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BOND MARKET LIKELY TO SEE UP TO 10% REDUCTION IN BORROWING

NBFC Borrowing Costs Likely to
Fall with HDFC Out of Bond Mkt

Saikat.Das1@timesgroup.com

Mumbai: India’s bond market could
become a less crowded place, thanks
to Housing Development Finance
CorpLtd’s(HDFCLtd) proposed mer-
ger with HDFC Bank, likely reducing
the cost of funds for borrowers.
Nearly a tenth of borrowing in the
bond market could reduce, as HDFC
accounted for that much bonds sold
in the country. The merged entity
will have access to cheaper deposits
to fund the mortgage business. Also,
being a banking services provider;
the combined company will have less
regulatory room than a housing fi-
nancier to raise funds from long-
term institutional bond investors, in-
cluding insurance companies.

This could be a blessing for other
non-banking finance players such as
Bajaj Finance, LIC Housing Finance
and L&T Finance. Their fund cost co-
uld fall, as there would be limited al-
ternatives for fund managers to in-
vest in top-rated
financial services
bonds.
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In the just-ended fiscal year, HDFC
Ltd accounted for 9%, or %50,157 cro-
re, of the total bond sales, compared
with just 0.9% by HDFC Bank (35,016

crore), show data compiled by JM Fi-
nancial.

HDFC Ltd and HDFC Bank are
both rated triple-A. Insurance and
pension funds find HDFC Ltd
bonds a preferred destination to
deploy their money.

But, now sectoral caps will come in-
to play. Investments by insurers in
HDFC Ltd bonds come under the ca-
tegory of “housing and infrastructu-
re”, where they need todeploy amini-
mum of 15% of the assets under ma-
nagement.

However, an insurance company
has a limit of 25% when it comes to
investing in the banking and financi-
al services sector, the category the
combined entity will come under.
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The home financier isalso a gold
standard investment for mutual
funds as they sometimes seek to
generate trading gains on those
debt securities. HDFC Ltd’s
bondsare highly liquid in the sec-
ondary market. MFshave asingle
group investment limitof 20%. .

With HDFC Ltd going out of the
bond market, it will release invest-
ment limits for other group non-
bank companies including HDB Fi-
nancial and HDFC Credila, a dedi-
cated education loan company.

“HDFC Ltd is counted in the
league of top sovereign-backed en-
tities including NHAI, PFC, REC,
PowerGrid and so on,” said Ajay
Manglunia, managingdirectorand
head of fixed income at JM Finan-

-cial. “Even state-backed investors
including EPFO (Employees’ Prov-
ident Fund Organisation) or LIC of
India too subscribe to these bonds.
In its absence, other top-rated non-
banks will have a higher bargain-
ing power as fund managers cannot
sitidleon inflows.”

For example, banks have an in-
vestment limit of 25% on a single
group. An insurance company
cannot invest more than15% on a
single group entity;

“We are internally analysing
the impact of HDFC Ltd’s ab-
sence from local bonds as we will
strategies our investments ac-
cordingly,” said the head of cor-
porate bonds at alarge bank.

A 10-year HDFC Ltd paper yields
7.15%, compared with 7.18% for LIC
Finance bonds, 7.25% for Bajaj Fi-
nance and 7.50% for L&T Finance.
For ICICI Infra bond of similar ten-
or, it is 7.05%. Those yields are now
expected to drop in the primary
bond sale, dealers said.




