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HIGHLIGHTS 

MaǇ Ǉou liǀe iŶ iŶteƌestiŶg tiŵes! This is a ChiŶese pƌoǀeƌď ǁhiĐh aĐĐuƌatelǇ ƌefleĐts the ĐuƌƌeŶt state of the IŶdiaŶ deďt ŵaƌket. The ĐuƌƌeŶt 
fisĐal is aŶ iŶteƌestiŶg Ǉeaƌ ǁith the tǁo halǀes haǀiŶg diaŵetƌiĐallǇ opposite Ŷaƌƌatiǀes. DuƌiŶg the fiƌst half, ďoŶd Ǉields ǁeƌe ŵostlǇ ďeloǁ ϲ% 
oŶ the ďaĐk of effeĐtiǀe Ǉield ŵaŶageŵeŶt ďǇ RBI. Hoǁeǀeƌ, all this ĐhaŶged afteƌ the ďudget ǁheŶ the GoǀeƌŶŵeŶt upped its ďoƌƌoǁiŶg  
pƌogƌaŵŵe foƌ the ĐuƌƌeŶt fisĐal aŶd has aŶŶouŶĐed aŶ aggƌessiǀe oŶe foƌ FYϮϮ. With just oǀeƌ a ŵoŶth left iŶ FYϮϭ, the ŵaƌket is still eǆpeĐtiŶg 
a ĐoŶsolidated ďoƌƌoǁiŶg aŵouŶt of ŵoƌe thaŶ Rs Ϯ.ϱ lakh Đƌoƌe as peƌ the auĐtioŶ ĐaleŶdaƌ of CeŶtƌe & States. The aǀeƌage iŶĐƌease iŶ g-seĐ 
Ǉields aĐƌoss ϯ,ϱ & ϭϬ Ǉeaƌs is aƌouŶd ϯϭ ďasis poiŶts siŶĐe the ďudget. AAA Coƌpoƌate ďoŶd aŶd SDL spƌeads haǀe juŵped ďǇ  Ϯϱ-ϰϭ ďasis poiŶts 
duƌiŶg this peƌiod.  

While this sigŶifiĐaŶt iŶĐƌease iŶ ďoŶd spƌeads is a ŵaŶifestatioŶ of the ŶeƌǀousŶess of ŵaƌket plaǇeƌs, ǁe ďelieǀe the ĐeŶtƌal ďaŶk ǁill haǀe to 
ƌesoƌt to uŶĐoŶǀeŶtioŶal tools to ĐoŶtƌol the suƌge iŶ ďoŶd ŵaƌket Ǉields. This is iŵpoƌtaŶt as aŶǇ fuƌtheƌ upǁaƌd ŵoǀeŵeŶt iŶ G-seĐ Ǉields 
eǀeŶ ďǇ ϭϬ ďps fƌoŵ the ĐuƌƌeŶt leǀels Đould usheƌ iŶ MTM losses foƌ ďaŶks that Đould ďe a ŵiŶoƌ ďlip of a ƌatheƌ ǁise eǆĐeptioŶal Ǉeaƌ iŶ FYϮϭ 
ďoŶd ŵaƌkets ǁith the RBI assiduouslǇ suppoƌtiŶg deďt ŵaŶageŵeŶt of GoǀeƌŶŵeŶt at loǁest possiďle Đost iŶ ϭϲ Ǉeaƌs, that otheƌǁise Đould 
haǀe thƌeateŶed fiŶaŶĐial staďilitǇ. IŶ faĐt, RBI stƌategǇ of deǀolǀiŶg oŶ the pƌiŵaƌǇ dealeƌs ŵaǇ haǀe its liŵitatioŶs as StaŶdaloŶe PDs aĐĐouŶt 
foƌ ϭϱ-ϭϲ% of seĐoŶdaƌǇ ŵaƌket shaƌe that ŵaǇ Ŷot ďe eŶough to ŵoǀe the ŵaƌket. This shaƌe has ƌeŵaiŶed ďƌoadlǇ ĐoŶsisteŶt oǀeƌ loŶg peƌiod 
despite eǆĐessiǀe ŵaƌket ǀolatilitǇ.  

