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Indian Banks: The quarter gone by…
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Positive surprise: Yes Bank, IndusInd Bank, Punjab National Bank, Bank of Baroda, Shriram Transport

Key disappointments: Bank of India,  HDFC on NII; ING Vysya and SBI on asset quality

Q2FY10 earnings: Key Themes

PAT ahead of estimates Our financials universe reported net profit growth of 25% yoy – ahead of our estimate of 14% yoy

NII performance in line

NII growth at 9% yoy and qoq for our coverage universe was per estimates. NII was muted due to 
• Subdued credit growth… : Muted  at ~14% yoy in Q2FY10, in the context of dwindling demand 

from corporates
• …however margins expand qoq: Saw an uptick qoq for almost all banks, as the benefit of 

deposit re-pricing overplayed the impact of lower loan yields. Private banks saw NIMs expansion 
yoy also

Improvement in CASA 
ratio

Recovered from low levels of Q1FY10, aided by sanguine interest rates at a systemic level. Lower 
deposit growth in line with muted credit off-take also helped

Treasury – remains a 
mixed bag

While tapering from high levels evidenced in Q1FY10 (16-45% of operating profit), it still remained 
strong

Sluggish fee income 
growth

Credit-linked fees remained lukewarm with credit off-take remaining muted during Q2 
• Private banks’ (excluding ICICI Bank) non-fund income grew by ~15% yoy, with Axis Bank & HDFC 

Bank able to maintain momentum
• Capital market related fees continued to be sluggish, hurting growth for private banks like ICICI 

Bank

Asset quality largely 
stable

Contained rise in Gross NPAs, given the large restructuring of stressed advances by banks till 
Q1FY10. Incremental restructured advances in Q2FY10 ranged from 0.3-1% across banks
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Overview of results

25.49.4120,16326.36.7227,73610.4(0.7)245,341Financial Universe

93.541.16,38743.120.77,76932.88.07,200Power Finance

60.119.44,94445.4146,466369.35,911REC

75.621.91,11775.212.81,91830.5-6.61,600Yes Bank

39.728.25,05115.848,101-11.5-2.68,634Union Bank of India

-32.116.21,778-3.23.44,434-17.3-0.16,179Syndicate Bank

10.2-6.824,90015.3-3.748,3502.8-1.856,088State Bank of India

62.82050258.310.61,03622.3-7.01,541Shriram City Union

25.29.92,07536.811.64,18521.40.65,296Shri Ram Transport

31.19.19,27017.42.216,06322.47.820,949PNB

26.810.71,7123.8-13.91,8609.2-8.81,868LIC Housing Fin

96.559.969231121,63018.37.42,325MMFS

13.8-8.453556.72.71,43622.29.31,914ING Vysya Bank

131NA778131.5NA    1,55398.2NA2,086IndusInd Bank

31.521.23,7204-95,53911.30.77,591Indian Bank

56.260.92,537123.888.86,366287.134.74,721IDBI

2.63.410,4016.6-0.524,353-5.2-6.120,361ICICI Bank

30.2-16,87541.96.815,9304.8-8.519,558HDFC Bank

24.37.76,63919.41.79,2691.8-13.17,844HDFC

52.336.42,91752.414.35,35723.83.25,036Corporation Bank

7262.99,10583.535.414,19114.3-3.313,137Canara Bank

-57.6-47.73,233-0.72.712,0603.43.714,089Bank of India

60.431.66,342224.610,31622.55.613,886Bank of Baroda

32-1.45,31649.316.213,05825.9-2.411,497Axis Bank

700.365.13,336106.845.86,49822.2-7.76,033Allahabad Bank

yoy growth 
(%)

% variance from 
estimatesQ2FY10

yoy growth 
(%)

% variance from 
estimatesQ2FY10

yoy growth 
(%)

% variance from 
estimatesQ2FY10Company

PATOperating profitNet Interest Income

PAT ahead of estimates: Financials reported net profit growth of 25% yoy – ahead of our estimate of 14% yoy

…despite NII being in line: NII growth at 9% yoy and qoq for our coverage universe was in-line with estimates

Stronger than expected treasury gains on the back of volatile yields and active churning in portfolio

PAT ahead of estimates: Financials reported net profit growth of 25% yoy – ahead of our estimate of 14% yoy

…despite NII being in line: NII growth at 9% yoy and qoq for our coverage universe was in-line with estimates

Stronger than expected treasury gains on the back of volatile yields and active churning in portfolio
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Q2FY10: Outliers at a glance

Most banks benefitted from volatility in yields 
and active churn on portfolio

Canara Bank, Union Bank, Allahabad Bank 
booked treasury profits at 25-30% of op profit

Treasury gains

Credit-linked fees remained lukewarm with 
credit remaining muted. Capital market 
related fees continued to be sluggish, hurting 
growth for private banks like ICICI Bank

Bank of India– 6% yoy decline owing to low 
credit off-take
ICICI Bank – retail fees and capital market 
related fees remain muted

