Debt Weight

Asjob losses and economic slowdown push retail debt past 40 lakh crore,
there’s growing worry about possible defaults on repayments

:: Shailesh Menon
he past one year has been tough
for Balasundaram Iyengar
(name changed on request),
who runs a small, brochure-de-
signing company in Delhi. Fresh
orders to print glossy catalogues
and pamphlets for tour opera-
tors—who formed alarge part of
the firm’s client roster —stopped
exactly a year ago, when the first
Covid-19 cases began to be re-
ported from the country.

Businessand life havebeenon
a downward spiral for the Iyen-
gar family ever since. Paying sal-
aries to his designers and proof-
readersinthe first few months of
the lockdown — without any rev-
enues coming in — depleted
Iyengar’s capital buffer. His per-
sonal savings dwindled at an
alarming pace as bills stacked up
on his table every month. Bills
and living expenses of June
maxed out the Iyengar family’s
credit cards. By September,
Iyengar wasstaringata debt pile
of over 230 lakh that he owed to
alarge private bank.

Iyengar is among the thousands of self-employed
professionals who have lost their livelihood and are
caught in a debt trap at the fag end of the pandemic. It
is not only the self-employed, but
also the salaried, who are staring at
bank bills that may take years —ora
serendipitous windfall - to settle.

Retail debt in India — at over 240
lakh crore — hasneverbeensoalarm-
ingly high, and lenders have a lot to
worry about. Non-performing assets
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finding it difficult toservice loans as
their income levels have not recov-
ered yet,” says Rohit Garg, co-
founder, SmartCoin, a fintech lender serving low-
income borrowers.

“staid macroeconomilcs or gory statistical projec-
tions, however, do not offer comfort to Iyengar — or
other careworn borrowers like him. A couple of
months ago, the 51-year-old approached Freed, a
Gurgaon-based debt settlement firm, to find a way
out of the mess.

“We are negotiating with the bank now. We are
asking them to give us one year to pay back the prin-
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cipal amount. We are also requesting the bank to
waive off the accrued interest portion,” Iyengar told
ET Magazine.

Nobody, except Freed, believes the bank would lis-
ten to Iyengar’s pleas. Freed says it has reasons to be
optimistic. “We recently settled an unsecured loan at
609% haircut. The borrower only had to repay 40% of
the money he owed the bank,” says Ritesh Srivastava,
founder-CEO of Freed.

Srivastava founded Freed last year, right in the mid-
dle of the pandemic. Nine months into the opera-
tions, Freed claims to have enrolled 2,100 distressed
borrowers, with a debt pile amounting to 7120 crore.
“There'salot of stress, especially in the personal loan
and credit card segments. Many of our borrowers are
between 24 and 35 years of age,” says Srivastava.
“Banks are worried about their money. They are will-
ing toreach a settlement - even with a deep haircut.
They are desperate to recover whatever money they
can and close the defaulting loan accounts,” he adds.

Senior executives of large private banks, however,
paint a different picture altogether. They seem to be
wellin control of what could be aspiralling debt crisis.
Bankersare puttingup a bold face. A stoic demeanour
can even prevent a run on the bank by depositors. A

“Higher NPA in
educationloansisa
legacy issue. NPA
levelin education
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managed portfolios.
The credit will behave well if future cash
Jlows have been underwritten right”

Amit Gainda, CE0, Avanse Financial Services
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Data from CRIF High Mark, a
widely tracked credit bureau, plots
a gradual rise in NPAs (portfolio at
risk or PAR — loans past due date for more
than 90 days) across key retail loan buckets.
Take the case of auto loans, where delin-
quencies have consistently inched up from
2.9% in March 2019 to 4% as of October
2020. Delinquency ratios in housing loan
portfolio scaled up to 3.1% in June 2020
(from 1.9% in March 2019), before stabilising
at 2.9% and 2.6% in September and October
2020 respectively. The consumer loan buck-
et, which comprises small-ticket, small-ten-
ured loans, has seen a marginal uptick in
delinquency to 2.1%.

Personal loan portfolio looks stable with a
delinquency ratio of 0.8%, but this should be
taken with a pinch of salt as most banks
have not “recognised” their real
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Justan NPA —
not a write-off. Give borrowers
some time, and they will repay”

George Alexander Muthoot,
MD, Muthoot Finance
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Chakravarti adds.

