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SECTOR OUTLOOK: BUSINESS MOMENTUM IS ROBUST; MARGIN CONCERNS PERSIST

• BFSI stock price performance was mixed in September 2023, with Bank NIFTY up 0.2% during the month.

– AXSB was up 6%, ICICIBC was down 2% and HDFCB was down 4% mom. SBIN was up 4% mom.

– Best-performing segments: PSU banks, regional private banks and capital market players were the best-performing 
segments. Central Bank of India stock saw a sharp rally of 46% mom.

– Frontline private bank index performed relatively poorer (down 1.9% during the month).

• Payment trends stayed strong across the board.

– Credit card spends (based on representative sample data) were up ~12% yoy.

– Debit card spends (based on representative sample data) were down ~23% yoy.

– UPI transactions were up ~41% yoy.

• Credit growth continues to be strong, led by retail (31% yoy), services (25% yoy) and  agriculture (17% yoy), whereas credit to 
large industry is still sluggish (5% yoy). The month of July saw the impact of amalgamation of HDFC Ltd into HDFC Bank.

– Retail credit has been growing well across segments: Housing (38% yoy), vehicles (21% yoy), credit cards (30% yoy).

– Growth in credit to services is being led by NBFCs (26% yoy) and real estate (38% yoy).

– Growth in credit to industries is being led by basic metals (19% yoy) and gems & jewelry (25% yoy).

– CD ratio stands at ~78%.

• Margins continue their downward trend

– Weighted average term deposit rates have increased ~157 bps from trough.

– Weighted average lending rates are up ~110 bps from trough. PSU banks have a higher share of MCLR loans in the 
floating-rate book, which has delayed loan re-pricing.

– Loan spreads have declined sharply from a multi-year high.
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MIXED STOCK PRICE PERFORMANCE ACROSS BFSI SUB-SEGMENTS IN SEPTEMBER
Frontline bank index underperformed the BANK NIFTY during September 2023

Price performance of BFSI sub-indices (%)

Source: Bloomberg, Kotak Institutional Equities
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STRONG TRENDS IN PAYMENTS CONTINUE
UPI continues to grow

Strong trends in payments continue

Trends across payment modes

Credit card spends Debit card spends UPI PPI

IMPS BBPS NFS (ATM) NETC Fastag

AEPS

Notes:

(1) The high-frequency credit and debit card spends data shown here is only a subset of overall spends. Historically, it has accounted for ~75-80% of spends in the case of credit cards and ~80-85% of spends in the case of debit cards.

(2) Data on Prepaid cards includes only those that are processed by card networks.

Source: RBI
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LOAN GROWTH IS HEALTHY AT ~20% YOY, DEPOSIT GROWTH AT ~13% YOY
CD ratio stands at 78%

Loan growth stands at 19.8% yoy; exceeds deposit growth at 13.6% yoy

System credit, deposit growth, on a fortnightly basis (%)

Source: RBI, Kotak Institutional Equities
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Deposit growth Advances growth

CD ratio for banking system stands at 78%

CD ratio, on a fortnightly basis (%)

Source: RBI, Kotak Institutional Equities
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Loan growth has had the best start since FY2011

Progress of loan growth over the fortnights, March fiscal year-ends (%)

Source: RBI, Kotak Institutional Equities
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Deposit growth also has started on a good note

Fortnightly progress in deposit growth, March fiscal year-ends (%)

Source: RBI, Kotak Institutional Equities
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CREDIT GROWTH WAS LED BY RETAIL AT 31% YOY WITH HOUSING UP 38% YOY
Growth in large industry is still sluggish at 5% yoy; MSME credit growth was 10% yoy

Retail loan growth stands at ~31% yoy; credit card outstanding is up ~30% yoy; housing loans up ~38% yoy; credit growth to large corporates at 5% yoy

Break-up of bank credit and growth across segments, March fiscal year-ends (%)

Proportion of loans Growth yoy Share in incremental yoy loan growth

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 Aug-23 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 Aug-23

Agriculture & Allied 13.7   13.1   12.7    12.1    12.0    12.8    13.5   14.0   13.4    12.9   12.6    13.2    13.3    13.3    12.9      16     13     8        13     15     15     12     4        8        9        10     10     15     17         

Industry 43.1   43.8   45.2    45.8    45.5    44.3    41.7   37.8   35.1    33.4   31.0    29.2    28.6    26.2    24.5      23     20     15     13     6        3        (2)      1        7        3        (1)      8        6        7            