SBI –core fee income up  73% yoy led by LCs, 
guarantees, govt business & credit linked fee
Axis Bank –revived to15% yoy led by large and 
mid corp banking fee
HDFC Bank –CEB up 18% yoy
IndusInd Bank – core fee up 37% qoq led by 
third party distribution, transaction bking & 
processing fee

Fee income

While NPLs are expected to inch-up, they 
would be significantly lower than in the last 
economic cycles

Bank of India – 40% qoq rise in Gross NPAs
as slippages surge - ~50% emanate from 
restructured accounts
ING Vysya Bank ~50bp qoq rise in Gross 
NPAs, Rs1bn in absolute terms
SBI – 20bp qoq rise in Gross NPAs, up  
Rs21bn in absolute terms
Axis Bank – 20bp qoq rise in Gross NPAs, 
slippage to loans up 23bp qoq to 0.69%

ICICI Bank – Gross slippages at ~Rs11bn as against 
Rs13bn for Q1
HDFC Bank – 25bp qoq decline
Yes Bank– decline of 17bp qoq as one account 
restructured and upgraded

Rise in NPLs/ NPA provisions

Credit demand remains low on two fronts (i) 
Lower corporate credit demand owing to delay 
in corporate capex plans and; (ii) more funds 
raised in equity markets slower retail demand 
as a result of uncertainty in the context of 
economic slowdown

Yes Bank – strong ~29% qoq led by large corp loans
HDFC Bank – up 10% qoq led to 20% qoq rise in 
corp loans
Corporation Bank – rise of 11% yoy- broad based
LICHF– growth in approvals of 82% yoy; 
disbursements up 74% yoy

Credit Demand/ Disbursements

CASA ratio increased across banks, aided by 
benign systemic interest rates

Corporation Bank only bank to register a  
decline in CASA - ~100bp qoq

ICICI Bank– up by 650bp qoq due to run down of 
term deposits and growth in savings deposits
SBI – up ~250bp qoq as 70%+ of incremental 
deposits emanated from CASA

CASA ratio

As expected, NIMs improved qoq across banks 
owing to significant decline in cost of deposits 
overplaying the decline in loan yields

LIC HF’s margins remained flat qoq bogged 
down by PLR reduction of ~50bps effected 
in July 2009
Union Bank margins largely stable qoq as 
re-pricing benefits yet to kick in
Syndicate Bank margins decline by 100bp 
yoy and flat qoq

Bank of Baroda – benefits of deposit re-pricing 
and rise in CASA
Punjab National Bank – contained sub PLR 
lending and deposit re-pricing
ING Vysya Bank – benefits of deposit re-pricing, 
rise in CASA and capital raised in Q2
IndusInd Bank – benefits of lower wholesale costs 
and rise in CASA 

Margins (NIMs)

CommentNegative outliersPositive outliersKey monitorables
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Q2FY10- NII performance in line…

NII growth of ~9%yoy and qoq 
for our coverage universe 
muted due to:

Lackluster credit expansion 
during the quarter, as 
demand remained weak 
depsite high liquidity

Margins improved for most 
banks qoq as benefit of 
deposit re-pricing accrued, 
offsetting impact of lower  
loan yields, specifically on 
the corporate loan book

Positive surprise: PNB, BoB, IDBI 
and power lenders

Negative surprise: LICHF, HDFC 
and Allahabad Bank

NII growth of ~9%yoy and qoq 
for our coverage universe 
muted due to:

Lackluster credit expansion 
during the quarter, as 
demand remained weak 
depsite high liquidity

Margins improved for most 
banks qoq as benefit of 
deposit re-pricing accrued, 
offsetting impact of lower  
loan yields, specifically on 
the corporate loan book

Positive surprise: PNB, BoB, IDBI 
and power lenders

Negative surprise: LICHF, HDFC 
and Allahabad Bank

7.715.836,65334,04231,643Private Banks - ex ICICI

6.519.231,98530,03826,836NBFCs

9.99.8156,342142,215142,436PSU Banks

5.87.357,01453,89553,119Private Banks

8.89.1213,356196,110195,555All Banks

-2.330.51,6001,6371,226Yes Bank

7.7-11.38,6348,0169,730Union Bank of India

5.5-17.36,1795,8577,475Syndicate Bank

11.62.856,08850,24954,554State Bank of India

2.722.31,5411,5011,260Shriram City Union Finance

10.619.65,2964,7874,427Shri Ram Transport

2.8365,9115,7504,348REC

12.522.420,94918,61817,122PNB

2.932.87,2007,0005,420PFC

16.718.32,3251,9921,964MMFS

7.39.21,8681,7421,711LIC Housing Finance

11.322.21,9141,7191,566ING Vysya Bank Ltd

24.698.22,0861,6741,052IndusInd Bank

2.911.37,5917,3776,818Indian Bank

49.2269.94,7213,1641,276IDBI

2.6-5.220,36119,85321,476ICICI Bank Ltd

5.44.819,55818,55618,665HDFC Bank Ltd

81.87,8447,2667,707HDFC

7.723.85,0364,6754,067Corporation Bank

1.714.313,13712,91511,490Canara Bank

8.33.414,08913,00613,631Bank of India

15.322.513,88612,04711,338Bank of Baroda

1025.911,49710,4569,135Axis Bank

-4.122.26,0336,2914,935Allahabad Bank

qoq growth 
(%)

yoy growth 
(%)Q2FY10Q1FY10Q2FY09Net Interest Income (Rs m)



