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 Macro Strategy 
  

Liquidity Matters…Redux  

Economic Update Monetary Policy  December 01, 2025 

Banking system liquidity has moderated notably since Sep-25, thanks to a sizable 

unsterilized FX intervention. Our liquidity model indicates that the impending 

moderation in liquidity ahead could be as low as 0.2% of NDTL by end-Mar-26 in 

the absence of new primary infusion by the RBI. We estimate that additional 

primary injections—mainly via OMOs—of about Rs2trn over remainder FY26 will be 

required to keep liquidity near 1% of NDTL. While markets debate the need and 

timing of another rate cut, this much-needed liquidity boost would be far more 

efficacious. It would not only ensure smoother and better monetary transmission 

but also help alleviate the current excessively steep and unhealthy yield curve. 

System liquidity swings from bumper surplus to sub-0.5% of NDTL 

After a comfortable run since June—when average liquidity surplus stayed over 1% of NDTL 

—system liquidity has seen a marked tightening since mid-Sep-25, with surplus levels 

slipping below 0.5% of NDTL through mid-Sep to Nov-25. The squeeze reflects a combination 

of seasonal and frictional factors: festive-driven currency in circulation (CIC) leakage, 

advance income tax and GST outflows, and a likely cash build-up amid muted/delayed 

government spending through mid-Sep/Oct-25. More structurally, however, RBI’s sizable 

unsterilized FX intervention in recent months has drained liquidity on a durable basis, pulling 

durable liquidity (banking liquidity + government cash balances) down sharply—from above 

Rs5trn at its peak to ~Rs3.3trn now. However, a steady stream of VRRs by the RBI ensured 

that overnight rates stayed aligned with the repo rate.  

Unsterilized FX intervention — A key liquidity spoiler  

Despite sizable liquidity injections (Rs2.4trn) via OMOs in 1QFY26, estimated secondary 

OMOs worth ~Rs300bn in Nov-25, and 1% CRR cut, system liquidity has tightened. Recent 

easing from lower CIC and higher government spending has only partly offset the drag from 

RBI’s aggressive spot FX intervention (USD22-25bn estimated since Sep-25) – the primary 

cause of liquidity drain. With persistent INR pressure and tight liquidity, the RBI has shifted 

from taking partial forward deliveries earlier in FY26 to rolling over upcoming maturities and 

rebuilding its short USD forward position since Sep-25. CIC growth has also run ahead of 

last year’s (Rs1,475bn YTD vs Rs310bn FYTD25), reflecting rural recovery/stronger 

consumption. Still, we expect FY26E CIC/GDP at 11.1%, broadly unchanged from FY25. 

Tighter liquidity ahead requires more primary infusion 

Our liquidity model points to further tightening ahead, driven by additional CIC drain in 4Q 

(~Rs770bn expected vs ~Rs800bn in 3Q), though FX intervention will remain the dominant 

liquidity drag, with patchy FPI flows, a wider trade deficit, and US–India trade-deal 

uncertainty likely keeping USD-INR volatile and prompting active RBI actions. Liquidity 

pressures are compounded by the heavy bunching of RBI’s FX buy–sell forward maturities—

about ~USD37bn over the next 3 months. Even if the RBI takes delivery of only 30% of 

these, the resulting liquidity drain could be roughly Rs1trn. Undoubtedly, the recent liquidity 

squeeze has coincided with increased RBI forward intervention, with the net short forward 

book rising by ~USD10bn, from ~USD53bn in Aug-25 to ~USD64bn in Oct-25. 

Additional primary injection of Rs2tn needed for ~1% NDTL liquidity surplus 

Absent further OMOs and with only modest FX intervention, we estimate banking system 

liquidity could end FY26 near the lows of 0.2-0.3% of NDTL. To lift the surplus back to ~0.9–

1.0% of NDTL, the system would require over Rs2trn of additional primary infusion, 

assuming BoP deficit of ~USD20bn and CIC leakage of ~Rs1.6trn in 2H. Despite bumper 

primary infusion in 1HCY25, we had argued in May-25 that the RBI’s job was still half done. 

RBI’s guidance of 1% NDTL worth of liquidity surplus would still require the RBI to inject 

primary liquidity of >Rs4.5trn through FY26 (of which Rs2.4trn of OMOs were done till May-

25; refer to Liquidity matters!). We expect the next leg of primary injections to begin around 

Dec/Jan-26, mainly via direct OMOs, though FX swaps cannot be ruled out. 

