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‘Ratingupgrademaytake1-1.5years’

ABHIJIT LELE
Mumbai,6October

Feeling theeffectsof eco-
nomic disruption from
the second wave of the

Covid-19 pandemic, delin-
quencies – 30-dayplusdues–
foraffordablehousing finance
companies (AHFCs) shotupto
7.2 per cent in June, from 5.1
per cent inMarch.

Rating agency ICRA said
the asset quality had already
deteriorated in the aftermath
of the first wave of the pan-
demic in2020.Thecollections
for these housing finance
companies (HFCs) were
impacted due to stricter lock-
downsacrossvarious states in
the first quarter (Q1) of 2021-
22 (FY22).

Also, unlike the morato-
rium and restrictions on the
bucketmovementavailable in
Q1 of 2020-21 (FY21), there
were no such dispensations
this time round. The 30-day
plus dues were at 3.2 per cent

inMarch 2020.
However,delinquencies in

90-dayplusdues–a threshold
to treat loansasnon-perform-
ing assets (NPAs) - remained
under control in Q1FY22.
NPAs rose marginally to 1.6
per cent in June, from 1.3 per
cent in March. The rating

agency said over the last two
fiscal years, AHFCs have
strengthened their balance
sheets with higher provision
covers (including manage-
ment overlays for Covid)
across various buckets.

Also, theoverall restructur-
ing on the portfolio has been
limited (mostly less than2per
cent) across players. The ulti-
mate losses to lenders could
be limited, given the secured
natureof loans.Thewrite-offs
have historically been low for
these entities (average of 0.5
per cent of assets over 2016-17
to FY21). Referring to the
growth pattern of AHFCs,
ICRA said the total loan book
of new players in the afford-
able housing space expanded
10 per cent year-on-year to
~60,468 crore as on June 30.
This pace of growth is much
lower than the last five-year
average of 24 per cent.

At this size, it is about5per
cent of the overall HFC loan
book.

Affordable housing
loan defaults surge

INDIVJALDHASMANA
NewDelhi, 6October

India, lastmonth,soughtarat-
ing upgrade. While Moody’s
InvestorsServicehasobligedit
by upgrading the outlook on
sovereignratingstostablefrom
positive, it retained the sover-
eign ratings. As such,Moody’s
actionhasfallenshortofIndia’s
expectations. These are some
parametersof India’seconomy
that count for any upgrade by
rating agencies.

High-frequencyindicators
Before Moody’s action on the
outlookofsovereignratingsfor
India,S&PhadaffirmedIndia’s
sovereign rating at lowest
investment grade and stable
outlook in July. Since then,
quite a lot of important data
hascome.Highfrequencyindi-
catorsdidtellusthateconomic
growthisfastrecoveringtopre-
pandemic levels. For instance,
while industrial production
was up 11.5 per cent in July, it
was short of the 2019 July fig-
ure byonly0.3 per cent.

Arun Singh, global chief
economist at Dun and
Bradstreet, said, “High-
frequency data has shown
recoveryandisgainingpaceas
containment measures have
been scaledback.”

Financialsectorrisks
It is receding risks from the
financial sector thatgavecom-
fort toMoody’s to upgrade the
outlook.

As can be seen from the
chart, gross non-performing
assets of scheduled commer-
cial banks declined to 7.5 per
cent at end March, 2020-21.
This is despite Covid-19. Bad
debts, as a proportion of total
advances, stood at the same
level asMarch31, 2016.

Non-bankingfinancialcom-
panies (NBFCs) such as IL&FS
and DHFL, which were earlier

markedbycrisis,sawtheirnon-
performing assets (NPAs)
decline to 6.4 per cent at the
endof2020-21from6.8percent
a year ago. Recently, the gov-
ernmentcreatedNationalAsset
Reconstruction Company
(NARCL), a bad bank, which is
expected to turn aroundNPAs

amounting to ~2 trillion.

