Infrastructure

December 2009 = Vol. 7 No. 5

India’s Premier Magazine for Nation Builders

The Keynesian Effect
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R'S TALK

“Right now, we have a
prohlem of plenty”

ure and asset-liability match are at the core of lending policieﬂ. et,
ate banks are looking at various options to enter, or reinforce ir
ce in, the infrastructure sector. Dipak Gupta, Executive Director,
ak Mahindra Bank, explains to SHASHIDHAR NANJUNDAIAH how
bank has stepped up its corporate lending and is manoeuvring the
tenure and asset-liability mismatch issues.




BANKER'S TALK

pw has lending been post-downturn!
what would you attribute the 86 per

at jump in your PAT ending Q2FY 107
That trend is true for most banks. |
nk the banks benefited in the short run
of this steep nosedive on inrerest rate.
think that will even out now, once the
tes stabilise. So it his less o do with us
any the marketplace. And thar may be
ue for most banks. OF course, each one of
has some amount of conteribution, more
a protective contribution in terms of
ghtening helts to ensure costs are reduced
b line with what is happening in the
mrketplace. | think there is very little
psitive growth otented acrion.

do vou see the stabilising
sening—what kind of a time frame
vou giving!
It is difficult to say hecause  the
mirkerplace views are divergent and still
ot very clear. And basically they stem
om the difference arising out of the
sosition, whether we think this recovery is

n the shape of a V or a W curve.

Which point of the curve are we at now!
At this point of time it is at the upper
curve of the V or the W—the first part of
the W' —and chat is why there is hope and
sotimnism that it will eventually be a V.
¢ environment at this stage is fragile,
and we have to be caurionus to that exrent,
& caution 1% also directed more by
the downturn which happened last year.
e pendulum just swung too fast and
sharp to rhe negarive side. That was
xtreme. [nterestingly, when you look
at the direcrional change of the ¥ curve,
the growth has been wvery fase. You
could ask anyome about a year back,
anyone would have said s going o be
B TECession.

Did that have something to do with the
stimulus!

Of course it had todo with the stimulus,
The problem really s, purting it nicely,
everyone thought this is as bad as, or worse
than, 1929, so the mechanisms were the
ones that worked really well in 1929, so
the medicines are the same. One doesp’t
know if the circumstunces are the same.
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So the speed was also 1o do with the
speed at which we administered the
medicine since we knew what it was
poing to bel

Yes. But you don't know if the viruses
are of a different strain, so ves i is worked
up now, But who knows whar we are into,

Do you think these QTP had anything
to do with the recovery!

Less 50, | think. See, it has eased up.
The way we lock at char is very interesting:
we are heavily into remil as compared o
corporate. Like most hanks would have 30-
70 mix berween retail and corporate, in
our case it is 80-20 (80 per cent retail in
terms of value). And you always think of
retail which diversifies your risk, really,
that is what we thought oo, But in a
downturn, retail gers impacted the first. As
the downtum deepens, f moves from retail
to SME and then o the corporate. So by
the time it hits the corporate, it is big time
recession. [t's what happened the last time
in 1999-2000. ?

This time around, by the time the
downrum could rouch SME and corporate,
all the good programmes were in place.
Governments were pumping in money;
there were fiscal concessions, ease of
capital, and so on. The corporate sector
was benefited by the ease of capital
availability. QIPs helped in ensuring tha
it did not rouch the corporate sector, and
by that rime there was recovery

True, but that could have resulied in
some oversupply, right!

Thar is the worry. The worry s that if
you have an oversupply situation how it
will manifest itself, going forward. So the
fact ts, it 1» again a different virus strain
and we will only know in course of time,
not now.

What do you think about inance ability
of, and funding options for,
infrostructure todav?

There are I-3 critical considerations
for infrastructure fnancing, which e
eelatively different from fnancing & lot
other sectors. Fiestly | chink s important
for us to recognise thor this hnancing is
long term. The longer the tenure obviously

risks are commensurately higher. So you
need a very different understanding of the
risks, The moment you go beyond five
years: there is an unpredictable area. You
don't know what's poing to happen 3-5
years down the line. So there isa sort of a
black hole after u ive-year period, generally.
This is relevant also ts because if you look
at our country’s lending pracrices, while
the funding requirement is more than five
years, money availabilicy beyond five years
is very limited.