OMOs to be a effective transmission tool + natural GSec a demand balancing factor  

Historically, past easing cycles have ended with liquidity surplus well above 2% of NDTL. Yet 

reserve money growth has slowed sharply—from 18% at the Covid peak to only 2% YoY—

and the RBI’s balance-sheet growing only 4.4% FYTD26 (till Nov-25), with FX intervention 

offsetting gains since Jan-25. Against this backdrop, policy support is needed to manage 

rising C–D ratios and sustain ~12% credit growth against sub-10% deposit growth, while 

also easing the ultra-steep yield curve, accommodating higher SDL supply in 4QFY26, and 

acting as a balancing factor in the demand-supply mismatch in the sovereign market. 

 

 

Key highlights: 

⏹ System liquidity to reduce to 

~0.2-2.3% of NDTL by Mar-25 in 

the absence of new OMOs 

⏹ We estimate primary RBI infusion 

of Rs2trn in RoFY for adequate 

banking liquidity  

⏹ OMOs to be a more effective tool 

of transmission, as the rate cut 

cycle nears its end 
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Exhibit 1: System liquidity has tightened substantially since mid-Sep 

 

Source: RBI, Emkay Research; Positive values indicate surplus liquidity, and negative values indicate deficit 

liquidity; Durable liquidity = System Liquidity + Govt. surplus 

 

Exhibit 2: However, frequent RBI VRRs have kept the call rate range-bound between the repo 

and SDF rates 

 

Source: RBI, Emkay Research 

 

Exhibit 3: Persistent FPI outflows (especially equity) since Aug have been a drag on liquidity 

 

Source: RBI, Emkay Research estimates; Note: Data for 3QFY26 is till 28-Nov 
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Exhibit 4: BoP likely turned to a steep deficit in 2QFY26, and is likely to remain stretched in 

FY26 at a ~USD20bn deficit 

 

Source: RBI, Emkay Research estimates 

 

Exhibit 5: RBI has been intervening heavily via both, spot and 

forwards, to support the INR since Sep-25 

 

Source: RBI, Emkay Research estimates; Note: Spot intervention data 

for Oct and Nov as well as forward intervention data for Nov are Emkay 

estimates 

 
Exhibit 6: After four months of reducing its short USD forward 

position, RBI has been building its forward book since Sep 

 

Source: RBI, Emkay Research 

 

Exhibit 7: FY26TD CIC leakage has been far higher than last year 

and in line with the high 10Y average  

 

Source: RBI, Emkay Research estimates 

 
Exhibit 8: However, outstanding CIC is still expected to decline to 

~11.1% of GDP in FY26E 

 

Source: RBI, Emkay Research estimates 
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Exhibit 9: System liquidity surplus is likely to fall dramatically sans OMOs ahead 

 

Source: RBI, Emkay Research estimates 

 

Exhibit 10: RBI may need to infuse nearly Rs2trn after conducting secondary market purchases 

of ~Rs300bn in Nov-25 and bumper primary OMOs in 1QFY26  

 

Source: RBI, Emkay Research estimates 

 

Exhibit 11: Past easing cycles have all seen system liquidity at much higher than 1% of NDTL 

at the end of the cycle 

 

Source: Bloomberg, Emkay Research 
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Exhibit 12: Despite the heavy OMOs and CRR cut, system liquidity has moved lower since Sep-

25, largely due to RBI’s FX intervention and higher CIC leakage 

 

Source: RBI, Emkay Research estimates 

 

Exhibit 13: OMOs/primary injection of ~Rs2trn would be needed to take system liquidity to 

~1% of NDTL by end-FY26 

 

Source: RBI, Emkay Research estimates 

 

Exhibit 14: Both, reserve money and RBI balance sheet growth, have been slower than that in FY25 and 3Y CAGR so far in FY26 

YoY growth FY19 FY20 FY21 FY22 FY23 FY24 FY25 FY26TD* 3Y CAGR 

RBI total assets 13.4 30.0 7.0 8.5 2.5 11.1 8.2 4.4 10.3 

Reserve Money (M0) 15.1 9.8 14.2 12.3 10.0 8.5 3.3 -0.6 5.1 
 

Source: RBI, Emkay Research; Note: *FY26TD is incremental growth from end-Mar-25 

Exhibit 15: Reserve money growth has been consistently falling since the Covid peak 

 

Source: RBI, Emkay Research 
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Exhibit 16: Banks’ C-D ratio has crossed 80% recently, amid CRR cut and deposit mobilization 

challenges 

 

Source: RBI, Emkay Research 

 

Exhibit 17: The sovereign yield curve remains considerably steeper vs pre-Jun MPC 

 

Source: Bloomberg, Emkay Research 

 

Exhibit 18: States’ borrowing is expected to cross Rs5trn in 4QFY26 and keep supply high 

 

Source: RBI, Emkay Research estimates  
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in any manner whatsoever and any unauthorized reading, dissemination, distribution or copying of this communication is prohibited unless otherwise 

expressly authorized. Please ensure that you have read “Risk Disclosure Document for Capital Market and Derivatives Segments” as prescribed by Securities 

and Exchange Board of India before investing in Indian Securities Market. In so far as this report includes current or histor ic information, it is believed to 

be reliable, although its accuracy and completeness cannot be guaranteed. 

