ECBs in April-January surge

>2% to hit four-ye
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INDIAN COMPANIES HAVE turned
their focus on raising funds from
overseas, with registrations for
external commercial borrowing
(ECB) reaching a four-year high of
$38.7 billion in the April-January
period of the current fiscal. This
marksa 529% surge from $25.4 bil-
lionrecordedin2022-23.Total dis-
bursements during the first 10
months of FY24 stood at $30.1 bil-
lion, according to Reserve Bank of
India (RBI) data.

Expectations of rate cuts by
major central banks this yearand a
stablerupeehave encouraged com-
panies to tap foreign funds to meet
their funding requirements.

“Corporations have increased
their overseas borrowing as they
expectinterestratestofallin the US
and other major economies, which
would lower their borrowing cost;”
Madhavankutty G, group chief
economist, Manappuram Finance,
told FE.“By tapping into interna-
tional markets through ECBs,com-
panies diversify their funding
sources and reduce vulnerability to
domestic market fluctuations”

The US Federal Reserve has sig-
nalled easing of rates from 2024,
prompting companies to raise
funds from overseas, he added.

Companies are raising foreign
capital primarily to fund capital
expenditure (capex). Of the total
ECBs registered during April 2023
— January 2024, more than three-
fourths of the agreementswere ear-
marked for capital expenditure, the
RBI data show.

Companies get interest rate

OVERSEAS FUNDING
ECB registrations (in $bn)
51

35 385

'20-21'21-22 '22-23 ['23-24*
* till January 2024
Numbers for this fiscal

Source- Primedatabase

advantage in raising funds from
abroad. Corporates can borrow at
secured overnight financing rate
(SOFR), a benchmark for pricing
loans, plus 200-300 basis points,
which is lower thanlending rates of
Indian banks. The SOFR has hard-
ened from 4.819% in March 2023 to
5.30% in March 2024.

With the RBI raising interest
rates, borrowinglocallyhas become
more expensive, making ECBs apre-
ferred choice forlocal firms. To curb
inflation, the central bank increased
repo rate by 250 basis points
between May 2022 and February
2023, compelling banks to hike

ar high

lending rates.

The spread between India and
the US 10-year government securi-
ties yield has narrowed in the last
twoyears which has dampened the
interest in domestic bonds. Cur-
rently, the spread between Indian
and US 10-year G-Sec yield is
approximately 300 bps, compared
witharound 500 bpsin 2021.

Thesstability of the rupee,which
reduces currency risk, has also
incentivised companies to turn to
overseas borrowing. “Rupee has
been stable in the past year which
has also encouraged companies to
borrow from overseas as a stable
rupee means lower hedging cost for
them,”said the head of treasury of a
private bank.“A stable Indian rupee
provides greater predictability for
companies in planning their over-
seas borrowing.”

The rupee has been relatively
stableand movedinatight range of
82.9- 83.2 against US dollar in the
last year. The central bank inter-
venesin the forex market tocontain

“volatility and ensure an orderly
movement of the rupee. This gives
comfort to companies that the RBI
will notallowany sharp fluctuation
inthelocal currency.

“Rupee with its low volatility
helped Indian borrowers secure rel-
atively cheaper capital through the
ECB route,” said Debopam Chaud-
huri, chief economist at Piramal
Group.

The ECB market offers a wider
pool of lenders compared to the

- domestic market, allowing compa-
niestoaccesslarger sums.This canbe
particularlybeneficial forlarge infra-
structure projects orcompanies with
significant funding requirements.