We ďelieǀe oŶe of ƌeasoŶs foƌ the ƌeĐeŶt suƌge iŶ Ǉields ŵight ďe shoƌt selliŶg ďǇ ŵaƌket plaǇeƌs. While goiŶg shoƌt oƌ loŶg aƌe tǇpiĐal ŵaƌket 
aĐtiǀities that aid iŶ pƌiĐe disĐoǀeƌǇ, ďut iŶ tiŵes it ĐaŶ ƌesult iŶ pƌiĐe distoƌtioŶs too as it ŵight ďe happeŶiŶg Ŷoǁ. The stƌategǇ of shoƌt selliŶg 
iŶǀolǀes the sale of a seĐuƌitǇ ǁhiĐh the selleƌ has Ŷot Ǉet puƌĐhased ďut ďoƌƌoǁs the seĐuƌitǇ fƌoŵ otheƌs iŶ the ŵaƌket thƌough the CROMS 
platfoƌŵ of CCIL. The ďaŶks aŶd the pƌiŵaƌǇ dealeƌs ƌesoƌt to shoƌt selliŶg ǁheŶ theiƌ ǀieǁ is ďeaƌish - that is, the pƌiĐes of the ďoŶd ǁill fall aŶd 
the Ǉield ǁill ƌise. TheǇ ŵake ŵoŶeǇ if the ďoŶd pƌiĐes dƌop aŶd Ǉields ƌise, aŶd oǀeƌ a poiŶt of tiŵe this  Đould ďeĐoŵe a self fulfilliŶg pƌopheĐǇ 
as suĐh shoƌt selleƌs keep oŶ ƌolliŶg oǀeƌ theiƌ ďoƌƌoǁed seĐuƌitǇ fƌoŵ the ƌepo ŵaƌket till the tiŵe theǇ ďelieǀe that Ǉields ǁill ĐoŶtiŶue to ƌise. 
The oŶlǇ ǁaǇ to ďƌeak suĐh self fulfilliŶg eǆpeĐtatioŶs is foƌ RBI to ĐoŶduĐt laƌge sĐale OMOs to pƌoǀide ŶeĐessaƌǇ steaŵ to ďoŶd ŵaƌket to ƌallǇ 
aŶd ǁith iŶĐƌease iŶ pƌiĐe, ŵaŶǇ shoƌt sold positioŶ ǁill tƌiggeƌ stop losses aŶd ŵaƌket plaǇeƌs ǁill sĐƌaŵďle to Đoǀeƌ opeŶ positioŶs. This ǁill 
hasteŶ a ƌapid fall iŶ Ǉields oǀeƌ a shoƌt peƌiod of tiŵe.  
SpeĐifiĐallǇ, the RBI ĐaŶ thiŶk of the folloǁiŶg steps.   

 SpeakiŶg to ŵaƌket playeƌs /Off ŵaƌket iŶteƌǀeŶtioŶs: This ǁill also fulfill the desiƌed oďjeĐtiǀe of RBI aǀoidiŶg deǀolǀeŵeŶt at auĐtioŶs.  

 OMO iŶ illiƋuid seĐuƌity: OMO iŶ illiƋuid seĐuƌitǇ ǁill help shoƌteƌs ;hedgeƌsͿ to get ƌelieǀed of those holdiŶg iŶ OMO aŶd  
uŶǁiŶdiŶg of shoƌt positioŶ ǁill happeŶ, if the selliŶg pƌessuƌe is ŵatĐhed ďǇ aŶ eƋuiǀaleŶt oƌ ďetteƌ ďuǇiŶg pƌessuƌes fƌoŵ the  
ŵaƌket paƌtiĐipaŶts. AŶŶouŶĐiŶg a ǁeeklǇ outƌight OMO ĐaleŶdaƌ of Rs ϭϬϬϬϬ Đƌoƌe till MaƌĐh eŶd ǁill ďe helpful. 

 StoppiŶg VRR ƌolloǀeƌ: With eǀeŶ shoƌt eŶd GseĐ Ǉield ;ϯǇƌ GseĐ at ϰ.ϵ% & ϱǇƌ GseĐ at ϱ.ϴϱ%Ϳ, Coƌp ďoŶd Ǉields higheƌ too ;ϯǇƌ AAA at 
ϱ.ϱϱ%Ϳ the eŶtiƌe ďeŶefit of aĐĐoŵŵodatiǀe staŶĐe is Ŷeutƌalised. VRR is Ŷot helpiŶg iŶ oǀeƌŶight ƌates as ĐaŶ ďe seeŶ iŶ last ǁeek tƌeps 
ƌate ǁhiĐh ǁas aǀeƌagiŶg Ϯ.ϰ%.  

 HoldiŶg peƌiod: Tiŵe peƌiod foƌ ĐoǀeƌiŶg  shoƌt sale ŵaǇ ďe ƌeduĐed fƌoŵ ϵϬ daǇs to ϯϬ daǇs.  

