
 

 
Ecowrap 

HIGHLIGHTS 

Ma  ou li e i  i te esti g ti es! This is a Chi ese p o e  hi h a u atel  efle ts the u e t state of the I dia  de t a ket. The u e t 
fis al is a  i te esti g ea  ith the t o hal es ha i g dia et i all  opposite a ati es. Du i g the fi st half, o d ields e e ostl  elo  % 
o  the a k of effe ti e ield a age e t  RBI. Ho e e , all this ha ged afte  the udget he  the Go e e t upped its o o i g  
p og a e fo  the u e t fis al a d has a ou ed a  agg essi e o e fo  FY . With just o e  a o th left i  FY , the a ket is still e pe ti g 
a o solidated o o i g a ou t of o e tha  Rs .  lakh o e as pe  the au tio  ale da  of Ce t e & States. The a e age i ease i  g-se  

ields a oss ,  &  ea s is a ou d  asis poi ts si e the udget. AAA Co po ate o d a d SDL sp eads ha e ju ped   -  asis poi ts 
du i g this pe iod.  

While this sig ifi a t i ease i  o d sp eads is a a ifestatio  of the e ous ess of a ket pla e s, e elie e the e t al a k ill ha e to 
eso t to u o e tio al tools to o t ol the su ge i  o d a ket ields. This is i po ta t as a  fu the  up a d o e e t i  G-se  ields 

e e    ps f o  the u e t le els ould ushe  i  MTM losses fo  a ks that ould e a i o  lip of a athe  ise e eptio al ea  i  FY  
o d a kets ith the RBI assiduousl  suppo ti g de t a age e t of Go e e t at lo est possi le ost i   ea s, that othe ise ould 

ha e th eate ed fi a ial sta ilit . I  fa t, RBI st ateg  of de ol i g o  the p i a  deale s a  ha e its li itatio s as Sta dalo e PDs a ou t 
fo  - % of se o da  a ket sha e that a  ot e e ough to o e the a ket. This sha e has e ai ed oadl  o siste t o e  lo g pe iod 
despite e essi e a ket olatilit .  

We elie e o e of easo s fo  the e e t su ge i  ields ight e sho t selli g  a ket pla e s. While goi g sho t o  lo g a e t pi al a ket 
a ti ities that aid i  p i e dis o e , ut i  ti es it a  esult i  p i e disto tio s too as it ight e happe i g o . The st ateg  of sho t selli g 
i ol es the sale of a se u it  hi h the selle  has ot et pu hased ut o o s the se u it  f o  othe s i  the a ket th ough the CROMS 
platfo  of CCIL. The a ks a d the p i a  deale s eso t to sho t selli g he  thei  ie  is ea ish - that is, the p i es of the o d ill fall a d 
the ield ill ise. The  ake o e  if the o d p i es d op a d ields ise, a d o e  a poi t of ti e this  ould e o e a self fulfilli g p ophe  
as su h sho t selle s keep o  olli g o e  thei  o o ed se u it  f o  the epo a ket till the ti e the  elie e that ields ill o ti ue to ise. 
The o l  a  to eak su h self fulfilli g e pe tatio s is fo  RBI to o du t la ge s ale OMOs to p o ide e essa  stea  to o d a ket to all  
a d ith i ease i  p i e, a  sho t sold positio  ill t igge  stop losses a d a ket pla e s ill s a le to o e  ope  positio s. This ill 
haste  a apid fall i  ields o e  a sho t pe iod of ti e.  
Spe ifi all , the RBI a  thi k of the follo i g steps.   

 Speaki g to a ket playe s /Off a ket i te e tio s: This ill also fulfill the desi ed o je ti e of RBI a oidi g de ol e e t at au tio s.  

 OMO i  illi uid se u ity: OMO i  illi uid se u it  ill help sho te s hedge s  to get elie ed of those holdi g i  OMO a d  
u i di g of sho t positio  ill happe , if the selli g p essu e is at hed  a  e ui ale t o  ette  u i g p essu es f o  the  

a ket pa ti ipa ts. A ou i g a eekl  out ight OMO ale da  of Rs  o e till Ma h e d ill e helpful. 

 Stoppi g VRR ollo e : With e e  sho t e d Gse  ield  Gse  at . % &  Gse  at . % , Co p o d ields highe  too  AAA at 
. %  the e ti e e efit of a o odati e sta e is eut alised. VRR is ot helpi g i  o e ight ates as a  e see  i  last eek t eps 
ate hi h as a e agi g . %.  

 Holdi g pe iod: Ti e pe iod fo  o e i g  sho t sale a  e edu ed f o   da s to  da s.  

