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Growth in Bank Credit »

Net financial savings of

“We need to get banks back into lending. For four years, banks households as % of GDP

have not been there because of asset quality review, which hit
their balance sheets and occupied their time” - JavesH MEHTA

While there has been a slowdown in the non-bank lending space, there
is a genuine slowdown in primary demand. The investment demand in
real estate has disappeared overnight — piINANATH DUBHASHI
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REVIVAL AGENDA (Left to Right) India Infoline’s Nirmal Jain, Rakesh Singh of HDFC Bank, Umesh Revankar of Shriram Transport Finance, Bank of America-Merrill Lynch's Jayesh Mehta and L&T Finance’s Dinanath Dubhashi at the panel discussion

BIG VISION NEEDED, PIECEMEAL
MEASURES CANT IGNITE GROWTH

Bolder measures like tax incentives, increased government expenditure
and sector-specific solutions required to turn things around

Tare Economic TiMes
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UNCOMMON INSIGHTS. FOR THE COMMON GOOD.

he government hasbegunthe
process of reviving growth,
but its concerted policy
measures ought to include
judicious tax incentives, in-
creased federal expenditure
and targeted solutions for
industries such as property and automo-
biles, expertsattendingthe second edition
of ET Dialogues said.

Although the government recognises
there is a slowdown and has shown the
intent to take corrective measures, more
needs to be done, panellists said at the
roundtable conference held in Mumbai.

India Infoline (ITFL) chairman Nirmal
Jain, HDFC Bank’s head of investment
banking and markets Rakesh Singh,
Shriram Transport Finance CEO Umesh
Revankar, L&T Finance Holdings CEO
Dinanath Dubhashiand Bank of America-
Merrill Lynch MD Jayesh Mehta werethe
panellistsfor these discussions.

“The government is taking many steps
buttheyareall piecemeal. What we need
today isone package whichis well thought
through and executed very well. Theseare
extraordinarily difficult times, cyclical
downturnisgettingworseandthisishigh
time that industry, government, policy-
makersandcentral bank—all sit togeth-
er and work out a complete package that
takescareofeverything,” said IIFL's Jain.

SLUGGISH GROWTH
Datareleasedlatelastmonth showed that
the Indian economy expanded at lower-
than-expected 5% in the April-Junequar-
ter, the slowest in over six years, driven
by weak investment growth and sluggish
demand. Sales of cars and SUVs fell 41%
on-year, while that of trucks and buses
fell 39%, and two-wheelers also saw a
22% drop in sales, according to datare-
leased by theSociety of Indian Automobile
Manufacturers (SIAM).

There are concerns that growth could
slip further this fiscal as consumption
demand, which remained resilient until
now, is waning. Revankar of Shriram
Transport Finance, the largest truck
financier in thecountry,said commercial
vehicle sales could contract 10% to 15%
thisyear.

“It may slow down or grow less in the
next year if the economy does not pick

up.Even carsalesarehoveringbetween
250,000 and 300,000. Another segment
where growth has slowed down is
rural. There are several reasons for
rural car consumption going down. In
cities, the growth is lower because of
less parking space and fines going up.
City infrastructure isnot able to absorb
reasonable number of cars. People are
looking at alternate ways of mobility,”
Revankar said.

BRICK-AND-MORTAR PROBLEMS
Realestateisanother partofthe economy
facingchallenges. Home sales arefalling
asbuilders havebeenburdened by rising
debt, with banks reluctant to add risky
exposures.

“Investment demand in real estate
has disappeared overnight. When the
total demand was investment plus
consumption even if the latter has
increased a little bit, the investment
demand dropping off has been the death
knell for the industry,” said Dubhashi of
L&T Finance. “This is the new normal.
There is a systemic demand which has
disappeared, and it will require systemic
solutions. One clear solution is to make
sure good projects from good developers
get completed, which today they are not.
The finance minister has announced a
package but we have to wait and see how
it will be implemented. In fact, the main
problem has not been touched in this
announcement.”

