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RBI de-regulates rates on non-resident deposits; limited impact 

News 

Reserve Bank of India (RBI) has de-regulated interest rates on non-resident 

(external) rupee (NRE) deposits and ordinary non-resident (NRO) accounts. 

The interest rates offered on non-resident (NR) deposits by the banks 

cannot be higher than those offered on comparable INR deposits. The 

revised rates will be applicable on new and renewed deposits. Currently, 

premature withdrawal is allowed, but no interest is payable on NRE 

deposits withdrawn before 12 months (15 days for NRO deposits). 

According to RBI, given the current environment of a shortage in dollar 

funding and sharp currency depreciation, the de-regulation provides 

flexibility to banks in mobilizing NR deposits. 

Analysis 

The current differential between the INR term deposits and NRE deposits 

(LIBOR/Swap +275bp) in the 1-3 year category is 450-575bp industry-wide. 

We believe the interest rates on NRE deposits can potentially move up by 

200-300bp due to a) greater demand for foreign exchange deposits, and b) 

the lower rates relative to even wholesale deposits. However, given the 

moderating credit growth, we expect rational behavior by banks on interest 

rates offered on NR deposits. 

Implications 

NR deposits account for 4.5% of total deposits in the system; therefore, we 

do not believe the impact on margins for banks would be material, except 

for those that have a higher proportion of NR deposits such as Federal 

Bank, which has c.7% market share in total NRE deposits in India. Federal 

Bank traditionally has had a higher proportion of NR deposits due to its 

significant presence in Kerala, a state with a relatively higher NRI 

population vs. other states in the country. Federal Bank has c.14% of its 

deposit mix in NRE deposits as of 2QFY12. Assuming 50% of NRE deposits 

get re-priced, given the revised rates will be applicable to new and 

renewed deposits, at a 200bp higher interest rate we estimate the impact 

on Federal Bank’s FY13E NIM would be 8-10bp and approx. 2-4% on NII 

and PAT, respectively. Given attractive valuations and best-in-class 

operating matrix, we maintain our target price and estimates on Federal 

Bank. 
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Price Up/downside

Rs. Ticker Rating (16-Dec) 12-m TP potential (%)

Public Banks

BOB BOB.BO Buy 704 900 28%
BOI BOI.BO Sell 310 280 -10%
OBC ORBC.BO Neutral 242 290 20%
PNB PNBK.BO Buy 832 1130 36%
SBI SBI.BO Neutral 1680 1920 14%
Union Bank UNBK.BO Sell 188 190 1%
Private Banks

Axis Bank AXBK.BO Buy 900 1230 37%
Federal Bank FED.BO Buy 375 470 25%
HDFC Bank HDBK.BO Neutral 416 520 25%
ICICI Bank ICBK.BO Buy 676 950 41%
IndusInd INBK.BO Buy* 252 350 39%
Kotak Mahindra KTKM.BO Sell 481 470 -2%
Yes Bank YESB.BO Buy 257 350 36%
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Exhibit 1: NR deposit share has been on the decline in the 

last decade; currently NR deposits comprise 4.5% of total 

system deposits 
Non-resident deposits as % of total deposits 

 

Exhibit 2: 14% of Federal Bank’s deposit base is 

comprised of NRE deposits 
Federal bank deposit mix as of 2QFY12 

 

Source: Reserve Bank of India. 
 

Source: Company data. 

 

Exhibit 3: Current differential between domestic and NRE term deposits is over 500bp  

Existing rates on domestic and NRE deposits offered by State Bank of India 

 

Source: State Bank of India. 
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Investment Profile 
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Rating Distribution Investment Banking Relationships 
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Additional disclosures required under the laws and regulations of jurisdictions other than the United States 
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and regulations. Australia: This research, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian 

Corporations Act. Brazil: Disclosure information in relation to CVM Instruction 483 is available at 

http://www.gs.com/worldwide/brazil/area/gir/index.html. Where applicable, the Brazil-registered analyst primarily responsible for the content of this 

research report, as defined in Article 16 of CVM Instruction 483, is the first author named at the beginning of this report, unless indicated otherwise at 

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

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

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

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

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

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

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

promotion as their main purpose and do not provide appraisal within the meaning of the Russian legislation on appraisal activity. Singapore: Further 

information on the covered companies referred to in this research may be obtained from Goldman Sachs (Singapore) Pte. (Company Number: 

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

own investment risk. Investment results are the responsibility of the individual investor. United Kingdom: Persons who would be categorized as 
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with prior Goldman Sachs research on the covered companies referred to herein and should refer to the risk warnings that have been sent to them by 
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or Sell on an Investment List is determined by a stock's return potential relative to its coverage group as described below. Any stock not assigned as 
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Coverage groups and views: A list of all stocks in each coverage group is available by primary analyst, stock and coverage group at 

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

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

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

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

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