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Figure 1. Repo Cuts and Bankex Relative Performance since 2002 (Percent) 
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 Rate Cuts = Stock Performance? 
 

 Consensus appears to be positioned for a Repo Rate Cut — India's bond yields 
have been implying a reduction in policy rates for some time, recent weakness in 
economic data (GDP growth, inflation) has led to firming up of these expectations 
– both ours and consensus. Consensus is for a 50bps cut; we expect 100-150 bps 
(staggered over 1HCY09). But do rate cuts really drive stocks in the short term? 

 Stock performance suggests policy rate cuts have minimal impact — Repo rate 
cuts have a positive impact on stocks – but only marginal. Banks have 
outperformed by an average +2% in 1 month post such cuts (PSU banks slightly 
better at +4%). Importantly in 3 of the past 4 instances stocks have outperformed 
1 month before the cuts (underperforming 1 month after cuts) suggesting that the 
market has been increasingly efficient in anticipating possible rate cuts. 

 CRR cuts also not a significant positive — Fundamentally, we believe the 
possibility of CRR cuts are relatively low given amply liquidity – in the system and 
on banks balance sheets. Even so, reduction in reserve requirements are likely to 
provide more operating gains (Higher NIMs; +5-6 bps for 50bps cut) than stock 
performance (+2% avg. outperformance post CRR cuts previously). 

 Rate cuts: Impact on lending/deposit rates — Policy rates set direction for 
movements in lending/deposit rates, however, impact usually comes with a lag (1-
3 months). Currently ample system liquidity, slower growth and government talk 
has led banks to reduce loan yields ahead of deposit rates. Good economics 
suggest more aggressive deposit rates cuts ahead, which could be better for stock 
prices. 
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Fall in Bond Yields Imply a Rate Cut 

Figure 2. Sovereign Bond Yields appear to imply Reductions in Policy Rates 
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Bank Stocks Outperform Post Repo Rate Cuts 

Figure 3. Repo Rate Cuts and Bankex Relative Performance over select time periods 
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1Yr Sovereign bond yields have closely 

tracked changes in policy rates and been 

a leading indicator of such changes in the 

recent past ... 

Yields appear to suggest a 50bps repo 

rate cut since the beginning of the year ... 

However, policy rates have remained 

unchanged and cuts have been elusive 

thus far 

On average, Repo cuts have led to 

outperformance from bank stocks, though 

relatively small. 

Stock performances seem to indicate – 

"the earlier the anticipation the higher the 

returns". 

However, stocks still outperform post the 

event – though impact is highly reduced. 
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More recently banks have underperformed post rate cuts 

Figure 4. Detailed Table of Bankex Relative Performance and Repo Cuts 

 BANKEX Relative Performance (%) 
Date REPO Post-

Cut (%)
Extent of 
Cut (bps)

Pre 1Q Pre 1M Post 1M Post 1Q

28-Mar-02  8.0 50 8.9 -1.7 4.2 12.2
12-Nov-02  7.5 50 -3.2 -4.5 3.2 17.1
07-Mar-03  7.1 40 15.5 0.3 3.2 15.6
19-Mar-03  7.0 10 10.2 -0.5 8.9 9.2
31-Mar-04  6.0 100 9.9 7.9 5.4 -4.9
20-Oct-08  8.0 100 13.4 7.3 -5.1 -2.8
03-Nov-08  7.5 50 5.5 1.3 -0.2 -0.2
08-Dec-08  6.5 100 3.5 -5.4 10.0 -9.7
02-Jan-09  5.5 100 8.8 11.0 -8.3 -15.3
Mean Returns (%) 8.1 1.7 2.4 2.4
Median Returns (%) 8.9 0.3 3.2 -0.2

Source: RBI, Bloomberg, Citi Investment Research and Analysis 

 

PSU Banks do better on Rate Cuts – Expectations and Post 

Figure 5. PSU Banks perform better during times of Reductions in Policy Rates 
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However, in 3 out of last 4 instances, 

banks have outperformed 1M prior to rate 

cuts and underperformed 1M post cuts 

This suggests that the market has become 

increasingly efficient in factoring such an 

event 

Between individual instances, the return 

variance seems to be relatively high with 

wide divergences between the best and 

worst outcomes. 

PSU Banks are more leveraged to 

reductions in interest rates – through 

their longer duration bond portfolios. 