This report has not been reviewed or authorized by any regulatory authority. There is no planned schedule or frequency for updating research report relating 

to any issuer/subject company.  

Please contact the primary analyst for valuation methodologies and assumptions associated with the covered companies or price targets. 

Disclaimer for U.S. persons only: Research report is a product of Emkay Global Financial Services Ltd., under Marco Polo Securities 15a6 chaperone 

service, which is the employer of the research analyst(s) who has prepared the research report. The research analyst(s) preparing the research report is/are 
resident outside the United States (U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject 

to supervision by a U.S. broker-dealer, and is/are not required to satisfy the regulatory licensing requirements of Financial Institutions Regulatory Authority 

(FINRA) or required to otherwise comply with U.S. rules or regulations regarding, among other things, communications with a subject company, public 

appearances and trading securities held by a research analyst account.  

This report is intended for distribution to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the 

Exchange Act) and interpretations thereof by U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a 6(a)(2). If the recipient of this report 

is not a Major Institutional Investor as specified above, then it should not act upon this report and return the same to the sender. Further, this report may 

not be copied, duplicated and/or transmitted onward to any U.S. person, which is not the Major Institutional Investor. In reliance on the exemption from 

registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to conduct certain business with Major Institutional 
Investors. Emkay Global Financial Services Ltd. has entered into a chaperoning agreement with a U.S. registered broker-dealer, Marco Polo Securities Inc. 

("Marco Polo"). Transactions in securities discussed in this research report should be effected through Marco Polo or another U.S. registered broker dealer. 

This report is intended for Team White Marque Solutions  (team.emkay@whitemarquesolutions.com) use and downloaded at 12/24/2025 12:36 PM
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RESTRICTIONS ON DISTRIBUTION 

This report is not directed to, 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 be contrary to law or regulation. Except otherwise restricted by 

laws or regulations, this report is intended only for qualified, professional, institutional or sophisticated investors as defined in the laws and regulations of 

such jurisdictions. Specifically, this document does not constitute an offer to or solicitation to any U.S. person for the purchase or sale of any financial 

instrument or as an official confirmation of any transaction to any U.S. person. Unless otherwise stated, this message should not be construed as official 

confirmation of any transaction. No part of this document may be distributed in Canada or used by private customers in United Kingdom.  

 

ANALYST CERTIFICATION BY EMKAY GLOBAL FINANCIAL SERVICES LIMITED (EGFSL) 

The research analyst(s) primarily responsible for the content of this research report, in part or in whole, certifies that the views about the companies and 

their securities expressed in this report accurately reflect his/her personal views. The analyst(s) also certifies that no part of his/her compensation was, is, 

or will be, directly or indirectly, related to specific recommendations or views expressed in the report. The research analyst (s) primarily responsible of the 

content of this research report, in part or in whole, certifies that he or his associated persons1 may have served as an officer, director or employee of the 

issuer or the new listing applicant (which includes in the case of a real estate investment trust, an officer of the management company of the real estate 

investment trust; and in the case of any other entity, an officer or its equivalent counterparty of the entity who is responsible for the management of the 

issuer or the new listing applicant). The research analyst(s) primarily responsible for the content of this research report or his associate may have Financial 

Interests2 in relation to an issuer or a new listing applicant that the analyst reviews. EGFSL has procedures in place to eliminate, avoid and manage any 
potential conflicts of interests that may arise in connection with the production of research reports. The research analyst(s) responsible for this report 

operates as part of a separate and independent team to the investment banking function of the EGFSL and procedures are in place to ensure that confidential 

information held by either the research or investment banking function is handled appropriately. There is no direct link of EGFSL compensation to any 

specific investment banking function of the EGFSL. 

 

1 An associated person is defined as (i) who reports directly or indirectly to such a research analyst in connection with the preparation of the reports; or (ii) 

another person accustomed or obliged to act in accordance with the directions or instructions of the analyst. 

 

2 Financial Interest is defined as interest that are commonly known financial interest, such as investment in the securities in  respect of an issuer or a new 

listing applicant, or financial accommodation arrangement between the issuer or the new listing applicant and the firm or analysis. This term does not 

include commercial lending conducted at the arm’s length, or investments in any collective investment scheme other than an issuer or new listing applicant 

notwithstanding the fact that the scheme has investments in securities in respect of an issuer or a new listing applicant. 

