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RBI hikes rates, CRR; No change in view 

RBI rate and CRR hike in line with expectation 

As we had expected, the RBI has hiked the Cash Reserve Ratio (CRR), 

reverse repo rate and repo rate by 25 bps each. The CRR now stands at 

6%, reverse repo at 3.75% and repo rate at 5.25%. In aggregate the RBI has 

hiked CRR by 100 bps and reverse repo and repo rates by 50bps since the 

tightening began. We have already factored another 50 bps CRR hike (over 

and above the current rate hike) into our estimates for banks under our 

coverage. Given comfortable liquidity in the market, banks may not rush to 

hike deposit rates and the prime lending rate for now, though we expect 

rates on the shorter end of the market to start inching up. We have 

assumed a 100-125 bps increase in cost of funds and lending rates over 

FY2011 for our coverage. 

Step to increasing flow to infrastructure sector 

Two other changes that will likely be long-term positive for the bond 

market are: (1) allowing banks to classify investments in non-SLR bonds 

from infrastructure companies under Held-to-maturity (minimum residual 

maturity of seven years), earlier classified either under held for trading 

(HFT) or available for sale (AFS) category - both of which were subjected to 

‘mark to market’ requirements and (2) Banks’ investment in unlisted non-

SLR securities is restricted to 10% of their total investments; this has now 

been relaxed to include in non-SLR debt securities (both primary and 

secondary market) by banks where the security is proposed to be listed 

within a specified time. 

No change in our view on the banking sector 

We have an attractive stance on the sector and think a buoyant economy will offset 

risk of rising rates. In our view, stock price performance will be driven by: (1) a 

strong economy: our ECS Research team projects GDP growth for FY11E at 

8.2%/FY12E at 8.7%, vs. 6.6% in FY10E; (2) strong earnings growth driven by higher 

credit growth (20% for FY11E/FY12E vs. 16.75% as per RBI data released on Mar 26), 

higher margin/fees and lower NPLs in FY10E-12E; and (3) limited risk of MTM on 

GSec book given likely more benign GSec yields. We prefer banks with: high 

earnings growth, low risk to balance sheet, and high/improving RoEs. Our top picks 

continue to remain the same: Bank of Baroda (BOB.BO, Buy, CL), HDFC Bank 

(HDBK.BO, Buy, CL) and (3) Punjab National Bank (PNBK.BO, Buy).  

Key risks: (1) Elevated inflation levels could lead to stronger measures by RBI; (2) 

slippage in fiscal deficit could lead to crowding out of private investments/rise in 

GSec yields. 
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Exhibit 1: Stock price performance has been strong over the last one year and ytd 

Absolute and relative performance of banking and finance companies 

Reuters GS Price (Rs) Mkt cap

Ticker Rating 4/19/2010 (US $ bn) High Low 1-wk 1-mo 3-mo 1-yr ytd 1-wk 1-mo 3-mo 1-yr ytd 1-wk 1-mo 3-mo 1-yr ytd

Public Banks

BOB BOB.BO Buy* 640            5.21           675      282      (0.5)     3.7        15.5        115.9  25.2   2.1    4.8           16.0   58.1       25.6   1.8    3.5           16.0  78.2       25.2   
BoI BOI.BO Neutral 355            4.17           464      229      (3.2)     8.5        (8.7)        34.3    (7.8)    (0.7)   9.5           (8.2)   (23.6)      (7.5)   (1.0)   8.3           (8.2)   (3.4)        (7.8)    
PNB PNBK.BO Buy 992            6.99           1,037   466      0.3      2.9        7.9         101.4  9.4     2.8    4.0           8.4    43.6       9.8    2.5    2.7           8.4    63.8       9.4     
SBI SBI.BO Sell 2,032         28.84         2,465   1,233   (2.9)     (1.3)       (6.5)        55.5    (10.5)  (0.4)   (0.3)          (6.0)   (2.3)        (10.1)  (0.7)   (1.5)          (6.0)   17.8       (10.5)  
Union Bank UNBK.BO Buy 305            3.44           307 158 1.8      12.2      13.2        83.7    15.5   4.3    13.2         13.7   25.9       15.9   4.0    12.0         13.7  46.0       15.6   
Private banks