Stock performances too seem to indicate 

significant outperformance of PSU banks 

relatively to Private banks and the sector. 
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PSU Banks typically still outperform post rate cuts 

Figure 6. Detailed Table of PSU Banks' Relative Performance and Repo Cuts 

 PSU Banks Index Relative Performance (%) 
Date REPO Post-

Cut (%)
Extent of 
Cut (bps)

Pre 1Q Pre 1M Post 1M Post 1Q

28-Mar-02  8.0 50 15.4 -5.5 11.2 21.4
12-Nov-02  7.5 50 1.5 4.0 8.2 26.0
07-Mar-03  7.1 40 18.6 -1.1 10.6 40.8
19-Mar-03  7.0 10 13.1 -0.3 16.4 29.3
31-Mar-04  6.0 100 14.2 9.5 8.5 -10.6
20-Oct-08  8.0 100 32.7 20.1 -5.0 -6.0
03-Nov-08  7.5 50 10.8 2.7 8.9 4.7
08-Dec-08  6.5 100 17.2 0.2 3.9 -6.9
02-Jan-09  5.5 100 16.0 6.0 -9.0 -11.0
Mean Returns (%) 15.5 4.0 6.0 9.8
Median Returns (%) 15.4 2.7 8.5 4.7

Source: RBI, Bloomberg, Citi Investment Research and Analysis 

 

CRR Cuts Not a Significant Driver of Bank Stocks 

Figure 7. CRR Cuts and Bankex Relative Performance over select time periods 
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Performance Variance for PSU banks are 

also wide ... 

However, in recent times, PSU banks have 

outperformed sharply on rate cuts – both 

before and post the event. 

Again – earlier anticipations are much 

better – but there are still reasonable 

returns if held for longer periods of time 

As with Repo cuts, CRR cuts also yield 

better on earlier anticipations, however, 

the extent of outperformance is relatively 

smaller ... 

Fundamentally we believe ample system 

liquidity, balance sheet liquidity and 

slowing loan growth do not call for 

immediate reductions in reserve 

requirements 
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Lending and Deposit Rates are impacted with a lag 

Figure 8. Repo Rates and Impact on Lending (PLR) and Deposit Rates (Percent) 
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And Lending Rate Cuts Have Only a Mild Stock Reaction 

Figure 9. Lending Rate (PLR) Cuts and Bankex Relative Performance over select time periods 
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Cuts in policy rates impact lending and 

borrowing rates for banks – but with a lag. 

Typically, lending rates have lagged 1-2 

months while deposit rates by 2-3 

months. 

Banks have already started sub-PLR loans 

to corporates and retail loans have also 

been aggressively recently. 

We expect more deposit rate reductions 

going forward, especially if policy rates 

are reduced further. 

Banks stocks seem to react mildly 

following any cuts in lending rates. 

Performance before rate cuts are also 

relatively small and on average not 

significant. 
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Figure 10. India Banks – CIR Valuation Table 