7

Margins expanded qoq for 
almost all banks (whilst 
declining over a high base 
yoy), as high-cost deposits 
continued to be re-priced 

downwards

Private banks saw NIMs

expansion yoy also

Positive surprise: PNB, BoB, 
IndusInd Bank, ING Vysya

Negative surprise: LICHF, HDFC 
and Allahabad Bank

Margins expanded qoq for 
almost all banks (whilst 
declining over a high base 
yoy), as high-cost deposits 
continued to be re-priced 

downwards

Private banks saw NIMs

expansion yoy also

Positive surprise: PNB, BoB, 
IndusInd Bank, ING Vysya

Negative surprise: LICHF, HDFC 
and Allahabad Bank

…buoyed by expanding margins

*NIMs calculated on average quarterly balances

14 163 5.625.473.99NBFCs

10 (25)2.312.202.56PSU Banks

16 20 2.932.772.73Private Banks

12 (9)2.532.402.62All Banks

(27)(1)2.662.942.67Yes Bank

9 (89)2.041.952.93Union Bank of India

12 (92)1.901.782.82Syndicate Bank

22 (50)2.282.072.78State Bank of India

(0.5)(15.0)10.61 10.67 12.48 Shriram City Union Finance

(18)771 7.717.890.00Shri Ram Transport

(2)39 4.144.173.75REC

22 (3)3.172.953.21PNB

(6)36 3.994.053.63PFC

113 136 11.7610.6310.39MMFS

(0)(45)2.312.312.76LIC Housing Finance

34 20 2.582.242.37ING Vysya Bank Ltd

46 117 2.882.421.71IndusInd Bank

(5)(30)3.373.413.66Indian Bank

31 66 1.040.730.38IDBI

9 1 2.222.132.21ICICI Bank Ltd

10 (27)4.124.024.39HDFC Bank

0 41 3.803.803.39HDFC

4 (17)2.182.142.35Corporation Bank

(3)(11)2.312.332.41Canara Bank

12 (41)2.402.282.82Bank of India

25 (8)2.342.082.42Bank of Baroda

24 11 3.142.903.03Axis Bank

(15)(0)2.332.482.33Allahabad Bank

qoq change (bps)yoy change (bps)Q2FY10Q1FY10Q2FY09NIMs (%)
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In line with expectations, 
credit growth was muted 
at ~14% yoy in Q2FY10, as 
demand from corporates 
failed to pick-up

QoQ credit growth at ~4% 
for the universe

Positive surprise: Yes Bank, 
HDFC Bank , Corporation 
Bank, LIC HF, REC

Negative surprise: Syndicate 
Bank, SCUF

In line with expectations, 
credit growth was muted 
at ~14% yoy in Q2FY10, as 
demand from corporates 
failed to pick-up

QoQ credit growth at ~4% 
for the universe

Positive surprise: Yes Bank, 
HDFC Bank , Corporation 
Bank, LIC HF, REC

Negative surprise: Syndicate 
Bank, SCUF

Credit growth remains muted

5.0 19.1 2,768 2,636 2,324 NBFCs

4.2 18.8 16,425 15,758 13,831 PSU Banks

2.5 0.3 4,358 4,253 4,345 Private Banks

3.9 14.3 20,784 20,010 18,176 All Banks

28.6 41.5 163 127 115 Yes Bank

3.5 14.9 994 960 865 Union Bank of India

(1.2)18.5 824 834 695 Syndicate Bank

5.5 16.2 5,802 5,498 4,993 State Bank of India

5.3 12.8 204 193 180 Shri Ram Transport

7.1 34.3 587 548 437 REC

3.5 25.4 1,636 1,580 1,304 PNB

3.7 18.6 687 662 579 PFC

10.9 3.3 77 70 75 MMFS

9.0 32.1 319 293 241 LIC Housing Finance

1.5 3.3 164 161 159 ING Vysya Bank Ltd

6.9 25.2 176 165 140 IndusInd Bank

3.7 12.1 539 520 481 Indian Bank

7.2 20.5 1,050 980 871 IDBI

(3.7)(14.0)1,909 1,981 2,220 ICICI Bank Ltd

9.5 11.2 1,137 1,038 1,022 HDFC Bank

2.8 10.3 895 870 812 HDFC

11.0 20.7 526 474 435 Corporation Bank

4.1 22.7 1,465 1,407 1,193 Canara Bank

1.6 16.2 1,502 1,478 1,293 Bank of India

4.4 25.4 1,489 1,427 1,188 Bank of Baroda

3.8 17.7 810 781 689 Axis Bank

(0.4)17.0 599 601 512 Allahabad Bank

qoq growth (%)
yoy growth

(%)Q2FY10Q1FY10Q2FY09Total Advances (Rs bn)
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CASA ratio improved across 
banks qoq, recovering from low 
levels of Q1FY10 (aided by 
sanguine interest rates at a 
systemic level). Lower deposit 
growth in line with muted 
credit off-take also helped

