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Abstract

The debt market serves as a cornerstone of a nation's economic architecture.
providing a sophisticated framework for mobilizing, allocating, and pricing credit-
based capital. Beyond its essential role 1n financing government-led developmental
initiatives. the market facilitates a seamless flow of funds from savers to borrowers,
enhancing overall financial efficiency. In emerging economies like India, the Corporate
Bond market is particularly vital, offering a strategic alternative to traditional bank
financing. By acting as a financial "buffer,” 1t mitigates systemic risks within the
banking sector and provides the long-term capital necessary for large-scale
infrastructure and power projects, which often face maturity mismatches in bank
portfolios. This paper provides a comprehensive analysis of the Indian debt market's
significance, exploring its role as a primary catalyst for accelerated macroeconomic
growth and its contribution to long-term industrial and financial stability.

Key words: G-Sec Market, Corporate Bond Market, Securitization, Primary Dealers
(PDs), Price Discovery, Private Placement, Monetary Transmission

1.1 Introduction

The Indian debt market represents a critical yet disproportionately structured
segment of the nation’s financial system. Currently, the landscape is heavily weighted
toward Government Securities (G-Secs), which command over 90% of the market
share. While these central government bonds provide the most liquidity, their
dominance leaves a narrow corridor for the growth of the Corporate Bond sector.
This imbalance suggests a market that is deep in sovereign debt but relatively
shallow in private credit diversity. Despite an uptick in overall trading volumes,
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corporate and government bonds directly. standardizing the tax treatment of debt
instruments (such as removing TDS hurdles and aligning with equity tax structures)
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Standardization: Moving toward uniform stamp duties across states and con:
accounting and valuation norms for all debt instruments.

1stent

Reviving Securitization: Moving beyond simple retail loan pools to more complex
asset-backed securities can help recycle capital more efficient]y through the financial
system. The journey of the Indian debt market has been one of remarkab]e progress,
shifting from a captive, administered regime to a market-linke( System. However,
the final leap involves transforming it into a transparent, liquid, and inclusive
platform. By accelerating these reforms, India can ensure that its debt market doesn't
just fund the government, but fuels the entire spectrum of national economic

ambition.

1.2 The Indian Government Securities (G-Sec) market

The Indian Government Securities (G-Sec) market is currently undergoing
a transformative phase, moving away from a historically restrictive framework
toward a more dynamic, market-linked ecosystem. To understand this "turning

point,” it 1s essential to look at the structural constraints that defined the market
prior to the 1990s.

The Pre-Reform Era: A "Captive" Market: As highlighted by former Deputy

Governor Dr. Rakesh Mohan, the pre-1990s G-Sec market was fundamentally non-
competitive. It was defined by several repressive financial features:

Administered Interest Rates: The government artificially suppressed coupon rates
to keep its borrowing costs low. This often resulted in negative real rates of return
for investors, particularly during the mid-1980s when inflation outpaced bond yields.

Captive Investor Base: To ensure a steady tlow of funds despite low returns, the
Reserve Bank of India (RBI) imposed high Statutory Liquidity Ratio (SLR)
requirements. This forced banks and institutional investors to hold vast quantities
of G-Secs, creating a “captive” market with no incentive for secondary trading.

Automatic Monetization: During the 1980s, the government relied on ad hoc
Treasury Bills, a mechanism that allowed for the

the RBI to fund the fiscal deficit This led to
debt and fuelled inflationary pressures,

automatic creation of money by
a massive expansion of short-term
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(.3 Systemic Consequences and the Shift to Reforms

These "artihicial yields™ did more than just stifle the bond market; they distorted
ne entire financial landscape. Because banks had to compensate for the low returns
Oon },zmcrnmcm debt, they were forced to charge higher interest rates to the private
' lcading o a generally high interest rate environment. Furthermore, the

&.L"qu‘t]l..
~ombination of high SLR and high Cash Reserve Ratio (CRR)-which peaked at a
ombined requirement of over 60%-left the RBI with almost no "monetary
anocuvring” room to influence the economy. To rectify this, the RBI initiated a

shased reform program designed to:

Varket-Determine Rates: Shift toward an auction-based system where yields retlect
he true market cost of capital. Eliminate Automatic Monetization: Replace ad hoc
Treasury Bills with Ways and Means Advances (WMA) to in still fiscal discipline.

Enhance Transmission: Develop a transparent secondary market to ensure that
changes in the RBI's policy rates actually reach the broader economy.

1.4 Current Scenario

The Government Securities (G-Sec) market stands as the most dominant and

liquid segment of the Indian debt market. It serves as the primary benchmark for the
entire financial system, with its yield curve providing essential cues regarding the
future trajectory of interest rates and inflation expectations in the economy. The
market features a diverse array of debt instruments tailored to different investor needs:

Central Government Securities: Includes fixed-rate bonds, floating-rate bonds,
zero-coupon bonds, and inflation-indexed bonds.

Treasury Bills (T-Bills): Short-term instruments used for immediate liquidity
management.

State and Local Debt: Bonds issued by state governments (State Development
Loans or SDLs), local bodies, and municipal corporations are also actively traded.