Fiscaldeficit
After remaining in reasonable
limits for two years of 2017-18
and 2018-19, the combined fis-
cal deficit of the Centre and
states rose significantly to 7.8
per cent of GDP in 2019-20.

ThiscomeseventhoughCovid
had impacted the economy in
the last week of the fiscal year
only, when the national lock-
down was announced for the
first time.Nextyear,Covidhad
raised it to an estimated 14.2
per cent, even as the Centre's
fiscal deficit did slightly better
than revised estimates. This
year, it again may remain in
double digitswith theCentre's
deficit itself pegged at 6.5 per
cent ofGDP.

Debt-to-GDPratio
The country’s debt worsened
as the government brought in
various schemes to help the
vulnerable sections of society
survive during financial years
2020-21 and 2021-22. Debt is
estimatedtohavetouched84.2
per cent of GDP in 2020-21.
HighdebtoftheCentreandthe
states can come in the way of
any upgrade of India’s sover-
eign ratings. Yuvika Singhal,
economist at QuantEco
Research, said the sovereign
ratingupgradeisunlikelyatthe
current fiscal deficit and debt
levels. Ranen Banerjee, leader
of economic advisory services
at PwC India, said it may be a
bit earlybefore ratingagencies
could consider an upgrade as
theprojecteddeficit isstillhigh
atoversixpercentandthedebt
stockhas risen significantly.

Reforms
Recently, the government
amended the Income Tax Act
to do away with a provision to
taxoverseasdeals foracquiring
assets in India with retrospec-
tive effect. The other recent
reformmeasures includedPLI
scheme for auto and textiles,
pipeline of monetising assets.

The case for an upgrade by
India may have to wait till
reformmeasuresmakeiteasier
for companies to operate and
enable banks to deal with bad
assets better.

Thefinanceministrypitchedfor
ratingsupgradebutyouhave
changedonlytheoutlook.Why?
Wehave changed the outlook on
India’s Baa3 rating to reflect our
view that the downside risks pre-
sented by financial sector instability
with regards to growth and, ulti-
mately, the government’s fiscal
position, have receded. Apart from
the shift in our assess-
ment of banking sector
risk, our Baa3 rating con-
tinues to incorporate
both the prevailing
strengths andweak-
nesses of India’s sover-
eign credit profile.

Is thereacaseforratings
upgradeandwhencanit
bedone?
Wehave stated that an increase in
India’s growth potential—which
has eroded in recent years— and a
sustained decline in the govern-
ment debt burden alongwith a con-
current improvement in debt
affordability could lead to an
upgrade. Our stable outlook reflects

the view that these triggers will not
bemet over the next 12-18months.

Whathaspreventedyoufrom
changingtheoutlooktopositive?
Although there has been a stabilisa-
tion of the financial system, there
has not beenmaterial progress
towards the structuralweaknesses
that keep India’s current rating at

Baa3. In particular, we
continue to expect gov-
ernment debt to rise
through at least fiscal
year 2022-23, although
not to the same extent
aswe saw in fiscal year
2020-21. Debt afford-
ability, asmeasured by
the ratio of government
interest payments to

government revenue, remainsworse
thanpre-pandemic levels.

Moody’sreportsaidthat inits
meetingwithfinanceministry
officials, theratingagencyhassaid
thatwhile India’s fiscalstrength,
includingitsdebtprofile,has
materiallydecreased, ithasbecome

lesssusceptible toeventrisks.Are
thetwoobservationsnot
contradictory?
Susceptibility to event risks com-
prises our individual assessments of
political risk, government liquidity
risk, banking sector risk and exter-
nal vulnerability risk.We have
determined that India is now less
susceptible to banking sector risk
and external vulnerability risk. But
fiscal strength has deteriorated as
government indebtedness, as well
as its associated debt servicing
requirements, continues to climb.

HowdoesIndiafare intermsof its
newoutlookassignedbyyouvis-a-
vissimilarly-ratedcountries?
Among India’s Baa3-rated peers,
Italy andRussia have stable out-

looks, while Romania and Sharjah
have negative outlooks. India’s
stable outlook is also consistent
with its Baa-rated peers in Asia-
Pacific, including Indonesia, the
Philippines and Thailand.