 RIC Code Price TP Rating P/E P/B ROE ROA Div-Yld M-Cap EPS EPS BVPS BVPS 
  (Rs) (Rs)  (x) (x) (%) (%) Abs. Grth. Abs. Grth. Abs. Grth. Abs. Grth.
  4-Mar   2010 2010 2010 2010 2010 USD Mn 2010 2010 2011 2011 2010 2010 2011 2011
Private Sector Banks       
ICICI Bank ICBK.BO 284.3 489 1H 9.4 0.6 6.9% 0.9% 3.9%  6,090 30.3 -3% 38.8 28% 452 4% 477 6%
HDFC Bank HDBK.BO 838.8 1350 1L 11.2 1.7 18.1% 1.5% 1.1%  6,865 74.8 29% 96.1 28% 494 37% 582 18%
AXIS Bank AXBK.BO 322.6 710 1L 6.8 1.0 15.7% 1.1% 2.0%  2,228 47.3 5% 51.3 8% 326 15% 371 14%
Kotak Mahindra Bank KTKM.BO 234.0 282 3H 13.4 1.2 9.1% 1.3% 0.4%  1,556 17.5 8% 19.2 9% 201 9% 219 9%
IDFC IDFC.BO 49.3 58 3M 6.2 0.9 15.4% 2.9% 2.6%  1,227 7.9 22% 9.2 16% 55 13% 62 14%
Yes Bank YESB.BO 46.0 75 3H 4.4 0.7 18.1% 1.2% 0.0%  263 10.5 28% 13.3 27% 63 20% 77 21%
Federal Bank FED.BO 120.5 215 1M 4.7 0.4 9.7% 1.1% 3.7%  396 25.6 -16% 27.4 7% 275 8% 297 8%
Public Sector Banks       
State Bank of India SBI.BO 957.6 1453 1L 6.4 0.9 15.7% 1.0% 2.3%  11,698 150.4 5% 169 12% 1018 14% 1160 14%
Punjab National Bank PNBK.BO 306.0 420 3M 3.7 0.6 17.0% 1.0% 4.9%  1,856 83.6 -2% 88.2 5% 526 14% 595 13%
Bank of Baroda BOB.BO 204.2 315 1M 4.1 0.5 13.9% 0.8% 4.4%  1,431 50.1 2% 52.8 5% 382 12% 423 11%
Canara Bank CNBK.BO 159.3 165 3M 3.6 0.5 14.5% 0.8% 5.6%  1,257 44.3 4% 51.0 15% 323 12% 362 12%
Union Bank Of India UNBK.BO 124.2 165 1L 4.1 0.6 16.2% 0.9% 3.6%  1,207 29.9 -6% 31.8 6% 198 14% 224 14%
Oriental Bank of Commerce ORBC.BO 112.4 175 3H 2.6 0.4 15.8% 1.0% 4.4%  542 43.9 27% 48.2 10% 298 15% 340 14%
Corporation Bank CRBK.BO 164.8 175 3H 2.8 0.4 16.3% 1.1% 7.6%  455 59.6 1% 60.3 1% 389 14% 436 12%
Andhra Bank ADBK.BO 42.1 76 1M 2.9 0.5 18.4% 1.0% 10.5%  393 14.4 25% 17.3 20% 83 13% 95 14%
Central Bank Of India CBI.BO 31.6 34 3M 2.7 0.2 7.9% 0.3% 3.2%  246 11.5 -22% 12.2 6% 151 7% 162 7%

