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THE slowdown in the struc-
tured products business of wealth
management arms of banks may
predpitate, following the recent
downgrade in debt ratings of Citi-
group’s and Deutsche’s Indian
arms. Among structured products,
Nifty-linked non-convertible
debentures (NCD) could be affect-
ed the most, as these banks have
been among the leading issuers of
such equity-linked debentures in
the past many months.

Mutual fund officials said
though the ratings downgrade is
far from alarming, the move
would certainly deter
new investors from
subscribing to Nifty-

linked NCDs.
“Almost Six
months ago, in-

vestors were hardly
looking at creditwor-
thiness of any entity,
but today, it is a criti-
cal factor in invest-
ments,” said Rajan
Mehta, ED of Bench-
mark Asset Manage-
ment.

On Wednesday, Crisil down-
graded the long-term debt rating
of Citicorp Finance India, Citifi-
nancial Consumer Finance India
and Deutsche Investments India,
among others, from AAA to AA+,
This move follows a downgrade in
the ratings of parent companies
and based on the standalone cred-
it quality of Indian operations.

These downgrades have come
at a time when there is already a
slowing demand for structured
products among wealthy individ-
uals. “Earlier in the year, we were
indeed having active conversa-
tions on structured products with
ourclients,” said Maneesh Kumar,
head of wealth management solu-
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tions at ASK Wealth Advisors, a
Mumbai-based financial planning
& wealth advisory firm. “But with
the continued unravelling of eco-
nomic and financial troubles inm
the west, we are more conserva-
tive now.”

ELDs, incduding Nifty-linked
NCDs, have been mostly popular
with high net worth individuals
(HNIs) and mutual funds selective-
ly in the past many months, given
the appetite for structured prod-
ucts that aim at protecting capital.
ELDs are floating rate debt instru-
ments whose interest is based on
the return of the equity index —
Nifty in this case. In a simple struc-
ture, three-fourths of the money
raised are invested in ‘unsecured
debentures’ issued by
non-banking  fi-
narnce company
(NBFC) — mostly In-
dian affiliates of for-
eign banks while the
balance is invested in
Nitty futures and op-
tions. As a default by
the issuer could result
in the investors even
losing his capital, the
creditworthiness  of
theissueriskeytothe
demand of such
products.

Fund managers, however,
maintain that the Indian affiliates
of most foreign banks are “well-
capitalised”. The CIO at a leading
private mutual fund said: “Unlike
their global parents, the local arms
are still strong. These downgrades
will have a psychological effect
than a real impact on investors.”

Not everybody agrees that in-
vestor interest in such products
would be aftected badly. “The im-
pact will be negligible. The current
pricing of NCDs already reflects
the global credit weakness,” said
Birla SunLife Mutual Fund CIO A
Balasubramanian.
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