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Lower Risk Weights: Adding 
to the Sweet Spot for HDFC 
 
 

The RBI has lowered risk weights on certain 
categories of individual housing loans: It also carved 
out a new segment, ‘CRE – Residential Housing 
(CRE-RH)’, within the commercial real estate sector. 
Loans to this segment will carry lower risk weights and 
standard asset provisioning. This will help release some 
capital on existing loans for banks and lower capital 
requirements on new loans. The benefit to HFCs, 
especially HDFC, is likely to be much higher, if the NHB 
follows up with similar regulations (we expect it to follow 
the RBI). 

Lenders with high exposure to medium / large ticket 
home loans will benefit: The RBI has reduced risk 
weights on individual housing loans > Rs2 mn and up to 
Rs7.5 mn to 50% from 75%. It has also marginally 
relaxed the loan to value (LTV) cap on these loans to 
80% from 75% previously. Further, loans > Rs7.5 mn will 
now attract a risk weight of 75% provided LTV is not 
higher than 75% (the previous risk weight was 125% 
irrespective of LTV).  

This is a positive move given the appreciation in 
property prices across the country. Private banks are 
likely to benefit more than SOE banks given higher 
exposure to medium / higher ticket loans. However, 
HFCs, being mono-line lenders, will benefit more (once 
the NHB follows up with similar norms).  

Lenders to residential housing projects will also 
benefit: Because loans to residential housing projects 
are less risky and volatile, the RBI has carved out a 
separate category, CRE-RH, within the commercial real 
estate sector. Loans to this segment will attract a risk 
weight of 75% and standard provisioning of 0.75% vs. 
100% and 1% respectively for other CRE loans. CRE 
exposure in the banking system is relatively limited 
(~2.5% of system loans).  

The key beneficiary will be HDFC: According to 
management ~15% of loans will qualify as CRE-RH. 

 

Key Changes in Risk Weights and Standard 
Asset Provisioning with respect to Individual 
Housing Loans & CRE Loans 

 

LTV Ratio Cap 
(%) to be 

eligible for 
prescribed 
Risk Wts. 

Risk Weight 
(%) 

Standard 
Asset 

Provisioning 
(%) 

 OLD NEW OLD NEW OLD NEW 

(a) Individual 
 Housing Loans       

(i) <= Rs. 2 mn 90 90 50 50 0.4 0.4 

(ii) > Rs. 2 mn & 
 <= Rs. 3 mn 75 80 50 50 0.4 0.4 

(iii) > Rs. 3 mn & 
 <= Rs. 7.5 mn 75 80 75 50 0.4 0.4 

        

Loans <= Rs 7.5 mn 
 with LTV > 75%   100 

No 
Menti

on   

        

(iv) > Rs 7.5 mn NA 75 125 75 0.4 0.4 

        

(b) CRE-RH NA NA 100 75 1.0 0.75 

        

(c) CRE NA NA 100 100 1.0 1.0 

Source: RBI, Morgan Stanley Research 
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HDFC is the key beneficiary (cont’d): On our calculations, 
this move will release around 200 bps of Tier 1 (our discussion 
with management also suggested that the benefit is likely to be 
around 2ppt). Tier I ratio will move up to ~16% from 13.9% 
currently. This will structurally take up HDFC’s ROE. There will 
be some release of standard asset provisioning on CRE-RH 
loans (~1% of F13 PBT on our computations). HDFC may 
decide not to release these provisions.  

Our view on HDFC is that it is in a sweet spot – loan growth is 
strong and spreads are looking up. This makes it amongst the 
fastest-growing financial institutions in terms of revenue. The 
capital release adds to the positive momentum for HDFC’s 
fundamentals, in our view. 

Impact on other lenders 

According to LICHF management, ~10% of outstanding 
individual housing loans are between Rs2 mn to Rs7.5 mn. 
Further, ~80% of CRE loans are likely linked to residential 
housing and hence might benefit from lower risk weights. On 
our computations, this could translate into a capital release of 
~40 bps of RWAs. 

We do not have details on individual housing loan split by ticket 
size and CRE loans that qualify as CRE-RH loans for banks. 
Further, we do not have details of loan against property (which 
are unlikely to benefit). 

In our view, benefits are unlikely to be material for banks 
because mortgages form a much smaller part of overall their 
portfolios (unlike HFCs). If we assume that ~50% of individual 
housing loans are between Rs2 mn to Rs7.5 mn and that ~75% 
of CRE loans qualify as CRE-RH, the increase in Tier I ratio 
would be around 10-20 bps for SOE banks and around 40 bps 
for private banks. 