Micro, small and medium 11.2   8.9     8.6       8.4       8.6      8.4      7.4     6.7     6.2      5.6     4.8       5.3      6.3      6.3      5.9         (3)      12     11     16     7        (4)      (2)      — 1        3        15     31     14     10         

Large 32.0   34.8   36.6    37.4    36.9    35.8    34.3   31.1   28.9    27.8   25.8    23.5    21.9    19.5    18.2      32     22     16     12     5        4        (2)      1        8        3        (5)      2        3        5            

Sector-wise:

Mining & Quarrying 0.6     0.7     0.8       0.7       0.6      0.6      0.6     0.5     0.5      0.5     0.5       0.4      0.4      0.5      0.4         41     28     7        3        — 9        (12)    20     1        8        (4)      13     20     0            

Food processing 2.2     2.1     2.2       2.4       2.6      2.9      2.3     2.1     2.0      1.8     1.5       1.6      1.6      1.4      1.3         18     22     24     25     17     (12)    (3)      7        1        (8)      8        11     6        9            

Textiles 4.0     4.0     3.7       3.8       3.7      3.4      3.1     2.8     2.7      2.4     2.0       2.0      2.0      1.8      1.7         20     9        15     10     (0)      2        (5)      7        (3)      (4)      5        9        2        12         

Paper & Paper Products 0.6     0.6     0.6       0.6       0.6      0.6      0.5     0.5     0.4      0.4     0.3       0.4      0.4      0.3      0.3         12     17     13     16     4        4        (8)      (6)      (1)      1        23     7        6        3            

Petroleum and others 2.6     1.4     1.4       1.3       1.2      0.9      0.8     0.8     0.8      0.7     0.8       0.8      1.0      1.2      0.9         (35)    20     5        1        (13)    (9)      16     9        (3)      20     4        36     39     (11)        

Chemicals 2.8     3.0     3.0       3.3       3.0      2.6      2.5     2.4     2.1      2.2     2.2       1.8      1.8      1.7      1.5         27     17     25     4        (7)      7        5        (5)      17     10     (13)    6        10     1            

Basic metals 5.4     5.8     6.1       6.5       6.5      6.4      6.4     5.9     5.4      4.3     3.6       3.0      2.6      2.7      2.6         32     22     20     15     7        8        1        (1)      (11)    (6)      (12)    (6)      19     19         

Engineering 2.4     2.5     2.6       2.6       2.6      2.6      2.4     2.1     2.0      2.0     1.7       1.5      1.5      1.4      1.3         26     21     13     14     5        — (3)      4        9        (4)      (5)      9        4        9            

Vehicles, and others 1.3     1.2     1.2       1.2       1.2      1.1      1.1     1.0     1.0      0.9     0.9       0.9      0.8      0.8      0.7         18     13     13     13     3        1        7        7        1        6        1        5        7        14         

Gems & jewellery 1.0     1.1     1.2       1.3       1.3      1.2      1.1     1.0     0.9      0.8     0.7       0.7      0.7      0.6      0.7         26     29     19     14     3        1        (5)      5        (1)      (8)      12     8        (3)      25         

Construction 1.5     1.2     1.1       1.1       1.1      1.2      1.1     1.2     1.2      1.2     1.2       1.2      1.1      1.0      0.9         (2)      12     7        20     19     — 10     10     10     11     8        (2)      4        7            

Infrastructure 12.5   14.2   14.7    15.0    15.1    15.4    14.7   12.8   11.6    12.2   11.3    10.9    10.8    9.3      8.9         38     21     16     15     11     4        (6)      (2)      19     3        1        9        (1)      2            

Power 6.2     7.3     7.7       8.5       8.8      9.3      8.9     7.4     6.8      6.6     5.9       5.7      5.5      4.8      4.4         42     24     26     17     15     4        (9)      (1)      9        — — 7        (1)      (1)          

Telecom 2.0     2.5     2.2       1.8       1.6      1.5      1.4     1.2     1.1      1.3     1.5       1.1      1.2      0.9      1.0         58     1        (7)      1        4        (1)      (7)      (1)      37     27     (22)    13     (15)    3            

Roads 2.4     2.5     2.6       2.7       2.9      2.8      2.7     2.5     2.2      2.0     1.9       2.3      2.5      2.2      2.2         24     22     18     20     7        5        1        (7)      5        4        25     19     5        7            