Source: Citi Investment Research and Analysis estimates 
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Citigroup Global Markets Asia Ltd. is regulated by Hong Kong Securities and Futures Commission.  If the Product is made available in Hong Kong by The Citigroup Private 
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Bank to its clients, it is attributable to Citibank N.A., Citibank Tower, Citibank Plaza, 3 Garden Road, Hong Kong.  The Citigroup Private Bank and Citibank N.A. is regulated 
by the Hong Kong Monetary Authority.  The Product is made available in India by Citigroup Global Markets India Private Limited, which is regulated by Securities and 
Exchange Board of India.  Bakhtawar, Nariman Point, Mumbai 400-021.  The Product is made available in Indonesia through PT Citigroup Securities Indonesia.  5/F, 
Citibank Tower, Bapindo Plaza, Jl. Jend. Sudirman Kav. 54-55, Jakarta 12190.  Neither this Product nor any copy hereof may be distributed in Indonesia or to any Indonesian 
citizens wherever they are domiciled or to Indonesian residents except in compliance with applicable capital market laws and regulations. This Product is not an offer of 
securities in Indonesia. The securities referred to in this Product have not been registered with the Capital Market and Financial Institutions Supervisory Agency (BAPEPAM-
LK) pursuant to relevant capital market laws and regulations, and may not be offered or sold within the territory of the Republic of Indonesia or to Indonesian citizens 
through a public offering or in circumstances which constitute an offer within the meaning of the Indonesian capital market laws and regulations.  The Product is made 
available in Italy by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority.  Foro Buonaparte 16, Milan, 20121, Italy.  If the 
Product was prepared by Citi Investment Research and distributed in Japan by Nikko Citigroup Limited ("NCL"), it is being so distributed under license.  If the Product was 
prepared by NCL and distributed by Nikko Cordial Securities Inc. or Citigroup Global Markets Inc. it is being so distributed under license. NCL is regulated by Financial 
Services Agency, Securities and Exchange Surveillance Commission, Japan Securities Dealers Association, Tokyo Stock Exchange and Osaka Securities Exchange. Shin-
Marunouchi Building, 1-5-1 Marunouchi, Chiyoda-ku, Tokyo 100-6520 Japan.  In the event that an error is found in an NCL research report, a revised version will be posted 
on Citi Investment Research's Global Equities Online (GEO) website.  If you have questions regarding GEO, please call (81 3) 6270-3019 for help.  The Product is made 
available in Korea by Citigroup Global Markets Korea Securities Ltd., which is regulated by Financial Supervisory Commission and the Financial Supervisory Service.  
Hungkuk Life Insurance Building, 226 Shinmunno 1-GA, Jongno-Gu, Seoul, 110-061.  The Product is made available in Malaysia by Citigroup Global Markets Malaysia Sdn 
Bhd, which is regulated by Malaysia Securities Commission.  Menara Citibank, 165 Jalan Ampang, Kuala Lumpur, 50450.  The Product is made available in Mexico by 
Acciones y Valores Banamex, S.A. De C. V., Casa de Bolsa, Integrante del Grupo Financiero Banamex ("Accival") which is a wholly owned subsidiary of Citigroup Inc. and is 
regulated by Comision Nacional Bancaria y de Valores. Reforma 398, Col. Juarez, 06600 Mexico, D.F.  In New Zealand the Product is made available through Citigroup 
Global Markets New Zealand Ltd. (Company Number 604457), a Participant of the New Zealand Exchange Limited and regulated by the New Zealand Securities 
Commission.  Level 19, Mobile on the Park, 157 Lambton Quay, Wellington.  The Product is made available in Pakistan by Citibank N.A. Pakistan branch, which is regulated 
by the State Bank of Pakistan and Securities Exchange Commission, Pakistan. AWT Plaza, 1.1. Chundrigar Road, P.O. Box 4889, Karachi-74200.  The Product is made 
available in Poland by Dom Maklerski Banku Handlowego SA an indirect subsidiary of Citigroup Inc., which is regulated by Komisja Nadzoru Finansowego.  Bank Handlowy w 
Warszawie S.A. ul. Senatorska 16, 00-923 Warszawa.  The Product is made available in the Russian Federation through ZAO Citibank, which is licensed to carry out banking 
activities in the Russian Federation in accordance with the general banking license issued by the Central Bank of the Russian Federation and brokerage activities in 
accordance with the license issued by the Federal Service for Financial Markets.  Neither the Product nor any information contained in the Product shall be considered as 
advertising the securities mentioned in this report within the territory of the Russian Federation or outside the Russian Federation.  The Product does not constitute an 
appraisal within the meaning of the Federal Law of the Russian Federation of 29 July 1998 No. 135-FZ (as amended) On Appraisal Activities in the Russian Federation.  8-
10 Gasheka Street, 125047 Moscow.  The Product is made available in Singapore through Citigroup Global Markets Singapore Pte. Ltd., a Capital Markets Services Licence 
holder, and regulated by Monetary Authority of Singapore.  1 Temasek Avenue, #39-02 Millenia Tower, Singapore 039192.  The Product is made available by The Citigroup 
Private Bank in Singapore through Citibank, N.A., Singapore branch, a licensed bank in Singapore that is regulated by Monetary Authority of Singapore.  Citigroup Global 
Markets (Pty) Ltd. is incorporated in the Republic of South Africa (company registration number 2000/025866/07) and its registered office is at 145 West Street, Sandton, 
2196, Saxonwold. Citigroup Global Markets (Pty) Ltd. is regulated by JSE Securities Exchange South Africa, South African Reserve Bank and the Financial Services Board.  
The investments and services contained herein are not available to private customers in South Africa.  The Product is made available in Spain by Citigroup Global Markets 
Limited, which is authorised and regulated by Financial Services Authority.  29 Jose Ortega Y Gassef, 4th Floor, Madrid, 28006, Spain.  The Product is made available in 
Taiwan through Citigroup Global Markets Taiwan Securities Company Ltd., which is regulated by Securities & Futures Bureau.  No portion of the report may be reproduced or 
quoted in Taiwan by the press or any other person.  No. 8 Manhattan Building, Hsin Yi Road, Section 5, Taipei 100, Taiwan.  The Product is made available in Thailand 
through Citicorp Securities (Thailand) Ltd., which is regulated by the Securities and Exchange Commission of Thailand.  18/F, 22/F and 29/F, 82 North Sathorn Road, Silom, 
Bangrak, Bangkok 10500, Thailand.  The Product is made available in Turkey through Citibank AS which is regulated by Capital Markets Board.  Tekfen Tower, Eski 
Buyukdere Caddesi # 209 Kat 2B, 23294 Levent, Istanbul, Turkey.  The Product is made available in U.A.E. by Citigroup Global Markets Limited, which is authorised and 
regulated by the Dubai Financial Services Authority.  DIFC, Bldg 2, Level 7, PO Box 506560, Dubai, UAE.  The Product is made available in United Kingdom by Citigroup 
Global Markets Limited, which is authorised and regulated by Financial Services Authority.  This material may relate to investments or services of a person outside of the UK 
or to other matters which are not regulated by the FSA and further details as to where this may be the case are available upon request in respect of this material.  Citigroup 
Centre, Canada Square, Canary Wharf, London, E14 5LB.  The Product is made available in United States by Citigroup Global Markets Inc, which is regulated by NASD, NYSE 
and the US Securities and Exchange Commission.  388 Greenwich Street, New York, NY 10013.  Unless specified to the contrary, within EU Member States, the Product is 
made available by Citigroup Global Markets Limited, which is regulated by Financial Services Authority.  Many European regulators require that a firm must establish, 
implement and make available a policy for managing conflicts of interest arising as a result of publication or distribution of investment research. The policy applicable to 
Citi Investment Research's Products can be found at www.citigroupgeo.com.  Compensation of equity research analysts is determined by equity research management and 
Citigroup's senior management and is not linked to specific transactions or recommendations.  The Product may have been distributed simultaneously, in multiple formats, 
to the Firm's worldwide institutional and retail customers.  The Product is not to be construed as providing investment services in any jurisdiction where the provision of 
such services would not be permitted. Subject to the nature and contents of the Product, the investments described therein are subject to fluctuations in price and/or value 
and investors may get back less than originally invested. Certain high-volatility investments can be subject to sudden and large falls in value that could equal or exceed 
the amount invested. Certain investments contained in the Product may have tax implications for private customers whereby levels and basis of taxation may be subject to 
change. If in doubt, investors should seek advice from a tax adviser.  The Product does not purport to identify the nature of the specific market or other risks associated 
with a particular transaction.  Advice in the Product is general and should not be construed as personal advice given it has been prepared without taking account of the 
objectives, financial situation or needs of any particular investor. Accordingly, investors should, before acting on the advice, consider the appropriateness of the advice, 
having regard to their objectives, financial situation and needs. Prior to acquiring any financial product, it is the client's responsibility to obtain the relevant offer 
document for the product and consider it before making a decision as to whether to purchase the product. 