ICICI Bank reported a strong 
rise on the back of de-
leveraging and thrust on savings 

deposits

Positive surprise: ICICI Banks, SBI, 
HDFC Bank

Negative surprise: Corporation Bank

CASA ratio improved across 
banks qoq, recovering from low 
levels of Q1FY10 (aided by 
sanguine interest rates at a 
systemic level). Lower deposit 
growth in line with muted 
credit off-take also helped

ICICI Bank reported a strong 
rise on the back of de-
leveraging and thrust on savings 

deposits

Positive surprise: ICICI Banks, SBI, 
HDFC Bank

Negative surprise: Corporation Bank

CASA up qoq- aided by sanguine interest rates

50559841.936.936Private Banks

69(46)3231.332.5PSU Banks

1466033.832.433.2All Banks

8569.69.59Yes Bank

252(13)3330.533.1Union Bank of India

213(168)30.12831.8Syndicate Bank

2511254138.539.7State Bank of India

14(36)38.538.338.8PNB

39036032.728.829.1ING Vysya Bank Ltd

10232821.220.217.9IndusInd Bank

140(211)3129.633.1Indian Bank

329(143)14.811.516.2IDBI

65069036.930.430ICICI Bank Ltd

53963050.34544HDFC Bank

(94)(304)22.423.325.4Corporation Bank

45(280)29.228.732Canara Bank

14(112)31.130.932.2Bank of India

1073136.235.135.9Bank of Baroda

26324342.740.140.3Axis Bank

21124735.833.733.3Allahabad Bank

qoq change 
(bps)

yoy change 
(bps)Q2FY10Q1FY10Q2FY09CASA (%)
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Treasury gains tapered from high levels (10-30% of operating profit) evidenced in Q2FY10

MTM depreciation/ write backs were limited in Q2FY10

Positive surprise: Canara Bank, Union Bank

Treasury gains tapered from high levels (10-30% of operating profit) evidenced in Q2FY10

MTM depreciation/ write backs were limited in Q2FY10

Positive surprise: Canara Bank, Union Bank

Treasury gains provide substantial boost to bottom-lines

4.3NM2,1802,090-360Union Bank 

-62.3NM1,0182,702-125Syndicate Bank

-23.1237.55,4547,0881,616SBI

-581081,5043,585723PNB

-12388.922025045ING Vysya Bank

-89.5265.69186825IndusInd Bank

-70.9888.12991,02930Indian Bank

(70.8)28.31,3604,6501,060IDBI

-58.4NM2,9707,140-1,530ICICI Bank Ltd

-36.44,066.201,6292,56039HDFC Bank Ltd

19.5171.7613513226HDFC

-59.7215.37471,854237Corporation Bank

1,447.612,245.64,35828235Canara Bank

-37739.41,5112,400180Bank of India

-52.830.61,2052,554923Bank of Baroda

-31.3519.42,2403,260362Axis Bank

-21.42,091.101,6832,14077Allahabad Bank

qoq growth 
(%)

yoy growth 
(%)Q2FY10Q1FY10Q2FY09Treasury profits

26.90%26.50%-5.10%Union Bank of India

23.00%46.90%-2.70%Syndicate Bank

11.30%19.30%3.90%State Bank of India

9.40%22.80%5.30%PNB

15.30%17.60%4.90%ING Vysya Bank

5.90%49.80%3.70%IndusInd Bank

5.40%16.30%0.60%Indian Bank

21.40%61.50%36.70%IDBI

12.20%28.20%-6.70%ICICI Bank 

10.20%16.90%0.30%HDFC Bank

6.60%6.50%2.90%HDFC

13.90%32.50%6.70%Corporation Bank

30.70%2.70%0.50%Canara Bank

12.50%21.90%1.50%Bank of India

11.70%25.30%10.90%Bank of Baroda

17.20%27.70%4.10%Axis Bank

25.90%36.20%2.40%Allahabad Bank

Q2FY10Q1FY10Q2FY09Treasury profits/ PBT
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Credit-linked fees remained lukewarm with credit-offtake muted during the quarter

Capital market related fees continued to be sluggish for most banks

Positive surprise: Axis Bank, HDFC Bank, SBI, Yes Bank, IndusInd Bank

Negative surprise: Bank of India, ICICI Bank

Credit-linked fees remained lukewarm with credit-offtake muted during the quarter

