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Government agency to take away RBIl's debt management
role

By TNN | Updated: Oct 06, 2016, 11.10 AM IST Post a Comment
NEW DELHI: Within a month of former RBI governor Raghuram Rajan's departure, the .0
government has revived the idea of a public debt management cell (PDMC), which will take m i=
away the central bank's role of market borrowings and other debt management functions ht i
that it now undertakes on behalf of the Centre.

The setting up of the PDMA (Public Debt Management Agency) had triggered a conflict RE S ER j

between the Centre and the central bank with Rajan protesting against setting up of such an

agency, which would chip away significant power from RBI. "The PDMC shall be upgraded e : OF [I

to a statutory PDMA, in about two years," the finance ministry said.

The government had deferred amendment to the RBI Act to set up the agency as it wanted The government had deferred amendment to the RBI Act to set
to ease tension between the two entities and had said it would pursue the issue in a "phased “ ® 29"
manner". Finance minister Arun Jaitley had proposed to set up of the agency in 2015-16

budget speech.

The PDMA had emerged as key sticking point in the relationship between RBI and the finance ministry. There were concerns about the
fate of the staff at the central bank's debt management department, which had also prompted the government to go slow on the issue.

"This interim arrangement will allow separation of debt management functions from RBI to PDMA in a gradual and seamless manner,
without causing market disruptions," an order issued by the finance ministry said.

The Financial Sector Legislative Reforms Commission (FSLRC) in 2013 had backed the idea of setting up an independent PDMA to
ensure that there is no conflict of interest in RBI's role as a regulator and banker to the government. Rajan who headed the panel on
financial sector reform set up by then Planning Commission in 2009 had also favoured setting up a PDMA as it was a global best practice.

The need to set up a separate debt management agency was also driven by the fact that RBI sets monetary policy as well as sells bonds
on behalf of the government. It was felt that the central bank may be tempted to try and sell bonds at high prices, while keeping interest
rates low, leading to a conflict of interest.

The finance ministry order said the PDMC will plan market borrowings of the government as well as issue of sovereign gold bonds. It will
also manage cash balances of the government, managing the national samall savings fund among a host of other debt management
activities including developing an integrated debt database system as a centralised database for all liabilities of the government on a real
time basis. The PDMC will also administer interest rates on small savings schemes such as public provident fund.

The transition process from PDMC to PDMA would be implemented by a joint implementation committee which will have members from
RBI and the government.
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