Earlier this month, finance minister
Nirmala Sitharaman announced special
incentives for real estate and export
sectors in an attempt to boost growth.
The real estate package included a
%20,000-crore fund, half of which will
come from the government, to provide
last-mile funding for housing projects

that are not in bankruptcy courts or
already tagged as bad debt. Housing
finance companies have also been
allowed to borrow funds from overseas
on easier terms to provide them better
liquidity.

BANKS MORE CIRCUMSPECT

Banks have also become reluctant to
lend due to the problem of mounting
bad loans. As a result, funding for
both investment and construction has
come down. Getting banks to lend will
also improve liquidity and stimulate
demand, panellists said.

“Ultimately, we still need to get banks
back into lending. For four years, banks
have not been there because of the asset
quality review, which hit their balance
sheets and occupied their management
time. We need to start getting banks to
lend,” said Mehta of Bank of America-
Merrill Lynch.

Government support is needed urgent-
ly because there is still demand in some
pockets thatcan be tapped and improved,
said HDFC Bank’s Rakesh Singh.

“There is a visible slowdown but there
is still underlying demand that we con-
tinue to see in certain pockets. We are
seeing significant amount of demand in
warehousing. Weare seeinggood demand
on the transmission side or renewables.
Thesesectorsarestillconsumingcapital
and growing,” Singh said.

“As demand accelerates, supplies

@ Thereis afear
factor and the
narrative and rhetoric
should not make
everybody fearful.
These are times that
call for bull measures
for taxes and fiscal
deficit targets

NIRMAL JAIN chairman, India Infoline

will start catching up. The moderated
inflation number that could be a little
higher would have helped in pushing
up wage growth, which can basically
lead to higher consumption. There is
a need for wage growth. Entry-level
salaries in the private sector have not
seensignificantgrowth,” Singh added.
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LOWER TAXES, STOKEDEMAND

Lower taxes will also put more money
in the hands of companies as well as
individuals.

“Taxes on petrol and diesel were 31.06
lakh crore five years ago and now they
are 3.7 lakh crore. State taxes on petrol
and dieselhave alsogoneupfromgz1.2lakh
croretoz2.51akh crore. Themaximumtax
rateonthecorporatesand HNIsis42.7%.
Thisisnotencouragingnew investments.
New investment takes place in anticipa-
tion of profit. Thereisafearfactorand the
narrative and rhetoric should not make
everybody fearful. These are the times
that call for bull measures for taxes and
fiscaldeficittargets. Thegovernmentmay
have to take some leeway for some years
to get the economy back on track,” Jain
from ITIFLsaid.

Revival of the real estate sector is also
key to a pick-up in demand, Revankar
said. Urban demand will pick up only
withreal estate.

“Ifreal estateisnot pickingupinurban
areas, durable or luxury item sales will
not pick up. The positive trend over the
lastoneyearisthatcommercial property
is pickingup. You need housing by up to
five times the demand of commercial
real estate. It may translate into hous-
ing demand after two to three years. So,
not everythingis becoming stagnant,”
said Revankar.

User-Pays Model Key
to an Infra Rebound

Viable revenue models,
removal of roadblocks
will attract private equity
funding for projects

OUR BUREAU

Mumbai: The revival of India’s infra-
structure sector could depend on the
creation of viable financing models and
removal of existing roadblocks, such as
elevated costs of land acquisition and
frequent political interference.

Furthermore, creating viablerevenue
modelswould goalongway inincentivis-
ing private equity funding for projects
that otherwise have suffered due to
drying up of funding sources in recent
months, according to experts.

“The concept of user pay has to come,”
said Rakesh Singh, group head, invest-
mentand privatebanking, HDFC Bank.
“Be it electricity or civic infrastruc-
ture, unless user pay is not considered,
the stakeholders will face serious chal-
lenge inthe implementation of thefiscal
arithmetic.”