What next – lower rates for residential mortgages & loans 
to CRE-RH? On our approximate computations, banks can 
afford to lower lending rates by around 25-50 bps for residential 
mortgages (>Rs2mn up to Rs7.5mn). However, in the case of 
SBI, the yield differential between loans in this bracket and the 
lowest bracket (for which there has been no reduction in risk 
weights) is only 15 bps. Hence there is unlikely to be any 
material change in rates in our view.  

Banks with a higher pricing differential across various brackets 
may consider narrowing the spread. For residential loans > 
Rs7.5mn, the scope to reduce rates is higher, given the 
lowering of risk weight to 75% from 125%. However, the 
proportion of loans in this bracket for the major players is likely 
to be low. 

In the case of CRE-RH loans, the scope to lower rates is 
around 50-75 bps on our computations. Given the stress in the 
developer segment, there is a case to lower rates.  

Finally, given that capitalization levels at SOE banks is already 
low, they may choose to use the benefit of the new norms to 
conserve capital rather than lower rates or expand lending to 
the CRE segment. 

(Please see table with computations on impact on capital for 
the various banks / HFCs in the next page)
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Exhibit 1 

Capital benefit across banks and HFCs in MS Coverage from lower risk weights on individual housing loans 
and CRE-RH 

  A B C D 
E = A*C + 

B*D F 
G = F - 
E*25% H I J = H / G K = J - H 

Rs bn 

O/s 
Individual 
Housing 
Loans 

O/s Non 
Individual 

loans 

O/S 
Housing 
Loans 

(>Rs 2 mn) 
Qualifying 
for Lower 
Risk Wts. 

Non 
Individual 

Loans 
Qualifying 

as 
CRE-RH 

Overall 
loans 
where 

Risk Wts. 
Will 

reduce by 
25% 

Reported 
Risk 

Weighted 
Assets 
(RWAs) 

RWAs 
using 

new Risk 
Wts. 

Reported 
Tier I 

Capital 
(Rs bn) 

Reported 
Tier I 
Ratio 

Tier I 
Ratio 

based on 
new Risk 

Wts. 

Capital 
Release 
(As % of 
RWAs) 

Banks            

    Assumption Assumption        

BOB 160 68 50% 75% 131 3048 3015 309 10.1% 10.2% 0.1% 

BOI 103 71 50% 75% 105 2806 2780 230 8.2% 8.3% 0.1% 

Canara 131 16 50% 75% 77 2458 2439 240 9.8% 9.8% 0.1% 

OBC 63 77 50% 75% 89 1375 1352 126 9.2% 9.3% 0.2% 

PNB 143 136 50% 75% 173 3244 3200 317 9.8% 9.9% 0.1% 

SBI (Parent) 1195 250 50% 75% 785 10009 9813 950 9.5% 9.7% 0.2% 

Union 124 35 50% 75% 89 2039 2017 168 8.2% 8.3% 0.1% 

             

Axis 361 114 50% 75% 266 2584 2517 316 12.2% 12.6% 0.3% 

HDBK 168 81 50% 75% 145 3059 3023 339 11.1% 11.2% 0.1% 

ICBK 576 278 50% 75% 496 4419 4295 566 12.8% 13.2% 0.4% 

ING Vysya 33 14 50% 75% 27 424 417 45 10.5% 10.7% 0.2% 

Kotak (Parent)* 103 61 50% 75% 97 610 586 90 14.7% 15.3% 0.6% 

             

HFCs            

             

HDFC 1113 587 50% 43% 812 1702 1499 236 13.9% 15.7% 1.9% 

LICHF 751 27 10% 80% 96 621 597 63 10.1% 10.5% 0.4% 

Source: RBI, Company Data, Morgan Stanley Research; Above data is as of Mar-13. Note: a) Data on outstanding commercial real estate loans is not available and hence we have used fund based 
exposure to commercial real estate provided in the annual report. b) We do not have data on loans qualifying as CRE-RH across banks / HFCs and neither do we have the split of individual housing 
loans by ticket size. Hence we have made assumptions as mentioned in column C and D in the above table. Assumptions for LICHF are based on conversation with the company. c) We do not have 
data on “Loan against property” within individual housing loans for banks / HFCs which may not necessarily qualify for the lower risk weights (with the exception of Axis and ING Vysya.  d) *Proportion 
of LAP for Kotak is likely to be higher than other banks. We do not have details on the same and hence the capital benefit as per the above table looks higher at ~60 bps
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Analyst Certification 
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Important US Regulatory Disclosures on Subject Companies 
As of May 31, 2013, Morgan Stanley beneficially owned 1% or more of a class of common equity securities of the following companies covered in 
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STOCK RATINGS 
Morgan Stanley uses a relative rating system using terms such as Overweight, Equal-weight, Not-Rated or Underweight (see definitions below). 
Morgan Stanley does not assign ratings of Buy, Hold or Sell to the stocks we cover. Overweight, Equal-weight, Not-Rated and Underweight are not the 
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investment advice.  An investor's decision to buy or sell a stock should depend on individual circumstances (such as the investor's existing holdings) 
and other considerations. 
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  Coverage Universe Investment Banking Clients (IBC) 

