NBFC Liquidity Squeeze Hits
Loans Against Property Mkt

With NBFCs holding on to cash and cost of funds going up, LAP gets unviable
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Mumbai: The market for loans
against property (LAP), among
the borrowing avenues that fu-
elled runaway growthamongnon-
banking finance companies until
the recent liquidity squeeze, ap-
pears to be grinding to a halt as
lendersarenotkeenonincreasing
their exposure, analysts and in-
dustry executives have said.

The borrowing instrument was
the preferred tool for small busi-
nesses and powered the expan-
sion for the lenders over the past
fiveyears.

With NBFCs holding on to cash
and the cost of funds going up,
LAPhasbecomeunviableasrates
have been raised by up to 2.5 per-
centage points, said the people
cited above. “We would be con-
servinglotof liquidity or funding
that we would get till such market
returns to its normal,” said
Ashwini Hooda, deputy MD,
Indiabulls Housing Finance. “We
would like to keep much higher
cash and hence we would be in-
vesting all these funds raised in
liquidity and not all of it into
growth.” Some suggested that the
slack could be picked up by others.

“NBFCs and housing finance
companies (HFCs) have raised
rates by 100-200 basis points, sig-
nalling their aggressionin LAPis
coming to an end,” said Antique
Broking analyst Digant Haria.
“This canbeagolden opportunity
for other banks and NBFCs to
grab the opportunity.”

Asset-liability mismatches stem
from the reliance on short-term
borrowings or illiquidity in the
underlying asset being financed.
Housingfinance companies, with
alargeexposuretodevelopersand
large-ticket LAPs, face the chal-
lenge of losing both growth and

HFC Party Comes to a Halt

The party for HFCs has
come to sudden halt-- bond
markets are ina tizzy, inter-
est rates have firmed up, as-
set-liability mismatch is be-
ing discussed and business
models are being ques-
tioned. Higher reliance on
bond marketand high pre-
payment rates for home
loans and LAP (SME) due to
frequent balance transfers
in the face of abundant li-
quidity are some concerns
for the sector. MFs have
outsized exposure to NBFC
paper and is unlikely to sus-
tain. Around 15-35% of bor-
rowings of NBFCs are ma-
turing in the next six
months. JM Financial, IIFL
and Edelweiss have high de-
pendence on mutual funds
among their sources of
funds.
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LAP was the
preferred
tool for
small busi-
nesses and
powered
the expan-
sion for the
lendersover
the past five
years
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margins. “In seg-
ments like LAP/
SME/largerticket
home loans—
where balance
transfers were
prevalent, implied
durations for

shorter-tenure assets, encourag-
ing reliance on shorter-tenure li-
abilities based on the assumption
thattheloans will be rolled over; it
said. The frequency of balance
transfers has almost come to a
halt under the tighter liquidity
scenario.

some HFCs sub-4 LAPisanimportant product for
yearsvs contract-  themicro, small and medium en-
ed 15yrs+,” said  terprises (MSME) sector, which
Credit Suisseina  accounts for a third of gross do-

report.
Companies typi-

mestic product and employs 111
million people. It represents 45%

cally borrowed of manufacturingoutputand40%
shortterm, giving  of total exports, according to
an illusion of ReserveBankof Indiadata.

Tighter liquidity has led to the
increased costof fundsforfinance
companies, which facing difficul-
ty in rolling over liabilities be-
cause they rely heavily on market
borrowings tofund asset growth.

“These companies’ liquidity
management practices suggest
that they can cope with liquidity
stress within amulti-week period,
after which this ability will weak-
en considerably,” said a Moody’s
Investors Service report. “A pro-
longed period of liquidity stress,
which isnot our base case scenar-
io, will severely weaken the credit
standing of Indian non-banking
finance institutions.”
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