Capital market related fees continued to be sluggish for most banks

Positive surprise: Axis Bank, HDFC Bank, SBI, Yes Bank, IndusInd Bank

Negative surprise: Bank of India, ICICI Bank

Muted fee income…volatile capital markets still hurt

8.121.666,92061,89355,041PSU Banks

6.4-8.232,19930,25135,072Private Banks

7.61099,11892,14490,112All Banks

5.54.93,3733,1973,216Union Bank of India

22.151,7811,4591,696Syndicate Bank

4.236.629,79828,59921,816State Bank of India

-15.3-12.25,1826,1175,905PNB

5186.6959133MMFS

-3.88.81,2961,3471,191ING Vysya Bank Ltd

43.342.51,232860865IndusInd Bank

-16.2-1.22,0732,4722,097Indian Bank

46.833.34,2672,9063,201IDBI

11-24.815,26813,75920,303ICICI Bank Ltd

7.232.18,4457,8776,392HDFC Bank Ltd

48.2355.7701473154HDFC

31.251.42,2811,7391,507Corporation Bank

2.636.44,5714,4543,352Canara Bank

29.3-16.95,2494,0596,315Bank of India

6.123.84,7484,4763,837Bank of Baroda

14.714.77,1906,2666,268Axis Bank

52.191.42,3651,5551,236Allahabad Bank

qoq growth (%)yoy growth (%)Q2FY10Q1FY10Q2FY09Non trading income
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Gross NPAs continued to rise in a contained manner, given large restructurings under RBI’s dispensation in Q1FY10

Incremental restructured advances in Q2FY10 ranged from 0.3-1% across banks

Positive surprise: ICICI Bank, HDFC Bank, Yes Bank

Negative surprise: Bank of India, Axis Bank, SBI, Syndicate Bank, Indian Bank

Gross NPAs continued to rise in a contained manner, given large restructurings under RBI’s dispensation in Q1FY10

Incremental restructured advances in Q2FY10 ranged from 0.3-1% across banks

Positive surprise: ICICI Bank, HDFC Bank, Yes Bank

Negative surprise: Bank of India, Axis Bank, SBI, Syndicate Bank, Indian Bank

Incremental restructurings limited up to 1%

Provisioning costs of Canara Bank and IDBI likely to be impacted more by RBI’s new norm of 
minimum 70% coverage ratio

Restructured loans – as % of advancesNet NPAs (%)Gross NPAs (%)

1.00.30.480.080.240.310.48Yes Bank

0.72

1.02

1.55

0.19

1.27

0.40

1.23

2.33

0.60

0.32

1.29

0.84

0.27

0.41

0.37

Q1FY10

1.93

2.25

2.99

1.58

2.57

0.89

1.75

4.69

1.80

1.18

1.60

2.61

1.30

1.21

1.78

Q2FY10

1.95

1.91

2.79

1.80

2.02

0.91

1.77

4.63

2.05

1.29

1.74

1.89

1.44

1.01

1.79

Q1FY10

0.23

0.91

1.73

0.14

1.78

0.18

1.19

2.36

0.50

0.29

1.36

1.08

0.27

0.45

0.35

Q2FY10

0.1

1.0

0.5

0.5

0.9

1.0

0.3

0.4

*

0.1

0.1

1.3

0.2

0.5

0.6

Q2FY10

2.7 

1.1

1.5

3.2

0.0

3.4

6.0

0.7

0.6

2.9

2.2

1.1

1.1

1.3

0.2

Q1FY10

5.0Syndicate Bank

4.6Union Bank of India

4.6Corporation Bank

5.1Allahabad Bank

2.9Axis Bank

3.1Bank of Baroda

5.7Bank of India

3.7Canara Bank

4.3

6.1

1.9

9.5

8.9

2.5

0.6

Cumulative

State Bank of India

PNB

ING Vysya Bank

Indian Bank

IDBI

ICICI Bank

HDFC Bank

* Indicated to be negligible
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…better times ahead!
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Indian Financials: Evolving industry landscape

Key monitorables …our view on likely scenario in H2FY10

Credit growth Revival in economic activity and inflation to drive a pick up in credit growth from current 
levels

NIMs

Sequential expansion in margins to continue as benefits of re-pricing accrue in H2FY10

Lending rates have troughed, and would only inch-up going forward (specifically corporate 
loans)

Largely stable lending rates, coupled with traction in credit growth would support margins in 
H2FY10 

CASA CASA ratio may face pressure from Q4FY10, as deposit growth accelerates and interest rates 
harden

Non-fund income Rise in credit demand and recovering capital markets would buoy core fee income 
performance in H2FY10

Restructured assets + 
Gross NPAs

Credit costs likely to have peaked, with bulk of stressed cases restructured; slippage in 
chunky accounts remains a key risk

Accelerated provisioning in the context of RBI’s new floor on total coverage of 70% likely to 
limit decline in provision costs
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Credit growth expected to revive

Higher inflation, driving a rise in working capital needs, will further aid credit growth

1

Pick up in IIP points towards impending acceleration in growth GDP growth to pick up in H2FY10

…likely to touch 16-17% by end of FY10

0%

7%

14%

21%

28%

35%

FY01 FY02 FY03 FY04 FY05 FY06 FY07 FY08 FY09

GDP grow th(%) Credit grow th (%)