 MaƌgiŶ ReƋuiƌeŵeŶt: MaƌgiŶ ƌeƋuiƌeŵeŶt foƌ ďoƌƌoǁiŶg seĐuƌities iŶ ƌepo ŵaƌket ǁhile ĐoǀeƌiŶg the shoƌt sale positioŶ ŵaǇ help.  Shoƌt 
selleƌs ŵaǇ deposit Đollateƌal to the tuŶe of ϭϱϬ% of ǀalue of shoƌt seĐuƌitǇ. 

 Liŵit ƌeduĐtioŶ: SeĐuƌitǇ leǀel liŵit ŵaǇ ďe ƌeduĐed to ϭ% of outstaŶdiŶg stoĐk ;oƌ Rs ϯϬϬ ĐƌoƌeͿ of eaĐh seĐuƌitǇ iŶ Đase of liƋuid  

seĐuƌities aŶd Ϭ.ϱ% ;oƌ Rs ϭϱϬ ĐƌoƌeͿ iŶ Đase of illiƋuid seĐuƌities. 

 AlloǁiŶg Moƌe playeƌs: AlloǁiŶg ŵoƌe plaǇeƌs suĐh as ŵutual fuŶds aŶd iŶsuƌaŶĐe ĐoŵpaŶies iŶ the ƌepo ŵaƌket.  

 PeŶaliziŶg shoƌt selleƌs: The shoƌt selleƌs aƌe eǀeŶ ǁilliŶg to giǀe the ŵoŶeǇ at Ϭ.Ϭϭ% foƌ ďoƌƌoǁiŶg ďoŶds. CaŶ ǁe haǀe Ŷot a  

sǇsteŵ of Ŷegatiǀe iŶteƌest that ǁill ŵake the tƌaŶsaĐtioŶ eǀeŶ Đostlieƌ foƌ theŵ? RBI ĐaŶ also supplǇ ďoŶds iŶ the ƌepo ŵaƌket to the shoƌt 
selleƌs if it has the stoĐk.  

 

It ŵust ďe gƌeatlǇ appƌeĐiated that the RBI has used all tools at its disposal iŶ FYϮϭ to ŵaŶage a huŵoŶgous goǀeƌŶŵeŶt ďoƌƌoǁiŶg pƌogƌaŵŵe 
that peƌhaps ǁas Ŷot the Đase pƌioƌ to it, paƌtiĐulaƌlǇ duƌiŶg FYϭϳ-ϭϵ.The ŵaƌkets haǀe hoǁeǀeƌ ŵoǀed a step ahead of the RBI post ďudget. It is 
Ŷoǁ tiŵe foƌ the RBI to aligŶ the ŵaƌket eǆpeĐtatioŶs ǁith its stated oďjeĐtiǀe. So goes the saǇiŶg “MoŶetarǇ poliĐǇ is the art of ŵaŶagiŶg  
eǆpeĐtatioŶs aŶd little else”-MiĐhael Woodford, Professor, Coloŵďia UŶiversitǇ. Tƌue iŶdeed!  
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 The Gƌoss ŵaƌket ďoƌƌoǁiŶg of the CeŶtƌe foƌ FYϮϭ has ďeeŶ ƌeĐeŶtlǇ 
ƌeǀised to Rs ϮϮ.ϭ lakh Đƌoƌe Đoŵpaƌed to the eaƌlieƌ estiŵates at Rs 
Ϯϭ.ϱ lakh Đƌoƌe. With just oǀeƌ a ŵoŶth left iŶ FYϮϭ, the ŵaƌket is still 
eǆpeĐtiŶg a ĐoŶsolidated aŵouŶt of ŵoƌe thaŶ Rs Ϯ.ϱ lakh Đƌoƌe  as peƌ 
the auĐtioŶ ĐaleŶdaƌ of CeŶtƌe & States. The aǀeƌage iŶĐƌease iŶ G-seĐ 
Ǉields aĐƌoss ϯ,ϱ & ϭϬ Ǉeaƌs is aƌouŶd ϯϭ ďasis poiŶts siŶĐe the ďudget. 
AAA Coƌpoƌate ďoŶd aŶd SDL spƌeads haǀe juŵped ďǇ  Ϯϱ-ϰϭ ďasis 
poiŶts duƌiŶg this peƌiod.  

IS SHORT SELLING THE REASON BEHIND THE SURGE?  
 ReĐeŶtlǇ, afteƌ ďudget aŶd aŶŶouŶĐeŵeŶt of goǀeƌŶŵeŶt ďoƌƌoǁiŶg 

pƌogƌaŵŵe ďoŶd ŵaƌkets haǀe ďeĐoŵe ďeaƌish aŶd  as a ƌesult, the 
ŵaƌket plaǇeƌs ŵight haǀe ƌesoƌted to shoƌt sale. While goiŶg shoƌt oƌ 
loŶg aƌe tǇpiĐal ŵaƌket aĐtiǀities  that aid iŶ pƌiĐe disĐoǀeƌǇ, ďut iŶ tiŵes 
it ĐaŶ ƌesult iŶ pƌiĐe distoƌtioŶs too as it ŵight ďe happeŶiŶg Ŷoǁ.  

