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No respite for banks as bad
loans hit record $146 billion
DEVIDUTTA TRIPATHY & 

SUVASHREE CHOUDHURY

Mumbai, 10 October

I
ndian banks’ sour loans hit a record
~9.5 lakh crore ($145.56 billion) at the
end of June, unpublished data show,

suggesting Asia’s third-largest economy is
no nearer to bringing its bad debt prob-
lems under control.

A review of the Reserve Bank of India
(RBI) data obtained through right-to-
information requests shows banks’ total
stressed loans, including non-perform-
ing and restructured or rolled over loans,
rose 4.5 per cent in the six months to 
end-June. In the previous six months they
had risen 5.8 per cent.

While banks remain the main source
of funding for India’s companies, the stub-
born bad debt problem has eaten into
bank profits and choked off new lending,
especially to smaller firms, at a time an
economy that depends on them is
stalling.

India grew at its slowest pace in three
years in April-June — a concern for the
government of Prime Minister Narendra
Modi, who faces elections in 2019 and has
pledged to create millions of new jobs
before then.

Banks are having to take higher provi-
sions to account for more defaulters being
pushed into bankruptcy. And margins are
likely to be squeezed further by proposed
new rules to encourage commercial banks
to pass on central bank interest rate cuts.

To be sure, the bulk of India’s sour
loans are in the state banks and stem from
lending to large conglomerates, especial-
ly in steel and infrastructure. But analysts
say the rise in bad loans among small
firms, and even retail borrowing, is wor-
rying and will do little to encourage new
loans to help fuel growth.

“On the corporate side, we think it’s a
recognition cycle which is nearing an
end,” said Alka Anbarasu, senior analyst
at Moody’s Investor Service, referring to
more bad loans being recognised as such,
as banks come under pressure from the
RBI and other regulators. “But it’s really
those data points beyond corporate that
are causing some worry.”

Anbarasu forecast weak quarters
ahead for banks before profitability picks
up, and several senior bankers from pub-
lic sector lenders — which account for

more than two-thirds of Indian banking
assets — agreed the months ahead would
be strained.

Stressed loans as a percentage of total
loans reached 12.6 per cent at the end of
June, according to the RBI data, the high-
est level in at least 15 years.

Higher provisions, weaker loans
Part of the issue for banks and the gov-
ernment is a strict provisioning regime:
the RBI wants banks to provide for at least
50 per cent of the secured loans to com-
panies taken to bankruptcy proceedings,
and 100 per cent for the unsecured part.

A dozen of the biggest such cases
account for nearly ~1.78 lakh crore, or a
quarter of total non-performing assets.

For those companies, banks will need
to provide ~18,000 crore on top of existing
provisions, according to July estimates
from India Ratings and Research, the
local affiliate of Fitch Ratings.

More than 20 other sizeable compa-
nies are at risk of being taken to bank-
ruptcy court.

Bankers say these and other pressures,
including rising government bond yields
that forced banks to post mark-to-mar-
ket losses, have added to the squeeze, and
hit new loans.

According to the RBI data, new loans
grew at just about five per cent in the year
to March, the lowest growth rate in more
than six decades. Several banks have
already cut back their loan books to con-
serve capital.

“What are they (RBI) thinking while
they’re taking these steps all at the same
time?” said a treasurer at a state-run bank,
who didn’t want to be named due to the
sensitivity of the issue. “Do they want
banks to wind up their businesses, or do
they want to save the banks?”

Treasury income accounted for 
22.7 per cent of banks’ operating profits
in the last financial year, doubling 
its share from a year earlier, India
Ratings estimates.

“The almost zero treasury income will
hit provisioning ability and, in turn, make
it more difficult for weaker banks to give
loans as capital becomes more scarce,”
said Soumyajit Niyogi, an associate 
director at the rating agency.

A senior policymaker, who requested
anonymity as the discussions are not pub-
lic, said the government would have to
help to sufficiently capitalise the banks.

Fitch Ratings estimates Indian banks
will need $65 billion of additional capital
by March 2019 to meet Basel III global
banking rules. 

Moody’s expects the top 11 state
lenders alone will need nearly $15 billion.
The government has just $3 billion left in
its budget for bank recapitalisation.

“We think capitalisation is the biggest
challenge for the banks at the moment,
given that earnings will remain subdued
and will not support any capital genera-
tion,” said Moody’s Anbarasu.

REUTERS

UNDER PRESSURE
� Banks’ bad loans hit ~~99..55  llaakkhh  ccrroorree

(($$114455..5566  bbiilllliioonn))  at June-end

� Total stressed loans rose 44..55%%
in 6 months to end-June. In the previous
six months they had risen 55..88%%

� Banks have to take higher provisions to
account for more defaulters being 
pushed into bankruptcy

� Margins are likely to be squeezed further
by proposed new rules to encourage
commercial banks to pass on central 
bank interest rate cuts

� Stressed loans as percentage of total loans
reached 1122..66%%at June-end — highest
level in at least 15 years

Pvt capex to grow
~1 lakh cr in 2 yrs,
little focus on 
long-term projects

NIKHAT HETAVKAR 

Mumbai, 10 October 

Private capital expenditure
(capex) will grow by ~1 lakh
crore till FY20, ratings
agency India Ratings and
Research (Ind-Ra) has said
in a report.