Axis AXBK.BO Buy 1,157         10.48         1,200   473      (1.7)     0.2        4.8         129.7  17.1   0.8    1.2           5.3    71.9       17.4   0.5    (0.0)          5.3    92.0       17.1   
HDFCB HDBK.BO Buy* 1,935         19.80         1,965   1,067   (0.8)     6.4        8.8         81.2    13.8   1.8    7.5           9.3    23.3       14.2   1.5    6.2           9.3    43.5       13.8   
ICICIB ICBK.BO Neutral 920            22.92         998      399      (4.7)     (3.7)       6.5         108.4  5.0     (2.2)   (2.7)          7.0    50.5       5.4    (2.5)   (3.9)          7.0    70.7       5.1     
IndusInd Bank INBK.BO Buy 182            1.67           182      40       3.0      4.9        23.1        353.2  28.3   5.5    5.9           23.6   295.4      28.6   5.2    4.7           23.6  315.5      28.3   
KMB KTKM.BO Neutral 725            5.64           874      364      (5.1)     (2.9)       (15.6)       81.4    (9.6)    (2.6)   (1.9)          (15.1)  23.6       (9.3)   (2.9)   (3.1)          (15.1) 43.8       (9.6)    
Yes Bank YESB.BO Neutral 253            1.92           284      74       (3.9)     2.4        (10.9)       259.8  (5.3)    (1.4)   3.4           (10.4)  202.0      (4.9)   (1.7)   2.2           (10.4) 222.1      (5.3)    
NBFC's

HDFC HDFC.BO Neutral 2,692         17.29         2,845   1,671   (4.6)     (0.0)       7.2         50.2    0.5     (2.1)   1.0           7.7    (7.7)        0.9    (2.4)   (0.2)          7.7    12.5       0.5     
IDFC IDFC.BO Neutral 162            4.71           177      68       (6.7)     (1.3)       0.9         143.8  5.2     (4.2)   (0.3)          1.4    85.9       5.5    (4.5)   (1.5)          1.4    106.1      5.2     
LIC Housing LICH.BO Sell* 851            1.81           907      277      (4.1)     4.1        2.9         206.3  6.0     (1.5)   5.1           3.3    148.4      6.3    (1.8)   3.9           3.3    168.6      6.0     
Shriram Transport SRTR.BO Buy 556            2.80           564      208      (0.8)     10.3      8.0         159.2  14.7   1.7    11.3         8.5    101.4      15.1   1.4    10.1         8.5    121.6      14.7   

1-year (Rs) Absolute price perf (%) Rel price perf % (to BSE) Rel to MSCI APxJ Bk

 

* Conviction List 
For important disclosures, please go to http://www.gs.com/research/hedge.html.  
Source: DataStream, Company data, Goldman Sachs Research estimates. 

Exhibit 2: We maintain our ratings & 12-month target prices in light of current valuations vs. expected earnings and 

profitability 

Valuation summary 

Price Target Total

Reuters 4/19/2010 Price Return 

ticker Rating (Rs) (Rs) Potential (Rs) FY 2010E FY 2011E FY 2012E FY 2010E FY 2011E FY 2012E FY 2010E FY 2011E FY 2012E FY 2010E FY 2011E FY 2012E FY 2010E FY 2011E FY 2012E

Public banks

BOB BOB.BO Buy* 640            730            16% 342.2        422.2        514.2        80.08        87.79        106.52     22% 21% 21% 1.87          1.52          1.25          8.0 7.3 6.0
BOI BOI.BO Neutral 355            370            7% 260.4        303.7        357.5        36.14        52.73        66.73        13% 17% 19% 1.36          1.17          0.99          9.8 6.7 5.3
PNB PNBK.BO Buy 992            1,100         14% 511.7        620.0        745.8        117.66     135.84     159.14     23% 22% 22% 1.94          1.60          1.33          8.4 7.3 6.2
SBI SBI.BO Sell 2,032         1,940         -3% 919.5        1,051.8    1,224.2    159.44     173.15     225.82     17% 18% 20% 2.21          1.93          1.66          12.7 11.7 9.0
Union Bank UNBK.BO Buy 305            310            6% 173.0        212.4        255.4        42.35        49.19        59.11        23% 22% 23% 1.76          1.44          1.19          7.2 6.2 5.2
Private banks