Doyou feel that the establishment
ofNationalAssetReconstruction
Company (NARCL), abadbank,
willmake India lessprone to
financial risks?
The ultimate impact of NARCLwill
be determined by the extent to
which it can indeed absorb bad
loans from thewider financial sys-
tem. Also, it is to be seenwhether
bankswill avoid the pitfalls, which
led to stresses that undermined
growth and financial stability prior
to the pandemic.

A day after Moody’s Investors Service changed outlook on India to stable from
negative, its senior vice-president, sovereign risk group, CHRISTIAN DE GUZMAN,
tells Indivjal Dhasmana that better growth potential of the economy and decline
in the government debt burden could lead to an upgrade in sovereign ratings.
Edited excerpts:

Weexpect that theMPCandRBIwill
hold keypolicy rates onFriday. The
communication, though, is likely to
be hawkish, preparing markets for
an inevitable start of formalnorma-
lisation, which is now consistent
with India’s growth-inflation
dynamics.

The RBI is likely to maintain its
9.5%FY22growth forecast, but there
are downside risks, given rising
supply-oriented disruptions, and
receding but existent Covid flare-
ups. Theremight be aminor down-
ward revisionof the earlier 5.7%CPI
inflation forecast,withupside risks.

Fiscal interventions are needed
to boost demand and induce
durable growth. The role of mone-

tary policy will now largely be
smootheningof financial sector vol-
atility arising largely fromthe immi-
nent normalisation steps of global
central banks, and flanking support
to maintain financial intermedi-
aries’ stability while incentivising
credit growth.

The momentum of growth
recovery had slowed in late August
continuing into September,
although signals are stillmixed and
the interactions of supply disloca-
tionsanddemandweakness remain
blurred. China developments
remain a big concern, with the
potential todisrupt theglobal recov-
ery, with adverse effects on India’s
exports. Global prices remain
elevated across the board — food,
metals, ores, energy, freight and
logistics — all of which have the
potential to feed intodomestic costs
and prices. Price pressures can
longer be considered “transitory”.

Despite thesepersistent risks,we
think thatCPI inflationwill broadly
follow the glide path projected by
the RBI for a gradual decline to
around4per cent byMarch 2023 or

a little later.Wemaintainanaverage
5.2% inflation for FY22,withupside
risks from commodities, plus
domestic services prices post a vig-
orous recovery.

Senior RBI management have
communicated intent to follow
glide paths, not crash landings, in
the normalisation process, but the
start is imminent. The crucial first
steps will be activemanagement of
both the quantum and price of the
surplus system liquidity, (currently
~8.5 trillion and likely to progres-
sively increase), of the surplus. The
quantum has been managed with
the additional VRRR offers at dif-
ferent maturities, but a gradual
extraction is now warranted.
Markets’ interest had shifted to
price signaling post the earlier high
cut off yield at a 7-day VRRR auc-
tion, but the latest cut-off has tem-
peredexpectationsof a reverse repo
rate hike at this review.

As a corollary, the optimum
shape of the evolving yield curve
will be a decision variable; for best
supporting monetary policy objec-
tives, should market interventions

focus on the short or the
medium/long tenors? India’s sover-
eign rating outlook upgrade has
added an additional variable to the
choice. Other than increased FPI
interest in government securities,
this is likely to facilitate amore rap-
id inclusion in global bond indices,
increasing the potential investor
demand pool. The resulting higher
foreigncurrency inflowswill permit
the RBI to reduce the endogenous
liquidity infusion through GSAP
and bond purchase programmes.

In summary,while thebalanceof
probability is a policyhold,we think
that the RBI should hike the reverse
reporatebyasmall 10-15basispoints
in this review itself.Markets seem to
have priced this in, although longer
term rates will move up in anticipa-
tion of a faster-than-expected
increase in the repo rate. Periodic
communication of a gradual, cali-
bratedtighteningpostnormalisation
will smoothout this volatility.