Market Participants and Participation: While the market is open to various
entities, it is largely driven by institutional investors. Banks remain the most
influential players, primarily due to regulatory mandates. Under the current Reserve
Bank of India (RBI) guidelines, the Statutory Liquidity Ratio (SLR) stands at 18%
(a significant reduction from the 23% seen 1n previous years), requiring banks to
maintain a specific portion of their Net Demand and Time Liabilities (NDTL) in
hquid assets like G-Secs. Other major participants include: [i] Insurance companies
and Provident Funds. [11] Mutual Funds and Financial Institutions. [111] Primary
Dealers and Large Corporates.
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Trading and Liquidity: The infrastructure for G-Sec trading has become highly
sophisticated and digitized. Secondary market trading 15 conducted in dematerializeq
form through automated, order-driven systems on major platforms Jike the
Negotiated Dealing System-Order Matching (ND5-OM), as well ag the National
Stock Exchange (NSE) and Bombay Stock Exchange (BSE). Reflecting (he market's
depth, transaction volumes have surged significantly. In the curren 2025-2026
period, the market has seen remarkable growth, with the total value of G-§ec.c In
the system reaching record highs and daily turnovers Ifrequently ranging between
230,000 crore to 250,000 crore, and sometimes higher during periods of high
volatility or policy shifts.

1.5 The Corporate Bond Market: Strategic Role and Structura] Hurdles

Economists identify the corporate bond market as a vital conduit for
transforming national savings into productive investment. For issuers, it offers a
cost-effective alternative to bank loans, bypassing traditional intermediaries.
Although brokers and underwriters are involved, intense competition generally
lowers the cost of capital, providing firms with a reliable avenue for long-term
tunding. For investors, corporate bonds offer a "yield premium"-higher returns
compared to standard bank deposits-and allow for a more customized risk-reward

balance. Despite this potential, the market's growth has been stifled by several
chronic factors:

Regulatory and Tax Barriers: Strict investment mandates for Institutional players,

non-uniform stamp duties across states, and the presence of Tax Deducted at Source
(TDS) on bond interest.

Structural Imbalances: A heavy reliance on private placements over public issues,

a lack of "market makers" to provide liquidity, and virtually no market for sub-
investment grade (low-rated) securities.

Low Retail Engagement: Individual investors remain largely absent from the
corporate debt ecosystem.

1.6 Modernizing the Market Infrastructure

Since 2004, the Reserve Bank of Indig (RBI) and the government have initiated
systemic reforms to integrate and deepen the financial markets. A primary catalyst

was the 1ntroduction of Real Time Gross Settlement (RTGS) and the Delivery
versus Payment (DvP) III mode. DvP 11T allows for the net settlement of both

funds and securities, which facilitates the rolling over of "repos" (repurchase
agreements) and reduces price risk for participants. Additionally, the Market
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Institutional Growth: In exchange for these responsibilities, the RBI has considered

_ N G-Sec auctions, Furthermore, discussions -
underway to allow PDs 1o diversify

granting PDs Timited exclusivity

their portfolios by investing in sovereign

securities abroad or establishing international joint ventures.

1.8 A Transformed G-See Landscape

The collective Impact of these reforms over the last decade has fundamentally
reshaped the Indian debt market. 1t has shifted from a b
to adiversified ecosystem ivolving pension funds, mutual f unds, trusts, and Foreign
Institutional Investors (FIIs). Sophisticated Price Discovery: The cfﬁ;iency of t;e
primary auction process has reached a point where bids are almost perfectly aligned
with the secondary market yield curve. This is evidenced by

between the cut-off price and the weighted average price.

ank-heavy "captive" system

the narrowing gap

The 30-Year Yield Curve: India has successfully developed a smooth, elongated
yield curve spanning up to 30 years. This maturity profile is comparable to developed
global economies and provides a vital benchmark for long-term infrastructure
pricing.

Market Depth: The secondary market has seen explosive growth. Today, the annual
turnover of G-Secs 1n India exceeds twice the national GDP, positioning India's
government securities market as likely the largest in Asia, second only to Japan.
Reaching this level of market maturity required navigating complex hurdles. The
journey involved shifting auction methodologies, building reliable electronic trading
platforms, and establishing robust legal and risk management systems. By
prioritizing data dissemination and transparency, India has managed to build a
deep, liquid, and resilient market for government debt that serves as the backbone
of 1ts financial system.

1.9 Conclusion |

Despite significant structural progress, the Indian debt market still lags behind
its global peers, particularly in its capacity to support the private sector. A major
bottleneck is the stagnant securitization market, which remains limited to a few
asset classes, thereby restricting the financial system's ability to diversify risk and
improve liquidity. Currently, Indian corporations remain heavily dependent on
traditional bank loans, equity dilution, and private placements. While private
placements provide quick capital, they bypass public exchanges, stifling
transparency and hindering the development of a vibrant secondary market.

To align the debt market with India's ambitious economic trajectory, the Reserve
Bank of India (RBI) and regulatory bodies must accelerate targeted reforms. This
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includes broadening the scope of securitized assets, lowering the entry barriers for

P”M‘C ““‘i“?f‘“ 10 reduce the reliance on prnivale deals. and mcentvizing retail
P‘m‘Lﬁil‘é“-"“ll Addressing systemic gaps, such as the absence of a robust credit-

spread curve. is eseential. Ultimately, transforming the market from a sovereign-
city engine for corporate finance 15 vital

Centric space into a transparent, high-velo
and industrial growth.

(or sustaining lone-term macroeconomic stability
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