Axis AXBK.BO Buy 1,157         1,280         12% 394.4        451.9        524.3        64.14        75.08        94.41        19% 18% 19% 2.93          2.56          2.21          18.0 15.4 12.3
HDFCB HDBK.BO Buy* 1,935         2,120         10% 466.7        531.3        614.2        68.02        84.29        108.26     16% 17% 19% 4.15          3.64          3.15          28.5 23.0 17.9
ICICIB ICBK.BO Neutral 920            960            6% 465.2        493.8        531.6        36.16        43.58        58.26        8% 9% 11% 1.98          1.86          1.73          25.4 21.1 15.8
IndusInd Bank INBK.BO Buy 182            200            10% 52.5          63.6          77.7          8.49          10.83        13.89        17% 17% 18% 3.47          2.87          2.34          21.5 16.8 13.1
KMB KTKM.BO Neutral 725            870            20% 123.5        139.0        158.2        14.50        17.58        21.78        12% 13% 15% 5.87          5.21          4.58          50.0 41.2 33.3
Yes Bank YESB.BO Neutral 253            270            7% 102.6        112.0        135.8        15.47        18.83        23.86        20% 18% 19% 2.47          2.26          1.86          16.3 13.4 10.6
NBFC's

HDFC HDFC.BO Neutral 2,692         2,760         4% 527.7        595.5        676.4        95.19        114.80     137.00     19% 20% 22% 5.10          4.52          3.98          28.3 23.5 19.7
IDFC IDFC.BO Neutral 162            170            6% 54.0          61.1          69.2          7.71          8.99          10.28        15% 16% 16% 3.00          2.66          2.34          21.0 18.0 15.8
LIC Housing Finance LICH.BO Sell* 851            795            -5% 373.6        413.5        484.4        70.36        80.10        95.56        23% 21% 21% 2.28          2.06          1.76          12.1 10.6 8.9
Shriram Transport SRTR.BO Buy 556            560            2% 166.9        208.5        261.7        37.55        51.92        66.41        28% 28% 28% 3.33          2.67          2.13          14.8 10.7 8.4

BVPS (Rs) ROEEPS (Rs) P/B (X) P/E (X)

 

* Conviction List 
For important disclosures, please go to http://www.gs.com/research/hedge.html. For methodology and risks associated with our 12-month price targets, please see our 
previously published research. 
Source: DataStream, Goldman Sachs Research estimates. 
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Reg AC 

We, Tabassum Inamdar, CFA and Neha Agrawal, hereby certify that all of the views expressed in this report accurately reflect our personal views 

about the subject company or companies and its or their securities. We also certify that no part of our compensation was, is or will be, directly or 

indirectly, related to the specific recommendations or views expressed in this report. 

Investment Profile 

The Goldman Sachs Investment Profile provides investment context for a security by comparing key attributes of that security to its peer group and 

market. The four key attributes depicted are: growth, returns, multiple and volatility. Growth, returns and multiple are indexed based on composites 

of several methodologies to determine the stocks percentile ranking within the region's coverage universe. 

The precise calculation of each metric may vary depending on the fiscal year, industry and region but the standard approach is as follows: 

Growth is a composite of next year's estimate over current year's estimate, e.g. EPS, EBITDA, Revenue. Return is a year one prospective aggregate 

of various return on capital measures, e.g. CROCI, ROACE, and ROE. Multiple is a composite of one-year forward valuation ratios, e.g. P/E, dividend 

yield, EV/FCF, EV/EBITDA, EV/DACF, Price/Book. Volatility is measured as trailing twelve-month volatility adjusted for dividends.  

Quantum 

Quantum is Goldman Sachs' proprietary database providing access to detailed financial statement histories, forecasts and ratios. It can be used for 

in-depth analysis of a single company, or to make comparisons between companies in different sectors and markets. 