Other Infrastructure 1.9     1.9     2.2       1.9       1.9      1.8      1.8     1.6     1.6      2.3     1.9       1.8      1.7      1.5      1.4         21     32     — 9        3        9        (0)      4        63     (6)      (0)      (0)      1        5            

Other Industries 4.1     3.7     4.2       3.7       3.4      3.1      3.0     2.8     2.5      2.3     2.6       2.3      2.3      2.0      1.9         9        32     1        4        (2)      6        1        (4)      7        26     (10)    11     1        8            

Services 23.9   24.2   23.7    23.7    24.2    23.5    23.5   25.4   26.7    28.0   28.2    27.6    27.3    28.4    28.3      23     14     13     16     6        9        17     14     18     12     2        9        20     25         

Transport operators 1.7     1.9     1.8       1.6       1.7      1.5      1.5     1.6     1.6      1.5     1.4       1.4      1.4      1.4      1.4         33     9        4        16     (1)      9        11     10     6        3        8        9        13     22         

Computer Software 0.4     0.4     0.3       0.3       0.3      0.3      0.3     0.3     0.2      0.2     0.2       0.2      0.2      0.2      0.2         11     3        18     10     (7)      11     (6)      4        (0)      3        4        5        3        13         

Tourism, Hotels & Restaurants 0.6     0.8     0.8       0.7       0.7      0.6      0.6     0.5     0.5      0.5     0.6       0.6      0.6      0.5      0.5         43     16     9        13     (7)      — 1        (3)      7        38     10     8        3        12         

Shipping 0.3     0.2     0.2       0.2       0.2      0.2      0.2     0.1     0.1      0.1     0.1       0.1      0.1      0.1      0.0         (13)    (0)      3        25     (1)      3        (20)    (25)    23     (19)    29     5        (21)    (21)        

Aviation 0.3     0.2       0.3      0.2      0.2      0.3         (14)    17     (13)    18     71         

Professional Services 1.4     1.2     1.1       1.2       1.4      1.4      1.6     1.9     2.0      2.0     1.8       1.1      1.1      1.1      1.0         4        5        19     41     6        24     32     13     10     (1)      (36)    8        15     21         

Trade 5.4     5.0     5.2       5.7       5.9      6.1      5.8     6.0     6.1      6.1     5.8       6.3      6.3      6.4      6.0         13     21     22     18     12     4        12     9        13     5        13     11     18     14         

 - Wholesale Trade (other than food procurement)2.8     2.6     2.8       3.1       3.0      3.0      2.6     2.7     2.7      2.9     2.8       3.3      3.2      3.1      2.9         10     27     25     12     7        (6)      15     6        22     7        22     7        13     6            

 - Retail Trade 2.6     2.5     2.4       2.6       2.9      3.1      3.2     3.3     3.4      3.2     3.0       3.0      3.1      3.3      3.1         17     15     20     26     17     14     10     12     6        4        4        15     23     24         

Real Estate 3.0     2.6     2.6       2.6       2.8      2.8      2.7     2.6     2.4      2.3     3.0       2.9      2.6      2.5      2.9         6        16     12     22     9        7        4        — 9        43     — 0.6 8        38         

NBFCs 3.7     5.0     5.3       5.3       5.3      5.2      5.4     5.5     6.5      8.1     10.0    9.4      9.3      10.5    9.9         62     24     14     13     6        13     11     27     41     36     (1)      8        30     26         

HFCs 1.6     2.0       2.8      2.6      2.5      2.2         41     47     (1)      12     3            

Other Services 7.2     7.0     6.4       6.0       5.9      5.5      5.5     6.8     7.3      6.9     5.2       5.4      5.6      5.6      6.1         17     6        7        11     2        9        35     16     5        (16)    8        14     16     30         

Personal Loans 19.3   19.0   18.4    18.4    18.3    19.4    21.3   22.8   24.8    25.7   28.3    30.0    30.7    32.1    34.3      19     13     14     12     16     19     16     18     16     22     11     13     21     31         

Consumer Durables 0.3     0.2     0.2       0.2       0.2      0.3      0.3     0.3     0.3      0.1     0.2       0.2      0.3      0.3      0.2         (24)    13     17     53     19     16     17     (5)      (68)    155   7        60     35     11         

