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SENTIMENT REMAINS DAMP, WITH SENSEX SEEING 7.9% FALL SINCE JULY 5 Repo—linked loans: Cheaper

Surcharge rollback fails to pay off as

GEORGE MATHEW
MUMBAI, SEPTEMBER 8

THE GOVERNMENT'S decision to
roll back the super-rich tax on for-
eign portfolio investors (FPIs)and
other measures to revive the
economy have failed to boost in-
vestor sentiment, as the stock
markets continued to witness
capital outflows as a slowing
economy dampened the enthusi-
asm of the investor community,
with the Sensex falling 7.9 per cent
—orover 2,900 points —since the
Budget presentation on July 5.

After pulling out around Rs
30,000 crore in July and August,
FPIs have withdrawn Rs 4,200
crore from stock markets in
September so far. Though FPIs
continued to invest in the debt
market, net outflows since July 1
this year have crossed Rs 10,000
crore, according to NSDL data.

On the other hand, the debt
market received over Rs 23,000
crore since July, with Rs 3,000
crore comingin September sofar,
the National Securities Depository
Limited (NSDL) data reveals.

OnAugust 23, the central gov-
ernmentwithdrew the enhanced
surcharge levied on the foreign
portfolio investment on long and
short term capital gains, in the
wake of protests from FPIs.

The surcharge of 25 per cent
was imposed on those having tax-
able income between Rs 2 crore
andRs 5 crore, and 39 per centon
those with taxable income overRs

— BRIEFLY

Patanjalito
infuse¥3.4 cr
in Ruchi Soya

New  Delhi: Patanjali
Ayurved, which got the
NCLT approval last week to
acquire Ruchi Soya in anin-
solvency process, willinfuse
over Rs 3,438 crore as equity
and debt to settle dues of
creditors of the debt-laden
firm. Ruchi Soya informed
the exchanges that the
National Company Law
Tribunal (NCLT), Mumbaiin
its order dated September 6
approved Patanjali’'s Rs
4,350 crore resolution plan
with certain modifications
that were accepted by the
bidder. Ruchi Soya informed
that resolution applicant
Patanjali group will infuseRs
204.75 crore as equity and
Rs 3,233.36 crore as debt.

Bol offersloan
processing
charges waiver

New Delhi: State-owned
Bank of India (Bol) under its
festive offer for retail prod-
ucts is offering home loans
atconcessional interest rate
with no processing charges
towoo customers. The bank
has waived loan processing
charges and will provide
home loan at concessional
rates, Bol general manager
Salil Kumar Swain said.
Home loan of up to Rs 30
lakh would be available at
8.35 per cent while loan
above Rs 30 lakh would be
linked to repo rate, he said.
At the same time, the bank
offering education loan at
competitive rate, he added.

Industry leaders
pay tribute to

Jethmalani

New Delhi: Industry leaders
have condoled the demise of
former Union minister and
eminent lawyer Ram
Jethmalani, who passed
away on Sunday at 745 am
athis official residence here.
“Ram Jethmalani was a
colossus who straddled the
legal landscape of India for
over 70 years,” Hinduja
Group co-chairman
Gopichand Hinduja said.
Former Infosys chief finan-
cial officer and multi-sector
investor T V Mohandas Pai
also condoled the death of
Jethmalani. PTI

EXPLAINED

Global factors as
well as domestic
woes at play

DESPITE THE Centre’s move to rollback the surcharge on FPIs,
outflows have continued on account of a gamut of factors.
These include slow demand growth in major economies,
weakening current account surpluses in nations like China,
as well as geopolitical and trade tensions.

To add to these woes, many domestic sectors are facing a
slowdown and the GDP growth has fallen to a six-year low.

5 crore in the Budget 2019-20.

While the Finance Minister
earlier suggested the FPI trusts to
convertinto companies where the
Budget has not made any change
in tax treatment, FPI investors
called it a cumbersome process
and an impractical solution. The
selling spree intensified after July
19 when the FM declined to re-
move or relax the applicability of
the new surcharge on the super
rich and FPls.