Ultimately we ger our money from our
deposits. Our banks don't have money
availability of more than Aive years because
our customers do not put their money in
for more than five years. And we still don't
have structures in our country where you
will ger infrastructure bonds for 10 or 15
years—rthey ‘are still nor very popular. So
there is an underlying element of mismatch
berween the asset  reguirement  and
available liability. This is a base position to
take: lets call it the ‘asser-liabilivy
mismatch position”.

QIPs helped in ensuring
that it did not touch the
corporate sector, and by
that time there was
recovery.

So vou're working on the liabiliry side 1o
address that mismatch!

It is difficule 1o work on it you have o
live with thar mismatch. You can only take
g certain amount of mismatch and not
more. So first is the added risk of the renure
and second is the mismatch.

Have vou been able 1o quaniii'\' this
mismatch!

N, the way vou gquantify the mismatch
is different. | am not willing to mke risks
beyand # certain amount of my balance
sheet. | am not willing ro go beyond rthar,

What would that figure be, in your case!
It won't be more than [0 per cent. Now
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these two factors [venure and mismacch)
define comfort or discomfort on hnancing
infrastructure. Now within infrstructure
ae what 1 call gverage-ROI prajects,

hecause there is a repsonable element of

1 '|'I|"f-.'-.!|||,'1 Itl";||'.'. n Teturms | |-“_..,,L. Are

typieally more to do with things like roads,

tolls, and such, Then you get on with the

ein the RO is above

nEext category W
wermge—soch as  power—because the

retum 15 reasomably determined, When a

ompany assures the shareholders of a 16
per cent post tax ('PA) return, there (s a
reasonable predictabilicy, The pricing will

|,~f|_,,| IATCTATIL .I”'.. b ||I|.' :'I"I\‘ Al

rared.

And then you have the third category
ot rerwrn which are the newer infrastructure
sepments like relecom, where the returns
at this poine of time seem berrer than the
other ones. That's good ROL They are

me much fister, with a ot of mones

perting  pumped  Into some of  those

businesses

So would yvou consider telecom as a
PEiariiy im Ve | i'-|||||-_' \i'l'..rll'.l'.l:'

We are uncomiforrable with above-five
Vgir l-.-||.||'.'.:. Te |._-._..||. 1_|||.. iy |||l. 5-7 3] )
category. ARd we are more comfortable in
that <horter range lending

The oithes W ot hnancing
afrastructure 3 vou Jdon't take a laroe
[easition You just take a small posicion in
-|||--.--|'_||'--|u'||:- That is something ke

uipment—which = required by the

intmstruciure business, Now that makes it
semmil-retmil, but | would still consider it as
infrastructure. We intend to g0 a lot more
into thar than the term loan category

The rhird category is building const

ruction, becavse seon the collaterals are

Iy determmistic, the tenures are shorter

So thar’s how we have pone abour i

other way we have mied m

1] Il'-I~|I Infrascruciune i'.'II-| WE CAan

fund the nomstund sector which rends oo
be of a shorer duration. For example, o
POWET PrOjeCcT  may  Tedquime  edquipment
Mow rhere moy be o erm lender con

roject Tar | O years

Hs 200 crore worth of the

|
equipment may need o be imported. In

sUCh Cases Wi Can opeEn WTters ol credin

(LCs) or o bank suwiranree (BG)Y  for

shorter-terin lending, We have rried to sort
il |11‘|-.i i OO TG }"'I'-‘- (g i 1 r||l.' FETRLITE
and the risk
What would be vour recommendation to
nirastructure developers or iInvestors on
how best to obtain project inance.
There are some lenders who will be
comfortable  with  long il projec
financing while others pre comformable
with short term lending. A bormower wh
mav not have the ability o wait for a
projece report to be complered ean bridge
the gap, by approaching banks thar
Ire more comia rI.I!'il' !'l.'r-I!'Ill_{ 1T '-|'||.
-|'|.-r1|_'[ MNEE. S At |-_' st thie priovject 18 off

thie ground and vou keep tving up funds

I Propress

Do vou think the proposals themselves
are risk-prone given that 40 per cent of
I prigects o inbrastructure sutfer
lelavs because of unrealistic planning

How do vou manage that Kind of a risk!

