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‘Delay in tapering is a window of opportumty’

Since financial services are
linked toand reflectiveof the
real economy, the slowdown
in economic growth is im-
pacting this sector also.
Ajay  Srinivasan, CEO,
financial services, Aditya
Birla Group, in an interac-

tion with Ira Dugal, says that struc-

turally Indiaisstilla big market given its
demography andsavings rate.

The market sentiment seems to be

clearing stalled projects is an important
move. The question is, once these pro-
jects are cleared, how do you make sure
they get off the ground. If that happens,
youwillstart toderive ancillary benefits
and it will have amultipliereffect.

The growth-inflation trade-off
seems to have come back to haunt us
given the recent RBI pullcy. What is
your view on inflatios

Ithink inflation is a bu dichotomous
because youare continuing to see infla-
uonewznagams( thebackdropof aweak

I'think in
hasimproved with the way therupee has
stabilised as a result of the capital flows
thathavecomein. Therecent estimatesof
the CAD have been better than the§70bil-
lion est)mal«l earlier. Globally, the: (lela}
in Fed

inflation was
1mponed through the rupee deprecia-
tionbutalotof it doesseem to besupply-
led and, in that sense, maybe monetary
policy isnot theonly way to deal with it.
You have to have a mix of different
s i ted Eeuvi

China have improved capital flows into

, ving
capacities, improving efficiencies. We

the
stockmarket higher. ButI thinkimprove-
ment in economic growth per se is still
somedistanceawayand the challengesof

nalvalueof therupee and arefocused on
protecting its internal value too. But
without growth, we are not going to

remain.

So, do you feel the fears of capital
outflows have eased?
Ithinkthosehavepartlyeasedbecause
of what happened with the currency and
the external account since all countries
withhighCADwerethoughttobeathigh-
errisk. Buttheyhavealsopartly eased be-
causeof thedelay in Fodmpenng_ Expec-

, poverty reduction
andotherthingsthatwewantasanation.
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is still

g in India. We are much

Group (ABFSG) has
across anumber of financial service
segments—what to your mind is the
biggest issue for financial services?
Isitthelack of underlying economic
activity, is it high mtercs( rates/lig-

bepushed
back frther. Therefore, global liquidity
isstillbenign. So, Ibelieve, it'sacombina-
tion of global liquidity and domestic fac-
tors that have helped. We must be clear,
though, that this is a window which is

uidity orisit

Clearly, financial services are linked
to and reflective of the real economy.
With the slowdown in our economic
growth, there is bound to be a slowdown
infinancial services.Second, thelowreal

more savings and investment focused. Income levels have
gone up substantially in India, but we haven't seen
protection levels keep pace with that

the

time that happen: distort
whiletoreadjusttothenew products. ﬂul
lhpu--. i still h'wealan.e But k ilinter-

low. So, it is really a question of ﬂ(r..urin;,
outhow youcan tap into that growth.

What about leveraging that...

e ‘kets, is there?

Rmall participation in equity has gen-
erallybeenquitelow,andnow ithasfallen
evenmore. Earlier; moneywasflowingto-
wards gold and real estate but that has

¥ have
led us to where we are. We had real rates
being negative for a while, which led peo-
ple to move towards gold and real estate.
Volatility also scares the retail investor,
whether it is volatility in equity markets

money flow towards bank deposits in a
big way either. We are not seeing huge
amounts of funds flowing into mutual
fundsor life insurance. Itcould be that in-
flation is really biting and, therefore, the

orcurrencymarkets
kets. We have had tax-free bonds provid-

par

NS over iod.

msof
there are alternate options, in terms of
i 1

ity in the
der pressure as new competition

pr §
don't understand why we don't protect
ourselvesmore. Maybethereisabasicop-
timism within us. We are |mder1nsun~d

The view that growth is not there isa
short-termview.If youlook at thecredit-
t0-GDP ratio, the banking penetration

intermsof life,
insured for health, and if you lakc nrolr
erty, personal lines, etc, there is hardly
anyinsurance. So, protectionasaconcept
is still evolving in India. We are much
moresavingsand investment focused. In-
comelevelshavegoneupsubstantially in
India, but we haven’t seen protection lev-
elskeeppace with that.