Disclosures 

Coverage group(s) of stocks by primary analyst(s) 

Tabassum Inamdar, CFA: Asia Pacific Financials. Neha Agrawal: Asia Pacific Financials. 

Asia Pacific Financials: Axis Bank, Bank Central Asia, Bank Danamon, Bank Mandiri, Bank of Baroda, Bank of China (A), Bank of China (H), Bank of 

Communications (A), Bank of Communications(H), Bank of East Asia, Bank of India, Bank Rakyat Indonesia, BOC Hong Kong (Holdings), Busan Bank, 

Cathay Financial, Chang Hwa Commercial Bank, China Construction Bank (A), China Construction Bank (H), China Merchants Bank (A), China 

Merchants Bank (H), Chinatrust Financial Holdings, Chong Hing Bank, Daegu Bank, Dah Sing Banking Group, Dah Sing Financial Holdings, DBS 

Group Holdings, First Financial Holdings, Fubon Bank (Hong Kong), Fubon Financial Holdings, Hana Financial Group, Hang Seng Bank, HDFC Bank, 

Housing Development Finance Corporation, HSBC Holdings, ICBC (Asia), ICICI Bank, IndusInd Bank, Industrial and Commercial Bank of China (A), 

Industrial and Commercial Bank of China (H), Industrial Bank of Korea, Infrastructure Development Finance Co., KB Financial Group, Korea Exchange 

Bank, Kotak Mahindra Bank, LIC Housing Finance, Mega Financial Holdings, Oversea-Chinese Banking Corp., Polaris Securities, Punjab National 

Bank, Samsung Card, Shin Kong Financial Holdings, Shinhan Financial Group, Shriram Transport Finance, SinoPac Holdings, Standard Chartered 

Bank, State Bank of India, Taishin Financial Holdings, Union Bank, United Overseas Bank, Wing Hang Bank, Woori Finance Holdings, Yes Bank, 

Yuanta FHC. 

Company-specific regulatory disclosures 

The following disclosures relate to relationships between The Goldman Sachs Group, Inc. (with its affiliates, "Goldman Sachs") and companies 

covered by the Global Investment Research Division of Goldman Sachs and referred to in this research. 

Goldman Sachs has received compensation for investment banking services in the past 12 months: ICICI Bank (Rs919.85) 

Goldman Sachs expects to receive or intends to seek compensation for investment banking services in the next 3 months: HDFC Bank (Rs1,935.25), 

ICICI Bank (Rs919.85) and State Bank of India (Rs2,031.75) 

Goldman Sachs has received compensation for non-investment banking services during the past 12 months: ICICI Bank (Rs919.85) and State Bank of 

India (Rs2,031.75) 

Goldman Sachs had an investment banking services client relationship during the past 12 months with: ICICI Bank (Rs919.85) 

Goldman Sachs had a non-investment banking securities-related services client relationship during the past 12 months with: HDFC Bank (Rs1,935.25), 

ICICI Bank (Rs919.85) and State Bank of India (Rs2,031.75) 

Goldman Sachs had a non-securities services client relationship during the past 12 months with: HDFC Bank (Rs1,935.25), ICICI Bank (Rs919.85) and 

State Bank of India (Rs2,031.75) 

A director of the covered company is a director of Goldman Sachs: ICICI Bank (Rs919.85) 

Goldman Sachs makes a market in the securities or derivatives thereof: ICICI Bank (Rs919.85) 

Goldman Sachs is a specialist in the relevant securities and will at any given time have an inventory position, "long" or "short," and may be on the 

opposite side of orders executed on the relevant exchange: ICICI Bank (Rs919.85) 
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Goldman Sachs holds a position greater than U.S. $15 million (or equivalent) in the debt or debt instruments of: ICICI Bank (Rs919.85) 

Distribution of ratings/investment banking relationships 

Goldman Sachs Investment Research global coverage universe 

Rating Distribution Investment Banking Relationships 

Buy Hold Sell Buy Hold Sell 

Global 30% 54% 16% 48% 46% 38% 

As of April 1, 2010, Goldman Sachs Global Investment Research had investment ratings on 2,821 equity securities. Goldman Sachs assigns stocks as 

Buys and Sells on various regional Investment Lists; stocks not so assigned are deemed Neutral. Such assignments equate to Buy, Hold and Sell for 

the purposes of the above disclosure required by NASD/NYSE rules. See 'Ratings, Coverage groups and views and related definitions' below. 