 

 

COMPANY-SPECIFIC / REGULATORY DISCLOSURES BY EMKAY GLOBAL FINANCIAL SERVICES LIMITED (EGFSL): 

Disclosures by Emkay Global Financial Services Limited (Research Entity) and its Research Analyst under SEBI (Research Analyst) Regulations, 2014 with 
reference to the subject company(s) covered in this report-: 

 

1. EGFSL, its subsidiaries and/or other affiliates and Research Analyst or his/her associate/relative’s may have Financial Interest/proprietary positions in 

the securities recommended in this report as of December 01, 2025 
2. EGFSL, and/or Research Analyst does not market make in equity securities of the issuer(s) or company(ies) mentioned in this Report 

            Disclosure of previous investment recommendation produced:  

3. EGFSL may have published other investment recommendations in respect of the same securities / instruments recommended in this research report 

during the preceding 12 months. Please contact the primary analyst listed in the first page of this report to view previous investment 

recommendations published by EGFSL in the preceding 12 months.         

4. EGFSL, its subsidiaries and/or other affiliates and Research Analyst or his/her relative’s may have material conflict of interest in the securities 

recommended in this report as of December 01, 2025 

5. EGFSL, its affiliates and Research Analyst or his/her associate/relative’s may have actual/beneficial ownership of 1% or more securities of the subject 

company at the end of the month immediately preceding the December 01, 2025 

6. EGFSL or its associates may have managed or co-managed public offering of securities for the subject company in the past twelve months. 

7. EGFSL, its affiliates and Research Analyst or his/her associate may have received compensation in whatever form including compensation for 
investment banking or merchant banking or brokerage services or for products or services other than investment banking or merchant banking or 

brokerage services from securities recommended in this report (subject company) in the past 12 months. 

8. EGFSL, its affiliates and/or and Research Analyst or his/her associate may have received any compensation or other benefits from the subject 

company or third party in connection with this research report. 

 

Emkay Rating Distribution 

Ratings Expected Return within the next 12-18 months. 

BUY   >15% upside 

ADD  5-15% upside 

REDUCE 5% upside to 15% downside 

SELL >15% downside 

 

Emkay Global Financial Services Ltd. 

CIN - L67120MH1995PLC084899 

7th Floor, The Ruby, Senapati Bapat Marg, Dadar - West, Mumbai - 400028. India  

Tel: +91 22 66121212  Fax: +91 22 66121299  Web: www.emkayglobal.com 

This report is intended for Team White Marque Solutions  (team.emkay@whitemarquesolutions.com) use and downloaded at 12/24/2025 12:36 PM

http://www.emkayglobal.com/
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OTHER DISCLAIMERS AND DISCLOSURES: 

Other disclosures by Emkay Global Financial Services Limited (Research Entity) and its Research Analyst under SEBI (Research Analyst) 

Regulations, 2014 with reference to the subject company(s) -: 

 

EGFSL or its associates may have financial interest in the subject company.  

 

Research Analyst or his/her associate/relative’s may have financial interest in the subject company.  

 

EGFSL or its associates and Research Analyst or his/her associate/ relative’s may have material conflict of interest in the subject company. The research 

Analyst or research entity (EGFSL) have not been engaged in market making activity for the subject company. 

 

EGFSL or its associates may have actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately 

preceding the date of public appearance or publication of Research Report. 

 

Research Analyst or his/her associate/relatives may have actual/beneficial ownership of 1% or more securities of the subject company at the end of the 

month immediately preceding the date of public appearance or publication of Research Report.  

 

Research Analyst may have served as an officer, director or employee of the subject company. 

 

EGFSL or its affiliates may have received any compensation including for investment banking or merchant banking or brokerage services from the subject 

company in the past 12 months. . Emkay may have issued or may issue other reports that are inconsistent with and reach different conclusion from the 

information, recommendations or information presented in this report or are contrary to those contained in this report. Emkay Investors may visit 

www.emkayglobal.com to view all Research Reports. The views and opinions expressed in this document may or may not match or may be contrary with 

the views, estimates, rating, and target price of the research published by any other analyst or by associate entities of Emkay; our proprietary trading, 

investment businesses or other associate entities may make investment decisions that are inconsistent with the recommendations expressed herein. EGFSL 
or its associates may have received compensation for products or services other than investment banking or merchant banking or brokerage services from 

the subject company in the past 12 months. EGFSL or its associates may have received any compensation or other benefits from the Subject Company or 

third party in connection with the research report. EGFSL or its associates may have received compensation from the subject company in the past twelve 

months. Subject Company may have been client of EGFSL or its affiliates during twelve months preceding the date of distribution of the research report and 

EGFSL or its affiliates may have co-managed public offering of securities for the subject company in the past twelve months. 

This report is intended for Team White Marque Solutions  (team.emkay@whitemarquesolutions.com) use and downloaded at 12/24/2025 12:36 PM
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