Stock Rating Category Count 
% of 
Total Count

% of 
Total IBC

% of Rating 
Category

Overweight/Buy 1011 36% 390 38% 39%
Equal-weight/Hold 1250 44% 487 48% 39%
Not-Rated/Hold 104 4% 25 2% 24%
Underweight/Sell 469 17% 117 11% 25%
Total 2,834  1019   
 
Data include common stock and ADRs currently assigned ratings. An investor's decision to buy or sell a stock should depend on individual 
circumstances (such as the investor's existing holdings) and other considerations. Investment Banking Clients are companies from whom Morgan 
Stanley received investment banking compensation in the last 12 months. 

Analyst Stock Ratings 
Overweight (O or Over) - The stock's total return is expected to exceed the total return of the relevant country MSCI Index, on a risk-adjusted basis 
over the next 12-18 months. 
Equal-weight (E or Equal) - The stock's total return is expected to be in line with the total return of the relevant country MSCI Index, on a risk-adjusted 
basis over the next 12-18 months. 
Not-Rated (NR) - Currently the analyst does not have adequate conviction about the stock's total return relative to the relevant country MSCI Index on 
a risk-adjusted basis, over the next 12-18 months. 
Underweight (U or Under) - The stock's total return is expected to be below the total return of the relevant country MSCI Index, on a risk-adjusted basis, 
over the next 12-18 months. 
Unless otherwise specified, the time frame for price targets included in Morgan Stanley Research is 12 to 18 months. 

Analyst Industry Views 
Attractive (A): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be attractive vs. the 
relevant broad market benchmark, as indicated below. 
In-Line (I): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be in line with the relevant 
broad market benchmark, as indicated below. 
Cautious (C): The analyst views the performance of his or her industry coverage universe over the next 12-18 months with caution vs. the relevant 
broad market benchmark, as indicated below. 
Benchmarks for each region are as follows: North America - S&P 500; Latin America - relevant MSCI country index or MSCI Latin America Index; 
Europe - MSCI Europe; Japan - TOPIX; Asia - relevant MSCI country index. 
. 

Stock Price, Price Target and Rating History (See Rating Definitions) 
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State Bank of India, Union Bank of India. 
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all research available on a particular stock, please contact your sales representative or go to Client Link at www.morganstanley.com. 
Morgan Stanley Research does not provide individually tailored investment advice. Morgan Stanley Research has been prepared without regard to the circumstances and 
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seek the advice of a financial adviser. The appropriateness of an investment or strategy will depend on an investor's circumstances and objectives. The securities, 
instruments, or strategies discussed in Morgan Stanley Research may not be suitable for all investors, and certain investors may not be eligible to purchase or participate in 
some or all of them. Morgan Stanley Research is not an offer to buy or sell any security/instrument or to participate in any trading strategy. The value of and income from 
your investments may vary because of changes in interest rates, foreign exchange rates, default rates, prepayment rates, securities/instruments prices, market indexes, 
operational or financial conditions of companies or other factors. There may be time limitations on the exercise of options or other rights in securities/instruments 
transactions. Past performance is not necessarily a guide to future performance. Estimates of future performance are based on assumptions that may not be realized. If 
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The fixed income research analysts, strategists or economists principally responsible for the preparation of Morgan Stanley Research have received compensation based 
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revenues), client feedback and competitive factors. Fixed Income Research analysts', strategists' or economists' compensation is not linked to investment banking or capital 
markets transactions performed by Morgan Stanley or the profitability or revenues of particular trading desks. 
Morgan Stanley Research is not an offer to buy or sell or the solicitation of an offer to buy or sell any security/instrument or to participate in any particular trading strategy.  
The "Important US Regulatory Disclosures on Subject Companies" section in Morgan Stanley Research lists all companies mentioned where Morgan Stanley owns 1% or 
more of a class of common equity securities of the companies.  For all other companies mentioned in Morgan Stanley Research, Morgan Stanley may have an investment 
of less than 1% in securities/instruments or derivatives of securities/instruments of companies and may trade them in ways different from those discussed in Morgan Stanley 
Research. Employees of Morgan Stanley not involved in the preparation of Morgan Stanley Research may have investments in securities/instruments or derivatives of 
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Morgan Stanley may make investment decisions or take proprietary positions that are inconsistent with the recommendations or views in this report. 
To our readers in Taiwan:  Information on securities/instruments that trade in Taiwan is distributed by Morgan Stanley Taiwan Limited ("MSTL"). Such information is for your 
reference only. Information on any securities/instruments issued by a company owned by the government of or incorporated in the PRC and listed in on the Stock Exchange 
of Hong Kong ("SEHK"), namely the H-shares, including the component company stocks of the Stock Exchange of Hong Kong ("SEHK")'s Hang Seng China Enterprise 
Index is distributed only to Taiwan Securities Investment Trust Enterprises ("SITE"). The reader should independently evaluate the investment risks and is solely 
responsible for their investment decisions. Morgan Stanley Research may not be distributed to the public media or quoted or used by the public media without the express 
written consent of Morgan Stanley. To our readers in Hong Kong: Information is distributed in Hong Kong by and on behalf of, and is attributable to, Morgan Stanley Asia 
Limited as part of its regulated activities in Hong Kong. If you have any queries concerning Morgan Stanley Research, please contact our Hong Kong sales representatives. 
Information on securities/instruments that do not trade in Taiwan is for informational purposes only and is not to be construed as a recommendation or a solicitation to trade 
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responsible for obtaining all relevant approvals, licenses, verifications and/or registrations from the relevant governmental authorities themselves. 
Morgan Stanley Research is disseminated in Brazil by Morgan Stanley C.T.V.M. S.A.; in Japan by Morgan Stanley MUFG Securities Co., Ltd. and, for Commodities related 
research reports only, Morgan Stanley Capital Group Japan Co., Ltd; in Hong Kong by Morgan Stanley Asia Limited (which accepts responsibility for its contents); in 
Singapore by Morgan Stanley Asia (Singapore) Pte. (Registration number 199206298Z) and/or Morgan Stanley Asia (Singapore) Securities Pte Ltd (Registration number 
200008434H), regulated by the Monetary Authority of Singapore (which accepts legal responsibility for its contents and should be contacted with respect to any matters 
arising from, or in connection with, Morgan Stanley Research); in Australia to "wholesale clients" within the meaning of the Australian Corporations Act by Morgan Stanley 
Australia Limited A.B.N. 67 003 734 576, holder of Australian financial services license No. 233742, which accepts responsibility for its contents; in Australia to "wholesale 
clients" and "retail clients" within the meaning of the Australian Corporations Act by Morgan Stanley Smith Barney Australia Pty Ltd (A.B.N. 19 009 145 555, holder of 
Australian financial services license No. 240813, which accepts responsibility for its contents; in Korea by Morgan Stanley & Co International plc, Seoul Branch; in India by 
Morgan Stanley India Company Private Limited; in Indonesia by PT Morgan Stanley Asia Indonesia; in Canada by Morgan Stanley Canada Limited, which has approved of 
and takes responsibility for its contents in Canada; in Germany by Morgan Stanley Bank AG, Frankfurt am Main and Morgan Stanley Private Wealth Management Limited, 
Niederlassung Deutschland, regulated by Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin); in Spain by Morgan Stanley, S.V., S.A., a Morgan Stanley group 
company, which is supervised by the Spanish Securities Markets Commission (CNMV) and states that Morgan Stanley Research has been written and distributed in 
accordance with the rules of conduct applicable to financial research as established under Spanish regulations; in the US by Morgan Stanley & Co. LLC, which accepts 
responsibility for its contents. Morgan Stanley & Co. International plc, authorized and regulated by the Financial Services Authority, disseminates in the UK research that it 
has prepared, and approves solely for the purposes of section 21 of the Financial Services and Markets Act 2000, research which has been prepared by any of its affiliates. 
Morgan Stanley Private Wealth Management Limited, authorized and regulated by the Financial Services Authority, also disseminates Morgan Stanley Research in the UK. 
Private UK investors should obtain the advice of their Morgan Stanley & Co. International plc or Morgan Stanley Private Wealth Management representative about the 
investments concerned. RMB Morgan Stanley (Proprietary) Limited is a member of the JSE Limited and regulated by the Financial Services Board in South Africa. RMB 
Morgan Stanley (Proprietary) Limited is a joint venture owned equally by Morgan Stanley International Holdings Inc. and RMB Investment Advisory (Proprietary) Limited, 
which is wholly owned by FirstRand Limited. 
The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. International plc (DIFC Branch), regulated by the Dubai Financial Services 
Authority (the DFSA), and is directed at Professional Clients only, as defined by the DFSA. The financial products or financial services to which this research relates will only 
be made available to a customer who we are satisfied meets the regulatory criteria to be a Professional Client. 
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The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. International plc (QFC Branch), regulated by the Qatar Financial Centre 
Regulatory Authority (the QFCRA), and is directed at business customers and market counterparties only and is not intended for Retail Customers as defined by the 
QFCRA. 
As required by the Capital Markets Board of Turkey, investment information, comments and recommendations stated here, are not within the scope of investment advisory 
activity. Investment advisory service is provided in accordance with a contract of engagement on investment advisory concluded between brokerage houses, portfolio 
management companies, non-deposit banks and clients. Comments and recommendations stated here rely on the individual opinions of the ones providing these 
comments and recommendations. These opinions may not fit to your financial status, risk and return preferences. For this reason, to make an investment decision by relying 
solely to this information stated here may not bring about outcomes that fit your expectations. 
The trademarks and service marks contained in Morgan Stanley Research are the property of their respective owners. Third-party data providers make no warranties or 
representations relating to the accuracy, completeness, or timeliness of the data they provide and shall not have liability for any damages relating to such data. The Global 
Industry Classification Standard (GICS) was developed by and is the exclusive property of MSCI and S&P. Morgan Stanley bases projections, opinions, forecasts and 
trading strategies regarding the MSCI Country Index Series solely on public information. MSCI has not reviewed, approved or endorsed these projections, opinions, 
forecasts and trading strategies. Morgan Stanley has no influence on or control over MSCI's index compilation decisions. Morgan Stanley Research or portions of it may not 
be reprinted, sold or redistributed without the written consent of Morgan Stanley.  Morgan Stanley research is disseminated and available primarily electronically, and, in 
some cases, in printed form.  Additional information on recommended securities/instruments is available on request. 
Morgan Stanley has based its projections, opinions, forecasts and trading strategies regarding the MSCI Country Index Series solely on publicly available information. MSCI 
has not reviewed, approved or endorsed the projections, opinions, forecasts and trading strategies contained herein. Morgan Stanley has no influence on or control over 
MSCI's index compilation decisions. 
Morgan Stanley Research, or any portion thereof may not be reprinted, sold or redistributed without the written consent of Morgan Stanley. 
Morgan Stanley Research is disseminated and available primarily electronically, and, in some cases, in printed form. 
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Industry Coverage:India Financial Services 