Credit growth expected to accelerate…

6.0

8.2

6.3

(2.0)

FY10E

7.46.35.65.87.7
GDP at factor 
cost

8.89.27.19.410Services

7.37.65.01.96.2Industry

2.5(1.3)(3.0)0.72.5
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Ample liquidity imputes benign G-Sec yields over Oct-Dec ‘09

We see excessive concerns abating and yields moving southwards over Oct ’09- Dec ‘09

Source: Bloomberg

System flush with liquidity…
The Indian financial system continues to be flush with 
liquidity (average repo balances of ~Rs1.3trn over Q2FY10 
as:

Credit growth muted (~10% as of 9th Oct’09) due to lower 
working capital needs and delayed capex plans

Banks prefer to park funds in RBI’s reverse repo window 
(despite low-yield of 3.25%) against G-Secs to avoid MTM 
losses on incremental G-Sec purchases in AFS portfolio

Preferring reverse repo window over G-Secs, banks 
implicitly building in monetary tightening of ~50bps

The Indian financial system continues to be flush with 
liquidity (average repo balances of ~Rs1.3trn over Q2FY10 
as:

Credit growth muted (~10% as of 9th Oct’09) due to lower 
working capital needs and delayed capex plans

Banks prefer to park funds in RBI’s reverse repo window 
(despite low-yield of 3.25%) against G-Secs to avoid MTM 
losses on incremental G-Sec purchases in AFS portfolio

Preferring reverse repo window over G-Secs, banks 
implicitly building in monetary tightening of ~50bps

Average reverse repo balances have 
been running at Rs1.3trn since 

during Q2FY10 – a sharp contrast to 
last year

A rise in G-sec yields fuelled by concerns around:

(i) a rise in inflation (aggravated by monsoon deficit) may 
lead to RBI shifting to tighter monetary policy regime

(ii) a fallout of Govt’s outsized borrowing programme, and 

(iii) pick up in credit growth leading to utilization of excess 
liquidity, assuming an economic recovery in H2FY10 

A rise in G-sec yields fuelled by concerns around:

(i) a rise in inflation (aggravated by monsoon deficit) may 
lead to RBI shifting to tighter monetary policy regime

(ii) a fallout of Govt’s outsized borrowing programme, and 

(iii) pick up in credit growth leading to utilization of excess 
liquidity, assuming an economic recovery in H2FY10 

…but yields remain elevated

Source: Bloomberg
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RBI retained expansionary monetary stance in Q2…

…Monetary tightening policy to turn a corner – priced in?

Source: Bloomberg

In Q2FY10, RBI left key policy rates unchanged…
In the context of excess systemic liquidity 
and weak credit demand, RBI left rates 
unchanged during the Q2 monetary policy 
review 

However, prudential measures were 

introduced preemptively to contain any 

systemic risks (i.e. provision coverage ratio 

prescribed at a minimum of 70% and higher 

standard asset provisioning on real estate 

exposure of 1% as against 0.4% earlier)

Monetary stance to turn a corner…

To ward-off inflationary pressures in 

H2FY10, RBI may tighten – albeit we expect 

such measures to be rear-ended

The excessive monetary easing mechanisms 

rolled out over last year in a bid to revive 

the economy…have served their purpose 

(e.g. SLR leeway of 1% rolled back in 

Q2FY10)

In the context of excess systemic liquidity 
and weak credit demand, RBI left rates 
unchanged during the Q2 monetary policy 
review 

However, prudential measures were 

introduced preemptively to contain any 

systemic risks (i.e. provision coverage ratio 

prescribed at a minimum of 70% and higher 

standard asset provisioning on real estate 

exposure of 1% as against 0.4% earlier)

Monetary stance to turn a corner…

To ward-off inflationary pressures in 

H2FY10, RBI may tighten – albeit we expect 

such measures to be rear-ended

The excessive monetary easing mechanisms 

rolled out over last year in a bid to revive 

the economy…have served their purpose 

(e.g. SLR leeway of 1% rolled back in 

Q2FY10)

…posture may change as Government’s  borrowing program sails 
through

Source: RBI
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Economic growth to cut short the NPA cycle

Massive restructurings of Q1FY10 
mitigated incremental 
restructurings in Q2FY10 for most 
banks

Improving growth conditions 
likely to alleviate credit quality 
concerns in the long term

However, impact on provision 
costs a mixed bag, due to RBI’s 
new provision coverage norm/ 
negative surprise for some 
banks/ conscious conservative 
outlook

Massive restructurings of Q1FY10 
mitigated incremental 
restructurings in Q2FY10 for most 
banks

Improving growth conditions 
likely to alleviate credit quality 
concerns in the long term

However, impact on provision 
costs a mixed bag, due to RBI’s 
new provision coverage norm/ 
negative surprise for some 
banks/ conscious conservative 
outlook