This increase will be
largely in the form of main-
tenance and essential
upgrades by non-stressed
companies. Capex recovery
will revive after FY20. This
estimate is based on moder-
ate consumption demand,
global overcapacity, and
working capital disruptions
owing to the goods and serv-
ices tax (GST), and consid-
ers a compound annual
growth rate (CAGR) of five-
eight per cent. 

The report states that
companies are likely to show
unwillingness to invest in
long-term projects due to
muted demand and signifi-
cant leverage despite a low
interest rate environment.

Of the top 200 asset-
heavy companies, 125 non-
stressed ones, having strong
financial profiles and low
leverage levels, will incur
maintenance spending for
the next two years and also
drive growth capex beyond
FY20. However, the 75
stressed ones may not be in
a position to incur mainte-
nance capex even, dragging
down investment recovery
for another two-three years.  

While the Insolvency
and Bankruptcy Code,

2016, would accelerate the
debt resolution of stressed
firms, low capacity utilisa-
tion would lead to a pull-
back of investment by non-
stressed companies. 

The risk-averse behav-
iour of the banking sector,
especially public sector
banks, and their bad asset
problems would increase
their reluctance to lend to
fresh projects of stressed
companies.

Liquidation under the
code could lead to supply
constraints, giving oppor-
tunities to non-stressed
companies to expand
capacity. 

Growing competition
and increasing mergers and
acquisitions will result in
consolidation among
stressed companies, push-
ing back large-scale, debt-
funded capex by non-
stressed companies.

Ind-Ra says both capital
markets and non-banking
financial corporations have
a limited appetite in terms
of size and risk to absorb
long-tenure funding
requirements.

Government capex
increased in absolute terms
over FY16 and FY17 but has
been decelerating as a pro-
portion of nominal GDP.
Despite the expected fiscal
stimulus and higher gov-
ernment spending due to
incremental revenues on
account of the GST, the
overall investment cycle is
unlikely to revive. 

Electronic payments rise marginally in August
NIKHAT HETAVKAR 

Mumbai, 10 October

Electronics payments saw a
marginal rise in volume in
August over the previous
month, said the Reserve Bank
of India’s (RBI’s) monthly 
bulletin.

The volume for August
rose to 1,906.25 million from
1,876.5 million.

Mobile banking continued

to dip but at a marginal rate.
The volume and value 
for August was
99.64 million and
~79,913 crore against
102.40 million and
~80,136 crore,
respectively, in the
previous month. 

Credit and debit
cards saw a slight
rise in volume and value. The
value of credit card payments

was ~36,603 crore in August,
against ~34,215 crore in July.

The value of debit
card payments for
August rose to
~2,70,609 crore from
~2,61,411 crore in
July.

Prepaid pay-
ment instruments
(PPI) — comprising

mobile wallets, PPI cards and
paper vouchers — saw a

slight fall in volume and mar-
ginal rise in volume. 

The volume fell from
270.24 million in July to
261.14 million. The value rose
from ~9,856 crore to ~10,288
crore.

The volume for Real Time
Gross Settlement (RTGS) 
for August was 9.46 million, 
a marginal rise from 
9.38 million transactions 
in June.

COST COUNT
� Increase in private capex

will be largely in the form
of maintenance and
essential upgrades by
non-stressed companies 

� Estimate is based on
moderate consumption
demand, global
overcapacity and working
capital disruptions owing
to GST, and considers CAGR
of 5-8%

� Of the top 200 

asset-heavy companies,
125 non-stressed ones
will incur maintenance
spending for the next two
years and also drive
growth capex 
beyond FY20

� The 75 stressed ones may 
not be in a position to
incur maintenance capex
even, dragging down
investment recovery for
another 2-3 years

Mobile banking
fell but
marginally.
Volume & value
of credit and
debit cards
rose slightly

Drug pricing regulator NPPA
has sought explanation from
21 hospitals for not displaying
on the homepage of their web-
sites prices of knee implant
systems at which they are
billing the patients.

The hospitals, which are in
Rajasthan and Gujarat, have
been given seven days 
to respond and explain rea-
sons for not adhering to 
the government directives.

In a notice, the National
Pharmaceutical Pricing
Authority (NPPA) said the
websites of hospitals did not
display MRP or price of knee
implant systems at which they
were billing patients, along
with brand name, specifica-
tions and names of manufac-
turing or marketing company.

The list includes five hos-
pitals in Jodhpur, six in
Udaipur, three each in Bikaner

and Nagaur in Rajasthan. It
also includes four hospitals in
Ahmedabad.

According to a notification
on August 16, 2017 and subse-
quent office memorandum, the
NPPA said hospitals, nursing
homes and clinics were
required to display on the
homepage of their websites the
MRP or price of knee implant
systems at which they were
billing patients. PTI

Notice to 21 hospitals over knee implant rates
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