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The Finance ministry in a press release late last night announced that the
borrowing under Option 1 (of the GST compensation cess fund) through a
Special Window will be conducted by the Government of India (rather than
individual state governments)
This is expected to put the uncertainties around treatment of GST
compensation cess fund and risk of higher central government borrowing
announcements later in the year, to an end
The fact that the weekly auction size would see reduction, along with lower
weekly supply in duration (given the extension to mid-March), would be a
positive. The 3-year, 5-year segment, would see higher supply and could lead
to some bear flattening in the curve, though surplus liquidity could aid in
putting a cap on yields
The overall general government borrowing expectations do not change with
this announcement as it is a transfer from state to central borrowings. Overall
we expect gross general government borrowing of ~12% of GDP for the fiscal
with H2 borrowing of ~INR 11 tn
In terms of funding the fiscal deficit, while upside risks to further slippage
remain (with our estimates for central government fiscal deficit at ~8-8.5% of
GDP), this deficit could be funded by higher reliance on other sources of
funding

Settling the uncertainty around the GST compensation cess fund, the Finance ministry in a
press release late last night announced that the borrowing under Option 1 of INR 1.1 tn (for
the GST compensation cess fund), through a Special Window will be conducted by the
Government of India (rather than individual state governments) in appropriate tranches. The
borrowed amount will be passed on to “the States as a back-to-back loan in lieu of GST
Compensation Cess releases” and is being done to ease administrative difficulties and
differential interest rates through SDLs done by individual states.
While this communique is a reversal from the one announced earlier in the week in which the
State Governments that had opted for Option 1 were being allowed to borrow an additional
INR ~688 bn through SDLs, nevertheless it marks the end of the uncertainty that was being
brought about through the ongoing embargo. This would lead the central government
borrowing for the full fiscal at INR 13.1 tn vs. INR 12 tn earlier.
Internals of the new borrowing program which take central government H2 borrowing to INR
5.44 tn (from the earlier announced calendar of INR 4.34) could lead to a lower weekly supply
of ~INR 240-250 bn vs. ~INR 270-280 bn, as the program is now being extended till midMarch vs. the earlier calendar ending in the last week of January.
Moreover, the distribution of the borrowing calendar across tenors indicates lower weekly
supply of duration (given the extension to mid-March), with the incremental new borrowing of
INR 1.1 tn being split equally between 3-year and 5-year paper. This could lead to some bear
flattening, but the surplus liquidity in the system, could aid in capping the upside in yields in
these segments.
Borrowing calendar for H2 FY 2021 (INR bn)
Old
Revised
Absolute Borrowing
Tenors
borrowing
% share borrowing change
YTD*
2 years
240
5.5
240
0
30.0
3 years
550
550
5 years
640
14.7
1190
550
80.0
10 years
970
22.4
970
0
130.0
14 years
960
22.1
960
0
120.0
30 years
570
13.1
570
0
80.0
40 years
720
16.6
720
0
90.0
Floating rate bonds
240
5.5
240
0
30.0
Total Borrowing*
4340
100
5440
1100
560
* includes green shoe of INR 34 bn

Source: Ministry of finance, RBI, ICICI Bank Research

% Share
0.6
0.0
1.5
2.4
2.2
1.5
1.7
0.6
10.3

The other previously announced borrowing calendars of the state governments and t-bills calendar remain unchanged.
With this announcement we think that any risks of additional central borrowing announcements towards the end of the
year, are at bay, which could also aid sentiment in the long end. In terms of funding the fiscal deficit, while upside risks to
further slippage remain (with our estimates for central government fiscal deficit at ~8-8.5% of GDP), this deficit could be
funded by higher reliance on other sources of funding – including external finances, cash drawdowns, short-term
borrowing, and NSSF contributions. Accumulation in the NSSF fund is ~INR 950 bn (FYTD August 2020), which is slightly
higher than the accumulation seen during the same time last fiscal. With higher differential interest rates in small savings
instruments compared to other sources, as well as continued proclivity to save in safe haven instruments, this pace of
accretion is expected to continue

Source: CGA, ICICI Bank Research

With more clarity on the GST compensation fund issue, we expect state government borrowing of ~INR 9.3 tn which
would lead to H2 borrowing of INR ~5.7 tn. We believe that the Q3 SDL borrowing calendar of INR 2.02 tn could see
upside risks, with reliance on the green-shoe option, as states continue to remain severely resource constrained.
Overall, we expect gross general government borrowing of ~12% of GDP for the fiscal with H2 borrowing of ~INR 11 tn.
To summarise, the recent announcement would put the uncertainties around treatment of GST cess compensation fund
and risk of higher central government borrowing announcements later in the year, to an end. The overall general
government borrowing expectations do not change with this announcement as it is a transfer from state to central
borrowings. The fact that the weekly auction size would see reduction, along with lower weekly supply in duration (given
the extension to mid-March), would be a positive. The 3-year, 5-year segment, would see higher supply and could lead to
some bear flattening in the curve, though surplus liquidity could aid in putting a cap on yields. Markets would expect
higher OMOs in G-sec securities to absorb the supply, while continuing to expect announcements in SDL OMOs.
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fiduciary capacity in respect of this proposed transaction with you unless otherwise expressly agreed by us in writing. Before entering into any
transaction you should take steps to ensure that you understand the transaction and have made an independent assessment of the
appropriateness of the transaction in the light of your own objectives and circumstances, including the possible risks and benefits of entering
into such transaction. You may consider asking advice from your advisers in making this assessment. No part of this report may be copied
or redistributed by any recipient for any purpose without ICICI’s prior written consent.
Disclaimer for US/UK/Belgium/Canada residents
This document is issued solely by ICICI Bank Limited (‘’ICICI’’). The material in this document is derived from sources ICICI believes to be
reliable but which have not been independently verified. In preparing this document, ICICI has relied upon and assumed, the accuracy and
completeness of all information available from public sources ICICI makes no guarantee of the accuracy and completeness of factual or
analytical data and is not responsible for errors of transmission or reception. The opinions contained in such material constitute the judgment
of ICICI in relation to the matters which are the subject of such material as at the date of its publication, all of which are expressed without
any responsibility on ICICI’s part and are subject to change without notice. ICICI has no duty to update this document, the opinions, factual or
analytical data contained herein. The information and opinions in such material are given by ICICI as part of its internal research activity and
not as manager of or adviser in relation to any assets or investments and no consideration has been given to the particular needs of any
recipient.
Except for the historical information contained herein, statements in this document, which contain words or phrases such as 'will', 'would', etc.,
and similar expressions or variations of such expressions may constitute 'forward-looking statements'. These forward-looking statements
involve a number of risks, uncertainties and other factors that could cause actual results to differ materially from those suggested by the
forward-looking statements. ICICI Bank undertakes no obligation to update forward-looking statements to reflect events or circumstances after
the date thereof. 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 or financial products of any entity. ICICI Bank and/or its Affiliates, ("ICICI Group") 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. ICICI 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 ICICI Group liable in any manner whatsoever & ICICI 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. This document is intended
for distribution solely to customers of ICICI. No part of this report may be
copied or redistributed by any recipient for any purpose without ICICI’s prior written consent. If the reader of this message is not the
intended recipient and has received this transmission in error, please immediately notify ICICI, Economic Research Group, E-mail:
trg@icicibank.com or by telephone at +91-22-2653-7233 and please delete this message from your system.
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thereto.

5