What is your sense of the corporate
balance sheets, stressed corporate
earnings and what that could mean
for the markets? For instance, do we

ourfe
some headwinds from the general senti-

o,
‘mutual fund business was most impact-

lower ib-
ution issues Imentioned. Life insurance
lmhmrv has declined in terms of new

opentill tapert tartsand that
wewillhavetosetthings inorderby then.

But the growth and, hence, the de-
mand picture hasn’t changed. Has it?

goingintoassets
like real estate and gold and a drop in
flows tofinancial assets. Third, distribu-

FY10to FY13. The mutual
fundbusiness was growingfixed income
assets (equity flows have been negative

ed b the way the interest rates

need to 1 trading multi-
ples given the weaker GDP growth?
I think the danger there is looking at

moved. You had li you

hadaninvertedyieldcurveandyouhada

reasonable amount of mark-to-market

across the curve. So, definitely, the fixed

tnu)mesldeu[ the mutual fund business
had a

the Jast few years and we are seeingare-

from FY10) the
rupee led to a fall in bonds. Wealth man-

No,ithasn't.Ithink wewillhavesome duction in distr a outside  agement f fallingin-
benefitthisyearfrombetteragriculture,  of banks. Fourth, volatilityhasplayedits ~surance and mutual fund sales and in
but both industry and services conti i i broking, volumes
toslow down. If youlookat it from the de- by over 50% over the past 3 years, Fund-
mandside, shurt- based have fared better but

Whichof
h il stress and which ones

rates. At the same time, i de-

evenif

mand is hurting because of general sen-
timent, the policy frameworkandtherel-
atively high interest rates. So, m that

Stress isabit of astrong word to use
here as, structurally, India is still a big
market for financial services given our

withfalling corporate margins, strained

quarter though now
somenormaley hasreturned.

‘What about financing businesses?
There is a general economic slow-

So, if you look at leverage,

ratios,allof ylow.So, inthat
sense, the slowdown is temporary and
growth will come back. In terms of new
banks, as you get more players in any
business, customers benefit from better
service and producers start to see some
reduction in margins. That's inevitable.
It'sdifficult tosay how far it will go. 1 be-
lieve there is enough underlying de-
mandand the pie-size will increase,

Getting back to policy, what else do
you thinkneeds to be done right now
tobetter the environment?

Weneed to be able toattract long-term
foreign capital given our CAD situation
andgiven the global liquidity picture. We
needtodomoreintermsof curtailingthe

there are definitely s where
leverage has become considerable and
you have to worry about those sectors.
But that's not true across the spectrum.
The same holds for earnings. I think a
number of companies would be facing a
slowdown for variousreasons, butnotall.

1 think the market is hoping that we

Wearer the
expenditure targets. So, there is a con-
cernonhowwewillmeet the fiscaldeficit
targets for the year. The third concern is
how do we kick-start investments and
savings. Tomymind, bothof theseare, in
some way, linked to interest rates. Our
highgrowth intheearly-2000s wasdriven

downsoalotof
ingrather than newdemand But wvare
asmaller NBFC

p. Themarket is, therefore
probably (h»oounung near term earn-

by demand which we need to
resume. We also need to find ways of tap-
ping domesticsavings for productive us-
es. And finally we need to

sense, growth h;
Hasing ki el s Hucebacks pos
itivedevelopments. For instance, the CCI

size, savings
rate and low penetration of most finan-
cial services products. Having said that,

working capital and growing leverage,  So, think wesh liquidi-

cir ant like. tyOurmar en our . Our

v Brelgn ks, The Gierelation b jrowth s f come with

Has the last quarter been difficult Howistheinsurancebusinessdoing? tween the Sensex and FII ﬂow s job creation to leverage our

inesslines gi i ’ ere  strong.So, if 2 rkforce

ity havebeen i wen 4o maney s Bowing towards. will nesd 1o be adequately
particularly the debt segment? host of new product Each emerging s, someof thatcanalso ki ]




