deficit aft 40 months

MONEY MATTERS. Call money market heats up; RBI to inject 50,000 cr via VRR auction
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Liquidity in the banking sys-
tem has swung into deficit
after remaining in surplus
for almost 40 months.

The change in the liquidity
situation is due to advance
- tax outflows for the second
quarter. This also nudged up
the call money rate tempor-
arily above the repo rate.

The liquidity deficit in the
banking system was estim-
ated at 323,227 crore as on
Wednesday against the pre-
vious day’s surplus of
347936 crore, per
Bloomberg data.

CALL MONEY RATE UP
Consequently, the interbank
call money rate rose above
the repo rate (of 5.40 per
cent) to touch a high of 5.85
per cent, before cooling off
to last trade at 5 per cent
(previous day’s last traded
rate: 4.40 per cent), accord-
ing to Clearing Corporation
of India data.

To help the banking sys-
tem tide over the liquidity
deficit and also soften call
money rates, the Reserve

Bank of India said it will con-
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duct a %50,000-crore Vari-
able Rate Repo (VRR) auc-
tion of one-day tenor under
the Liquidity Adjustment Fa-
cility on Thursday.

According to V Laksh-
manan, Head of Treasury,
Federal Bank, “Right now
there is a bit of a deficit situ-
ation. In the last one week,
advance tax outflows have
happened. Further, Goods
and Service Tax related out-
flows will be happening.
When this money comes
back into the system, the
situation will get reversed.
The liquidity deficitis a tran-
sient situation at this partic-
ular point in time.”

*Note: Negative figures denote surplus and positive figures denote deficit

Dipanwita ~ Mazumdar,
Economist, Bank of Baroda,
said that in the coming
months, the pressure on li-
quidity would continue be-
cause of the RBI’s forex in-
tervention, capital spending
of the government, and a
pick-up in currency demand.

“With  credit growth
already running at double di-
gits, it would add further
pressure on the liquidity
numbers. Short-term rates
thus will increase at a faster
pace as the direct reflection
of tighter liquidity and the
RBI’s rate hike would be on
these papers,” she said.

On short-term rates, Ma-

zumdar said that Treasury
Bill rates have started inch-
ing up since the RBI’s rate
hike cycle started.

T-BILL YIELDS RISE

“Wwith the frontloading of
the RBI’s 140 basis points
rate hike till date, T-Bill
yields have started rising. In
comparison to April 2022
cut-off yield, the average cut-
off yield across all (T-Bill)
tenors rose 179 bps, while
the 10-Year G-Sec yields in-
creased by only 31 bps,” she
said. Thus, the borrowing
cost for short-term paper is
increasing at a faster pace
than longer tenor securities.




