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Muzabai: The Reserve Bank of In- y

dia (RBI). could consider rolling
over a $5-billion foreign exchange
swap setto mature next week asthe
centralbank, which hasrepeatedly
ﬂagged inflationary risks- stem-

ming from excess. funds with

banks, prioritises hquldlty mana-
gementover bolstering forex reser-
ves.

Some investors believe that a cur-

rent deficit in headline liquidity .
prints dnd es;pected currency lea- .
kage duri ing the festive season ma- :

ke a case for the RBI o let the swap

mature on October 23, potentially .
leading to an inflow of around Rs

40,000 crore in the banking systerm.

However, others pointed out that |
with core liquidity remaining at a |

large surplus, the RBI is likely to
accord .inore importance to the
battle against inflation, given the

central bank’s worries about ex- .

cess cash with banks fuelling con-
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-oscillating between

tlo Lhe core system clig
Pplus is currently ¢
lion, despite headlir

s 3 tril-
uidity
ve and
negative values,” Vivek Kumar,
economist, Quanteco. Renearch sa-
id.
Core llquldlty acwuntb £ rt the go-

. ver nment s cash balauces, ‘which .
cyclically flow in and out of the

bankingsystem.
“With the ‘government runmng

down, its surplus cash position in -
the coming months, headline liqui-

dity would geta boost. In this back-
drop, 1o avoid any premature rate
easing expectation, the RBI could

consider rolling over the FX swap

matumty of approximately Rs 400
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i ,ded a sell-buy foreign exchange'

swap under which banks bought

1 . US Dollars from the central'bank

and simultaneously agreed tosell
the same amount of dollars at the
end of theswap period.

The central bank had said at the

* time that the step was taken to

elongate the maturity profile of its

{forward book and smoothen recei-

vables related to forward assets. In
April 2022, headline liguidity in
the banking system was at a massi-
ve surplus of around Rs 5 trillion
as the RBI had infused large amo-

‘unts of cash in'orderto keep borro-
‘ng costs lowamid the C(Z}VID crl- :

sig.
~However, with inflation remai-
ning: yolatile and far ‘above: the

‘RBPs target of 4%; the central

bankhasbeen emphasisingthe im-
portance of draining out excess li-

: ,1funds w1th‘bdnks and drxvés Uup so-
‘vereign debtyields.

‘RESERVES D’ILEMMA" '

According to a foreign bank tra-
der, a factor that may prompt the
RBItolet the FX swap mature isits
desireto augmentits reserves asit.
collects $5 billion back from banks. -

From August 24.to October 6, the
RBI’s headline foreign exchange
reserves have dropped $10.12 bil-
lion to $584.74 billion due to a com-
bination of revaluation in the face.
of a strong US dollar and the cen-
tral bank’s dollar sales aimed at
shieldingtherupee. :

With some banks fearing a poten— ‘
tial dollar shortage if the RBI were |
tolet'the swap mature, annualised
dollar-rupee forward premium ra-
tes havefallen 10 bps over the past.
week as lendexs have undertaken

“‘buy-sell’ swaps, which entail sel-

lingdollarsatafuturedate.
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