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INTERVIEW: ASHISH PARTHASARTHY

TREASURER,

HDFC BANK

We see rupee depreciating at 3-4% per annum

Aheadof the Reserve Bank of
India’s bi-monthlymonetary
policy “review,  Ashish
Parthasarthy, (treasurer,
HDFC Bank, spoke fto
Pranay Lakshmi-
narasimhan and Am-
rutha Penumudi about
falling inflation rates and
rising expectations of two
ratecuts before March.

What kind of a rate cut
has the market already
factoredin?

While a number of sur-
veys show there will not be
any rate cut in near term,
the market reasonably ex-
pectsa cut of 25 basis points
(bps) —especially given that
the inflation numbers have
come down considerably.
Overall, there is expecta-
tion of two rate cuts before
March because inflation
could fallsharply. Somealso
say itwillgobelow 4% either
in September or in October.
Everybody is forecasting
higher inflation during Jan-
uary to March, but they are
forecasting it below 5% -
which is within the RBI esti-
mate.

How have the monsoons
been this year and are
commodity prices expect-
edtoriseany time soon?

Monsoon seems to be
good despite erratic pat-
terns. General sowing and
food production have been
good. Output is likely to be
better than last year The
storage capacity in reser-
voirs has gone up. Commod-
ity wise, metal prices will
continue to take a hit as the
manufacturing sector still
remains in slowdown. Pro-
duction inagricultural com-
modities has been good, so
prices will be stable.

What is your forecast on
liquidity?

Liguidity has been very
comfortable. In April, the
RBI changed the liguidity
paradigm saying it will
move towards neutral lig-
uidity. The first half of the
year has seen significant
amount of government
spending. They have under-
taken some heavy-lifting in
this area which has helped.

However, in the second
half, the spending is usually

muted, because the govern-
ment will focus on meeting
fiscal numbers and targets.
Accordingtous, the RBIhas
worked towards neutral lig-
uidity, and we will see more
OMOs (open market opera-
tions)in the second half if it
wants to continue this push.
WehaveseenaboutRs1lakh

crore worth OMOs so far,
and expect about the
same or slightly less in the
second half.

Wheredo you expect bond
vields going forward?
Thisthefirst time we will
see the new RBI governor
and the Monetary Policy

Committee (MPC) in action
—wewillhave towaitand see
what happens. If OMOs con-
tinueand liquidity injection
continues along with sub-
dued credit growth — then
yields have greater chance
of moving down than mov-
ingup.

Where is the currency
heading? What kind of a
change can the new
governor bring?

Our outlook on the cur-
rency for a long time has
been that the rupee, over a
period of time, will continue
todepreciate, atarateof 3%
or 4% per annnum. We have
been working with ranges
like Rs 66-68 or Rs69. We hold
the view that the RBI would
be comfortable with such a
scenario. The only change
with a new governor would
be how does he or the MPC
views intervention. Will
they intervene only in large
volatility situations? Or do
they believe in regular in-
tervention? If you see the
last three governors, Dr YV
Reddy was quite hands on,
DrDSubbaracdidn'tbelieve

in intervention. Dr Raghu-
ram Rajan was an even big-
ger interventionist than Dr
Reddy. Investorsarehappier
if thereislesservolatility in
ourcurrency,sowewillhave
to see how things go from
here. There is no right or
wrong. Both approaches
work.

Do you see value in
masala banks going for-
ward, especially with
concerns over disparity
between domestic fund
raising and masala bond
issues?

For the issuer, masala
bonds allow for a new set of
investors which is helpful
because having the sameset
of investors can get saturat-
ing, you need to diversify. It
isagreatinstrument, specif-
jcally for non-banking fi-
nancial companies, as their
whole business depends on
raising funds from markets.

Costs have become very
reasonable both in masala
bonds and in general. The
differential is the withhold-
ing tax, which is about 5% -
which I don't think will

make an investor hesitant.
However, the market is
nascent, and the number of
investors are few. That
needs to expand, the experi-
enceof initialbuyersisgood
— you will see the market
grow.

From anRBI perspective,
it will be happy to see this
market develop—it is anoth-
erstep towards internation-
alising therupee.

What kind of events could
affect the market going
forward, which could
have a huge impact in
your opinion? :
There are two major con-
cerns. Firstly, the new set of
investors are mutual funds,
and most of them are open-
ended funds. If they wereto
reap redemption, they will
have to sell. And once some-
one starts selling, it is a cy-
cle. Thesecondriskisthe US
elections. If Hillary Clinton
wins, markets will not be af-
fected. However, if Trump
wins, I think every asset
market, notjustin India, will
correct as you don't know
what toexpect. i
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