India Ratings and Research
(Ind-Ra) said it expects head-
winds to FPI flows into India to
continue over the near-to-
medium term, despite the accom-
modative global monetary policy
stance and the Centre’s efforts to
alleviate uncertainty regarding
the higher surcharge. “A gamut of
factors, such as slower-than-ex-
pected demand growth in major
economies, geopolitical and trade

tensions, and a gradual weaken-
ing of the economic growth
prospects in India, have con-
tributed toabuild-up of risk aver-
sion, which has impeded the de-
mand for emerging market (EM)
debtinstruments,” Ind-Ra said.
Theimpact of these factors has
been exacerbated by the weaken-
ing current account surpluses of
major economies, including China
and Germany, which has im-
paired their ability to export cap-
ital. Infact, countries such as China
and Saudi Arabia have actually
been borrowing large quantum of
funds from the global markets.
The government's plan to bor-
row from overseas markets has
not made much headway after
the Budget announcement and
the GDP growth declined to 5 per
cent for the June quarter, with
many sectors like auto, FIMICG and
cement witnessing a slowdown.

INVESTMENTS BY FPIs

(Rs crore, in 2019-20)

April -

May 7,920
June 2,596
July -12,419
August -17,592
September ** | -4,264
Total - 2019 44,373 |

**Up to Sept 8,2019
Source: NSDL

The FPI outflow has also im-
pacted the rupee which fell below
the Rs 72-level recently. “Recently-
announced measures by the
Finance Minister have failed to
boost investors and FPI flows have
not improved since July 2019.
Crisil lowered India’s GDP growth
forecast to 6.3 per cent and says
that the slowdownis deeperthan
suspected,” said Abhishek Bansal,
chairman, ABans Group of com-
panies.

Deepak Jasani, head—retail re-
search, HDFC Securities, said, “The
withdrawal of surcharge on capi-
tal gains tax for FPIs and local in-
vestors (along with the recent re-
laxation in eligibility criteria for FPI
registration by Sebi) will remove
majorirritants, thoughits positive
impact onmarkets willdepend on
growth issues being sorted out
over the near term.”

With the Sensex having lost

FPl outflows from stocks continue

, 16,728
1,187 2,264 11,370
8,319 2,196 13,111
9433 -17 -3,003

11,672 49 -5,871
3,001 -5 -1,268
33,177 8,768 | 86,315

another 351 points in the bygone
week, the benchmark has lost
2,927 points since the Budget
presentation to end at 36,981.77,
with slowdown in many sectors
adding to the bearishness.

“As corporate margins are un-
der pressure, there’s very little
chance of making money in
stocks. That's why FPIs have
shifted focus to the debt where
there’s scope to get better returns,”
said an analyst.

The corporate sector regis-
tered an 11.97 per cent fall in net
profit in the June quarter, even as
the Reserve Bank cut the key pol-
icy interest rate by 75 points be-
tween February and June this year
and the banks went slow in pass-
ing on the benefits of rate reduc-
tion to their customers. Stock mar-
kets are now banking on more
measures from the government
foraturnaround in their fortunes.

GOVERNMENT
SECURITIES: Government
securities, or G-secs, have
seen notable growth over
the years, commanding a
penetration ratio of nearly
30 per cent of GDP

0.55%

TRADING RATIO FOR G-SECS

CORPORATE BONDS:
Corporate bonds, which are
rather illiquid even in the
secondary market, have a
penetration ratio of 16 per
cent

0.22%

TRADING RATIOFOR
CORPORATE BONDS
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PERCENTAGE POINTS

Rise in the share of
AAA-rated issuances, with
investors opting for safer
investments

‘PSU debt raising via bonds up; NBFCs face challenge’

The loss of fund-raising capability through corporate debt bonds by NBFCs resulted in the gain for public
sector financial institutions in 2018-19, said a joint study by Assocham and Crisil

PERCENTAGE POINTS

Rise in share of overall issuance
of corporate bonds by PSU
financial institutions, with
NBFCs losing their share

IL&FS CRISIS DENTS
CONFIDENCE:
Defaults by IL&FS at
the beginning of
September 2018
created panicand led
toadip in investor
confidence towards
lending to
non-banking finance

companies (NBFCs)

CORPORATES OPT
FOR PRIVATE
PLACEMENTS:
Corporates prefer
raising funds through
private placements,
though private
placements lack
transparency

RCEP nations pledge to clinch deal this year

ENSECONOMICBUREAU
NEW DELHI,SEPTEMBER 8

TRADE MINISTERS from the 16-
nation Regional Comprehensive
Economic Partnership (RCEP)
grouping on Sunday pledged to
address contentious issues and
clinch a deal this year, underscor-
ing the fact that continuing uncer-
tainties in trade and investment
environment had dampened
growth outlook.

