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Working through a period of uncertainty and high volatility

Given the uncertainties that we are currently surrounded with, it is likely that
we may have to rely on two probable paths: (1) valuation and (2) charting the
probable course of action but having a flexible view on the possible range of
outcomes. In this report, we shall give a perspective on how we are looking
at the issues at hand.

Valuation, if inexpensive, can obliterate near-term business performance

In an uncertain world, an inexpensive valuation can always provide comfort,
especially in a cyclical business. Exhibits 1-10 show the valuation of private and
public banks. We are not at cyclical lows that we had tested during Covid or
during the corporate NPL cycle. PSU banks have underperformed large private
banks in recent times despite no concerns about asset quality. SBl's
outperformance with its public bank peers suggests a general preference to
stay with better quality names—a thesis that is worth assessing.

Have a flexible outlook on growth and asset quality in a period of slowdown

As growth and NPLs have some degree of correlation, it would be a reasonable
assumption to make that managements are probably undecided on the pace of
growth and places to grow that can offer relatively safer outcomes. We could
potentially see scenarios where (1) PSU banks gain market share as they could
potentially be a lot more confident than private banks, (2) the government could
look to give confidence and comfort to lenders to build growth in certain areas
through credit guarantee mechanisms such as what we witnessed during Covid
through schemes such as ECLGS, (3) cash flow mismatches create growth
opportunities, especially in the corporate sector where credit consumption has
been weak, as the ability to raise equity or manage cash flow through internal
accruals has been strong. The issue with these types of growth, especially
those funding cash flow mismatches during the current period, is likely to be
scrutinized intensely even when the risk-reward is favorable to lenders and (4)
loan growth slows but deposit growth accelerates, which implies that the
opportunity to improve NIM comes through liability mix rather than assets.
Notwithstanding newer ideas to boost growth, it is fairly certain that the wide
range of outcomes creates its own set of payoffs on growth, NIM, credit cost
and profitability. Having a strong view on one particular path could result in
missing the theme that might eventually dominate the next few years.

Axis and SBI well-positioned; microfinance plays possible around the corner

We don’t see any reason to change our view currently. We would want to believe
that system credit could potentially grow slower than system deposits. We also
believe that asset quality deterioration, despite fears, is unlikely to materialize
immediately. This would imply that Axis Bank would be positioned best among
the large private banks. SBI is likely to be well-positioned in this leg of the cycle,
where concerns are primarily on NIM.
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Valuations are not inexpensive, as yet

In our previous report, we have highlighted that the performance from frontline private banks is possibly
explained by a flight of safety argument. Large private banks outperforming breaks the traditional
argument of a need of a strong financial metric to explain its outperformance. We observe the following
trends for large private banks: (1) loan growth has slowed with no signs of recovery, (2) deposit growth
still remains sluggish, and (3) despite rate cuts, banks have been relatively slow in cutting deposit rates,
suggesting that near-term NIM may face potential disappointment.

Since the previous report, we are now facing an additional challenge on possible global slowdown. The
sustained outperformance of large private banks gives more credence to the flight of safety argument.
Hence, in this section, we shall present a perspective to observe the situation.

Exhibits 1-5 show the valuation history of banks. We have seen a significant contraction in multiples over
the past year. Much of this is seen in public banks as compared to private banks. However, private banks
too have seen a moderate correction in multiples as well. As a consequence, the premium between
private banks and public banks has expanded from historically low levels seen in FY2024. Barring the
recent dislocation witnessed in 1IB, the rest of banks are trading at inexpensive valuations for the return
ratios that they are likely to deliver (see Exhibit 6).

Nifty Bank valuation is near historical mean

I Exhibit 1: PER and PBR (12-month forward) for BANK NIFTY (X)
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Frontline private banks have done relative well among all banks

l Exhibit 2: 1-year price performance across banks, March fiscal year-ends (%)
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Valuations of public banks have recovered recently Private banks valuations have struggled with HDFC derating

I Exhibit 3: 1-year forward PBR for public banks (adjusted book) Exhibit 4: 1-year forward rolling PBR and PER for private banks
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Valuation premium of private banks over PSU banks has declined

I Exhibit 5: PBR (adj.) of private banks relative to public banks (X)
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I Exhibit 6: RoE versus PABR (FY2025E forward) for banks under coverage
20 A
ICICIB
KVB
16 - ¢
Utkarsh o Bandhan ® Aui HDFCB .
Canara’ o SB Axis Ae ©
R BOE
12 Union¢ % CUBK’ Federal
T A edera
e ocB PNB® ,E;qunas
~ *
L Ujjivan
S [1B es
8 - *
4
0 T T T T 1
0.6 1.2 1.8 2.4 3.0
P/ABV (X)

Source: Bloomberg, Company, Kotak Institutional Equities

Banks

We look at the investment argument as follows: (1) build an investment thesis and back the ideas with
the same, (2) valuations are inexpensive from a historical standpoint and gives room for cyclical errors
and (3) have a flexible investment argument considering the uncertainties.
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Building a convincing investment thesis is less convincing at this stage

We do want to build a convincing investment thesis as a base case. However, in the wake of global
uncertainty from tariff wars and macroeconomic situation, we are dealing with several unknown
variables that can likely have a material impact on earnings, thereby derailing our core investment thesis.

A solid investment thesis is easier to build when there are fewer variables to solve. For example, the
recovery in PSU banks post the corporate NPL cycle challenge was entirely a function of lower slippages,
reduction in credit costs and recovery in loan growth. Most of these variables were a function of asset
quality and, hence, easier to build an argument. Another example is the long-term investment argument
in HDFC Bank has always been a function of strong liability franchise, sustainable higher-than-industry
growth and superior asset quality, leading to best-in-class profitability metrics. When these arguments
break down, the reversal could extend for a much longer period.

