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Centre sticks to its borrowing calendar
Centre has maintained its borrowing plan of Rs 12tn implying gross and net
borrowing of Rs 4.25tn and Rs 3.37tn in H2. Issuance pattern remains skewed
towards 10Y and above (55% of issuances) which to some extent justifies term
premium/steep yield curve. State borrowings will also pick-up pace in Q3 and
Q4. In addition, Centre may look at issuing longer dated securities to refinance
some of the T-Bills outstanding. The above backdrop suggests gross borrowing
of dated securities will be higher thus implying 10Y in the range of 6-6.25%.

Centre’s borrowing calendar unchanged at Rs 12tn: Centre has not changed
its borrowing calendar for FY21. With Rs 7.66tn already borrowed in H1 (Rs
4.25tn in H1FY20), borrowing in H2 has been pegged at Rs 4.34tn (Rs 2.85tn
last year). Net borrowing in H2 is estimated at Rs 3.37tn compared with Rs
1.33tn last year. Apart from dated securities, Centre has borrowed additional
Rs 5.6tn by way of T-Bills in H1 compared with Rs 1.25tn last year. This has
helped it to meet the gap between revenues and expenditure which increased
to Rs 8.7tn during Apr-Aug compared with Rs 5.5tn last year.
Maturity pattern skewed towards long-end: Issuance pattern is skewed
towards higher maturity bucket of 10-year and above at 55% in H2FY21
compared with 35% in H2FY20. This to some extent justifies the term
premium between short-end and long-end bonds. Issuances in 1-5-year
category is now kept at 23% in H2FY21 compared with 25% in H2FY20. FRB
issuances are pegged at Rs 240bn (5.5% of overall issuance).
Consolidated deficit estimated at 12% of GDP: Driven by sharp decline in
centre’s net revenue receipts (40% in FYTD21) and steady growth in spending
(6.2% in FYTD21) centre’s fiscal deficit has already reached 6.5% of GDP in
Aug’20 (12MMA basis). We expect the deficit to increase to 7.5% of GDP
backed by the need to spend to support growth in H2. In addition, the Centre
may issue dated securities to repay some of the outstanding T-Bills. The
uncertainty over the extent of issuances implies term premium will remain
elevated. In addition, fiscal deficit of states is estimated at 4.5% of GDP which
implies borrowing of ~Rs 8tn by states in FY21 out of which states have already
borrowed Rs 3.05tn in H1 and plan to issue another Rs 2.02tn in Q3. While
banks have been large buyers of dated securities, MFs have bought T-Bills. We
expect 10Y yield to remain in 6-6.25% range in the near-term.
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KEY HIGHLIGHTS
 Gross borrowing in FY21 unchanged at
Rs 12tn, H2 borrowing at Rs4.34tn.
 States to borrow Rs 2.02tn in Q3 after

issuing Rs 3.05tn SDLs in H1.
 Centre’s fiscal deficit estimated at 7.5% (of
GDP).
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FIG 1 – BORROWING PLAN KEPT UNCHANGED
(Rs bn)
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Disclaimer
The views expressed in this research note are personal views of the author(s) and do not necessarily reflect the views of Bank of Baroda. Nothing contained in this
publication shall constitute or be deemed to constitute an offer to sell/ purchase or as an invitation or solicitation to do so for any securities of any entity. Bank of Baroda
and/ or its Affiliates and its subsidiaries make no representation as to the accuracy; completeness or reliability of any information contained herein or otherwise provided
and hereby disclaim any liability with regard to the same. Bank of Baroda Group or its officers, employees, personnel, directors may be associated in a commercial or
personal capacity or may have a commercial interest including as proprietary traders in or with the securities and/ or companies or issues or matters as contained in this
publication and such commercial capacity or interest whether or not differing with or conflicting with this publication, shall not make or render Bank of Baroda Group
liable in any manner whatsoever & Bank of Baroda Group or any of its officers, employees, personnel, directors shall not be liable for any loss, damage, liability whatsoever
for any direct or indirect loss arising from the use or access of any information that may be displayed in this publication from time to time.
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