Without explicitly mentioning

the escalating trade war between
the US and China, the countries
participatingin the 7th RCEP min-
isterial meeting in Bangkok said in
ajoint statement that the trade un-
certainties would likely impact
businesses and jobs, “adding to the
urgency and imperative of con-
cluding the RCEP”. Commerce and
Industry Minister Piyush Goyal at-
tended the meeting,

“While noting that certain de-
velopmentsin the global trade en-
vironment may affect the RPC’s
(RCEP participating countries’)in-

‘Nissan CEO Saikawa
tells some executives
he plans to resign’

CHANG-RANKIM &
NAOMITAJITSU
TOKYO,SEPTEMBER 8

NISSAN MOTOR Co Chief
Executive Hiroto Saikawa has told
some executives he plans to re-
sign, the Nikkei newspaper re-
ported on Sunday, in what would
mark the latest upheaval over gov-
ernance at the troubled Japanese
automaker.

Nissan, which has struggled to
right itself after former chairman
Carlos Ghosn was ousted late last
year, was battered by another cri-
sis just days ago when Saikawa
admitted to being overpaid in vi-
olation of internal procedures. The
admission followed the results of
aninternal investigation.

Epaper..nelss. com

Nissan’s board members are
scheduled to meet on Monday to
discuss the issue. The company,
and its relationship with top
shareholder Renault SA, has been
damaged following Ghosn’s arrest
inNovember and subsequent de-
parture.

Citing unnamed sources, the
Nikkei said Saikawa’s decision had
been prompted by increasing
doubts over his ability to steer the
automaker to recovery, given the
recent plunge in Nissan’s profit
and the salary payments.

Nissan was not immediately
available to comment on the de-
velopment. Pressure has
mounted on Saikawa, a Ghosn
protege, given the company’s poor
performance and strained ties
with Renault. REUTERS

dividual positions in the course of
the negotiations, ministers agreed
that RPCs should not lose the long-
term vision of deepening and ex-
panding the values chains in the
RCEPR” according to the statement.

“The ministers underscored
that, successfully concluded, the
RCEP will provide the much-
needed stability and certainty to
the market, which will in turn
boost trade and investmentin the
region. To this end, ministers reaf-
firmed their collective resolve to
bring negotiations to a conclu-

sion,” itadded.

Despite making some
progress, the RCEP negotiations
have dragged on for years, having
missed its deadline continuously.
As for India, sources had earlier
said that the country could rethink
its RCEP engagement and might
even be forced to pull out of the
mega trade deal if negotiations
were sought tobe concluded hur-
riedly without addressing its con-
cerns on its massive trade imbal-
ance with other members,
especially China. FE

Banking WATCH

11 PNB NPA ACCOUNTS FOR SALE

New Delhi: Punjab National Bank (PNB) has put up for sale 11 non-
performing assets (NPA) to recover dues of over Rs 1,234 crore, and
has invited bids from asset reconstruction companies (ARCs)/
NBFCs/ banks/ financial institutions for these accounts. PTI
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now for borrowers, but rate
hike cycle may turn up heat

ENS ECONOMICBUREAU
MUMBAI, SEPTEMBER 8

THE RESERVE Bank of India’s (RBI)
decision to link interest rates on
personal and MSME loans to a
benchmark rate like the reporate
will cheer borrowers in the short-
term; but it can turn the heat on
them when the rate cycle changes
and turns upwards, analysts and
rating agencies have warned.

The first casualty will be hous-
ingloan customers who generally
opt forvariable interest rates. The
banking system has seen bothrate
hike and easing cycles many times
in the last two decades.

Although retail customers
would receive cheaper loans now,
the cost of increased interest rate
causes volatility,as the changes —
both lower and higher — would
be reflected much faster. “In the
current falling interest rate cycle, it
is to the benefit of the borrowers.
However, if the interest cycle
turns, retail borrowers might face
the heat,” Care Ratings said.

This would primarily impact
the housing loans segment (over
13 per cent of bank credit) which
has variable interest rate, as vehi-
cle or any other asset financing
generally has a fixed interest rate.

The RBI has traditionally al-
tered the repo rate in increments
of 25 basis points (bps), with the
last policy action being an outlier
with a cut of 35 bps. “Such large
changes in the repo rate may
cause increased volatility in the
EMIs for the borrowers, which
may pose hardship during the rate

12 PSU banks
almost right
for India, says
Finance Secy

PRESSTRUSTOFINDIA
NEW DELHI,SEPTEMBER 8

THE AMALGAMATION of 10 pub-
lic sector banks into four has
nearly ended the consolidation
process and created almost the
right number of banks to cater to
the needs of the aspirational and
new India, Finance Secretary Rajiv
Kumar said,

This exercise will create six
global size banks and will bring
down the number of nationalised
public sector undertaking (PSU)
banks to 12 from 27 in 2017.

