Credit Cautious

Rise in Short-Term Borrowings in NBFCs’ Funding Mix
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Following IL&FS and DHFL crises and a growing
reluctance among debt mutual funds to provide
short-term money, NBFCs are looking for new ways
to keep themselves funded

“Smaller NBFCs will now
have to change the way
they borrow and look
more at bonds and banks”

TL;DR
RBI has made it easier
for banks to lend to
NBFCs to help ease
the credit squeeze

Madan Sabnavis,

chief economist,
CARE Ratings

Coming months may
see tight money flow
and NBFCs will need to
find new ways to
survive
This period may help
some NBFCs opt for
better practices while
for others, it may
prove to be a
challenging time
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NBFC-D can take deposits while NBFC-ND-SI are non-deposit taking systematically important entities with asset sizes in excess of
` 500 crore
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funds had lent 30% of their money to NBFCs
and housing finance companies (DHFL took a
large share of that, including up to 30% of specific debt funds).
“Rising scrutiny of credit risk in debt funds
is likely to keep flows to them volatile, constraining NBFC funding that still relies on mutual funds for 10-30% of their borrowings,” the
Credit Suisse report said.
Market sources acknowledge that large investors in debt mutual funds have instructed
managers not to lend to specific entities. The
Credit Suisse report points out that as compared to August, the mutual funds’ lending to
DHFL has fallen by 60%.
Sudip Bandyopadhyay, chairman of Inditrade Capital, says the environment has improved since October and November of last
year, when there was panic all around. “The
cost of funds are up, but money is there. Credit flow is still restricted for small NBFCs that
were dependent on short term borrowings
from mutual funds using commercial papers.”
The convenient thing about commercial papers is that they are available at a lower rate of
6.9%, which make them more attractive to a
buyer than the 6.5% returns from government
bonds. While this was the rate at which NBFCs
would borrow, they could lend at a little more
than benchmark rates of around 8.5% set by
large banks such as the State Bank of India.
The problematic part of this model is that
while lending by NBFCs is for a longer term,
commercial papers are inherently a shortterm instrument. So the NBFCs have to keep
paying off and raise fresh rounds several times
a year.
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This mismatch between borrowing (liabilities) and lending (assets) is not unusual. Housing finance companies that lend for long term
like 20 years have to do it any way. Problems
crop up when suddenly, the tap of commercial paper gets turned off as is happening now.
Some other funding taps may also run dry.
Pankaj Naik, associate director of India Ratings, points out that housing finance companies also take in behavioural factor into account – the fact that many home buyers prepay loans after 8 to 10 years. “When there is a
financial crunch, these pre-payments also
may not happen,” he says.

Different Eggs, Different Baskets

So what is the way forward? In the short term,
large NBFCs have been able to raise their level
of liquidity to tide over the crisis.
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RBI Trends and Progress of Banking/ CARE Ratings
Source: RBI
It’s a view Shah supports. He says the balance sheet of NBFCs needs to be efficient, and
they should look at selling assets or churning
them instead of looking at plain growth.
However, there are challenges beyond assets and liabilities and not every player can
Rashesh Shah, chairman of Edelweiss Group, spoke to ET Magazine on how NBFCs can survive this chalcome out unscathed.
lenging period. Edited excerpts:
While the RBI action on rates is likely to help
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companies, bond markets and even international banks.
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‘NBFCs Need to Diversify Both Assets & Liabilities’