The possibility of costing  going

wronge (& low Costing will o wromn

J|--Il|=..l|]'- it there i 1 SCMCHs L.

g when the

j'l'--"':.L'IiI It can also po wra
W W R l.':‘:ll.'rln.ll..l ICif '-t"-l.:.il. FEfsons
Iike .|;'|'r--'..-.|- (ARl |'-.:||: in |'|.|«.-. ERVIT
Oment || [ |l. LATICeS, e

The passibility of retums not being as
per planned i= higher, because they an
determined by the elements which are 2on
ot fuzzv, For '.'1..1II||'||.'. v dom'e know wh
the traffic will be on the road yvou just buil
And thar is why wie v noe oo ake the risks

we don't understand

Whit bs the volume of your
infrastructure lending!
L i
'II'.I r|.'-;.-|:.| we '|'|--l=|i|'l.'.lll|l': I||-"1

abour Bs 3,300 crore. We are also laree
investment bankers, This can mean  we
i pick up the entire money and then

redistribure it to five other lenders

Your lending has gone I Is there a
hange in your lending strategy!

.‘.i."" I|--.-r; !" 5 ITMFRE I"'I.il..l."'|| .'|I'I'.i
focused on the non-reétail side. The propo
rEtom of e ’.III feg LH RLE I ImOTe |I|-.l.' -Iln"' :‘:.-

pow [is apainst 8020 earlier]. Basically

wonwd infrasgin




BANKER'S TALK

retail could not grow last year, where
corporate offered a lot more opportunities.
There is a move to increase it more and
make it more reasanable, say, 65:35.

The problem today is
there is there is a surfeit
of money and shortage
of appropriate assets.

You also provide advisory services. Does
infrastructure figure in rhat spectrum!

Yes, it does happen. For example, we
starred advising Hutch about 15 years back
when they had come to India. It continued
for o very long time. Of course, now they
are mature and are larpely on their own.
Byt we have offered them investment
hanking support for 15 years. We have a
reascnably infrastructure
investment banking practice.

S rasi'ul

Whar would you see as the salient
features of an infrastructure credit
p[nrﬂﬁdi.’

It is not very different form any other

project proposal. We look ar the three 'C's

of eredir™:

o The frst is the customer.

s The second important thing is the
collateral. The value of it builds up
aver a period of time—nor necessarily
a liguid collateral.

& The third is

predictability.

cash flow—and s

What do you think about ECB auction?!
Is the government taking enough
advantage of it, particularly in our
sectors!

Back to the ¥V and W phenomenon
There is a reasomably high degree of
lLiquidity in our system. We are also looking
ar an environment where you will hawve
strong  capital And hence, its
implicarions are on money supply and
exchange rare. There is o need to bring
about an appropriare balance so as not o
tisk of high inflation or exchange mte:
When it was relaxed last year, it was more
o ease the liguidicy. Bur ar thus point of
time you don't need thar. Right now, we
have o problem of plenty. So you need o
impeose restrictions so thar the tlows are
not moge than you can digest. Brazil
actually imposed a two per cent tix on

I]1 WE,

capital inflows recently. The auction is
only a mechanism of getting money in but
with a gond price, so there is no major
impact on the system.

1f yvou look ar the last six months there
has been a crazy flow of MRI money. There
is a problem of appropriate liquidiry so you
need the ECB from the liquidity point of
view. It's not thar money is nor available, w
is going 1o be likely for a reasonable period
of tirne. The problem roday is there is there
is a sureit of money and shortage of
APPTORTrinle Assers,

Do you think there is poing to be a hike
in the interest rates by January!

There is no expert in the world who
can answer thar comifortably. Had you
asked me the same question a month
hack, | would have said that expect
interest rates to go up in the nexe 30 days,
but what has h'.ip[":'l:‘n.'d {5 it has -lr.'fllil”‘_r'
been the other way down. Today, the
parameters are so many and so highly
controlled. Bur having said thar the
expectation still is that they will inch up.
That is why | am saying capital fows will
keep coming, because money will keep
finding its own levels which ever way you

try and dam it
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