User pays, or beneficiary pays, is a pric-
ing approach based on the idea that the
most efficient allocation of resources oc-
curs when consumers pay the full cost of
the goods they consume. Furthermore,
Singh said that thecost of acquiringland
shouldbebroughtdownsignificantlytoat-
tractprivatecapital tofund publicprojects.

“If you go to any Indian metro city,
you’ll find people complaining of in-
frastructure,” Singh told delegates at
the second edition of India Dialogues
on Monday. “The single biggest issue
faced by private developersis the cost of
acquiringland. The government should
consider bringing down the price for at
least public utility projects, as some of
the shortfalls are massive.”

As per data from CARE Ratings, com-
pared with90lakh perhectarein 2013-
14, the cost of land acquisition stood at
%2.47croreperhectarein2018-19, even as
the totalland acquired for road projects
has increased. The rating agency has
projected the rate of highway construc-
tion to slow down to 27 kmin theongoing
fiscalfrom30kmIlastyear. Furthermore,
thegovernment’stargetfor FY20hasalso
beenreduced tojust6,000 km from 20,000
kmlastyear.
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@ The single biggest
issue faced by
private developers is
the cost of acquiring
land. Govt should
consider bringing
down the price for

at least public utility
projects as some of
the shortfalls

are massive

RAKESH SINGH

Head, Investment Banking & Markets,
HDFC Bank

Bureaucratic roadblocks have also
taken a toll on these projects.

“Most investors, especially in thebond
market, have suffered due to delays and
government interferences for political
reasons,” said Nirmal Jain, chairman of
IIFL group. “Seemingly good road pro-
jects have suffered and lost money. The
need of the houris clarity and upholding
of commitment by government retrospec-
tively. Thejudiciary should alsonot inter-
fere unlessthereisaclearbreachoflaw.”

“Uncertainty becomes a very impor-
tantpoint,” said Dinanath Dubhashi, MD
of L&T Finance. “Every time an IL&FS
ruling happens, it takes away the sanc-
tity of an existing SPV structure. Every
timeanew government comes inand de-
cides to question old and new PPAs, we
are taking away certainty.”

NBFCs Need to Focus on Niche Offerings, Consolidate to Survive

Participants at the ET India Dialogues were unanimous that NBFCs should not compete with banks and must turn to knowledge-based growth

@ Using balanc
sheetasa

strength for NBFCs
is not going to work.
NBFCs' strength

is reach and

specific knowledge

Dinanath Dubhashi ceo, L&T Finance

OUR BUREAU

Mumbai: Non-bankingfinance companies
(NBFCs)will have toreinvent themselves
with niche offerings and consolidate for
survival and growth after gettingbruised
inthelastroundofcreditsqueeze.

These non-bank lenders, also known as
shadow lenders, would have to work out
other waysof funding their books and look
atmodelssuchasoriginateand distributeso
that they arenot stuck due toswings inthe
financial marketconditions, expertssaid.

“NBFCs have always been in niche seg-
ment; whether gold, housing, CVs (com-
mercial vehicles),” said Umesh Revankar,
CEO, Shriram TransportFinanceatthe ET
Dialoguesmeet. “NBFCswho tried getting
intoalotofsegmentsfaced problems. Today
thereareco-lending. NBFCsdonotcompete
withbanks. Only first-timecustomersmay
cometo NBFCs.NBFCswillkeepdoingon-
boarding. India’s credit penetration is not
more than40-50 % of unorganised sector.”

Intense debate is on about the future of
NBFCs after they got burntin thelast one
year with funding problems after the col-

lapse of IL&FS. Many of them who were
dependent on short-term funds from mu-
tual funds faced severe constraints as the
fund industry shut this sector out for fear
oflosingmoney. Many arefighting for sur-
vival with somebiglenderssuch asDewan
Housing Financedefaultingon loans, and

many are cutting down on their balance CEO of L&T Finance. “NBFCs with 22,000

sheetsizebysellingportfolios tobanksand
largerrivals.

