SBI's corp loan book hints at
a change in market dynamics

While SBI's corporate loan book grew by 2.6% in FY2l, if only loans are considered, it shrank
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ndianbanksarerealizing that to be
abletoseeanysustainable growthin
corporate credit, they also need to
invest in debt securities of their bor-
rowers, signalling a shift from their
loan-driven growth strategy.

India’s largest lender, State Bank of
India, posted a total corporate credit
growth of 2.6% in FY2l, including loans
and debtinvestmentssuch asbondsand
commercial papers; however, if only
loans are considered, SBI's corporate
book contracted 3%.

To be sure, SBI has been saying for
several quarters now that corporate
bondsshould beadded to theloan book
togauge the true extent of growth. How-
ever, it is only in fiscal 2021 that bond
subscriptions managed to pull the
bank’s corporate creditbook out of the
negative territory.

The bank’s chairman Dinesh Khara
pointed out that working capital utiliza-
tion for large corporates is even below
70%, and the bankislooking to support
them in raising money from the debt
market. However, while the larger cor-
porates with better credit ratings are
able to tap the bond markets, smaller
companies find it difficult and still rely
onbankloans.

“Large corporates have got the option
ofraising funds from the bond mar-
ket also. That’s the way we have
started reckoning that as well. We
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SBI has been saying for a while now that corp bonds should be added to loan book to gauge the true extent of growth.

ments of corporates. Inits January 2019
bulletin, it said that the demand for cor-
poratebondsasan investment, ismostly
confined toinstitutional investors, with
retail investors accounting for only 3%
of the outstanding issuances.

Data suggests that the second wave

mode.

In April, corporate bond issuancesfell
71% from the previous month to 327,88
crore, showed provisional data fro
Prime Database, collated by CARE Rat
ings. Similarly, commercial paper iss
ancesin April 2021 were notably lowgr
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reporton 14 May.

That said, while corporates would
benefit from the move towards bond
markets, banksare likely tolose out on
the margin front. For instance, while
the median one-year marginal cost of
funds-based lending rate (MCLR) of
banks stood at 7.3% in April, the
weighted average yield for corpo-
ratebondswasat 6.24% in the same
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Atleastforthetimebeing, it does business segments.
not seem that such policies would “Hopefully with demand improv-

lead to deepening of thebond market, as
these investments would be limited to
large borrowers.

The Reserve Bank of India (RBI) has
forlongargued that the development of
a deeper corporate bond mérket is
essential to meet the funding require-

hasnotonlyimpacted credit growth but
also fund-raising from the debt market.
Localized lockdowns, though seemingly
milder than the nationwide restrictions
imposed last year, have hampered the
movement of goods and services and
forced companiesinto a wait-and-watch

at389,576 crore,a 60% decline from the
previous month.

“The second wave of covid-19 pan-
demic and the consequent localized
lockdownsin April 2021 hasled tolower
short term fund requirements by the
corporates,” therating agency saidin a

ing there would be a better utilization of
the working capital limits. Also, some of
the projects where terms loans have
already been sanctioned, we expect to
have utilization because the current
lockdown would have delayed some of
such plans,” he added.