Price target and rating history chart(s) 

  

Regulatory disclosures 

Disclosures required by United States laws and regulations 

See company-specific regulatory disclosures above for any of the following disclosures required as to companies referred to in this report: manager 

or co-manager in a pending transaction; 1% or other ownership; compensation for certain services; types of client relationships; managed/co-

managed public offerings in prior periods; directorships; for equity securities, market making and/or specialist role. Goldman Sachs usually makes a 

market in fixed income securities of issuers discussed in this report and usually deals as a principal in these securities. 

The following are additional required disclosures: Ownership and material conflicts of interest: Goldman Sachs policy prohibits its analysts, 

professionals reporting to analysts and members of their households from owning securities of any company in the analyst's area of coverage. 

Analyst compensation: Analysts are paid in part based on the profitability of Goldman Sachs, which includes investment banking revenues. Analyst 
as officer or director: Goldman Sachs policy prohibits its analysts, persons reporting to analysts or members of their households from serving as 

an officer, director, advisory board member or employee of any company in the analyst's area of coverage. Non-U.S. Analysts: Non-U.S. analysts 

may not be associated persons of Goldman Sachs & Co. and therefore may not be subject to NASD Rule 2711/NYSE Rules 472 restrictions on 

communications with subject company, public appearances and trading securities held by the analysts.  

Distribution of ratings: See the distribution of ratings disclosure above. Price chart: See the price chart, with changes of ratings and price targets in 

prior periods, above, or, if electronic format or if with respect to multiple companies which are the subject of this report, on the Goldman Sachs 

website at http://www.gs.com/research/hedge.html.  

Additional disclosures required under the laws and regulations of jurisdictions other than the United States 

The following disclosures are those required by the jurisdiction indicated, except to the extent already made above pursuant to United States laws 

and regulations. Australia: This research, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian 

Corporations Act. Canada: Goldman Sachs & Co. has approved of, and agreed to take responsibility for, this research in Canada if and to the extent it 

relates to equity securities of Canadian issuers. Analysts may conduct site visits but are prohibited from accepting payment or reimbursement by the 

company of travel expenses for such visits. Hong Kong: Further information on the securities of covered companies referred to in this research may 

be obtained on request from Goldman Sachs (Asia) L.L.C. India: Further information on the subject company or companies referred to in this 

research may be obtained from Goldman Sachs (India) Securities Private Limited; Japan: See below. Korea: Further information on the subject 

company or companies referred to in this research may be obtained from Goldman Sachs (Asia) L.L.C., Seoul Branch. Russia: Research reports 

distributed in the Russian Federation are not advertising as defined in the Russian legislation, but are information and analysis not having product 

promotion as their main purpose and do not provide appraisal within the meaning of the Russian legislation on appraisal activity. Singapore: 
Further information on the covered companies referred to in this research may be obtained from Goldman Sachs (Singapore) Pte. (Company 

Number: 198602165W). Taiwan: This material is for reference only and must not be reprinted without permission. Investors should carefully 

consider their own investment risk. Investment results are the responsibility of the individual investor. United Kingdom: Persons who would be 

categorized as retail clients in the United Kingdom, as such term is defined in the rules of the Financial Services Authority, should read this research 

in conjunction with prior Goldman Sachs research on the covered companies referred to herein and should refer to the risk warnings that have been 

sent to them by Goldman Sachs International. A copy of these risks warnings, and a glossary of certain financial terms used in this report, are 

available from Goldman Sachs International on request.  
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European Union: Disclosure information in relation to Article 4 (1) (d) and Article 6 (2) of the European Commission Directive 2003/126/EC is 

available at http://www.gs.com/client_services/global_investment_research/europeanpolicy.html which states the European Policy for Managing 

Conflicts of Interest in Connection with Investment Research.  