“NBFCs who are choosing to reduce their
balance sheet by selling portfolio are mod-
erating value expectation and selling to
larger NBFCs,” said Dinanath Dubhashi,

Risk Perception Hits Confidence

NBFCs: Proportion of market borrowing (NCDs/CPs) coming down
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crore-¥3,000 crore are asking for two-three
timesvaluation. Growth willbemoreknowl-
edge-based than capital-based. Fee income
will become the main source of income for
NBFCsrather than spreads. It is two-three
years from there. Some NBFCs will close
downand smarterones willmerge.”
NBFCs constitute around 12% of the total
assets of banking and non-banking space
and have been growing at a faster pace in
recent years. As of March 2019-end, the ag-
gregate capitaladequacy of NBFCsector was
19.3%,whilethegrossnon-performingassets
ratiowas6.6%.Thecreditgrowthof NBFCs,
whichwasover20% earlier, slowed down in
the second-halfof 2018-19 after the debt de-
faultby asystemically important NBFC.
“Out of 15,000 (NBFCs), 14,900 are likely
mom-and-popshopsthatarearegulatorybur-
den for RBI,” said Nirmal Jain, chairman of
ITFL.Jainsaid RBIwillbetterregulatelarger
NBFCsthan focusing on thesmall ones.
Thegovernment and the Reserve Bank of
Indiahavebroughtinseveral changesinthe
last twelve months to provide more liquid-
ity toNBFCsand ensurebetterregulations.
“Typical retail NBFCs would not compete

withbanks,” said Jayesh Mehta, MD, Bank
of America-Merrill Lynch. “Banks would
look at income tax returns, including for
companies, corporate, and retail. Only
4.84crorepeoplewithmorethanz5lakh (in-
come)havefiled return. NBFCs have their
own way of evaluatingretail outside of the
tax net. The other threeniche are capital
market, M&A, land acquisition financing
forrealestate.”

The government has also come up with
guarantee scheme on asset purchase from
top-rated NBFCs originated before March
31,2019. “Whendemonetisation happened,
andbanksstoppedlending, NBFCsstarted
thinking they could compete with banks
and started getting cheaper money. We
still want to get banks to get tolending,”
said Mehta.

But the days of handsome profitability
with leverage of short-term borrowing to
lend long-term may well be over.

“Borrowingshorttermand lendinglong
term is hopefully a dead phenomenon,”
said Dubhashi of L&T Finance. “Using
balance sheet as a strength for NBFCs is
notgoingtowork. NBFCs’strengthisreach
and specific knowledge.”

.

Consumption’s Not All Gloom,
There are Many Rays of Hope

Not all sectors hit by consumption slowdown, there is underlying demand in
certain pockets and wage growth can help accelerate consumption

OUR BUREAU

Thedrasticfallincarandhomesalesand
therisein sharedmobility and outbound
tourism are clear indicators that India’s
consumer behaviour is fast changing.
The fall in car sales to two-decade low
is being attributed to the advent of Ola &
Uber and the changing spend patterns of
the millennials. What has made matters
worseisthemountingunsold inventories
of the real estate sector with consumers
preferringto liveonrent.

“There’s a change in ownership pat-
tern; earlier, the ownership of a vehicle
would have been a priority. Today, with
theadvent of shared mobility, spendsare
moving to holidaying, electronics,” said
Rakesh Singh, head of investment bank-
ing &markets, HDFCBank. “An interest-
ing data point is that 10 million tourists
travel within India and 30 million travel
outside India. Consumption in some sec-
torsisdroppingbutthereisstill consump-
tioninothersectors.”

Over the past five years, the total
consumption expenditure of Indian
households had accelerated with an
average growth rate of 7.8%, compared
with an average of 6.1% in 2011-14. But
the recent sharp fall in private final
consumption expenditure in the June
quarter to 3.1% compared with 7.2% in
the March quarter has significantly
contributed to the recent slowdown. But
Singhbelievesthatsomesectors still hold

@ You need housing
by up to five times the
demand of commer-
cial real estate. It

may translate into
housing demand after

two to three years
UMESH REVANKAR

CEO, Shriram Transport Finance

Consumption Halt

»~

Unsold real
estate at
Z1.4lakh
crore

560,000

homes worth
ofz4.5lakh =
crore stuck ==

Property
prices in Mumbai sank 11% last year

fAY A

Carsales \
dropto
19-year low

LI

Private consumption
expenditure dropped to 3.1% ln
in June versus 7.2% in March

promise.
“Thereisavisibleslowdownbutthereis
an underlying demand that we continue
toseeincertainpockets,” Singhsaid. “We
areseeingsignificantamount ofdemand
in warehousing, transmission side and
renewables — these sectors are still
consuming capital and growing.”
Despite talks that some sectors are con-
tributing to the demand that has slack-
ened; India grewat5% at the end of June,
slowestin25quarters. Low wage inflation
forthe workplace has exacerbated issues
asthesalary structure has stagnated for
the past few years due to which the con-
sumption slowdown is more entrenched
and has declined by 1.51akh crorein Q1
FY20comparedto Q4FY19.
“Thereisaneed for wage growth. If you
look at entry-level salaries in the private
sector, there hasn’t been significant
growth,” said Singh. “The moderated in-
flationnumber that could belittlehigher
would have helped in pushingup growth
which can lead to higher consumption. If
you look at thenew generation, peopleare
happiertoconsume, ifyouincrease wage
growth, itwillaccelerate consumption.”
Significant deceleration in growth of
gross domestic product of ‘financial,
real estate and professional services’
within services sector from 9.5% in Q4
FY191t05.9% in Q1 FY20indicates that
the current problem is of inadequate
demand propelled by a low wage
growth. Professional services constitute
75% of the ‘financial, real estate and
professional services’ segment.
The other missing link in the fall in
household consumption has been the
significantdrop in real estate sales. The

country’s top developers are sitting on
unsold inventory worth nearly ¥1.41akh
crore while their revenues dropped 7.2%
and profitsroseonly 7%.

An analysis of about 11,000 home build-
ers by research firm Liases Foras in
February showed that developers on an
average have to repay twice as much in
debteachyearastheincomethey generate
thatcan beused toservice it. This comes
asproperty prices in India’sbiggestcities
are flagging — home values in Mumbai
dropped 11% last year following a 5% de-
clinein2017.

“When the body has cancer, one of the
weakest moments is when the tumour
isremoved. The tumour of black money
was removed by repeated operations
of demonetisation, GST, RERA and
the liquidity crisis in NBFCs,” said
Dinanath Dubhashi, CEO, L&T Finance
Holdings. “The patient (real estate) may
be now cancer-free, but it will take time
torecuperate.”

The collapse of infrastructure financier
IL&FS in September last year, which led
to aliquidity squeeze and a slowdown in
thenon-banklendingspace, alsoadded to
their woes.

“There are not many strong NBFCs
which are notready to give capital to the
retailsector,” said Dubhashi. “They want
togrow inretailand slow down the whole-
sale book, infrastructure, real estate...
these have become bad words and money
isflowingoutofit. While there hasbeena
slowdown in the non-bank lendingspace,
there is a genuine slowdown in primary
demand.”

The Indian government has taken a se-
ries of measures to weed outblack money
from thereal estate sector and formalise
theunorganisedsector. Afterdemonetisa-
tion removed black money from thesector
overnight, the Goods and Services Tax
introduced two years ago has led to addi-
tionaltaxburdenleading toasignificant
drop in customers. The introduction of
RealEstate (Regulationand Development)
Act, 2016 has brought in strict punish-
ments against construction delays and
ring-fencing customer money inprojects.