 Ma gi  Re ui e e t: Ma gi  e ui e e t fo  o o i g se u ities i  epo a ket hile o e i g the sho t sale positio  a  help.  Sho t 
selle s a  deposit ollate al to the tu e of % of alue of sho t se u it . 

 Li it edu tio : Se u it  le el li it a  e edu ed to % of outsta di g sto k o  Rs  o e  of ea h se u it  i  ase of li uid  

se u ities a d . % o  Rs  o e  i  ase of illi uid se u ities. 

 Allo i g Mo e playe s: Allo i g o e pla e s su h as utual fu ds a d i su a e o pa ies i  the epo a ket.  

 Pe alizi g sho t selle s: The sho t selle s a e e e  illi g to gi e the o e  at . % fo  o o i g o ds. Ca  e ha e ot a  

s ste  of egati e i te est that ill ake the t a sa tio  e e  ostlie  fo  the ? RBI a  also suppl  o ds i  the epo a ket to the sho t 
selle s if it has the sto k.  

 

It ust e g eatl  app e iated that the RBI has used all tools at its disposal i  FY  to a age a hu o gous go e e t o o i g p og a e 
that pe haps as ot the ase p io  to it, pa ti ula l  du i g FY - .The a kets ha e ho e e  o ed a step ahead of the RBI post udget. It is 

o  ti e fo  the RBI to alig  the a ket e pe tatio s ith its stated o je ti e. So goes the sa i g “Mo etar  poli  is the art of a agi g  
e pe tatio s a d little else”-Mi hael Woodford, Professor, Colo ia U iversit . T ue i deed!  
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GOVERNMENT BORROWINGS & LIQUIDITY SITUATION 

 The G oss a ket o o i g of the Ce t e fo  FY  has ee  e e tl  
e ised to Rs .  lakh o e o pa ed to the ea lie  esti ates at Rs 

.  lakh o e. With just o e  a o th left i  FY , the a ket is still 
e pe ti g a o solidated a ou t of o e tha  Rs .  lakh o e  as pe  
the au tio  ale da  of Ce t e & States. The a e age i ease i  G-se  

ields a oss ,  &  ea s is a ou d  asis poi ts si e the udget. 
AAA Co po ate o d a d SDL sp eads ha e ju ped   -  asis 
poi ts du i g this pe iod.  

IS SHORT SELLING THE REASON BEHIND THE SURGE?  
 Re e tl , afte  udget a d a ou e e t of go e e t o o i g 

p og a e o d a kets ha e e o e ea ish a d  as a esult, the 
a ket pla e s ight ha e eso ted to sho t sale. While goi g sho t o  

lo g a e t pi al a ket a ti ities  that aid i  p i e dis o e , ut i  ti es 
it a  esult i  p i e disto tio s too as it ight e happe i g o .  

 A sho t sale is a t a sa tio  i  hi h a t ade  sells a o d hi h it does 
ot o . I  o t ast to that, those ho hold lo g positio s ake o e  
he  the o d p i es go up. A sho t s ueeze happe s he  the e is a 

la k of suppl  of the o d hi h the sho t selle s eed to o o . 
 The st ateg  of sho t selli g i ol es the sale of a se u it  hi h the 

selle  has ot et pu hased. The a ks a d the p i a  deale s eso t 
to sho t selli g he  thei  ie  is ea ish - that is, the p i es of the o d 

ill fall a d the ield ill ise. The  ake o e  if the o d p i es d op 
a d ields ise, as is happe i g o  a d o e  a poi t of ti e this  ould 

e o e a self fulfilli g p ophe . I  due ou se, the sho t-selle  u s the 
o o ed se u it  a k f o  so eo e else i  the a ket to eet its 

deli e  o ligatio s  to the Clea i g Co p. of I dia Ltd CCIL , i  o de  to 
etu  it to the le de . Bet ee  selli g a d the  u i g a k the se u i-

t , the sho t-selle  is said to ha e a sho t positio . If the p i e of the se-
u it  falls efo e it is ought a k f o  the a ket, the sho t positio  
ill al a s ield a apital gai  a d i e e sa .  

REASONS FOR SHORT SELLING  
 Sho t-selli g allo s esse tial fu tio s to e pe fo ed i  the fi a ial 

a ket, like Ma ket Maki g, Li uidit  a d Hedgi g  
 Ma ket- aki g: Sho t-selli g allo s a a ket- ake  to o ti uousl  

uote p i es fo  se u ities that he does ot hold i  i e to . If a   
i esto  u s o e of these se u ities, the a ket- ake  a  e su e of 

ei g a le to deli e , e ause he k o s he a  o o  it if he is u a le 
o  u illi g to i ediatel  u  that se u it  f o  so eo e else i  the 

a ket 

 Li uidity: Sho t selli g aids to p i e dis o e . It helps i  a hie i g  
li uidit  i  the se u it . 