We are not building a convincing investment thesis as our base case.

Valuations, if closer to lowest points in history, make a very convincing argument despite uncertainties

We have had several points in history where valuation multiples are at its lowest. These would include:
(1) post the South East Asian/tech bubble/high NPL in Indian banks in 2000-04, (2) Global Financial
Crisis in 2008, (3) corporate NPL cycle (2015-18) and (4) the initial period of global lockdown during
Covid in 2020.

The exhibits below show that current valuations remain significantly above bearish multiples or worst-
case scenarios. Constructing a scenario where these valuations are reached would necessitate a severe
economic disruption, which we consider unlikely. Therefore, we do not intend to use such an outcome
as our base case.
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Valuations for PSU banks are not at rock-bottom levels

I Exhibit 7: 12-month rolling forward PABR for PSU banks, March fiscal year-ends, 2004-25

Bank of Baroda

e PABR

State Bank of India
s PABR s PBR

e PBR

}

0.0

0.0

Ge0¢
¥c0¢
€¢0c
¢c0¢e
Lc0¢
0¢0¢
6L0¢C
8L0¢
L10C
9L0¢
SLoC
710C
€Loc
¢Lo¢
LL0C
0L0¢
600¢
800¢
£00¢C
900¢
S00¢
¥00¢

Gec0ce
¥c0¢
€c0c
2c0e
L¢0¢
0c0cC
6L0¢C
8L0¢C
L10¢
9L0¢C
GL0¢
¥10¢
€L0¢
¢Loc
LLOC
0LoC
600¢
800¢
£00¢
900¢
G00¢
¥00¢

Punjab National Bank

Canara Bank

e PBR

e PABR

- §¢0¢
- ¥2¢0¢
- €¢0¢
- ¢c0cC
- Lc0cC
- 0c0¢
- 6L0C
- 8L0¢
- LL0C
-9L0¢C
- GL0C
F¥L0C
- €L0C
- ¢Loc
- LLOC
- 0L0C
- 600¢
- 800¢
- £00¢
- 900¢
- G00¢C

2.0 1
.5
0
5

r
L
o

— PBR

s PABR

¥00¢

0.0

0.0

§coe
¥c0¢
€¢0¢
[240]4
Le0e
0¢0¢
6L0¢C
8L0¢
L10C
9L0¢
SL0¢C
¥10¢
€Loc
¢lLoe
LLOC
0Loc
600¢
800¢
£00¢
900¢
S00¢
¥00¢

Union Bank

e PABR

e PBR

2.0

1.6

1.2

0.8

0.4

r G§¢0¢
- v20cC
- €¢0¢
- ¢c0ce
- Lc0c
- 0c0¢
- 6L0C
- 8L0¢
FLL0C
F9L0¢C
-S§L0C
FvL0C
- €L0¢
- ¢lLoc
- LLOC
- 0L0¢
- 600C
- 800¢
- £00¢C
- 900¢
- G00¢
- ¥00¢C

Source: Company, Kotak Institutional Equities estimates

Banks

India Research

jimit.harde-kotak.com



GB KOTAK INSTITUTIONAL EQUITIES

Recent rerating of frontline private banks except Axis can be seen as a flight to safety

I Exhibit 8: 12-month rolling forward PABR for frontline private banks, March fiscal year-ends, 2004-25
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A turn in MFI cycle can lead to re-rating of the SFBs

I Exhibit 9: 12-month rolling forward PABR for SFBs
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Pressure on margins and historically low credit costs requires regional banks to pursue growth

I Exhibit 10: 12-month rolling forward PABR for regional private banks, March fiscal year-ends, 2004-25
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Public banks are trading well below their valuation peak Private banks have also seen a drop in valuation multiple
I Exhibit 11: Public banks - one-year forward PBR (X) I Exhibit 12: Private banks - one-year forward PBR and PER (X)
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A flexible investment thesis is the best thesis, in our view

We anticipate volatility in earnings and inconsistency in news flow, which will require us to frequently
reassess our model assumptions. As discussed in the following sections, factors such as growth and
NIM may evolve differently based on external influences. Each potential path carries a significant

probability, adding to the challenges in forecasting.

For example: we anticipate that banks under our coverage will face near-term pressure on NIMs due to
the delayed effects of deposit repricing and increased liquidity. However, the extent and intensity of this
NIM decline remain uncertain. A deeper rate cut cycle could negatively impact NIM for those banks with
a higher proportion of EBLR-linked loans. Conversely, a significant slowdown may lead lenders to adopt
a more cautious approach to loan growth, potentially resulting in deposits outpacing loans. This scenario
could provide room for aggressive deposit rate cuts by banks, making the liability side a potential tool
for NIM protection. However, constructing these scenarios is extremely challenging.

With the above issues at hand, we would want to build the following scenario:

» Probability of further multiple expansion in large banks looks unlikely. Exhibit 13 shows the valuation
premium between the frontline private banks and others. We have seen a significant expansion in the
premium in recent months. It is harder to extend this thesis considering that the frontline banks have
issues on earnings growth. We would want to believe that some of the recent fears pertaining to what
played at Indusind Bank is unlikely to be pervasive. Hence, the flight of safety for this specific
argument is unlikely to play through for longer. However, we understand from our conversation with
investors that banks can offer reasonably strong support at a time when the risk of earnings cut and
derating of multiples are higher in other sectors. While this argument has its merits, we must note that
this is applicable for the sector and not specific to a few banks. Hence, we would want to believe that
the entire BFSI space, specifically lending set of entities, would be a beneficiary of this argument.

Frontline bank index has outperformed other banks since 2018, but underperformed in the past 2 years

I Exhibit 13: Ratio of frontline bank index to other bank index (X)
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(1) Index ratio = