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Softening becoming a Hobson's choice, "delay" notwithstanding 
We believe that in the January policy review RBI may not effect a rate cut and 
postpone the "inevitable" to a later point, going by its innate conservativeness and 
insufficient comfort on inflationary expectations. We however continue to strongly 
advocate our rate reduction thesis for 2008, which should be beneficial to the 
banking sector in general. Our three top picks ICICI, HDFC and IDFC are 
incidentally heavily leveraged to rate softening. Minor moves to kick start credit 
growth in some sharply slowed-down segments are also likely.  
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Top picks 
ICICI Bank (ICBK.BO),INR1,150.80 Buy
HDFC (HDFC.BO),INR2,531.85 Buy
IDFC (IDFC.BO),INR190.85 Buy

 
Companies featured 

ICICI Bank (ICBK.BO),INR1,150.80 Buy
2007A 2008E 2009E

P/E (x) 20.4 29.4 24.6
Div yield (%) 1.4 0.8 1.0
Price/book (x) 3.1 2.7 2.5
HDFC (HDFC.BO),INR2,531.85 Buy

2007A 2008E 2009E
P/E (x) 22.3 32.6 28.9
Div yield (%) 1.6 1.0 1.2
Price/book (x) 6.9 6.9 6.1
IDFC (IDFC.BO),INR190.85 Buy

2007A 2008E 2009E
P/E (x) 15.9 29.0 25.2
Div yield (%) 1.6 0.7 0.7
Price/book (x) 3.2 4.3 3.8
Axis Bank (AXBK.BO),INR1,022.60 Buy

2007A 2008E 2009E
P/E (x) 16.8 32.4 26.8
Div yield (%) 1.2 0.5 0.7
Price/book (x) 4.1 4.3 3.8
HDFC Bank (HDBK.BO),INR1,534.75 Buy

2007A 2008E 2009E
P/E (x) 25.1 32.5 25.9
Div yield (%) 0.8 0.5 0.6
Price/book (x) 4.7 4.7 4.1
PNB (PNBK.BO),INR602.00 Buy

2007A 2008E 2009E
P/E (x) 9.3 9.1 7.1
Div yield (%) 2.9 1.8 2.0
Price/book (x) 1.4 1.6 1.3
Bank of Baroda (BOB.BO),INR412.85 Buy

2007A 2008E 2009E
P/E (x) 8.4 10.2 8.3
Div yield (%) 2.5 1.6 1.7
Price/book (x) 0.9 1.5 1.3
Canara Bank (CNBK.BO),INR273.80 Sell

2007A 2008E 2009E
P/E (x) 7.0 8.4 7.7
Div yield (%) 2.9 2.6 2.6
Price/book (x) 1.0 1.2 1.1
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Currency the first priority now, but inflation not forgotten 
Unpalatable socio-economic fallout of the appreciating exchange rate – read job 
losses in the forex-sensitive sectors – has made it a top priority for the authorities. 
So RBI’s intervention in the forex market will conceivably not reduce in the short 
term, and a subsequent cash reserve ratio (CRR) increase in the upcoming policy 
cannot be precluded. Of course, in the present relatively benign liquidity scenario 
this should not matter to banks, except those that have failed to bring down 
deposit rates sufficiently. We feel that RBI still does not perceive inflationary 
expectations are well-anchored, and will postpone a rate cut.   

Increasingly tougher for RBI to hold on to high interest rates 
RBI would have to address the rate differential issue seriously, with heavy 
leakages on the capital controls front, massive negative carry that they are running 
to carry out forex sterilization, and now a decidedly downward spiral in developed 
country rates. At the very least, RBI will have to unsettle short dollar positions that 
are currently very profitable. Other strong arguments for easing are: i) high interest 
rates have done their bit in cooling down loan growth and inflation ii) indefinite use 
of auctions and CRR increases can manifest in fiscal and banking sector problems.   

Encouraging outlook for profitability 
Rate softening – whether in the form of an explicit rate cut or otherwise – coupled 
with some capital controls and expected corporate loan demand should lead to 
healthy loan growth and improving margins for banks. Since we expect lending 
rates to stay stable (decline marginally in some segments), the probability of 
worsening of asset quality due to rising rates also reduces correspondingly. 
Though impact of bond portfolios on bank P&Ls have fallen with reduction in 
durations, declining bond yields are always viewed positively from the sentiment 
standpoint, at least at the margin.  

We continue to remain positive, sector froth has reduced sharply 
We value frontline large-cap private banks on P/E, public sector banks on single-
stage Gordon Growth model and mid-sized private banks on two-stage Gordon 
Growth model. Banking stocks have suffered recently along with the rest of the 
market, and our outlook has not changed in any way. Other sector triggers in 2008 
could be stabilization of asset quality, increase in leverage and value-unlocking. 
Key risks to the sector are: i) RBI’s excessive emphasis on price stability ii) asset 
quality deterioration iii) politics, reflecting in loan writeoffs, for instance.  
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All that we need for a rate softening… 

 

Figure 1: Inflation now well below RBI’s medium target of 4-4.5% 
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Figure 2: Call rates stabilising  Figure 3: 10yr bond yields have come off 
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Figure 4: Deposit growth running ahead of loan growth 
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Figure 5: INR has significantly appreciated causing worries to RBI 
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Figure 6: Certificates of deposits rates are coming down… 
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Figure 7: Burgeoning FX reserves 
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Figure 8: Gap between AAA 1yr and LIBOR rates is widening 
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Valuation comfort has increased after the fall 

 

Figure 9: Financials – valuation snapshot 
 EPS growth (%) P/E P/BV ROE (%) 

  FY09E FY10E FY09E FY10E FY09E FY10E FY09E FY10E

Axis Bank 20.8 35.7 28.4 20.9 3.9 3.4 15.0 17.8

BOB 22.1 15.9 7.8 6.7 1.2 1.1 17.0 17.1

Canara 8.9 13.7 7.9 6.9 1.2 1.1 12.6 13.2

Centurion Bank 48.0 53.5 40.4 26.3 4.0 3.5 10.4 14.1

Dev Credit Bank 100.5 26.2 15.8 12.5 2.3 2.0 16.0 17.1

HDFC Bank 27.5 31.9 25.3 19.2 4.0 3.4 17.1 19.2

HDFC Ltd 12.9 21.6 30.8 25.3 6.5 5.6 23.3 24.5

ICICI Bank 16.0 30.9 25.4 19.4 2.5 2.3 10.4 12.5

IDFC Ltd 17.9 22.5 27.4 22.4 3.7 3.3 14.5 15.7

Karnataka Bank 11.4 20.6 11.8 9.8 1.8 1.6 16.3 17.3

Kotak Mahindra Bank 28.2 29.4 29.9 23.1 5.0 4.2 18.3 19.8

Oriental Bank 18.8 52.8 7.4 4.8 0.9 0.8 13.3 17.5

PNB 27.7 17.6 7.1 6.1 1.3 1.1 20.6 20.3

Union Bank 16.7 17.6 7.9 6.7 1.4 1.2 19.4 19.6

YES Bank 46.8 50.7 31.0 20.6 3.4 3.1 14.7 16.9
Source: Deutsche Bank Note: Kotak Mahindra Bank and IDFC valuations art based on consolidated nos 

 

Figure 10: Sector price performance 
Banks 22nd Jan over 31-Dec-07 22nd Jan over 7-Jan when Bankex was at its peak

Development Credit Bank -35.4% -39.7%

Canara Bank -23.7% -36.8%

IDFC Ltd -22.3% -21.0%

Kotak Mahindra Bank -22.1% -27.2%

Union Bank -20.5% -27.3%

Bank of Baroda -19.6% -21.0%

PNB -17.7% -20.6%

HDFC Bank -16.7% -13.1%

YES Bank -15.7% -20.5%

HDFC Ltd -13.7% -20.3%

Oriental Bank -12.1% -20.1%

Centurion Bank of Punjab -11.1% -27.2%

ICICI Bank -8.7% -17.5%

Karnataka Bank -1.0% -14.1%

Axis Bank 1.9% -9.5%
Source: Bloomberg, Deutsche Bank 
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Appendix 1 
Important Disclosures 

Additional information available upon request 

For disclosures pertaining to recommendations or estimates made on a security mentioned in this report, please see 
the most recently published company report or visit our global disclosure look-up page on our website at 
http://gm.db.com. 

 
Analyst Certification 

The views expressed in this report accurately reflect the personal views of the undersigned lead analyst about the subject 
issuers and the securities of those issuers. In addition, the undersigned lead analyst has not and will not receive any 
compensation for providing a specific recommendation or view in this report. Dipankar Choudhury 

 

 

Equity rating key  Equity rating dispersion and banking relationships 

Buy: Based on a current 12- month view of total share-
holder return (TSR = percentage change in share price 
from current price to projected target price plus  pro-
jected dividend yield ) , we recommend that investors 
buy the stock. 
Sell: Based on a current 12-month view of total share-
holder return, we recommend that investors sell the 
stock 
Hold: We take a neutral view on the stock 12-months 
out and, based on this time horizon, do not recommend 
either a Buy or Sell. 
Notes: 
1. Newly issued research recommendations and target 
prices always supersede previously published research.
2. Ratings definitions prior to 27 January, 2007 were: 

Buy:  Expected total return (including dividends) of 
10% or more over a 12-month period 
Hold: Expected total return (including dividends) 
between -10% and 10% over a 12-month period 
Sell: Expected total return (including dividends) of -
10% or worse over a 12-month period 
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Regulatory Disclosures 

SOLAR Disclosure 

For select companies, Deutsche Bank equity research analysts may identify shorter-term trade opportunities that are 
consistent or inconsistent with Deutsche Bank's existing longer term ratings. This information is made available only to 
Deutsche Bank clients, who may access it through the SOLAR stock list, which can be found at http://gm.db.com 

Disclosures required by United States laws and regulations 

See company-specific disclosures above for any of the following disclosures required for covered companies referred to in 
this report: acting as a financial advisor, manager or co-manager in a pending transaction; 1% or other ownership; 
compensation for certain services; types of client relationships; managed/comanaged public offerings in prior periods; 
directorships; market making and/or specialist role. 

The following are additional required disclosures: 

Ownership and Material Conflicts of Interest: DBSI prohibits its analysts, persons 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 DBSI, which includes investment banking 
revenues. 
Analyst as Officer or Director: DBSI 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. 
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 DBSI website at http://gm.db.com. 

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, in addition to those already made pursuant to United 
States laws and regulations. 
Analyst compensation: Analysts are paid in part based on the profitability of Deutsche Bank AG and its affiliates, which 
includes investment banking revenues 
Australia: This research, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian 
Corporations Act. 
EU: A general description of how Deutsche Bank AG identifies and manages conflicts of interest in Europe is contained in our 
public facing policy for managing conflicts of interest in connection with investment research.Disclosures relating to the firm's 
obligations under MiFiD can be found at http://globalmarkets.db.com/riskdisclosures. 
Germany: See company-specific disclosures above for holdings of five percent or more of the share capital. In order to 
prevent or deal with conflicts of interests Deutsche Bank AG has implemented the necessary organisational procedures to 
comply with legal requirements and regulatory decrees. Adherence to these procedures is monitored by the Compliance-
Department. 
Hong Kong: See http://gm.db.com for company-specific disclosures required under Hong Kong regulations in connection with 
this research report. Disclosure #5 includes an associate of the research analyst. Disclosure #6, satisfies the disclosure of 
financial interests for the purposes of paragraph 16.5(a) of the SFC's Code of Conduct (the "Code"). The 1% or more interests 
is calculated as of the previous month end. Disclosures #7 and #8 combined satisfy the SFC requirement under paragraph 
16.5(d) of the Code to disclose an investment banking relationship. 
Japan: 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. 
Russia: The information, interpretation and opinions submitted herein are not in the context of, and do not constitute, any 
appraisal or evaluation activity requiring a licence in the Russian Federation. 
South Africa: Publisher: Deutsche Securities (Pty) Ltd, 3 Exchange Square, 87 Maude Street, Sandton, 2196, South Africa. 
Author: As referred to on the front cover. All rights reserved. When quoting, please cite Deutsche Securities Research as the 
source. 
Turkey: The information, interpretation and advice submitted herein are not in the context of an investment consultancy 
service. Investment consultancy services are provided by brokerage firms, portfolio management companies and banks that 
are not authorized to accept deposits through an investment consultancy agreement to be entered into such corporations and 
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their clients. The interpretation and advices herein are submitted on the basis of personal opinion of the relevant interpreters 
and consultants. Such opinion may not fit your financial situation and your profit/risk preferences. Accordingly, investment 
decisions solely based on the information herein may not result in expected outcomes. 
United Kingdom: Persons who would be categorized as private customers 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 Deutsche Bank AG research on 
the companies which are the subject of this research. Disclosures relating to the firm's obligations under MiFiD can be found 
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