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The Rupee’s Release: RBI’s shift in the face of the Impossible Trinity

Liquidity stress has re-emerged: deposit growth has stagnated despite a rebound in credit.
Wholesale funding costs are rising, and CD-OIS spreads have widened. RBI share of money
creation has (again) fallen sharply due to aggressive FX sales, driven by maturing forward
shorts. These have offset CRR cuts, tightening durable liquidity - the Impossible Trinity at
work. Deposits are also destroyed by growing currency demand (CIC) as the economy
recovers and rising retained earnings in banks. With more forwards set to mature, and CIC
likely to rise further, the RBI may need to inject more base money via OMOs. To sustain
growth momentum, they may need to pre-empt the seasonal tightening of liquidity in 4Q.

Exhibit 1 - Credit growth up 2.4pp from lows end-May; deposit growth still the same
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Stress on deposits is back: CD-OIS widens again as RBI share of money falls
Despite a substantial (2.4pp) recovery in YoY credit growth from the bottom in May-2025,
deposit growth has been unchanged (Fig 1). This has again started to push up the cost of
liquidity (Fig 10: 12M CD-OIS has rebounded to 110bps) and wholesale deposit rates. This
is because RBI’s share of money-supply has shrunk by 1.2pp in the last four months, with its
share of incremental money creation falling from ~23% to just ~11% (Fig 2-3).

Impossible trinity at work: effect of RBI FX interventions contrary to stance

As it decided to let an estimated US$24bn of FX forward sales mature, the RBI has had to
sell about US$33bn over the 18 weeks from 23-Jun to 17-Oct (Fig 4). This led to liquidity
destruction of ~%2.8tn, more than offsetting the %1.3tn released by 50bps of CRR cuts,
bringing outstanding durable liquidity down to 1.5% of NDTL, and net liquidity to neutral
(Fig 12). Another USD15 bn of FX sales could offset the impact of CRR cuts scheduled in Nov.

Deposit ‘destruction’ is adding to the pressure on wholesale funding rates

With the cyclical headwinds emerging from a higher-than-reported fiscal consolidation in
FY25 and the policy-engineered sharp slowdown in credit growth now receding, economic
momentum is improving. This has increased demand for currency in circulation (CIC, Fig 8-
9). Further, higher bank profits (Fig 6) also destroy deposits: on the combined banking
system balance sheet, liabilities effectively shift from deposits to equity.

While RBI letting the INR move helps, base money injections still need to rise
With the RBI allowing the INR to move again in the last two days, liquidity drain from FX
sales should slow, but US$30bn of forward shorts are estimated to mature by Mar-2026.
With CIC expected to grow by another Rs1tn, it would be prudent to inject base-money via
Open Market Operations even before liquidity conditions tighten seasonally in 4Q; Rs2tn-
plus may be needed. Given the high equity base, the system should also be comfortable with
high LDRs.
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Story in Charts

Exhibit 2 - RBI’s share of incremental M3 (rolling 12M) fell to Exhibit 3 - Thus, RBI’s share of M3 fell 1.2pp in four months
11% in Sep-25 vs. 23% in Jun-25
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Exhibit 4 - RBI's heavy FX intervention the primary reason Exhibit 5 - FX actions destroyed net/durable liquidity by ~3tn
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Exhibit 6 - Regime shift: deposits to assets to be lower vs. pre- Exhibit 7 - Lower bank borrowings have aided deposit
COVID; this requires RBI to be comfortable with higher LDR creation in 1H though they were a drag in the last few years
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Exhibit 8 - Increased currency in circulation (CIC) another
factor that lowers deposits but this is not unusual.....
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Exhibit 9 - CIC as % of total deposits exhibits normal trend,
largely in line with 20Y median
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Exhibit 10 - Deposit ‘destruction’ putting pressure on
wholesale funding rates

Source: RBI, Axis Bank Research

Exhibit 11- O/N rates have moved closer to repo rate
consistent with ‘neutral’ stance but represents 25bps rate hike
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Exhibit 12 - Durable liquidity at 1.5% of NDTL, despite CRR
cuts; two further cuts to restore it to 2%

Source: RBI, Axis Bank Research

Exhibit 13 - OMOs needed to inject durable liquidity (the
decline below is a combination of valuation losses and expiry)
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Disclaimer: The report and information contained herein is of confidential nature and meant only for the selected recipient and should
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.
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 deem:s 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 in, and deal (buy and/or sell the securities) thereof, of company (ies) mentioned herein or (b) be engaged in any other
transaction 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.

Disclaimer for Singapore clients: This document is published by Axis Bank Limited, India (“Axis Bank”) and is distributed in Singapore
by Axis Bank. This document is not a research analysis or report concerning any investment product. This document does not provide
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of this document shall not provide or circulate this document to any other person. The contents in this document do not take into
account the specific investment objectives, financial situation, or particular needs of any particular person. The instruments and
product types mentioned in this document may not be suitable for all investors. You should independently evaluate particular
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