According to lenders, the housing loan
book showed some slippages in the first two
quarters of this fiscal, but recovered to-
wards the third quarter as home loan bor-
rowers started paying their monthly instal-
ments. A few borrowers also made good use

of the one-time restructuring option
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who are working in the man-
ufacturing sector. Also, because
the earnings of small business own-
ers and self-employed people have
notreached pre-Covid levels, we see
more stress among urban and
semi-urban borrowers.”
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and August last year.
Most borrowers had
taken moratorium
support for their per-
sonal loan and credit
card payments back then.
Delinquency ratio in credit
card portfolio has risen to 5.3% in
October 2020 from 1.5% in March
2019, CRIF High Mark data suggests.
“Immediate threats for banks come
from their retail loan books,” says
Madan Sabnavis, chief economist,
Care Ratings. “There are alot of people who
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sector analysts. Lend-
ers who are focused
on borrowers en-
gaged inselectservices
sector or trading-like
vocations (and not man-
ufacturing or hospitality
sector) will see higher recov-
eries over the next two quarters.
“Overall, lenders may feel
some pain in the coming
quarters, but it may not be
an unprecedented disas-
ter,” says YS Chakravarti,
MD & CEO, Shriram City Union Fi-
nance, a large NBFC. “Things
have improved from last
April, for sure. Recover-
ies are improving by a
good measure. Al-
though slippages are
relatively higher in
Stage 2 (61 to 90 days
past due) collection
cycle, most lenders are
able to recover their
monies and arrest
the slippages in Stage
3 (above 90 days past
due). The wholesale loan
books of some lenders
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were less than 1%. Most lend-

ers are carrying 2-4% provision

buffers despite lower slip-
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turing. So secured loans are
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cured loans may go through
acredit cycle,” he adds.

In terms of demand for fresh
loans, lenders have managed
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worry about. “Consumers are in cash-con-
serving mode now. But with a lot of sectors
doing well, the appetite to consume will
come back. Also, an uptick in NPAs should
not be seen as a thing to be worried about
excessively. It's just an NPA, not a write-off.
Give borrowers some time, and they will re-
pay,” says Muthoot.

Another category of retail debt that has
grown significantly is education loan. It has
grown nearly 26% (in 2020) to over 1 lakh
crore. But this bucket has an abnormally
high delinquency ratio (PAR 90+ days past
due) of nearly 13%. Over 90% of education
loans are booked by PSU banks.

Amit Gainda, CEO of Avanse Financial
Services, says the NPA level in education fi-
nancing business is sub-1% for well-man-
aged portfolios. “The credit will be-
have well in this segment if future
cash flows have been underwritten
right,” he says. “We don’t take the
conventional lending approach
here. We underwrite these loans by

evaluating the potential em-
. ployability of the student,

to grow their gold loan, ed- : which includes scanning
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loan and credit card LO an entrance test scores,
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at the ground level.
More credit card pur-
chases are also a proxy
for online purchases.
Between October
2019 and September
2020, gold loans worth 71.72
lakh crore have been disbursed, as
per CRIF High Mark scrolls.
George Alexander Muthoot,
MD of Muthoot Finance,
does not see a large
chunk of these disbur-
sals as “desperate
loans”. “Gold loan
has now become a
lifestyle credit op-
tion,” he says. More
people, he says, take
gold loans because
these are easy to avail.
Requirement for credit is
fuelling the demand for gold
loans, he adds.
Muthoot says there isn'ta lot to
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he adds.
According to
Varun Chopra, CEO of

Eduvanz, the demand
for overseas student loans
for under-graduate and post-
graduate programmes witnessed a
spike during the lockdown as major uni-
versities abroad offered discounts and re-
laxed their visa norms. “Back home, there
has been a marked shift, with lenders pre-
ferring to provide credit for courses
backed with job-placement guarantees or
courses that help people to upskill. Many
salaried employees started upskilling
themselves as they were working from
home and had spare time,” adds Chopra.
There are, however, no concerns of rising
NPAs or a retail debt crisis on Dalal Street.
The BSE Bankex index has more than dou-
bled over the past year. Will we have to re-
phrase that old Keynesian saying for these
times? Markets, maybe, canremain irration-
al longer than banks can remain solvent. |
shailesh.menon@timesgroup.com



