UNITED FORUM OF RESERVE BANK OFFICERS & EMPLOYEES
The Hon’ble Members of Parliament






 22nd August 2016

Parliament of India 

New Delhi

Respected Madam / Sir,

Separation of Public Debt Management from RBI – 

An appeal to the Hon’ble Members of Parliament. 

We, the representatives of the entirety of officers and employees of the Reserve Bank of India, crave indulgence to draw your kind and immediate attention to the fresh move by the Government of India to shift the management of public debt from RBI to some separate agency, as is understood from the Press reports. 

Madam/ Sir, we had approached you only a year back during placing of Finance Bill 2015 by the Finance Minister which incorporated changes and repeal of several Acts with aim of transferring the job of Public Debt Management from RBI to a proposed Public Debt Management Agency (PDMA). With very quick intervention by some Hon’ble Members of Parliament the Finance Minister had to withdraw all the said changes at the last moment. The idea was shelved for then. We thank you for your much needed response and once again seek your kind attention to the issue when it has again been raked up by the Government. 
Forewords 

The issue of separation of Public Debt Management from RBI has been on the agenda of the government since a decade. It was first mooted during 2007-08 with a tenuous argument of “conflict of interest”, according to which RBI tending to keep the interest rate of government securities low as manager of public debt, while on the other firming up interest rate to keep inflation under leash as a monetary authority. It was a baseless allegation as because the RBI had been on the job for last seventy five years since 1935 with excellent track record in Public Debt Management without any conflicting interest being evident. While the government borrowing increased by leaps and bounds (157 per cent between 2008-09 and 2015-16) RBI ably raised debt for the government at a very low cost and at the same time maintained price stability. It is well established that among the emerging and advanced economies India’s sovereign debt position is quite enviable with a crisis free track record and most reasonable Debt-GDP ratio, thanks to the consistent and cautious measures taken by RBI. It is incomprehensible, why even then the successive governments of the country tend to divest RBI of such an important function. Is there any obligation, internal or external, that forces the Government to raise the issue every two or three years in face of a consistent opposition from prominent sections of the society and eminent academics and economists? We want a national debate on the issue before any hasty change is brought about as this concern the whole nation and its people.

Modality of Public Debt Management 

Madam/ Sir, the modality of Government Debt Management have historically evolved in various countries. There is no universal pattern; rather this has been country specific. As far as our information goes, besides India, in the following countries the government debt management is done by the central banks viz., Singapore, Taiwan, Hongkong, Denmark, Chile, Uruguay, Ireland, Iraq, Sri Lanka, Tanzania, Germany, Japan, China, Italy etc. Denmark and Ireland which had different system earlier came to the Central Bank management of their public debt in 1991 and 2007 respectively. In fact, after global financial crisis, and European sovereign debt crises scholars/ academies have started thinking in favour of debt management by central bank. 

Oppositions to the official view 

As we have already said that the argument for separation of Public Debt Management from RBI was hardly relevant in Indian context that is why this was opposed by successive RBI Governors. One of the most respected and renowned economist, the ex-Governor, Dr. C. Rangarajan, former Chairman, Economic Advisory Council to the Prime Minister strongly advocated for a “cautious, calibrated” approach, Dr. Y. V. Reddy and Dr. D. Subba Rao also resented the view.  The  latter said explicitly in an 
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interview given to Wall Street Journal on February 13, 2013, “I believe there is quite a bit of synergy for the RBI to be doing the debt management, because raising resources of the size the government does in India is not just a matter of raising resources, it has implications for interest rates, for liquidity, for credit flow and for the macro economic situation”. 

Dr. Reddy, whose stewardship during global crisis of 2008 steered the nation safely, has sounded another very pertinent caution. He says, inter alia, “it is quite tempting for the government to have the debt programme, the borrowing programme, to increase the external debt. 

The important lesson is that if government securities are designated in foreign currency and/or are held by non-residents, it is a source of instability, particularly for emerging economies. So, risk is enhanced by combining the two because it is very tempting to substitute the two. ……… it is a risk for the fiscal management for the fiscal management for centre and is a greater risk for public debt management of the States ………” 

Internationally famed economists contradict the theory of conflict of interest 

Many of the international luminaries in the field of economics deny the so called “Theory of Conflict”. One of the most eminent authorities on Public Debt, Nobel Laureate US economist James Tobin, was unambiguous in his view, - “…debt management is not a task that is divisible in two provinces, monetary control on the one hand and management of interest-bearing debt on the other. The programme is a unit, and it is anomalous to attempt to split it into administrative packages …… There is no neat way to distinguish monetary policy from debt management…… it is not merely that monetary action and debt management interact….. They are one and indivisible; debt management lies at the heart of monetary control.”