Limited restructurings/ rise in Gross NPLs seen as economy recovers in H2FY10

4

39%42%2,622 2,168 1,302 ING Vysya Bank

137%139%307 (164)54 LIC Housing Finance

8%11%3,482 3,052 2,824 MMFS

168%165%277 151 39 PFC

2%-1%9,540 10,997 9,774 PNB

359%359%500 200 24 REC

18%17%4,209 3,991 3,057 Shri Ram Transport

11%22%55,957 45,868 37,346 State Bank of India

12%12%8,971 8,353 7,101 Syndicate Bank

22%4%8,035 6,784 7,370 Union Bank of India

47%58%1,535 1,364 617 Yes Bank

9%-3%13,191 13,613 13,914 Canara Bank

-13%-10%6,738 8,172 8,254 Allahabad Bank

-8%-8%3,291 2,621 3,900 Andhra Bank

16%3%10,035 13,279 9,394 Axis Bank

0%-10%7,803 5,208 9,621 Bank of Baroda

2%7%14,694 15,055 12,924 Bank of India
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Earnings growth to remain strong

Margins likely to expand in 
H2FY10 as high-cost term 
deposits garnered in Oct-Nov’08 
get re-priced and revival in 
credit demand supports better 
yields

With slippages peaking and bulk 
of corporate stress behind, 
provision expenses likely to 
taper in H2FY10; new provision 
coverage norms may result in 
accelerated provisioning by 
banks

Fee income to be driven by 
improved credit off-take, strong 
capital markets activity leading 
to pick-up in third party 
distribution fee

Margins likely to expand in 
H2FY10 as high-cost term 
deposits garnered in Oct-Nov’08 
get re-priced and revival in 
credit demand supports better 
yields

With slippages peaking and bulk 
of corporate stress behind, 
provision expenses likely to 
taper in H2FY10; new provision 
coverage norms may result in 
accelerated provisioning by 
banks

Fee income to be driven by 
improved credit off-take, strong 
capital markets activity leading 
to pick-up in third party 
distribution fee
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15.1343,559 296,760 259,251 PSU banks 
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27.1188,962 149,041 117,011 Private Banks 

21.253,520 44,767 36,411 NBFCs
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19.711,009 10,196 7,686 Allahabad Bank
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Current valuations offer significant upside potential

1.7 1.902.119.623.827.29.58.47.8543.6482.3430.246.938.533.852,19142,91637,58122,006918.9ICICI Bank

2.43.13.910.012.414.026.627.131.0179.8142.9112.244.035.531.59,3067,3606,4031,926439.6SRTF

2.0 2.43.310.211.414.021.225.626.2440.4368.3266.685.777.362.58,1407,3365,3161,606878.3LIC Housing

1.8 2.12.310.612.313.518.217.718.9126.6112.5100.321.818.817.225,00721,62219,6955,711231.3Power Finance

2.1 2.53.39.710.016.123.528.122.0112.297.472.124.723.814.821,18320,47712,7224,417239.1
Rural 
Electrification

1.7 2.02.58.810.515.221.621.820.6231.4189.9152.044.037.025.52,0191,6951,170382387.0
Shriram City 
Union

1.2 1.51.88.410.512.317.416.015.4222.8187.1152.832.225.822.13,1262,5052,145568272.2Mah & Mah Fin

4.5 5.15.724.228.834.419.818.817.5610.8540.0480.7114.195.880.132,49427,28622,82516,9132,760.0HDFC

NBFCs

2.2 2.63.512.816.129.218.317.611.757.249.937.210.08.04.44,1063,1091,483981128.5IndusInd Bank

3.1 3.64.920.425.932.617.116.316.9550.6477.1353.184.466.652.838,12229,18622,44915,7591,722.1HDFC Bank

2.4 2.94.814.919.825.717.719.120.6110.091.554.217.613.210.26,0104,5203,0381,677262.5Yes Bank

1.5 1.82.312.115.416.813.513.313.4201.8176.0137.225.620.118.43,0502,4001,888682309.4ING Vysya Bank

2.1 2.33.512.915.319.718.018.919.1484.2439.1282.777.465.350.731,04224,81118,1527,718999.3Axis Bank

Pvt Banks

1.2 1.51.85.86.77.823.525.327.2223.4181.4144.845.539.734.222,98820,03817,2702,890266.0Union Bank

0.8 0.91.05.05.45.116.317.321.5108.397.085.617.916.517.59,3218,6229,1351,00689.6Syndicate Bank

1.56 1.862.2112.414.416.316.916.617.11,504.81,260.51,063.2189.2162.5144.1120,129103,15591,21232,0232,344.7SBI

1.4 1.72.16.67.69.424.526.025.8663.3546.3434.7140.8121.298.044,40938,23030,9096,269924.2PMB

0.9 1.01.24.54.95.720.522.122.9192.9161.7134.637.133.429.115,87414,30612,4531,520165.1Indian Bank

1.7 1.71.910.913.110.913.512.413.475.673.868.211.89.811.88,5717,1288,5852,007128.7IDBI

0.9 1.11.35.46.07.119.020.019.6472.4402.8343.481.474.062.211,67810,6168,9281,360440.7Corporation Bank

1.0 1.31.74.85.57.422.920.618.0377.4297.6224.077.468.350.531,72327,99320,7243,295373.6Canara Bank

1.3 1.51.76.17.08.924.425.724.9422.4356.9309.888.177.361.132,10228,15622,2724,246541.9Bank of Baroda

1.2 1.51.85.77.26.623.322.530.1314.9246.4214.066.552.657.234,95627,66930,0744,296379.8Bank of India

0.8 1.01.25.45.97.817.618.916.4159.2134.9109.324.622.817.211,00910,1967,6861,285133.75Allahabad Bank
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So, which stocks to buy?