 A shoƌt sale is a tƌaŶsaĐtioŶ iŶ ǁhiĐh a tƌadeƌ sells a ďoŶd ǁhiĐh it does 
Ŷot oǁŶ. IŶ ĐoŶtƌast to that, those ǁho hold loŶg positioŶs ŵake ŵoŶeǇ 
ǁheŶ the ďoŶd pƌiĐes go up. A shoƌt sƋueeze happeŶs ǁheŶ theƌe is a 
laĐk of supplǇ of the ďoŶd ǁhiĐh the shoƌt selleƌs Ŷeed to ďoƌƌoǁ. 

 The stƌategǇ of shoƌt selliŶg iŶǀolǀes the sale of a seĐuƌitǇ ǁhiĐh the 
selleƌ has Ŷot Ǉet puƌĐhased. The ďaŶks aŶd the pƌiŵaƌǇ dealeƌs ƌesoƌt 
to shoƌt selliŶg ǁheŶ theiƌ ǀieǁ is ďeaƌish - that is, the pƌiĐes of the ďoŶd 
ǁill fall aŶd the Ǉield ǁill ƌise. TheǇ ŵake ŵoŶeǇ if the ďoŶd pƌiĐes dƌop 
aŶd Ǉields ƌise, as is happeŶiŶg Ŷoǁ aŶd oǀeƌ a poiŶt of tiŵe this  Đould 
ďeĐoŵe a self fulfilliŶg pƌopheĐǇ. IŶ due Đouƌse, the shoƌt-selleƌ ďuǇs the 
ďoƌƌoǁed seĐuƌitǇ ďaĐk fƌoŵ soŵeoŶe else iŶ the ŵaƌket to ŵeet its 
deliǀeƌǇ oďligatioŶs  to the CleaƌiŶg Coƌp. of IŶdia Ltd ;CCILͿ, iŶ oƌdeƌ to 
ƌetuƌŶ it to the leŶdeƌ. BetǁeeŶ selliŶg aŶd theŶ ďuǇiŶg ďaĐk the seĐuƌi-
tǇ, the shoƌt-selleƌ is said to haǀe a shoƌt positioŶ. If the pƌiĐe of the se-
ĐuƌitǇ falls ďefoƌe it is ďought ďaĐk fƌoŵ the ŵaƌket, the shoƌt positioŶ 
ǁill alǁaǇs Ǉield a Đapital gaiŶ ;aŶd ǀiĐe ǀeƌsaͿ.  

REASONS FOR SHORT SELLING  
 Shoƌt-selliŶg alloǁs esseŶtial fuŶĐtioŶs to ďe peƌfoƌŵed iŶ the fiŶaŶĐial 

ŵaƌket, like Maƌket MakiŶg, LiƋuiditǇ aŶd HedgiŶg  
 Maƌket-ŵakiŶg: Shoƌt-selliŶg alloǁs a ŵaƌket-ŵakeƌ to ĐoŶtiŶuouslǇ 

Ƌuote pƌiĐes foƌ seĐuƌities that he does Ŷot hold iŶ iŶǀeŶtoƌǇ. If aŶ  
iŶǀestoƌ ďuǇs oŶe of these seĐuƌities, the ŵaƌket-ŵakeƌ ĐaŶ ďe suƌe of 
ďeiŶg aďle to deliǀeƌ, ďeĐause he kŶoǁs he ĐaŶ ďoƌƌoǁ it if he is uŶaďle 
oƌ uŶǁilliŶg to iŵŵediatelǇ ďuǇ that seĐuƌitǇ fƌoŵ soŵeoŶe else iŶ the 
ŵaƌket 

 LiƋuidity: Shoƌt selliŶg aids to pƌiĐe disĐoǀeƌǇ. It helps iŶ aĐhieǀiŶg  
liƋuiditǇ iŶ the seĐuƌitǇ. 

 HedgiŶg: A loŶg positioŶ iŶ oŶe seĐuƌitǇ ĐaŶ ďe hedged ďǇ a shoƌt  
positioŶ iŶ a siŵilaƌ seĐuƌitǇ, so that, as pƌiĐes fluĐtuate, ĐhaŶges iŶ the 
ǀalue of oŶe positioŶ ǁill ďe suďstaŶtiallǇ offset ďǇ opposite ĐhaŶges iŶ 
the ǀalue of the otheƌ. It also alloǁs the uŶdeƌǁƌitiŶg of Ŷeǁ ďoŶd  
issues aŶd is theƌefoƌe esseŶtial to the pƌiŵaƌǇ ŵaƌket ďoth foƌ  
goǀeƌŶŵeŶt ďoŶds aŶd Đoƌpoƌate ďoŶds. 