Company (Ticker) Rating (as of)Price* (06/21/2013)

Anil Agarwal 
AXIS Bank (AXBK.NS) U (09/05/2012) Rs1,259.7
HDFC (HDFC.NS) O (05/08/2012) Rs820.7
HDFC Bank (HDBK.NS) O (01/18/2010) Rs635.25
ICICI Bank (ICBK.NS) O (04/08/2013) Rs1,044.85
Kotak Mahindra Bank (KTKM.NS) U (07/16/2012) Rs729.5
State Bank of India (SBI.NS) U (05/02/2011) Rs1,989.1
Subramanian Iyer 
IDFC (IDFC.NS) E (10/28/2012) Rs136.35
LIC Housing Finance Ltd. 
(LICH.NS) 

O (12/03/2012) Rs257.75

Multi Commodity Exchange of India 
Ltd (MCEI.NS) 

E (04/10/2012) Rs829.3

Shriram Transport Finance Co. Ltd. 
(SRTR.NS) 

O (07/25/2012) Rs719.85

Sumeet Kariwala 
Bank of Baroda (BOB.NS) E (07/16/2012) Rs549.7
Bank of India (BOI.NS) U (05/02/2011) Rs243.8
Canara Bank (CNBK.NS) U (05/02/2011) Rs354.65
ING Vysya Bank Ltd. (VYSA.NS) E (12/22/2010) Rs616.2
IndusInd Bank (INBK.NS) O (12/03/2012) Rs464.3
Oriental Bank of Commerce 
(ORBC.NS) 

U (12/03/2012) Rs214.7

Punjab National Bank (PNBK.NS) U (05/02/2011) Rs667
Union Bank of India (UNBK.NS) U (12/03/2012) Rs194.15
Yes Bank (YESB.NS) O (10/20/2009) Rs452.75

Stock Ratings are subject to change. Please see latest research for each company. 
* Historical prices are not split adjusted. 
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