PSU Banks – One and all
Historically, PSU Bank stocks have behaved as bond proxies given their higher AFS exposures

With G-Sec yields expected to remain soft over Oct’09- Dec ‘09, we are overweight PSU banks 
during the period

Operating metrics across the board – NIMs, credit growth, CASA, NPAs and fee income have also 
bottomed and expected to revive in the near term

PSU Banks – One and all
Historically, PSU Bank stocks have behaved as bond proxies given their higher AFS exposures

With G-Sec yields expected to remain soft over Oct’09- Dec ‘09, we are overweight PSU banks 
during the period

Operating metrics across the board – NIMs, credit growth, CASA, NPAs and fee income have also 
bottomed and expected to revive in the near term

Private banks remain long-term bets
Play the earnings upgrade cycle – likely to be more pronounced for private banks

Expectations of pick-up in the loan growth and margins to rise for both private and PSU banks

Provisioning expenses to come-off as asset quality stress reduces

Private banks remain long-term bets
Play the earnings upgrade cycle – likely to be more pronounced for private banks

Expectations of pick-up in the loan growth and margins to rise for both private and PSU banks

Provisioning expenses to come-off as asset quality stress reduces

Our top picks
In the PSU Bank space we prefer State Bank of India, Bank of Baroda and Canara bank

Our long-term top picks are ICICI Bank, Axis Bank

Amongst mid-caps, we like IndusInd Bank, Yes Bank & Shriram Transport Finance
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Amongst mid-caps, we like IndusInd Bank, Yes Bank & Shriram Transport Finance
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Disclaimer

This document has been prepared by IDFC-SSKI Securities Ltd (IDFC-SSKI). IDFC-SSKI and its subsidiaries and associated companies are full-service, integrated investment banking, investment management and brokerage 
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The information contained herein is from publicly available data or other sources believed to be reliable. While we would endeavor to update the information herein on reasonable basis, IDFC-SSKI, its subsidiaries and 
associated companies, their directors and employees (“IDFC-SSKI and affiliates”) are under no obligation to update or keep the information current. Also, there may be regulatory, compliance, or other reasons that may 
prevent IDFC-SSKI and affiliates from doing so.

We do not represent that information contained herein is accurate or complete and it should not be relied upon as such. This document is prepared for assistance only and is not intended to be and must not alone 
betaken as the basis for an investment decision. The user assumes the entire risk of any use made of this information. Each recipient of this document should make such investigations as it deems necessary to arrive at 
an independent evaluation of an investment in the securities of companies referred to in this document (including the merits and risks involved). The investment discussed or views expressed may not be suitable for all 
investors. 
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This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution, 
publication, availability or use would be contrary to law, regulation or which would subject IDFC-SSKI and affiliates to any registration or licensing requirement within such jurisdiction. The securities described herein 
may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession this document may come are required to inform themselves of and to observe such restriction.

Reports based on technical analysis centers on studying charts of a stock's price movement and trading volume, as opposed to focusing on a company's fundamentals and as such, may not match with a report on a 
company's fundamentals.

IDFC-SSKI & affiliates may have used the information set forth herein before publication and may have positions in, may from time to time purchase or sell or may be materially interested in any of the securities 
mentioned or related securities. IDFC-SSKI and affiliates may from time to time solicit from, or perform investment banking, or other services for, any company mentioned herein. Without limiting any of the foregoing, 
in no event shall IDFC-SSKI, any of its affiliates or any third party involved in, or related to, computing or compiling the information have any liability for any damages of any kind. Any comments or statements made 
herein are those of the analyst and do not necessarily reflect those of IDFC-SSKI and affiliates.
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Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. IDFC-SSKI will not treat recipients as customers by virtue of their receiving this report.

Disclosure of interest:

1. IDFC - SSKI and its affiliates may have received compensation from the company covered herein in the past twelve months for Issue Management, Capital Structure, Mergers & Acquisitions, Buyback of shares and 
Other corporate advisory services.

2. Affiliates of IDFC - SSKI may have mandate from the subject company.

3. IDFC - SSKI and its affiliates may hold paid up capital of the company.

4. IDFC - SSKI and its affiliates, their directors and employees may from time to time have positions in or options in the company and buy or sell the securities of the company(ies) mentioned herein.

Copyright in this document vests exclusively with IDFC-SSKI


