6.1131 6.0679 6.4763 ‘"‘--—-—-._/
15 6.7150 6.3057 6.4850 6.3478 6.7258 \\...----'--../
30 6.7611 6.5356 6.7638 6.5376 6.7421
40 6.7403 6.5251 6.7501 6.5226 6.7058 i, P

Sovereign Yield Curve

Yield (%)
ol
o
o

The quarter witnessethterest rates rising across the term structure
Spreads increased sharply in the short and medium tenors, while
longer end rates are higher than the levels as on March 31, 2020.

0 5 10 15 20 25 30 35 40
Tenor (Years)

March 31, 2020 = September 30, 2020 = December 31, 2020 === March 31, 2021
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Spread Behavior

Spreads have widened with a sharp rise in yields during the quarter accompanied byitdlation readings.
The IndiaUS 10Y spread narrowed mirroring the sharp rise in US yields since February.

Table:Spread Behaviof Basis Points

Spread/Quarter Q4FY21 Q3FY21 Q2FY21 QI1-FY21 Q4FY20
10Y-LAF Repo 220 199 204 202 159
10¥1Y 255 256 253 253 155
10¥-3Y 132 149 137 142 82
10¥5Y 51 72 70 67 42
15¥10Y 38 32 32 28 19
40¥-10Y 49 65 53 52 23
10¥-CPI 132 .32 -87 -88 -89
LAFRepcCPI -88 231 -291 -290 -248
10VvUSs10Y 489 513 539 554 530
Yield Movement (%) Spread Behaviour (bps)
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India z US Spread
Sharp upward movements in US bond yields triggeagdobal reflation trade led by accelerating inflatiamd

strengtheningeconomic growth in the US. Howevatespite theglobal bond setbff, net-FIlI debt investments|
in India increased significantly inavich 2021 due to DebVRR inflows.

Fll Debt Investments vs India-US Spread
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WACR

The weighted average call rate remained below the lower bound of the policy rate corcittoe LAF Reverse

Repo rate barring a few instances during the quarter due to the surplus liquidity in the system.

5.50 WACR vs Policy Corridor
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Market Activity

Mirroring the uncertain mood prevailing in the primary market due to the egapply of bonds, secondary

market trading activity declined significantly during the quarter. Outrightd&g trading activityin Q4-Fy21
wasalmosthalf the lewels in Q4FY20.

Table: Trading Summap 2 3SNY YSy G . 2y R al NJ Sd o [ F1 K / NBENBO

Period Outright Market Repo| TREP
GSec | SDL | T-Bill
Q4FY20 29 2 4 44 116
QLFY21 20 1 6 50 114
Q2FY21 22 1 5 60 121
Q3FY21 18 2 4 59 142
Q4FY21 15 2 4 60 191

Bid-Ask Spread

The bidask spreads for liquid government securities remained fairly sialfi-FY21. The spagls were relatively high ir
February 2@1, particularly for serdiquid securities, and also showedsignificant variation compared to that difjuid
securities. However, spreads across all three categories of securities narrowed towards the end of the financial ye

Table: BidAsk Spread Analysis: GEY21

Spread (paise) Jan21 | Feb21 | Mar-21 Bid-Ask S d (paise)
Liquid Securities 0.02 |004 |0.04 0.50 - ie-iskopread (paise
SemilLiquidSecurities | 0.20 0.42 0.09
llliquid Securities 031 |[018 [0.13 7 >
g 0.30 -
?3 0.20
a
010 A
y
0.00 . . .
Jan-21 Feb-21 Mar-21
M Liquid Securities M Semi-Liquid Securities llliquid Securities

D
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Corporate Borrowings

Corporate bond issuances amounted th,28,938 crore in Q&#Y21, a 2% decrease over the amount borrowed in

FY21. The issuances nearly doubled inF@2lover Q4FY20 andvere predominantly from finance companiesd

infrastructure companiesccounting for56% and 35% of the total issuances. In %21, 67% of the total issuanc
carried a rating of AAA, followed 1% AA2%A and 2% inbelow Acategory. The top three issuers during the quar
were ¢ National Bank for Agriculture and Rural Development, Rural Electrification Corporation Limited and N
Highways Authority of India.

Short-term Corporate Borrowings (CPs & CDs)
Certificate of Deposit (CD) issuances were particularly scarce in the first two quarters of FY21 due to surplus lig
the banking system and low credit growth. However, issuances picked up in the second half of FY21. CD Issl
banks wee up by 40% in QEY21 comparedto @3, HMX GAGK ySINIe& 71 pr 28h2RKé
meet quarterend requirements and to boost their balance sheet. There was a turnaround in the issuances of com
papers (CPs) during the quarteritivissuances higher by 12% during-EM21 than in the same period of the previo
year.
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