“This is almost the right num-
ber of the banks which the coun-
tryneeds,” he told PTI. The govern-
ment on August 30 announced
consolidation of 10 large public
sector banks into four. Kumar de-
scribed the government’s decision
as a building block for achieving
$5 trillion economy target.

“To support next level of
growth, the country needed big
banks. The mega merger an-
nounced on August 30 aims to
achieve that objective. We will
now have six mega banks with
enhanced capital base, size, scale
and efficiency to support high
growth that the country requires
tobreakinto the club of middle in-
come nations,” he said.

The consolidation will help
create strong and globally com-
petitive banks with economies of
scale and enable realisation of
wide-ranging synergies, the
Finance Secretary said.

The RBI move to link
interest rates on some
loans to the reporate
has been undertaken to
enable faster
transmission of
benefits of lowering of
interest rate to retail
and MSME borrowers

hike cycles. Hence, we expect the
future monetary policy actions
may be asymmetric, with a rela-
tively lower increment during the
rate hike cycles and frontloading
during rate cuts,” said Anil Gupta,
vice president, ICRA.

The latest RBI initiative has
been undertaken to enable faster
transmission of benefits of lower-
ing of interest rate to retail and
MSME borrowers, who constitute
over 30 per cent of the bank credit.

Faster transmission of interest
cost benefit will in turn boost con-
sumption supporting economic
growth.

“Further, given the declining
interest rate scenario and compet-
itive pressures, HFCs are likely to
face volatility in their customer
base and cede a portion of the
market share to the banks. The
banks’ NIMs could be squeezed to
the extent of lag in lowering their
depositrates,” Care Ratings added.

The new dispensation could
aggravate their asset-liability mis-
match. Ideally, both sides should
be moved to similar benchmarks

to ensure an appropriate opera-
tional environment. PSU banks
have been quicker off the mark for
launching such products com-
pared to their private peers. This
could be another reason for PSU
banks to face some erosion in the
deposits as they have been losing
ground to the private banks, Care
Ratings noted.

“The external bench-marking
of retailand MSME loans requires
banks to reset their lending rates
at least once in three months, as
opposed to the longer reset fre-
quency for the term deposit rates,
which is likely to create volatility
in the interest spreads for the
banks,” Gupta said. Banks will
need to better manage their inter-
est rate risks, either by widening
their deposit product offerings by
pricing floating rate products
more attractively than fixed rate
products, or through interest rate
derivatives, he added.

According to aKotak Research
report, there are some key risks in
the long term if the external
benchmark achieves its desired
objective. “Regulators are likely to
introduce it to all segments from
the smaller current subset. A nat-
ural reaction to such changes from
a bank would be to manage/ re-
duce volatility in NIM,” it said.

It also cautioned about the
ability of borrowers of recent vin-
tagestoadjusttoasharpriseinin-
terest rates, as the banking system
has seenin2005-08 and 2011-12.

Banks may also increase the
share of fixed rate loan offering,
though borrowers may not be
comfortable, said an analyst.

Govt may be staring at
30K cr revenue loss if
GST on auto cut to 18%

SUMITJHA
NEW DELHI,SEPTEMBER 8

AMID HEIGHTENED expectations
that the Goods and Services Tax
(GST) Council will cut tax rates for
ahost of categories of automobiles
as it meets in Goa on September
20, what concerns revenue au-
thorities at the central and state
levelis the potential revenue loss.

Ifthe industry’sdemand foran
across-the-board rate cut fromthe
highest GST slab of 28 per cent to
18 per cent is to be met, the gov-
ernment’s GST revenue could take
ahitofatleastRs 30,000 crore, ac-
cording to the internal estimates
of the tax department.

This takes into account gains
from the push to sales volumes
once taxes are cut.

A Kotak Institutional Equities
report had earlier estimated thata
10 per cent GST cut on automo-
biles across the board could cost
the government Rs 45,000 crore
in a year. While automobiles, in-
cluding two-wheelers, attract 28
per cent GST, they also are sub-
jected to cesses that vary from 1-
22 per cent depending on the
make of the vehicle.