 Hedgi g: A lo g positio  i  o e se u it  a  e hedged  a sho t  
positio  i  a si ila  se u it , so that, as p i es flu tuate, ha ges i  the 

alue of o e positio  ill e su sta tiall  offset  opposite ha ges i  
the alue of the othe . It also allo s the u de iti g of e  o d  
issues a d is the efo e esse tial to the p i a  a ket oth fo   
go e e t o ds a d o po ate o ds. 

BENEFITS & RISKS OF  SHORT SELLING  
 O e a  eso t to sho t selli g i t a-da  ut a  also keep it ope   

o e ight if the ie  is that the p i es ill d op fu the  the e t da  as is 
happe i g u e tl . Fo  i sta e, fo  a  illi uid o d - hi h does ot 
see u h t adi g—the li it is apped at . % of its outsta di g sto k. 
Fo  a li uid se u it , the eili g is highe - . % o  Rs  o e, the  
lo e  of the t o. 

 A sho t selle  o o s the se u it  f o  othe s i  the a ket th ough 
the CROMS platfo  of CCIL. O e a  o o  the se u it  fo  o e da  
a d keep o  olli g it o e  up to  da s till o e a tuall  u s the  
se u it .  

Centre

FY21 (RE)
FY21 til l  

Feb20

Expected in 

FY21 
FY22 (BE)

Gross Borrowing 12.8 12.6 13.9 12.1

Repayments 2.3 2.3 2.3 2.8

Net Borrowing 10.5 10.3 11.6 9.2

Gross Borrowing 8.7 6.7 8.3 11.0

Repayments 1.5 1.2 1.5 2.1

Net Borrowing 7.2 5.4 6.8 8.9

Gross Borrowing 21.5 19.2 22.1 23.0

Net Borrowing 17.8 15.7 18.4 18.1

Market Borrowings through Dated Securities (Rs lakh crore)

State

Total

Note: Centre is stated to borrow an additional Rs 1.3 lakh crores 

Source: SBI Research

Total t aded a ou t: E ide e of sho t selli g? 
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Sou e: SBI Resea h 
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 A se ies of OMOs ill p o ide e essa  stea  to o d a ket to 
all  a d ith i ease i  p i e, a  sho t sold positio  ill t ig-

ge  stop losses.  Due to su h OMO ope atio , the o d a ket ill 
all  fu the  esulti g i  falli g ield, i p o e e t i  a ket  
olu e et . I  su h s e a io, sho t selle s ould u tail thei  posi-

tio  a d a  ot i itiate i  la ge olu e. 
 OMO i  illi uid se u ity: OMO i  illi uid se u it  ill help  

sho te  hedge s  to get elie ed of those holdi g i  OMO a d 
u i di g of sho t positio  ill happe . If the selli g p essu e is 

at hed  a  e ui ale t o  ette  u i g p essu es f o  the 
a ket pa ti ipa ts. A ou i g a eekl  out ight OMO ale da  

of Rs  o e till Ma h e d ill e helpful. 
 Stoppi g VRR ollo e : With e e  sho t e d G-se  ield  gse  

at . % &  gse  at . % , Co p o d ields highe  too  AAA 
at . %  the e ti e e efit of a o odati e sta e is eut al-
ised. VRR does ot help e e  i  o e ight ates as a  e see  i  
last eek t eps ate hi h as a e agi g . %.  

 Holdi g pe iod: Ti e pe iod fo  o e i g Sho t sale a  e  
edu ed f o   da s to  da s. 

 Ma gi  Re ui e e t: Ma gi  e ui e e t fo  o o i g  
se u ities i  epo a ket hile o e i g the sho t sale positio  

a  help.  Sho t selle s a  deposit ollate al to the tu e of % 
of alue of sho t se u it . 

 Li it edu tio : Se u it  le el li it a  e edu ed to % of  
outsta di g sto k o  Rs  o e  of ea h se u it  i  ase of  
li uid se u ities a d . % o  Rs  o e  i  ase of illi uid  
se u ities. 

 Mo e playe s: Allo i g o e pla e s su h as utual fu ds a d  
i su a e o pa ies i  the epo a ket.  

 Pe alizi g sho t selle s: The sho t selle s a e illi g to gi e the 
o e  at . % fo  o o i g o ds. Ca  e ha e ota s ste  of 

egati e i te est that ill ake the t a sa tio  e e  ostlie  fo  
the ? RBI a  also suppl  o ds i  the epo a ket to the sho t 
selle s if it has the sto k.  