Japan: Goldman Sachs Japan Co., Ltd. is a Financial Instrument Dealer under the Financial Instrument and Exchange Law, registered with the Kanto 

Financial Bureau (Registration No. 69), and is a member of Japan Securities Dealers Association (JSDA) and Financial Futures Association of Japan 

(FFAJ). Sales and purchase of equities are subject to commission pre-determined with clients plus consumption tax. See company-specific 

disclosures as to any applicable disclosures required by Japanese stock exchanges, the Japanese Securities Dealers Association or the Japanese 

Securities Finance Company.  

Ratings, coverage groups and views and related definitions 

Buy (B), Neutral (N), Sell (S) -Analysts recommend stocks as Buys or Sells for inclusion on various regional Investment Lists. Being assigned a Buy 

or Sell on an Investment List is determined by a stock's return potential relative to its coverage group as described below. Any stock not assigned as 

a Buy or a Sell on an Investment List is deemed Neutral. Each regional Investment Review Committee manages various regional Investment Lists to 

a global guideline of 25%-35% of stocks as Buy and 10%-15% of stocks as Sell; however, the distribution of Buys and Sells in any particular coverage 

group may vary as determined by the regional Investment Review Committee. Regional Conviction Buy and Sell lists represent investment 

recommendations focused on either the size of the potential return or the likelihood of the realization of the return.   

Return potential represents the price differential between the current share price and the price target expected during the time horizon associated 

with the price target.  Price targets are required for all covered stocks. The return potential, price target and associated time horizon are stated in 

each report adding or reiterating an Investment List membership.  

Coverage groups and views: A list of all stocks in each coverage group is available by primary analyst, stock and coverage group at 

http://www.gs.com/research/hedge.html. The analyst assigns one of the following coverage views which represents the analyst's investment outlook 

on the coverage group relative to the group's historical fundamentals and/or valuation. Attractive (A). The investment outlook over the following 12 

months is favorable relative to the coverage group's historical fundamentals and/or valuation. Neutral (N). The investment outlook over the 

following 12 months is neutral relative to the coverage group's historical fundamentals and/or valuation. Cautious (C). The investment outlook over 

the following 12 months is unfavorable relative to the coverage group's historical fundamentals and/or valuation.  

Not Rated (NR). The investment rating and target price have been removed pursuant to Goldman Sachs policy when Goldman Sachs is acting in an 

advisory capacity in a merger or strategic transaction involving this company and in certain other circumstances. Rating Suspended (RS). Goldman 

Sachs Research has suspended the investment rating and price target for this stock, because there is not a sufficient fundamental basis for 

determining an investment rating or target. The previous investment rating and price target, if any, are no longer in effect for this stock and should 

not be relied upon. Coverage Suspended (CS). Goldman Sachs has suspended coverage of this company. Not Covered (NC). Goldman Sachs does 

not cover this company. Not Available or Not Applicable (NA). The information is not available for display or is not applicable. Not Meaningful 
(NM). The information is not meaningful and is therefore excluded.  

Global product; distributing entities 

The Global Investment Research Division of Goldman Sachs produces and distributes research products for clients of Goldman Sachs, and pursuant 

to certain contractual arrangements, on a global basis. Analysts based in Goldman Sachs offices around the world produce equity research on 

industries and companies, and research on macroeconomics, currencies, commodities and portfolio strategy. This research is disseminated in 

Australia by Goldman Sachs JBWere Pty Ltd (ABN 21 006 797 897) on behalf of Goldman Sachs; in Canada by Goldman Sachs & Co. regarding 

Canadian equities and by Goldman Sachs & Co. (all other research); in Hong Kong by Goldman Sachs (Asia) L.L.C.; in India by Goldman Sachs 

(India) Securities Private Ltd.; in Japan by Goldman Sachs Japan Co., Ltd.; in the Republic of Korea by Goldman Sachs (Asia) L.L.C., Seoul Branch; in 

New Zealand by Goldman Sachs JBWere (NZ) Limited on behalf of Goldman Sachs; in Russia by OOO Goldman Sachs; in Singapore by Goldman 

Sachs (Singapore) Pte. (Company Number: 198602165W); and in the United States of America by Goldman Sachs & Co. Goldman Sachs 
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