BENEFITS & RISKS OF  SHORT SELLING  
 OŶe ĐaŶ ƌesoƌt to shoƌt selliŶg iŶtƌa-daǇ ďut ĐaŶ also keep it opeŶ  

oǀeƌŶight if the ǀieǁ is that the pƌiĐes ǁill dƌop fuƌtheƌ the Ŷeǆt daǇ as is 
happeŶiŶg ĐuƌƌeŶtlǇ. Foƌ iŶstaŶĐe, foƌ aŶ illiƋuid ďoŶd - ǁhiĐh does Ŷot 
see ŵuĐh tƌadiŶg—the liŵit is Đapped at Ϭ.Ϯϱ% of its outstaŶdiŶg stoĐk. 
Foƌ a liƋuid seĐuƌitǇ, the ĐeiliŶg is higheƌ-Ϭ.ϳϱ% oƌ Rs ϲϬϬ Đƌoƌe, the  
loǁeƌ of the tǁo. 

 A shoƌt selleƌ ďoƌƌoǁs the seĐuƌitǇ fƌoŵ otheƌs iŶ the ŵaƌket thƌough 
the CROMS platfoƌŵ of CCIL. OŶe ĐaŶ ďoƌƌoǁ the seĐuƌitǇ foƌ oŶe daǇ 
aŶd keep oŶ ƌolliŶg it oǀeƌ up to ϵϬ daǇs till oŶe aĐtuallǇ ďuǇs the  
seĐuƌitǇ.  

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 tƌaded aŵouŶt: EǀideŶĐe of shoƌt selliŶg? 