While the Council’s fitment
committee is gauging the impli-
cations of the rate cuts, several
state governments are likely to op-
pose the move at the upcoming
Council meeting, a tax official with
one of the state governments said.
At 18 per cent, GST will automat-
ically mean a rate reduction of

The Goods and Services
Tax Council is slated to
meetin Goaon
September 20

over ten percentage points as the
GST Compensation Act does not
allow cesses on products that are
not placed on the highest slab. The
compensation proceeds are vital
for states that are by law guaran-
teed a 14 per centyear-on-year (y-
o-y)rise in GST revenue till 2022.

The auto industry has been
demanding GST reliefs given the
flagging sales. Auto sales across
segments fell 20 per centy-o-yin
August, the sharpest monthly de-
cline in nearly two decades.

“There is expectation of vol-
umes going up which might help
overcome the revenue loss.
Further, the rate reductions could
be restricted to certain cate-
gories/products,” MS Mani, part-
ner at Deloitte India, said.

But noteveryone s convinced
thata tax cut would be enough to
boost sales. Some also question
the desirability of the move at a
big cost to the exchequer. “At this
juncture, reducing the tax ratesin
the automobile sector would mar-
ginally pushatemporary demand
forvehicles, but the overallimpact
of such a move would be a catas-
trophe for the publicexchequerin
long-term perspective,” Rajat
Mohan, senior partner at AMRG
& Associates, said. FE

IMPORTS OF AMERICAN GOODS FALL 22% 1IN AUG FROM A YEAR AGO 1O $10.3 BILLION

China’s trade with US shrinks as tariff war worsens

JOE MCDONALD
BEIJING, SEPTEMBER 8

CHINA’'S TRADE with the United
States is falling as the two sides
prepare for negotiations with no
signs of progress toward ending
a tariff war that threatens global
economic growth.

Imports of American goods
tumbled 22 per cent in August
from a year earlier to $10.3 bil-
lion, customs data showed
Sunday. Exports to the United
States, China’s biggest market,
sank 16 per cent to $44.4 billion.

Both sides have raised tariffs
on billions of dollars of each
other’s imports in the fight over
complaints about Beijing’s trade
surplus and technology develop-
ment plans.

The United States, Europe,
Japan and other trading partners
say those violate Chinese mar-
ket-opening commitments.

US and Chinese negotiators
are preparing for talks in
October. Despite that, the two
governments escalated their
fight on September 1, imposing
or increasing penalties on bil-
lions of dollars of goods.
President Donald Trump plans
another increase October 15.

Chinese exporters also face
pressure from weakening global
consumer demand. That hurts
efforts to find markets toreplace
the United States.

“The tit-for-tat escalation
shows how unlikely a trade deal
and de-escalation have be-
come,” said Louis Kuijs of Oxford
Economics in a report.

CHINA’S GLOBAL EXPORTS SEE 3% FALL

M China’s global exports fell 3
per cent to $214.8 billion,
while imports were up 1.7
per cent at $180 billion; for
first eight months of 2019,
exports were off 1 per cent
from a year-ago and imports
were down 5.6 per cent

M China’s global trade
surplus rose 25 per cent from

ayear earlier to $34.8 billion;
exports to the European
Unionrose 3 per cent froma
year earlier to $38.3 billion

B US-Chinese negotiations
broke down in May over how
to enforce any agreement.
Beijing says Trump’s punitive
tariffs must be lifted once an
agreement takes effect

“Meanwhile, the global trade
weakness looks set to linger,
which will continue to weigh on
demand for China’s exports.”
The conflict has disrupted
trade in goods from soybeans to
medical equipment, battered

traders on both sides and fueled
fears in financial markets of a
global economic slowdown.
China’s politically sensitive
trade surplus with the United
States narrowed to $31.3 billion
in August from $27 billion a year

earlier.

China’s global exports fell 3
per cent to $214.8 billion, while
imports were up 1.7 per cent at
$180 billion.

For the first eight months of
2019, exports were off 1 per cent
from a year earlier and imports
were down 5.6 per cent.

China’s global trade surplus
rose 25 per cent from a year ear-
lier to $34.8 billion. Exports to
the European Union rose 3 per
cent from a year earlier to $38.3
billion. US-Chinese negotiations
broke down in May over how to
enforce any agreement.

Beijing says Trump’s punitive
tariffs must be lifted once an
agreement takes effect.
Washington says some must
stay to ensure Beijing carries out
any promises it makes. AP



