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Down the liquidity rabbit hole: 2.5-3% of NDTL is ‘trapped’

The above-normal CD-OIS spreads January to March, which pushed up lending rates,
were ascribed to heavy issuance of CDs. This is an incomplete explanation: the right
question is why CD demand did not respond adequately to higher rates. We believe
policy has not adjusted adequately to two major shifts in the financial system that make
2-3% of system liquidity effectively unavailable for lending: i) government cash balances
are 1% of NDTL higher and 0.5% of NDTL more volatile post-2020; ii) across debt and
equity MFs, TREPS balances are 1-2% of NDTL: these are not deposits, and banks cannot
build assets with them. We explore some options for policymakers.

Exhibit 1: What explains the sharp rise and the rapid fall in the CD-OIS spread?
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Much higher than usual CD-OIS spreads Jan-Mar: where is liquidity trapped?
CD-OIS spreads are back to ‘normal’ levels in April, in line with seasonality (Fig 6, 7), but the
spikein 3M and 12M CD-OIS spreads Jan to March was well above seasonal and began much
earlier than usual (Fig 2-3). Many ascribe this to heavy CD issuance in Nov-25 and Feb-26
(Fig 4, 5), with gross CD issuance hitting an all-time high. That said, this is unlikely to be the
dominant factor, with rates having normalised (Fig 6, 7). The deeper questions are - why CD
demand did not respond to prices, and where liquidity is trapped.

TREPS liquidity is ‘trapped’; Govt. cash balances higher and more volatile too
With corporates’ share of incremental deposits rising (Fig 24, 25) and current account ratios
flat, additional savings flow to banks either directly via non-retail term deposits (NRTD), or
indirectly as CDs via debt mutual funds, which hold 87% of CDs. Debt MF AUMs (funds
mostly from corporates/HNIs) are now 5.5% of NDTL, vs. 3.3% in 2018. As CDs also affect
NRTD (8% of NDTL vs. 3% in 2018) rates, their impact on rate transmission has risen.

The share of CDs in debt MFs has risen to a 10Y high 26% (Fig 11: vs. 10-15% levels pre-
Covid). For liquidity, Money Market funds (70% of debt MF AUM, Fig 10) keep 35-40% of
AUM in TREPS and T-bills. Across debt and equity MFs, TREPS balances are 1-2% of NDTL
(Fig 22). They don't show up as deposits and have limited utility for banks in building assets.

In addition, government cash balances are now 1% of NDTL (Fig 17-19), and much more
volatile (Fig 20-21). 2-3% of system liquidity is thus effectively unavailable for lending.

Possible solutions: above ‘normal’ liquidity; more T-bills; MF discount window?
We believe policy has not adequately adjusted to this new plumbing. To handle volatility in
government cash balances, Fed researcher (Note, Paper) suggests: i) ample reserves; and ii)
active trading of securities (incl. T-bills). With net liquidity below 0.4% of NDTL on 40% of
days (Fig 14-15), there is a case for ample reserves. More T-bills in deficit financing plans can
help too, and a discount window for MFs can also reduce flow into TREPS.
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https://www.federalreserve.gov/econres/notes/feds-notes/fluctuations-in-the-treasury-general-account-and-their-effect-on-the-feds-balance-sheet-20250806.html
https://www.frbsf.org/wp-content/uploads/2-Vissing-Jorgensen.pdf
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Story in Charts

Exhibit 2: 3M CD-OIS spread widened to record levels in Jan, Exhibit 3: 12M CD-OIS spread widened to record levels in Jan
Feb and Mar; ‘normal’ now in Apr (upper bound of the range) and Feb; ‘normal’ now in April
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Exhibit 4: Total CD outstanding spiked in Nov-25 & Feb-26 Exhibit 5: 6M net issuances at an all-time high by mid Feb-26
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Exhibit 6: This led to a sharp rise in CD rates, but surprisingly Exhibit 7: ...as well as in the 12M tenor; this suggests that
the move up was ‘totally’ reversed in Apr (3M CD rate)... issuance pressure was not the only explanatory variable
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Exhibit 8: 3-month net outflows in debt MFs in Jan-26 were as

Exhibit 9: Weak net inflows 2 ‘stagnant’ debt MF AuM
bad as in Mar-25; 12M net flows in Jan-26 were weak too

(assets under management)
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Source: CEIC, Axis Bank Research; Note: valuation affects AuM as well

Exhibit 10 - Funds that mostly buy CDs are ‘low’ duration

Exhibit 11 -Share of CD holdings of Debt MFs rose from 20%
funds; they account for ~75% of Debt MFs’ AuM

in Nov-2025 to 24% in Feb-2026

'short' duration debt MFs AuM:share of total Bank CDs as % of total debt MF holdings
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Exhibit 12 -Sharp quarter-end outflows and the subsequent

Exhibit 13 - Driven by the MFs that invest in CDs (~75% of
month’s rebound in inflows a persistent feature of debt MFs

Debt MFs AuM); removing those gives a different picture
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Exhibit 14 -Net banking liquidity has been too volatile and Exhibit 15 -Net liquidity was below 0.6% of NDTL for 50% of
below 1% of NDTL most of the time the time from Sep-25 to Mar-26; deficit for 16% of the days
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Exhibit 16 -As aresult, overnight rates are too volatile Exhibit 17 - Volatile govt. cash balances another problem
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Exhibit 18 - Govt. cash deposits with the RBI now avg. 1% of Exhibit 19 - The distinction (regime-shift) becomes clearer
NDTL vs. 0.5% of NDTL averaged during 2010-2020 when we look at rolling 3M average (CY17 an exception)
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Exhibit 20: In addition, the deviations vs. 3M average are now

more regular making the shocks more persistent
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Exhibit 21: The rolling 3M standard deviation of govt. cash
balances with the RBl is at ~0.5% (higher vs. pre-COVID avg.)