Rs Đƌoƌes 5.ϳϳ% GS ϮϬϯϬ 5.ϴ5% GS ϮϬϯϬ 

ϭϯ-Ϭϭ-ϮϬϮϭ ϱϳϯϰ Ϯϯϯϭ 

ϭϰ-Ϭϭ-ϮϬϮϭ ϰϲϴϲ ϯϯϭϵ 

ϭϱ-Ϭϭ-ϮϬϮϭ ϱϳϰϬ Ϯϰϱϴ 

ϭϴ-Ϭϭ-ϮϬϮϭ ϲϬϲϲ ϮϬϰϬ 

ϭϵ-Ϭϭ-ϮϬϮϭ ϲϬϬϴ Ϯϯϲϵ 

ϮϬ-Ϭϭ-ϮϬϮϭ ϱϯϱϬ ϮϮϳϵ 

Ϯϭ-Ϭϭ-ϮϬϮϭ ϯϴϬϮ Ϯϯϴϱ 

ϮϮ-Ϭϭ-ϮϬϮϭ ϲϯϴϵ ϮϭϭϬ 

Ϯϱ-Ϭϭ-ϮϬϮϭ ϲϮϱϱ Ϯϴϴϱ 

Ϯϳ-Ϭϭ-ϮϬϮϭ ϱϱϰϵ Ϯϴϭϰ 

Ϯϴ-Ϭϭ-ϮϬϮϭ ϱϬϬϮ Ϯϱϳϱ 

Ϯϵ-Ϭϭ-ϮϬϮϭ Ϯϳϱϱ ϭϵϱϳ 

Ϭϭ-ϬϮ-ϮϬϮϭ ϭϵϱϮ ϮϮϯϱ 

ϬϮ-ϬϮ-ϮϬϮϭ ϮϲϭϬ ϯϲϮϬ 

Ϭϯ-ϬϮ-ϮϬϮϭ ϯϱϮϮ ϯϯϱϱ 

Ϭϰ-ϬϮ-ϮϬϮϭ ϯϱϵϮ ϮϲϯϬ 

Ϭϱ-ϬϮ-ϮϬϮϭ ϯϱϴϱ Ϯϲϲϱ 

Ϭϴ-ϬϮ-ϮϬϮϭ ϱϮϬϮ ϯϮϴϬ 

Ϭϵ-ϬϮ-ϮϬϮϭ ϱϵϱϬ ϯϭϳϵ 

ϭϬ-ϬϮ-ϮϬϮϭ ϱϯϮϮ Ϯϲϭϳ 

ϭϭ-ϬϮ-ϮϬϮϭ ϲϴϱϵ ϯϭϲϬ 

ϭϮ-ϬϮ-ϮϬϮϭ ϱϭϰϱ ϮϬϮϬ 

ϭϱ-ϬϮ-ϮϬϮϭ ϱϵϭϰ Ϯϭϱϱ 

ϭϲ-ϬϮ-ϮϬϮϭ ϱϳϬϯ ϮϱϮϲ 

ϭϳ-ϬϮ-ϮϬϮϭ ϱϱϮϭ ϮϱϳϬ 

ϭϴ-ϬϮ-ϮϬϮϭ ϱϱϲϱ Ϯϵϳϱ 

SouƌĐe: SBI ReseaƌĐh 
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 A seƌies of OMOs ǁill pƌoǀide ŶeĐessaƌǇ steaŵ to ďoŶd ŵaƌket to 
ƌallǇ aŶd ǁith iŶĐƌease iŶ pƌiĐe, ŵaŶǇ shoƌt sold positioŶ ǁill tƌig-
geƌ stop losses.  Due to suĐh OMO opeƌatioŶ, the ďoŶd ŵaƌket ǁill 
ƌallǇ fuƌtheƌ ƌesultiŶg iŶ falliŶg Ǉield, iŵpƌoǀeŵeŶt iŶ ŵaƌket  
ǀoluŵe etĐ. IŶ suĐh sĐeŶaƌio, shoƌt selleƌs ǁould Đuƌtail theiƌ posi-
tioŶ aŶd ŵaǇ Ŷot iŶitiate iŶ laƌge ǀoluŵe. 

 OMO iŶ illiƋuid seĐuƌity: OMO iŶ illiƋuid seĐuƌitǇ ǁill help  
shoƌteƌ ;hedgeƌsͿ to get ƌelieǀed of those holdiŶg iŶ OMO aŶd 
uŶǁiŶdiŶg of shoƌt positioŶ ǁill happeŶ. If the selliŶg pƌessuƌe is 
ŵatĐhed ďǇ aŶ eƋuiǀaleŶt oƌ ďetteƌ ďuǇiŶg pƌessuƌes fƌoŵ the 
ŵaƌket paƌtiĐipaŶts. AŶŶouŶĐiŶg a ǁeeklǇ outƌight OMO ĐaleŶdaƌ 
of Rs ϭϬϬϬϬ Đƌoƌe till MaƌĐh eŶd ǁill ďe helpful. 

 StoppiŶg VRR ƌolloǀeƌ: With eǀeŶ shoƌt eŶd G-seĐ Ǉield ;ϯǇƌ gseĐ 
at ϰ.ϵ% & ϱǇƌ gseĐ at ϱ.ϴϱ%Ϳ, Coƌp ďoŶd Ǉields higheƌ too ;ϯǇƌ AAA 
at ϱ.ϱϱ%Ϳ the eŶtiƌe ďeŶefit of aĐĐoŵŵodatiǀe staŶĐe is Ŷeutƌal-
ised. VRR does Ŷot help eǀeŶ iŶ oǀeƌŶight ƌates as ĐaŶ ďe seeŶ iŶ 
last ǁeek tƌeps ƌate ǁhiĐh ǁas aǀeƌagiŶg Ϯ.ϰ%.  

 HoldiŶg peƌiod: Tiŵe peƌiod foƌ ĐoǀeƌiŶg Shoƌt sale ŵaǇ ďe  
ƌeduĐed fƌoŵ ϵϬ daǇs to ϯϬ daǇs. 

 MaƌgiŶ ReƋuiƌeŵeŶt: MaƌgiŶ ƌeƋuiƌeŵeŶt foƌ ďoƌƌoǁiŶg  
seĐuƌities iŶ ƌepo ŵaƌket ǁhile ĐoǀeƌiŶg the shoƌt sale positioŶ 
ŵaǇ help.  Shoƌt selleƌs ŵaǇ deposit Đollateƌal to the tuŶe of ϭϱϬ% 
of ǀalue of shoƌt seĐuƌitǇ. 

 Liŵit ƌeduĐtioŶ: SeĐuƌitǇ leǀel liŵit ŵaǇ ďe ƌeduĐed to ϭ% of  
outstaŶdiŶg stoĐk ;oƌ Rs ϯϬϬ ĐƌoƌeͿ of eaĐh seĐuƌitǇ iŶ Đase of  
liƋuid seĐuƌities aŶd Ϭ.ϱ% ;oƌ Rs ϭϱϬ ĐƌoƌeͿ iŶ Đase of illiƋuid  
seĐuƌities. 

 Moƌe playeƌs: AlloǁiŶg ŵoƌe plaǇeƌs suĐh as ŵutual fuŶds aŶd  
iŶsuƌaŶĐe ĐoŵpaŶies iŶ the ƌepo ŵaƌket.  

