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INTERVIEW UDAY KOTAK, VC & MD, KOTAK MAHINDRA BANK

It's not necessary SBI will set the benchmark

When do you see a debt market de-
velopinginindia?

We cannot balid a ten-vear bond
markot on mutual fund money so the
startingpointforadebtmarketinIndia

would be 10 énsure insur-
ance  and  pension
funds to partici

pate,

The second 1ssue is that the size of the
government horrowing isa constraint
making it onerous on the banks to buy
the bonds. Sincetheliabilitiesof banks
are of amuchshorter term, averaging
just a year, there’s a fundamental mis-
mateh beingereated tosupport the gov-
ernment. Thathastochange.

How do you read developments in
the capital market over the next
fewyears?

Flows are a good way to look
at the markets. And in nine
months to December

2009, foreign institu-
tions bronght in $24
billion, which is a

run rate of $8 bil-

lion a quarter

Qur view & that Flls will bring in
around$15to 81 7hillionthisyear,sothe
run rate will be slightly lower. Butthe
big change that I see iz a dramatic in-
creaseinthemoney cominginfromthe
domestic life Insurance companies
which weestimate at $15-13 billion. In
2010, FIlsflows andlifeinsuranceflows
will mateh; domestic money will bal.
anceforeignportfoliomoney

Also, I think some foreign compa-
nies will get listed on the Indian stock
exchanges perhaps through IDRs, Mu-
tual funds could also Moat schemes for
buying into international ftocks so
therewlllbediversificationopportuni-
ties for Indian investors across the
globe Butthefactof the matter is that
thie Indian investor's best returns, in
the last few vears, have been from the
Indian market and 1 think the best re-
turnsareprobablystillin India.

Anycloudson the horizon?
Thavethresworries Thefirstishigh
oil prices because they hurt India
more,aone-dollur increasein oil prices
is equal 1o $600 million in balance of
payments. Thesecondis that wecannot
chooze our nelghbours and it will be a
challenge for us to manage them.

Third, managingthieequation between
growth, inflation and interest ratesis
challenging and wedon't wantany dis-
ruptiveshocksatthisstage

How do you view ihe fact that
government-owned  institutions
are bailing out disinvestment
issues?

Ultimately, as a principle, markets
must be the clearing ground fordeals.
Deals mustbecleared onthe basisof a
fair market valuation.

6‘ Flowsareagood wayto
look at the markets.
And inninemonthsto
December 2009, foreign
institutions brought in $24
billion. In 2010, F1ls flows
and lifeinsuranceflows
will mnb:b domeshc
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What do you make of the base rate
concepi?

It isanopportunity for banks to look
at their cost of funds and one can't say
whether every bank will follow SBI be-
cause the RBI says each bank has the
flexibility tofix the rate. Don'tunderes-
timate Axis Bank, HDFC Bank or even
ICICI Bank; it's not necessary SBI will
setthebenchmark.

Also, keepinmindthat there’s some
serious  competition from mutnal
fundsattheshortend; sincethey havea
tax advantage, their ability to price at
the short-end is very high. Systemical-
Iy, the risk is that banks could beotut of
the short end of the AAA market be-
cause they will lose out to mutnal
funds. We need to be careful that the
base rate does not export the market
outof bankstomutualfunds.

Willnew bank licences help?

I think any move that broadens the
role of the private sector is welcome.
Some of the new private banks have
gone out of business through mergers
like Times Bank, Centurion BoP and
Global Trust Bank, making the exist-
ing banks larger, So theremay beroom
forlooking atsomenewbanks.