As many as 560,000 homes worth 4.5
lakh crore ($65 billion) are stuck or de-
layed across the top seven Indian cit-
ies, according to Anarock Property
Consultants.

“Ourresearchshowsthat while there’sa
slowdown, thereisstilldemand forhomes;
therehavebeen issues regardingsubmis-
sion of PAN card and Aadhaar card for
transactions,” said Dubhashi.

“Iwouldn’t comment on whether black
money is out of the system but the ability
of an individual to use this money has
gone down. The investment demand in
real estate has disappeared overnight.
When the total demand was investment
plus consumption, even if the latter has
increasedalittle bit, investment demand
dropping off has been the death knell for
theindustry. This is the new normal.”

GROUP THOUGHT: Itis high time that industry, government, policymakers and the central bank all sit together and
work outa complete package that takes care of everything
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(L to R) Umesh Revankar, CEO, Shriram Transport Finance; Dinanath Dubhashi, CEO, L&T Finance Holdings; Rakesh Singh, head of investment banking & markets, HDFC Bank
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Nirmal Jainand Jayesh Mehta feel the yield structure must be right for the
country to develop a bond market for financing growth needs

Quicker Execution

TAX BURDENS

Economy goes
through cycles
which is normal,
but what keeps
it going is the
animal spirits of
entrepreneurs.
While business conditions decide
investments, one key factor

is the rate of taxes, especially
when it keeps rising.

BRIGHT SPOTS

=== There is a visible
o | slowdown

.~ butthere is

an underlying

demand in

certain pockets.

We are seeing

good demand on electricity

transmission side, and renewable

energy projects.

CONSUMPTION TRENDS

Is there a change
in consumption
pattern? Yes.
Holidaying,
owning electronic
gadgets have
taken precedence
over owning a home or buying
acar.

REALTY HOPES

Earlier, even if
there was not
much consumption
demand,
investment used
to keep it going.
Not anymaore. But
there is hope. Commercial real
estate is seeing traction, so that
might translate into residential a
year or two later.

BANK WOES

When RBI began
the banks clean-
up, they were
forced to recognise
bad loans which
they rarely did

in the past. Once
you do that you require capital.
Capital- starved state run banks
couldn’'t do much.
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of Projects,

Interference will
Draw Foreign Interest

India’s bond markets could become the
vehicleforfinancinglargeinfrastructure
projects, but the country must ensure
quicker execution of projects and less
political interference to keep overseas
investors interested, says Nirmal Jain,
IIFLchairman.

Separately, Jayesh Mehta, MD at Bank
of America-Merrill Lynch, believes that
theyieldstructure inIndia’sbond market
must berightfor the country todevelopa
bond marketdeepand sizeable enoughfor
infrastructurefinancingneedsofanation
thatisaspiringtoexpand intoa$5-trillion
economy. Edited excerpts:

Your view on offshore bond investors in
infrastructure sector.
Nirmal Jain: You have the potential to
attract a lot of foreign capital into infra
also. When they are looking at 30-year
sovereign negative bond yield, they are
certainly looking for something. Indian
infrastructurebonds are yieldingabout
8-9%, which are attractive enough for
thoseforeign investors.

Unfortunately, most of the bond
investors in infrastructure projects
have suffered due toa variety of reasons
including delays, execution risk,
government interference, political
factors.

Even in road projects which are good,
people have lost money. Interest rates
should be calibrated properly.

Whatarethemajorissuesbondinvestorsin
theinfrastructure sector arefacing?

NJ: There are a lot of systemic issues
which need to be fixed in the whole
scheme of things. Legal and tax issues
need to be clarified clearly.

What went wrong with NBFCs that are
battlinga crisis of confidence?