 PeŶaliziŶg shoƌt selleƌs: The shoƌt selleƌs aƌe ǁilliŶg to giǀe the 
ŵoŶeǇ at Ϭ.Ϭϭ% foƌ ďoƌƌoǁiŶg ďoŶds. CaŶ ǁe haǀe Ŷota sǇsteŵ of 
Ŷegatiǀe iŶteƌest that ǁill ŵake the tƌaŶsaĐtioŶ eǀeŶ Đostlieƌ foƌ 
theŵ? RBI ĐaŶ also supplǇ ďoŶds iŶ the ƌepo ŵaƌket to the shoƌt 
selleƌs if it has the stoĐk.  

RESTRICTING SHORT SELLING SHOULD ONLY BE A TEMPORARY  
OPTION  
 Shoƌt selliŶg is the lifeďlood foƌ the deǀelopŵeŶt of aŶǇ seĐuƌities 

ŵaƌket as it Đƌeates liƋuiditǇ aŶd helps iŶ pƌiĐe disĐoǀeƌǇ. LoŶg-

oŶlǇ plaǇeƌs aloŶe ĐaŶŶot add depth to the ŵaƌket.  
 RestƌiĐtiŶg Shoƌt selliŶg ǁill deǀoid ŵaƌket of tƌadeƌs aŶd oŶlǇ 

iŶǀestoƌs ǁould ƌeŵaiŶ ǁhiĐh iŶ tuƌŶ ŵaǇ dƌǇ liƋuiditǇ of ŵaƌket. 
 ShoƌtiŶg of GoǀeƌŶŵeŶt SeĐuƌities is peƌŵitted as aŶ appƌopƌiate 

ƌisk ŵaŶageŵeŶt tool. PeƌŵittiŶg shoƌt sales eŶaďles PDs to 
hedge thƌough a shoƌt positioŶ pƌioƌ to aŶ auĐtioŶ so that theǇ 
Đould ďid ŵoƌe aggƌessiǀelǇ iŶ the pƌiŵaƌǇ auĐtioŶ, thus eŶsuƌiŶg 
that the GoǀeƌŶŵeŶt's ďoƌƌoǁiŶg pƌogƌaŵŵe does Ŷot suffeƌ. 
This is eǆpeĐted to eǀeŶtuallǇ loǁeƌ the Đost to the goǀeƌŶŵeŶt as 
the pƌiĐiŶg ǁould ďe fiŶeƌ iŶ auĐtioŶs. This also addƌesses the  
issue of PDs failiŶg to Ƌuote tǁo-ǁaǇ pƌiĐes foƌ seĐuƌities Ŷot held 
ďǇ theŵ. 

 Hoǁeǀeƌ, tǇpiĐallǇ, the shoƌt selleƌs keep oŶ ƌolliŶg oǀeƌ theiƌ  
ďoƌƌoǁed seĐuƌitǇ fƌoŵ the ƌepo ŵaƌket till the tiŵe theǇ ďelieǀe 
that Ǉields ǁill ĐoŶtiŶue to ƌise, aŶd heƌe the RBI should aĐtuallǇ 
eŶsuƌe that laƌge sĐale OMOs to pƌoǀide ŶeĐessaƌǇ steaŵ to 
ďoŶd ŵaƌket to ƌallǇ aŶd ǁith iŶĐƌease iŶ pƌiĐe, ŵaŶǇ shoƌt sold 
positioŶ ǁill tƌiggeƌ stop losses aŶd ŵaƌket plaǇeƌs ǁill sĐƌaŵďle 
to Đoǀeƌ opeŶ positioŶs.  

 HeŶĐe, the RBI ŵight ďe aďle to ďƌeak the ĐhaiŶ. If the  
aŶtiĐipatioŶ of higheƌ Ǉields does Ŷot ŵateƌialise, it ǁill lead to a 
sĐƌaŵďle foƌ ĐoǀeƌiŶg the positioŶs as sooŶ as possiďle ďǇ the 
shoƌt selleƌs, ǁhiĐh ǁill Đƌeate ŵoƌe deŵaŶd foƌ seĐuƌities ǁhiĐh 
ǁill agaiŶ push the Ǉields doǁŶ.  