Theauthor isExecutiveVice-President
andChiefEconomist,AxisBank.
Viewsarepersonal

Apolicyholdandahawkishcommentary
COMMENT

SAUGATA BHATTACHARYA

Does Indiahaveacase for the
upgrade it seeks fromraters?

PRESS TRUST OF INDIA
NewDelhi,6October

Moody's InvestorsServiceon
Wednesday raised the rating
outlook for 18 Indian corpo-
rates and banks, including
Reliance Industries, Infosys,
SBI andAxis Bank, to 'stable'
from 'negative'.

This follows the upgrade
by the US-based rating
agency in India's sovereign
ratingoutlookto 'stable' from
'negative' on Tuesday. The
agencyhadaffirmedthesov-
ereign rating at 'Baa3'.

The nine companies
whose rating outlook has
been revised upwards are
RIL, TCS, Infosys, ONGC,
PetronetLNGLtd,UltraTech
Cement,Oil India, IndianOil
Corporation and Hindustan
Petroleum Corporation Ltd
(HPCL).

The agency also affirmed
the rating on privatisation-
bound Bharat Petroleum
Corporation (BPCL), but
maintainedthe'negative'out-
look. The nine banks whose
outlook has been revised to
'stable' are SBI, Axis Bank,
BankofBaroda,CanaraBank,
AxisBank,HDFCBank,ICICI
Bank, PNB, Union Bank and
EXIMBank.

"Stabilisation in asset
qualityandimprovedcapital
are the main drivers of this
rating action," Moody's said.

Also, the rating outlook
has been revised to 'stable'
from 'negative' on 10 Indian
infrastructureissuers, includ-
ing NTPC, NHAI, PGCIL,
Gail, Adani Transmission
and Adani Ports and Special
EconomicZoneLimited.

The International ratings
agency on Tuesday kept
India's sovereign rating at
'Baa3' -- which is the lowest
investment grade, just a
notch above junk status.

CHRISTIAN DE GUZMAN
Senior vice-president,
sovereign risk group,
Moody’s

RECOVERY ON TRACK
High-frequencyleadindicators in2021

FISCAL DEFICIT SHARPY UP
Combinedfiscaldeficitofthe
Centreandstates (asa%ofGDP)

HIGH DEBT BURDEN
CombinedDeb-GDPratioofthe
Centreandstates (%)

FISCAL DEFICIT SHARPY UP
Combinedfiscaldeficitofthe
Centreandstates (asa%ofGDP)

HIGH DEBT BURDEN
CombinedDeb-GDPratioofthe
Centreandstates (%)

*April-August; CPI: Consumer price index; **In PMI parlance, the 50-point mark separates growth from
contraction on a monthly basis
Sources: MoSPI, Commerce Department, Markit Economics, Controller General of Accounts, RBI

FY17 FY18 FY19 FY20 FY21

FY17 FY18 FY19 FY20 FY21 FY22* FY17 FY18 FY19 FY20 FY21

FY17 FY18 FY19 FY20 FY21

7.0

4.5
3.6 3.4

4.8

68.8
61.9

70.8 73.7

5.9 5.8
7.8

14.2 84.2

5.56.1 9.3 11.2 9.1 8.2 7.5

ILLUSTRATION: BINAY SINHA

SUDDEN FLARE-UP
Delinquencytrendin
affordablehousingfinance
loans(in%)

Source: ICRA
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“ALTHOUGHTHEREHASBEEN
ASTABILISATIONOFTHE
FINANCIALSYSTEM,THERE
HASNOTBEENMATERIAL
PROGRESSTOWARDSTHE
STRUCTURALWEAKNESSES
THATKEEP INDIA’SCURRENT
RATINGATBAA3”

Economyisyettoreachpre-Covidlevelonmanyfrontsbutreformsmayhelp

Moody’s ups
outlook to
stable for 18
firms, banks