NJ:Ithas been one year since the IL&FS
default. The problems in DHFL were
known at that time as well. After that,
no other NBFC has defaulted as such,
and Altico is asmall NBFC. World-over,
financial sector problemshave happened
because you borrow shortandlendlong.
That wasnota great practice. Itishighly
unlikely that NBFCs will get access to
short-term money from commercial
papers and mutual funds and that has
changed for the good.

Most banks are in complete panic and
inaparalysismode. They arenot willing
to give term loans to most NBFCs; some
that have lent money are panicking and
want their loans back. That is causing
more damage; Lendersshouldactrespon-
sibly and not succumb to the fear factor,
becausethatwill aggravate theproblem.

@ unfortunately,
most of the

bond investors

in infrastructure
projects have
suffered duetoa
variety of reasons
NIRMALJAIN

Is a comparison between India and the US
justified when it comes to developing the
bond market?
Jayesh Mehta: People start comparing
with the US market whenever there is
talk of the bond market. They also talk
about bonds outstanding to GDP, which
is112% inthe US versus 18-20% inIndia.
But nobody talks about AUM (assets
under management) of mutual funds, in-
surance, pensionfundsasapercentage of
GDP.Ifyou consider that, weare noteven
30%. But in the US, that as a proportion
of GDP is 112%. That itself makes a huge
difference.

Can the bond market be a solution for
long-terminfrastructurefinancing?

JM: It is my favourite topic in the last 25-
30 years. We are still not addressing the
basic thing but everything. The bond
marketwill develop if youhave the infra-
structure right. By saying this, I mean,
your deposits have to be the lowest yield,
followed by government bonds, followed
by corporate bonds.

Unfortunately, governmentbonds have
the lowest yield, followed by corporate
bonds. Deposits were givingyouthe high-
estyields.

What could bring back investors to NBFC
bonds?

JM: Our bond investors for NBFCs are
typicallymutualfunds. That’s why there
arenolong-termbonds (for NBFCs). Some
FPIstooinvestin NBFCbonds. But, they
arecyclical.

@ Deposits have to
have the lowest
yields, followed by
govt bonds and corp
bonds.Unfortunately,
govt bonds have the
lowest yield and
deposits were giving
you the highest

JAYESH MEHTA MD, Bank of America-ML

NBFC or corporate bond investments
arealsolinked tothecurrency view. FPIs
normally take such a view but they are
missingatthis juncture.

Mutual funds were the main source.
Right now, we have to find alternative
sources. Atsome pointoftime, the public
issue market may pick up.

Banks really don’t buy NBFC bonds or
anybond for thatmatter. They will come
morelikealoansituation.

After Altico, will NBFC funding become
difficult once again?

Theproblem is withafew NBFCs, and not
large NBFCs.

The real issue began about four-five
years ago when we started AQR (asset
quality review) for banks. You had 11
banks under prompt corrective action
(PCA).Sixbankswerealmostnotlending
anything as they were on the verge of
PCA. Private consumption, which was
typically done by public sector banks,
was completely missing.

Thenofcourse, we had GST, DeMoand all
that. This created alotof liquidity surplus.
That is when mutual funds got money,
banks were also surplus onliquidity.

Did surplus liquidity

trigger the NBFC crisis?

Themainsource of funding was mutual
funds. And thatiswhereitgrew atavery
large speed, which actually deferred our
problem by a year. Banks not lending
was aproblem. Then NBFCs stepped in.
Equity investors started thinking that
NBFCs would take over banks’ last-
mile lending. That is where the problem
happened.

Has theinvestorlosttrust?

Total trust factor on credit and credit
rating by the mutual fund investor has
beenlost. So, there isnoother alternative
source, which has been built up for
NBFCs.

RBI has allowed external commercial
borrowings (ECBs). But, how many of
them will be able to access ECBs....it
needs tobeseen.

We need to have a proper liability
side framework for NBFCs. We cannot
depend only on mutual funds. That isa
bigchallenge.