 What fuƌtheƌ leads to ĐoŵpliĐatioŶs iŶ Ǉield ŵaŶageŵeŶt is the 
laĐk of ďƌeadth iŶ the ďoŶd ŵaƌket. StaŶdaloŶe PDs haǀe  
ĐoŶsisteŶtlǇ aĐĐouŶted foƌ ϭϱ-ϭϲ% of seĐoŶdaƌǇ ŵaƌket shaƌe. 
This has ƌeŵaiŶed ďƌoadlǇ ĐoŶsisteŶt oǀeƌ loŶg peƌiod. IŶ the 
pƌiŵaƌǇ ŵaƌket too, aǀeƌage suďsĐƌiptioŶ iŶ ĐeŶtƌal goǀeƌŶŵeŶt 
auĐtioŶs ƌeŵaiŶs Đlose to ϱϬ% foƌ PDs. So, it is the pƌiĐiŶg iŶ  
pƌiŵaƌǇ  
ŵaƌkets ǁhiĐh is dƌiǀiŶg the seĐoŶdaƌǇ ŵaƌket pƌiĐiŶg. While PDs 
haǀe ďeeŶ doiŶg theiƌ ďit, the ŵaƌket ƌeƋuiƌes loŶg teƌŵ  
iŶǀestoƌs to aĐĐess seĐoŶdaƌǇ ŵaƌket foƌ theiƌ iŶǀestŵeŶt Ŷeeds.  

 Foƌ ĐeƌtaiŶ ďaŶks ǁhiĐh aĐt as pƌiŵaƌǇ dealeƌs theǇ ĐaŶ shoǁ the 
seĐuƌities as paƌt of theiƌ SLR, ǁhile foƌ ĐeƌtaiŶ ďaŶks ǁho  haǀe 
PDs iŶ the foƌŵ of suďsidiaƌies it is Ŷot possiďle to shoǁ the  
seĐuƌities ďought as paƌt of SLR.  

OFF MARKET INTERVENTIONS BY RBI COULD BE THE BEST STRATEGY 

 OŶe optioŶ of ŵaŶagiŶg Ǉields iŶ a ŶoŶ disƌuptiǀe ŵaŶŶeƌ ďǇ the 
RBI is to folloǁ the stƌategǇ as it has ďeeŶ suĐĐessfullǇ doiŶg iŶ 
foƌeigŶ eǆĐhaŶge ŵaƌket. TǇpiĐallǇ, iŶ tiŵes of ƌupee ǀolatilitǇ, 
the RBI ĐaŶ ofteŶ iŶteƌǀeŶe thƌough desigŶated dealeƌs aŶd 
theƌeďǇ uŶdeƌstaŶd shoƌt positioŶiŶg  ďǇ ĐouŶteƌpaƌties /  
plaǇeƌs. SpeakiŶg to suĐh plaǇeƌs ĐaŶ alǁaǇs dissuade eǆĐessiǀe 
shoƌt ĐoǀeƌiŶg.  

 SepaƌatelǇ, as aŶ aŶalogǇ, RBI had iŶstituted a sepaƌate ǁiŶdoǁ 
foƌ Oil MaƌketiŶg CoŵpaŶies to ďoƌƌoǁ dollaƌ duƌiŶg the gloďal 
fiŶaŶĐial Đƌisis aŶd also lateƌ, iŶ a siŵilaƌ ǀeiŶ RBI ĐaŶ thiŶk of 
iŶǀestiŶg iŶ SDLs ǁithout the saŵe hittiŶg the ŵaƌket. Thƌough 
this ŵeĐhaŶisŵ, RBI ŵaǇ Đajole ĐeƌtaiŶ ŵaƌket plaǇeƌs to ďuǇ 
seĐuƌities at a speĐifiĐ ƌate iŶ ďiddiŶg that Đould ďe theŶ  
suďseƋueŶtlǇ ďought ďǇ RBI. This ǁill also fulfill the desiƌed  
oďjeĐtiǀe of RBI aǀoidiŶg deǀolǀeŵeŶt at auĐtioŶs.  

HOW TO CAP THE UPWARD MOVEMENT IN YIELDS  
 We ďelieǀe that iŶ the IŶdiaŶ ĐoŶteǆt the loŶg-teƌŵ Ǉields that 

aƌe ĐuƌƌeŶtlǇ hoǀeƌiŶg aƌouŶd ϲ% ŵaǇ iŶĐƌease fuƌtheƌ, as the 
GoǀeƌŶŵeŶt ďoƌƌoǁiŶg ǁill ďe high. Rise iŶ Ǉield ǁill haǀe iŵpaĐt 
oŶ ŵaƌk to ŵaƌket loss of ďaŶks. HeŶĐe it is ďetteƌ to Đap the 
eŶtiƌe Ǉield Đuƌǀe at soŵe leǀels. This ǁill staďilize the GoǀeƌŶ-
ŵeŶt ďoŶd ŵaƌkets aŶd Đuƌď the Đost of fiŶaŶĐiŶg of defiĐit. 
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