Coming to the most updated version from Professor Charles Goodhart of London School of Economics, an internationally acclaimed specialist on Central Banking, a School of Economics, a member of the Monetary Policy Committee of Bank of England (1997-2000) commenting on the changing role of central banking in the aftermath of the devastation wreaked by the Sovereign Debt Crises in Eurozone said: “Debt management is again becoming a critical element in the overall conduct of policy, as events in Greece have evidenced. Debt management can no longer be viewed as a routine function which can be delegated to a separate, independent body…… During the coming epoch of Central Banking, they should be encouraged to revert to their role of managing the National Debt.” (BIS working paper No.326). 

Benefits of RBI managing Public Debt 

Holding of Government securities by the central bank in a developing economy is always advantageous. When foreign investors want large scale investment in India they have to purchase huge amount of rupee currency bond to buy domestic assets. Consequently the rupee appreciates and makes Indian exports costly. To offset this RBI has to intervene and buy up the excess foreign currencies, say dollars. This maintains the exchange value of rupee but increases its supply in domestic market, triggering inflation. RBI sells government securities which it holds in its Reserve and abates excess rupee supply from market. This exercise warrants RBI having huge stock of government securities. This was provided by Market Stabilization Scheme, an arrangement between RBI and Government of India by which RBI is authorized to issue existing debt instruments, viz., Treasury Bills and dated securities up to a specified ceiling. Thus under such arrangements RBI at a time could manage public debt, maintain exchange rate of rupee and also control inflation. In today’s world of financial insecurity the much chased financial stability can only be had from a well co-ordinated monetary policy exercises, exchange control and public debt management which precisely the RBI is doing most efficiently and for which it is recognized world over. Is there any logic, any justified reason to disturb this optimal arrangement? 

RBI – the most secured, safe and costless depository of Public Debt
RBI acts as depository of around Rs.40,00,000 crore Government of India securities. Government will have to incur huge costs if such enormous amount of securities are transferred to NSDL (National Securities Depository Limited) or SEBI, as RBI do not charge anything for its depository function, while NSDL or any other agency will, as these are profit-oriented companies. We wonder if the cost benefit analysis was at all done by the Ministry before proposing this aspect.          
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Debt Management of State Governments -  

Madam/ Sir, in our Parliamentary system of democracy you might have been elected from various political parties, but you primarily represent the people of your State(s) and constituencies. You are the spokespersons in the Parliament from your State(s) too. The proposed Institution of Public Debt Management Agency (PDMA) will only look after the Central Government’s borrowing. It is totally silent about the borrowing programmes of State Governments. 

It is relevant to mention that when RBI is divested of management of central government debt, it becomes impossible for it do that for the state governments, since issuance and servicing of State Government securities by RBI is based on the tranche, periodicity, maturity pattern, interest rate of the Central Government securities. 

RBI as the guarantor of State Loans 

In the fragile federal system that we have, you will agree Madam/ Sir, the State Governments’ access to revenue through taxation is very limited. State Governments need to raise funds for conducting its developmental activities. Public Debt is the universally accepted practice to reach that end. RBI has hitherto worked as the main support to States in raising public debt. RBI’s role as a guarantor provides investors the necessary confidence to subscribe the State loans to full. Even if some loans remain partly unsubscribed the RBI purchases them. Secondly, during financial strains of States, RBI as banker of State Government can issue overdraft that makes the investors absolutely assured of their payments. Such guarantee will be lacking once PDMA takes over. Investors would look for the credit ratings of the State Governments before investing in their securities. Obviously, the weaker the state in credit rating the higher interest it would have to offer to attract the investors, and higher would be its cost of raising loans and deeper will be its financial burden. This will lead to financial disparity among States and strain the federal polity of the country. 

Dr. Y. V. Reddy, former Governor of RBI and the Chairman of 14th Finance Commission rightly said “…. you would agree that the discussion that is going on in regard to the independent debt agency of the Centre has serious implications for the management of public debt by all the States and very serious implications for Centre-State fiscal relations.” (Economic Times, Dr. Reddy’s Interview, 12 March 2015)

Madam/ Sir, we beseech you to kindly go through this aspect seriously as it would greatly endanger our economy and make it vulnerable to manipulation in global market. Meanwhile let a national consensus emerge in the country’s best possible interest instead of pushing things in a hurry. 

With regards, 
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Yours sincerely,
Any communication in this regard may please be addressed/ forwarded to:

Sri Samir Ghosh

Convener, United Forum of Reserve Bank Officers & Employees
C/o. All India Reserve Bank Employees Association (AIRBEA)

13 & 15, Netaji Subhas Road, Kolkata – 700001 

Phone No. : (033) 2210-4136, (033) 2243-9079
Fax No. : (033) 2231-0885

Mobile No. : 09831003424

Mail ID: samirghosh1944@gmail.com.