Govt. cash deposits with the RBI: deviation vs. 3M avg.
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Exhibit 22: TREPs quantum (and volatility) affects bank
deposits: Peaked in Mar-26, now lower

Source: FRED, Axis Bank Research

Exhibit 23: The volatility mostly arises due to a Debt MFs flow
patterns as cash holdings of equity MFs largely stable

Overnight Segment: Triparty Repo: Amount (15-day MA)

mmmm Cash holdings of Equity MFs

as % of AuM, RHS

5.0 2.5 o 8.0
Rs.tn Rs.tn %
40 2.0 v 7.0
3.0 15 SE 6.0
: N
20 1.0 5.0
0.5 40
1.0
0.0 3.0
0.0 N A I T e
0O OOOHAAINNMM®M I T T 0L O AR PRI A
T AN NN QAN QNN NN QNN S 8T 303 &8332936
CH2BAOT25WVWY>00C >S9 >00 S>SS TwuzAosSsS T wn oz
TR 0308593005085 0T00
SsSsO0u"zZz>SIASVULAZSIAQSOVW
Source: CEIC, World Bank, Axis Bank Research Source: AMFI, Axis Bank Research

Exhibit 24: Deposit share shift (from HHSs to corporates)

Exhibit 25: Rising corporate share of deposits = higher
makes deposits costlier

pressure on funding costs
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not be altered in any way, transmitted to, copied, or distributed, in any manner and form, to any other person or to the media or
reproduced in any form, without prior written approval of Axis Bank. The material in this document/report is based on facts, figures and
information that are obtained from publicly available media or other sources believed to be reliable and hence considered true, correct,
reliable and accurate but Axis Bank does not guarantee or represent (expressly or impliedly) that the same are true, correct, reliable
and accurate, not misleading or as to its genuineness, fitness for the purpose intended and it should not be relied upon as such. Artificial
Intelligence tools may have been used (i) during the information gathering stage for compiling or collating data from (a) publicly available
sources, (b) databases to which Axis Bank subscribes, and (c) internally generated research data; and/or (ii) for compiling summaries of
this report. The opinion expressed (including estimates, facts, figures and forecasts) is given as of the date of this document is subject
to change without providing any prior notice of intimation. Axis Bank shall have the rights to make any kind of changes and alterations
to this report/ information as may be required from time to time. However, Axis Bank is under no compulsion to maintain or keep the
data/information updated. This report/document does not mean an offer or solicitation for dealing (purchase or sale) of any financial
instrument or as an official confirmation of any transaction. Axis Bank or any of its affiliates/ group companies shall not be answerable
or responsible in any way for any kind of loss or damage that may arise to any person due to any kind of error in the information
contained in this document or otherwise. This document is provided for assistance only and should not be construed as the sole
document to be relied upon for taking any kind of investment decision. The recipient is himself/herself fully responsible for the risks of
any use made of this information. Each recipient of this document should make his/her own research, analysis and investigation as
he/she deems fit and reliable to come at an independent evaluation of an investment in the securities of companies mentioned in this
document (including the merits, demerits and risks involved), and should further take opinion of own consultants, advisors to determine
the advantages and risks of such investment. The investment discussed or views expressed herein may not suit the requirements for all
investors. Axis Bank and its group companies, affiliates, directors, and employees may: (a) from time to time, have long or short positions
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involving such securities and earn commission/brokerage or other compensation or act as advisor or lender/borrower to such company
(ies) or have other potential conflict of interest with respect to any recommendation and related information and opinions. The
applicable Statutory Rules and Regulations may not allow the distribution of this document in certain jurisdictions, and persons who
are in possession of this document, should inform themselves about and follow, any such restrictions. This report is not meant, directed
or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or
other jurisdiction, where such distribution, publication, availability or use would not be in conformation to the law, regulation or which
would require Axis Bank and affiliates/ group companies to obtain any registration or licensing requirements within such jurisdiction.
Neither Axis Bank nor any of its affiliates, group companies, directors, employees, agents or representatives shall be held responsible,
liable for any kind of consequential damages whether direct, indirect, special or consequential including but not limited to lost revenue,
lost profits, notional losses that may arise from or in connection with the use of the information. Prospective investors and others are
cautioned and should be alert that any forward-looking statements are not predictions and may be subject to change without providing
any notice. Past performance should not be considered as a reference to future performance. The disclosures of interest statements if
any included in this document are provided only to enhance the transparency and should not be construed as confirmation of the views
expressed in the report. The views expressed in this report reflect the personal views of the author of the report and do not reflect the
views of Axis Bank or any of its associate and group companies about the subject company or companies and its or their securities.
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