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THE SMART INVESTOR:
Large fund infusionsin

PSBs fail to deliver 1113
The Nifty PSU Bank index is flat since
the Centre announced a 32.11 trillion
recapitalisation plan in October 2017;
experts say stick to top stocks such as
SBl and BoB. SHREEPAD S AUTE

& VISHAL CHHABRIA write
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SHREEPAD S AUTE & VISHAL CHHABRIA
Mumbai, 17March

espite the government
D infusing a whopping

¥19 trillion towards the
recapitalisation of public-sector
banks (PSBs) between October
2017 and February 2019, a 4x
increase over the amount
infused during FY15to FY17, the
move has failed to enthuse
investors. The Nifty PSU Bank
indexis almost at the same level
as on the day of the announce-
ment of recapitalisation.

In fact, barring State Bank
of India (SBI), stocks of all PSBs,
which benefitted from recapi-
talisation, are down by 16-57
per cent during this period.
Even in absolute terms, the
combined market capitalisa-
tion of the 20 PSBs is up just 24
per cent from October 24, 2017,
t035.09 trillion as of March 15,
2019. Without SBI, the com-
bined gain for others is just
¥50,668 crore against a fund

-
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infusion of 1.9 trillion. Indian
Bank is the only PSB which did
not receive a penny.

It was. October 24, 2017,
when the bad loan-ridden
PSBs saw their rebirth with the
government announcing an
%2.11 trillion recapitalisation
programme. The Nifty: PSU

index had gained 27 per cent

inaday. But the hopes did not-

last, thanks to multiple factors
weighing on asset quality of
PSBs, leading to higher provi-
sioning and losses. Data shows
that the total bad loan provi-
sioning made by PSBs during
April2017-December 2018 was

¥4,57 trillion, or about four
times the 1.2 trillion infused
during from October 2017 to
November  2018. . From
December 2018 to February
2019, another ¥71,364 crote

‘was infused.

With the annéuncement of
¥2.1 trillion recapitalisation,

investors were expecting this
would not onlytake care of the

' provisioning with then exist-

ing non-performing assets
(NPAs or bad loans) but also
help balance sheet growth,
says Anil Gupta, vice president
and head-financial sector rat-
ings at Icra. However, some big

s

events such as the RBI's new
stringent NPA regulations
shattered all hopes.

' On February 12, 2018, the
RBI scrapped all existing loan
revamp schemes such as corpo-

rate debt restructuring. And,
aid if there is even one-day

delay in fulling debt obliga-
- tions by a borrower with
2,000 crore or more
‘exposure,, it should be
considered as a stressed
e asset and

lenders sho-
' uld initiate

%ow

resolution pro-
AL\ cess. If nothing
P turns out in 180
‘ ’ W days, then the
‘g account should be
& referred under the
Insolvency “and
Bankruptcy(lode (IBO).
Though them e
isa long-term po
tive, it raised cdns
cerns about
- near-term earfing
they account' for
| around three-fourths
| of the total corporate
lending : and
the IBC
demands 50 per
cent upfront provisioning.
The other jolt came just two
days after the RBI's new NPA
rules, when Punjab National
Bank reported fraud of 11,000
crore by Nirav Modi, raising
concerns around governance
at PSBs. The Nifty PSU Bank
index lost 11 per cent in just five

trading sessions with these two
developments.

More importantly, there are
structural issues. Ajay Bodke,
CEO & Chief Portfolio Manager
(PMS), Prabhudas Lilladher;
explains{The issues that hobble
the performance of PSBs
includes short tenure of CMDs
(chairman and managing
director), constraints in lateral
hiring and lack of proactive-
ness of employees to source
new business. But, barring the
top 2-3 PSBs, do they have the
requisite credit appraisal skills,
is still a question. " -

Because, PSBs are inferior
on metrics like net interest
margins, growth, asset quality
and opetating expenses, the
market has rightly punished
them, adds Bodke. :
PSBs’ ‘financial perform-
ance has been worse than
10ss NPAs expand-
ge 350 basis point to
centin FY18 with slip-
(agcounts ‘turning bad)
at 9,3 percent in’FY18, highest
atleast from FY1§ ‘Thus, credit
cos or provisioning as a per-
centage 'of ‘loan book, too,
soared to 4.2 per cent in FY18.
The combined net loss of 20
PSBs stood at a whopping
%86,630 crore in FY18, against
a combined loss of ¥932 crore
a year ago. The impact also
percolated in subsequent
quarters in FY19,
_ Post PNB fraud, the discon-
tinuation of letters of under-
taking (LoUs) by the RBI also

impacted overseas loan book,
which grew only 4 per cent as
against 15 per cent domestic

. loan book growth in Decembet

2018, Gupta highlights.

Moreover, recapitalisation
also led to a significant equity
dilution as it was done when
PSBs’ valuation was below their
book value, thereby keeping
share prices under pressure,
says Rohan Mandora, analyst
at Equirus Securities.

Though PSBs’ asset quality
is now improving and some
banks have recently moved out
of the RBI's Prompt Corrective
Action (PCA) framework,
experts say everything is not

' hunky-dory. Barring SBI, we

are not positive on PSBs.
Concerns over exposure to
MSMESs, the impact of farm
loan waiver and loss of market
share remain, says Dhananjay
Sinha,
Research at Emkay Global.

Bodke believes PSBs can, a2
best, be tactical buys and can-
not form part of the core port-
folio as they haven't generated
wealth for investors over the
long term. I would rather focus
on top PSBs like SBI and Bank
of Baroda, he says.

Unless PSBs focus on con-
sistency and predictability of
performance and their top
brass is assessed on wealth
creation, investors are unlikely
to find themselves on the win-
ning side. There is still a
dearth of growth capital at
PSBs, opine experts.
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