Housing 9.9     9.7     9.4       9.4       9.7      10.5    11.4   12.1   12.7    13.4   14.2    14.9    15.3    15.2    17.6      19     12     13     18     17     19     15     13     19     18     10     13     15     38         

Credit card 0.7     0.5     0.5       0.5       0.4      0.5      0.6     0.7     0.9      1.0     1.2       1.3      1.3      1.5      1.6         (10)    13     22     (0)      23     24     38     32     29     36     10     13     31     30         

Education 1.2     1.2     1.2       1.1       1.1      1.1      1.0     1.0     0.9      0.8     0.7       0.8      0.8      0.8      0.8         17     16     10     9        6        8        3        (1)      (2)      (4)      19     6        17     20         

Vehicle 2.1     2.0     2.1       2.3       1.9      2.1      2.3     2.4     2.5      2.3     2.9       3.7      3.7      4.0      3.8         14     22     24     (4)      17     23     12     11     7        38     32     9        25     21         

Loans against gold jewellery 0.3     0.4       0.7      0.7      0.7      0.7         36     122   (1)      20     22         

Other Personal Loans 3.4     4.0     3.7       3.6       3.6      3.9      4.5     5.3     6.6      6.8     7.9       7.6      8.0      8.7      8.8         42     8        11     13     18     25     27     35     15     30     1        15     25     26         

Loans against FD 1.6     1.3     1.3       1.3       1.2      1.0      1.0     0.9     0.9      1.0     0.8       0.8      0.8      1.0      0.8         2        15     7        4        (2)      7        (1)      10     14     (13)    8        7        46     20         

Notes:

(1) 'Personal loans' (which makes up ~34% of total bank credit), by RBI definition, refers to retail loans.

(2) Sectoral non-food credit data are based on 40 banks accounting for ~93% of total non-food credit extended by all SCBs.

Source: RBI, Kotak Institutional Equities
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CD RATIO FOR PUBLIC SECTOR BANKS IS MEANINGFULLY LOWER AT ~70% YOY
While it has touched 90% for some of the private banks

CD ratio for both private and PSU banks

March fiscal year-ends (%)

CD ratio (%)

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 1QFY24

PSU banks

Central Bank of India 72          75          76          74          74          68          47          53          49          48          47          49          56          59          

IDBI Bank 87          86          86          84          80          81          71          69          65          58          56          59          64          68          

Indian Overseas Bank 77          79          79          77          70          72          66          61          60          54          53          55          68          68          

UCO Bank 68          75          74          75          69          61          59          59          50          52          54          55          63          64          

Bank of Baroda 75          75          69          70          69          67          64          72          73          73          73          74          78          80          

Bank of India 71          78          76          78          76          70          68          66          65          66          58          67          73          71          

Bank of Maharashtra 70          73          80          76          81          77          69          62          59          58          59          65          73          70          

Canara Bank 72          71          68          72          70          68          69          73          71          69          63          65          70          72          

Indian Bank 71          75          74          75          74          72          70          75          75          76          68          66          72          73          

Punjab and Sind Bank 71          73          73          68          74          70          68          65          70          65          63          62          70          67          

Punjab National Bank 77          77          79          77          76          75          67          68          68          67          61          64          65          67          

State Bank of India 80          82          85          86          82          83          72          71          75          72          67          67          72          71          

Union Bank of India 75          80          79          77          81          78          76          71          71          70          64          64          68          68          

PSU banks overall 76          78          79          78          77          75          69          69          70          68          64          66          71          71          

Private banks

Axis Bank 75          77          78          82          87          95          90          97          90          89          87          86          89          91          

Bandhan Bank 103       72          88          92          117       105       98          97          91          

City Union Bank 72          74          75          73          75          78          79          85          85          83          81          85          82          80          

DCB Bank 76          83          79          79          83          87          82          85          83          83          87          84          83          82          

Federal Bank 74          77          77          73          72          73          75          82          82          80          76          80          82          82          

HDFC Bank 77          81          83          86          85          89          86          83          89          87          85          88          85          84          

ICICI Bank 96          99          99          102       107       103       95          91          90          84          79          81          86          85          

IndusInd Bank 76          83          82          91          93          95          89          96          96          102       83          81          86          87          

Jammu and Kashmir Bank 59          62          61          67          68          72          69          71          74          66          62          61          67          70          

Karnataka Bank 63          66          70          70          69          67          65          75          80          79          68          71          69          71          

Karur Vysya Bank 72          75          76          78          81          78          76          79          81          78          80          81          82          82          

RBL Bank 93          87          76          85          85          87          85          92          93          100       80          76          83          85          

South Indian Bank 69          75          72          76          72          74          70          76          78          78          70          67          76          75          

Private banks overall 81          84          84          87          90          92          88          90          90          88          83          84          86          86          

Grand total 77          79          80          80          79          79          74          74          75          74          70          71          76          76          

Source: Capitaline, Companies, Kotak Institutional Equities
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INCREASE IN DEPOSIT RATES ON OUTSTANDING BOOK HAS CAUGHT UP
Loan spreads have declined sharply recently, partially driven by HDFC merger

Term deposit rates are up by ~157 bps, while outstanding WALR rates are up by ~110 bps from trough

Weighted average term deposit rates and lending rates for banking system (%)

Weighted-average lending rate (WALR) on fresh loans (%) WALR on outstanding loans (%)

Weighted-average term deposit rates (WATDR, %) Spread between WATDR and outstanding WALR (%)

Source: RBI
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MCLR RATES HAVE INCREASED SLOWER THAN REPO
Frontline banks have seen their MCLR increase by 155-190 bps from March 2022 level

MCLR rates have increased by 155-190 bps from March 2022 level for the frontline banks

1-year MCLR rates across banks, March fiscal year ends (%)

Mar-22 Apr-22 May-22 Jun-22 Jul-22 Aug-22 Sep-22 Oct-22 Nov-22 Dec-22 Jan-23 Feb-23 Mar-23 Apr-23 May-23 Jun-23 Jul-23 Aug-23 Sep-23

Public sector banks

BoB 7.30    7.35   7.40    7.40   7.65   7.70   7.80   7.95   8.05   8.30   8.50   8.55   8.55    8.60   8.60    8.65   8.65   8.70   8.70   0.90            

Canara 7.25    7.25   7.35    7.40   7.40   7.65   7.75   7.90   8.10   8.15   8.35   8.50   8.60    8.65   8.65    8.65   8.65   8.70   8.70   0.95            

PNB 7.25    7.25   7.25    7.40   7.55   7.65   7.70   7.75   8.05   8.10   8.30   8.40   8.50    8.50   8.50    8.60   8.60   8.60   8.65   0.95            

SBI 7.00    7.10   7.20    7.40   7.50   7.70   7.70   7.95   8.05   8.30   8.40   8.50   8.50    8.50   8.50    8.50   8.55   8.55   8.55   0.85            

Union 7.25    7.25   7.35    7.35   7.55   7.70   7.75   7.90   8.20   8.25   8.40   8.65   8.65    8.65   8.65    8.65   8.65   8.65   8.70   0.95            

Old private banks

CUBK 7.50    7.50   7.50    7.75   7.75   8.00   8.00   8.25   8.25   8.25   8.25   8.40   8.40    8.40   8.40    8.15   8.10   8.10   8.10   0.10            

FB 7.90    8.00   8.20    8.20   8.30   8.50   8.50   8.70   8.70   9.00   9.20   9.20   9.30    9.30   9.40    9.30   9.40   9.40   9.40   0.90            

KVB 8.35    8.35   8.35    8.35   8.35   8.35   8.50   8.70   8.80   9.05   9.05   9.05   9.35    9.35   9.35    9.35   9.35   9.60   9.60   1.10            

New private banks

Axis 7.35    7.40   7.75    7.75   8.00   8.05   8.05   8.35   8.45   8.75   8.80   8.90   8.95    8.95   9.10    9.10   9.10   9.15   9.15   1.10            

Bandhan 9.25    8.85   9.16    9.16   9.45   9.95   10.00 10.00 10.57 10.57 10.80 10.96 11.13  11.05 11.05  11.10 11.17 11.23 11.02 1.02            

HDFC Bank 7.25    7.25   7.50    7.85   8.05   8.10   8.20   8.20   8.55   8.60   8.85   8.90   8.95    8.95   9.05    9.05   9.05   9.10   9.15   0.95            

ICICI 7.25    7.25   7.55    7.55   7.75   7.90   8.00   8.10   8.40   8.40   8.55   8.65   8.75    8.75   8.75    8.85   8.90   8.90   8.95   0.95            

IndusInd 8.50    8.55   8.75    8.75   9.10   9.30   9.30   9.55   9.80   9.80   9.95   10.05 10.15  10.20 10.20  10.20 10.25 10.25 10.30 1.00            

Yes 8.50    8.60   8.60    8.75   8.95   8.95   8.95   9.65   9.70   9.75   9.85   9.90   10.10  10.15 10.15  10.05 10.10 10.15 10.25 1.30            

Small finance banks

AU 10.15  9.90   10.15  10.25 10.55 10.70 10.75 10.70 11.00 11.05 11.35 11.35 11.75  11.25 11.45  11.65 11.60 11.65 11.90 1.15            

Equitas 13.70  12.90 12.90  12.95 13.25 13.25 13.35 13.45 14.05 14.05 13.90 13.90 14.05  14.10 14.15  14.25 14.15 14.00 13.85 0.50            

Ujjivan 12.10  11.60 13.50  12.20 12.10 12.20 12.20 12.00 12.20 12.20 11.90 12.70 12.20  12.20 14.10  12.80 12.70 12.60 12.80 0.60            

Source: Company, Kotak Institutional Equities

(Sep-22 to Sep-23)

(% change)
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SBI 1-YEAR TD RATES AND REPO RATES HAVE BEEN STABLE RECENTLY

Bank MCLR has been significantly less volatile than G-sec yields

Comparison of bank MCLR with G-sec yields (%)

Source: RBI, Bloomberg
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CD Rates continune to be higher than SBI term deposit rates

SBI term deposit rate (1-year tenor) and CD rate (12M tenor)

Source: Company, Kotak Institutional Equities
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Repo rate has seen smooth pass-through to deposit rates

Repo rate and SBI 1-year term deposit rate (%)

Source: RBI, SBI 
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KEY METRICS GROWTH FOR BANKS

NII growth appears to have peaked in 4QFY23 with question now on the pace of deceleration

NII growth for banks (consolidated), March fiscal year-ends, 1QFY17-1QFY24 (%)

Source: Company, Kotak Institutional Equities
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Lower treasury and lower recovery has resulted in a slower non-interest income growth

Non-interest income growth for banks (consolidated), March fiscal year-ends, 1QFY17-1QFY24 (%)

Source: Company, Kotak Institutional Equities
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Revenue growth is being led by higher NII growth

Revenue growth for banks (consolidated), March fiscal year-ends, 1QFY17-1QFY24 (%)

Source: Company, Kotak Institutional Equities
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KEY METRICS GROWTH FOR BANKS

Several one-off is leading the lower growth in operating expenses

Operating expenses growth for banks (consolidated), March fiscal year-ends, 1QFY17-1QFY24 (%)

Source: Company, Kotak Institutional Equities
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Pre-provisioning operating profit growth has been quite solid giving comfort on growth

PPoP growth for banks (consolidated), March fiscal year-ends, 1QFY17-1QFY24 (%)

Source: Company, Kotak Institutional Equities
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Most of the provisions has been towards to reduce net NPL ratios

Provisions growth for banks (consolidated), March fiscal year-ends, 1QFY17-1QFY24 (%)

Source: Company, Kotak Institutional Equities
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PSU BANKS HAVE A LARGER MCLR BOOK WITHIN FLOATING RATE LOANS
This implies slower transmission on the yield front than private banks

Share of MCLR in floating rate loan book is ~25% for private banks and ~57% for PSU banks

Share of Outstanding Floating Rate Rupee Loans of SCBs across Interest Rate Benchmarks (%)

PSU banks Private banks

Foreign banks Overall banks

Source: RBI
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TERM PREMIUM INCREASED POST THE PANDEMIC, BUT HAS DECLINED SHARPLY
Credit spreads are, however, still elevated

Term premium increased post the pandemic, but has declined sharply in the past few months; AAA-A spread is quite elevated

Trends in term spread and credit spread on corporate bonds in India, December calendar year-ends (%)

AAA term spread (10yr v/s 1yr) AA term spread (10yr v/s 1yr) A term spread (10yr v/s 1yr)

1yr credit spread (AAA vs AA) 1yr credit spread (AAA vs A)

Source: Bloomberg
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HOUSING AND LOANS TO FINANCE COMPANIES SAW SHARP INCREASE IN YIELDS
Transmission has been relatively slower in agri and transport segments

Weighted average yield on housing loans has increased from the bottom of ~7.3% to ~9.1% in the current rate hike cycle

Weighted average loan yields for banking system across sectors (%)

