Index inclusion, distressed assets
could attract more FPIs to debt

.
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FOREIGN PORTFOLIO
INVESTORS (FPIs) are pulling out
heavily from the Indian equities,
but the momentum isstrongin the
debt segment.

Datafrom NSDLshow in the cal-
endaryearuptoSeptember 22, FPIs
have invested anet ¥28,476 crore
inIndian debt.An interesting aspect
is that except March, when FPIs
were net sellers to the tune of
2,505 crore, they have been net
buyersin debt during 2023.

Thisisastark contrast tothefirst
ninemonths of 2022, duringwhich
FPIs had withdrawn a net ¥9,069
crore from Indian debt.

Attractive yields and a higher
number of distressed assets/special
situations are drawing foreign
funds to the country, say experts.

“Wholesale financing has
become a challenge in India. There
are restrictions on banks getting
into the high-yield bond space,
while NBFCs have found it difficult
to refinance existing investments.
For FPIs, there is no limit,” said Ajay
Manglunia, MD and head (invest-
mentgradegroup),JM Financial. He
pointed out that those who antici-
pated theinclusion of Indian bonds
in the JP Morgan global index had
started investing early. Foreign
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inflowswill only increase fromnow.

What the market believesis that
this only spells good news for the
segment. Though net flows in Sep-
temberhavesubstantiallybeen less
compared with preceding months,
they havebeen in the positive terri-
tory. Equities, on the other hand,

have witnessed a substantial out-
flow.

In the 15 trading days of this
month so far, FPIs have been net
sellers in 11 of them as far as equi-
ties go. NSDL data show up to Sep-
tember 22,FPIshad soldtothetune
of ¥10,164 crore, in both the pri-

mary and secondary markets.

“Since valuations remain high
even after the recent pullback and
US bond yields are attractive ( the
US 10-year bond yield is around
4.499%), F1Is are likely to press sales
so long as this trend persists. It
would beirrational to expect Flls to
aggressively buy when the US 10-
year bond yield is around 4.49%
and the dollar index is above 105,
said VK Vijayakumar, chief invest-
ment strategist at Geojit Financial
Services.

Others say rising foreign partic-
ipation is the result of the increas-
ing private credit spacein India.

“Crude oil prices, the weak
monsoon, and El Nino will surely
have their impact on yields. The
Indian yield compression is not
sustainable for long. However, the
RBI has not blindly followed the
Fed and decided its policy rates
independently,”said Venkatakrish-
nan Srinivasan,founderand man-
aging partner, Rockfort Fincap.
Generally, the yield spread ranges
from 6-7% under normal circum-
stances,butin the post-Covid time,
it has largely been less than 3%,
which explains the heavy flight last
year, he added.

As it is unlikely for the Fed to
aggressively raise rate now, the
spread could increase and FPls
could raise their holdings in India.