© 2009 Citigroup Global Markets Inc. (© Nikko Citigroup Limited, if this Product was prepared by it). Citi Investment Research is a division and service mark of Citigroup 
Global Markets Inc. and its affiliates and is used and registered throughout the world. Citi and Citi with Arc Design are trademarks and service marks of Citigroup Inc and 
its affiliates and are used and registered throughout the world. Nikko is a registered trademark of Nikko Cordial Corporation. All rights reserved. Any unauthorized use, 
duplication, redistribution or disclosure is prohibited by law and will result in prosecution. Where included in this report, MSCI sourced information is the exclusive property 
of Morgan Stanley Capital International Inc. (MSCI). Without prior written permission of MSCI, this information and any other MSCI intellectual property may not be 
reproduced, redisseminated or used to create any financial products, including any indices. This information is provided on an "as is" basis. The user assumes the entire 
risk of any use made of this information. MSCI, its affiliates and any third party involved in, or related to, computing or compiling the information hereby expressly disclaim 
all warranties of originality, accuracy, completeness, merchantability or fitness for a particular purpose with respect to any of this information. Without limiting any of the 
foregoing, in no event shall MSCI, any of its affiliates or any third party involved in, or related to, computing or compiling the information have any liability for any damages 
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of any kind. MSCI, Morgan Stanley Capital International and the MSCI indexes are services marks of MSCI and its affiliates. The information contained in the Product is 
intended solely for the recipient and may not be further distributed by the recipient. The Firm accepts no liability whatsoever for the actions of third parties. The Product 
may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the Product refers to website material of the Firm, the Firm has not reviewed 
the linked site. Equally, except to the extent to which the Product refers to website material of the Firm, the Firm takes no responsibility for, and makes no representations 
or warranties whatsoever as to, the data and information contained therein. Such address or hyperlink (including addresses or hyperlinks to website material of the Firm) is 
provided solely for your convenience and information and the content of the linked site does not in anyway form part of this document. Accessing such website or following 
such link through the Product or the website of the Firm shall be at your own risk and the Firm shall have no liability arising out of, or in connection with, any such 
referenced website. 

ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST 

 