RESTRICTING SHORT SELLING SHOULD ONLY BE A TEMPORARY  
OPTION  
 Sho t selli g is the life lood fo  the de elop e t of a  se u ities 

a ket as it eates li uidit  a d helps i  p i e dis o e . Lo g-

o l  pla e s alo e a ot add depth to the a ket.  
 Rest i ti g Sho t selli g ill de oid a ket of t ade s a d o l  

i esto s ould e ai  hi h i  tu  a  d  li uidit  of a ket. 
 Sho ti g of Go e e t Se u ities is pe itted as a  app op iate 

isk a age e t tool. Pe itti g sho t sales e a les PDs to 
hedge th ough a sho t positio  p io  to a  au tio  so that the  
ould id o e agg essi el  i  the p i a  au tio , thus e su i g 

that the Go e e t's o o i g p og a e does ot suffe . 
This is e pe ted to e e tuall  lo e  the ost to the go e e t as 
the p i i g ould e fi e  i  au tio s. This also add esses the  
issue of PDs faili g to uote t o- a  p i es fo  se u ities ot held 

 the . 

 Ho e e , t pi all , the sho t selle s keep o  olli g o e  thei   
o o ed se u it  f o  the epo a ket till the ti e the  elie e 

that ields ill o ti ue to ise, a d he e the RBI should a tuall  
e su e that la ge s ale OMOs to p o ide e essa  stea  to 

o d a ket to all  a d ith i ease i  p i e, a  sho t sold 
positio  ill t igge  stop losses a d a ket pla e s ill s a le 
to o e  ope  positio s.  

 He e, the RBI ight e a le to eak the hai . If the  
a ti ipatio  of highe  ields does ot ate ialise, it ill lead to a 
s a le fo  o e i g the positio s as soo  as possi le  the 
sho t selle s, hi h ill eate o e de a d fo  se u ities hi h 

ill agai  push the ields do .  
 What fu the  leads to o pli atio s i  ield a age e t is the 

la k of eadth i  the o d a ket. Sta dalo e PDs ha e  
o siste tl  a ou ted fo  - % of se o da  a ket sha e. 

This has e ai ed oadl  o siste t o e  lo g pe iod. I  the 
p i a  a ket too, a e age su s iptio  i  e t al go e e t 
au tio s e ai s lose to % fo  PDs. So, it is the p i i g i   
p i a   

a kets hi h is d i i g the se o da  a ket p i i g. While PDs 
ha e ee  doi g thei  it, the a ket e ui es lo g te   
i esto s to a ess se o da  a ket fo  thei  i est e t eeds.  

 Fo  e tai  a ks hi h a t as p i a  deale s the  a  sho  the 
se u ities as pa t of thei  SLR, hile fo  e tai  a ks ho  ha e 
PDs i  the fo  of su sidia ies it is ot possi le to sho  the  
se u ities ought as pa t of SLR.  

OFF MARKET INTERVENTIONS BY RBI COULD BE THE BEST STRATEGY 

 O e optio  of a agi g ields i  a o  dis upti e a e   the 
RBI is to follo  the st ateg  as it has ee  su essfull  doi g i  
fo eig  e ha ge a ket. T pi all , i  ti es of upee olatilit , 
the RBI a  ofte  i te e e th ough desig ated deale s a d 
the e  u de sta d sho t positio i g   ou te pa ties /  
pla e s. Speaki g to su h pla e s a  al a s dissuade e essi e 
sho t o e i g.  

 Sepa atel , as a  a alog , RBI had i stituted a sepa ate i do  
fo  Oil Ma keti g Co pa ies to o o  dolla  du i g the glo al 
fi a ial isis a d also late , i  a si ila  ei  RBI a  thi k of 
i esti g i  SDLs ithout the sa e hitti g the a ket. Th ough 
this e ha is , RBI a  ajole e tai  a ket pla e s to u  
se u ities at a spe ifi  ate i  iddi g that ould e the   
su se ue tl  ought  RBI. This ill also fulfill the desi ed  
o je ti e of RBI a oidi g de ol e e t at au tio s.  

HOW TO CAP THE UPWARD MOVEMENT IN YIELDS  
 We elie e that i  the I dia  o te t the lo g-te  ields that 

a e u e tl  ho e i g a ou d % a  i ease fu the , as the 
Go e e t o o i g ill e high. Rise i  ield ill ha e i pa t 
o  a k to a ket loss of a ks. He e it is ette  to ap the 
e ti e ield u e at so e le els. This ill sta ilize the Go e -

e t o d a kets a d u  the ost of fi a i g of defi it. 

***** 