Source: RBI, Kotak Institutional Equities
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YIELD MIX OF BANK LOAN BOOK HAS SEEN SHARP CHANGE RECENTLY
Retail segment (especially housing) has seen a significant shift in loans toward higher rate buckets

Yield mix of bank loan book has seen sharp change over the past few quarters across all loan segments, except agriculture

Break-up of loan book of banks across interest rate buckets, March fiscal year-ends (%)

Overall Industry Retail

Agriculture Finance Housing

Professional services Trade

Source: RBI, Kotak Institutional Equities
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PRIVATE BANKS HAVE SEEN QUICKER PASS-THROUGH OF RISING RATES

SFBs tend to operate in high yield segments of customers and loan products

Break-up of advances across interest rate buckets for various bank groups, March fiscal year-ends, 4QFY15 onwards (%)

Overall PSU banks Private banks

Foreign banks Small finance banks

Source: RBI
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PASS-THROUGH OF RISING RATES HAS BEEN SWIFT IN CC/ OD AND LONG TERM LOANS

Pass-through of rising rates has been slow in medium term loans, but quite swift in other products (CC, OD, demand loans and long term loans)

Break-up of advances across interest rate buckets for various account types, March fiscal year-ends, 4QFY15 onwards (%)

Cash credit Overdraft Demand loans

Medium term loans Long term loans Packing credit

Overall

Source: RBI
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DISCLOSURES

Distribution of ratings/investment banking relationships

Kotak Institutional Equities Research coverage universe

Source: Kotak Institutional Equities

As of June 30, 2023

Percentage of companies covered by Kotak Institutional 

Equities, within the specified category.

* The above categories are defined as follows: Buy = We 

expect this stock to deliver more than 15% returns over 

the next 12 months; Add = We expect this stock to deliver 

5-15% returns over the next 12 months; Reduce = We 

expect this stock to deliver -5-+5% returns over the next 

12 months; Sell = We expect this stock to deliver less than 

-5% returns over the next 12 months. Our target prices 

are also on a 12-month horizon basis. These ratings are 

used illustratively to comply with applicable regulations. As 

of 30/06/2023 Kotak Institutional Equities Investment 

Research had investment ratings on 238 equity securities.

Percentage of companies within each category for which 

Kotak Institutional Equities and or its affiliates  has 

provided investment banking services within the previous 

12 months.
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"Each of the analysts named below hereby certifies that, with respect to each subject company and its securities for which the analyst is responsible in this report, (1) all of the views expressed in this report
accurately reflect his or her personal views about the subject companies and securities, and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific
recommendations or views expressed in this report: M B Mahesh, Nischint Chawathe, Ashlesh Sonje, Abhijeet Sakhare, Varun Palacharla, Sidham Jain."
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RATINGS AND OTHER DEFINITIONS/IDENTIFIERS

Definitions of ratings

BUY. We expect this stock to deliver more than 15% returns over the next 12 months.

ADD. We expect this stock to deliver 5-15% returns over the next 12 months.

REDUCE. We expect this stock to deliver -5-+5% returns over the next 12 months.

SELL. We expect this stock to deliver <-5% returns over the next 12 months.

Our Fair Value estimates are also on a 12-month horizon basis.

Our Ratings System does not take into account short-term volatility in stock prices related to movements in the market. Hence, a particular Rating  may not strictly be in accordance with the Rating System at 
all times.

Other definitions

Coverage view. The coverage view represents each analyst’s overall fundamental outlook on the Sector. The coverage view will consist of one of the following designations: Attractive, Neutral, Cautious.

Other ratings/identifiers

NR = Not Rated. The investment rating and fair value, if any, have been suspended temporarily. Such suspension is in compliance with applicable regulation(s) and/or Kotak Securities policies in circumstances 
when Kotak Securities or its affiliates is acting in an advisory capacity in a merger or strategic transaction involving this company and in certain other circumstances. 

CS = Coverage Suspended. Kotak Securities has suspended coverage of this company. 

NC = Not Covered. Kotak Securities does not cover this company. 

RS = Rating Suspended. Kotak Securities Research has suspended the investment rating and fair value, if any, for this stock, because there is not a sufficient fundamental basis for determining an investment 
rating or fair value. The previous investment rating and fair value, if any, are no longer in effect for this stock and should not be relied upon. 

NA = Not Available or Not Applicable. The information is not available for display or is not applicable.

NM = Not Meaningful. The information is not meaningful and is therefore excluded.
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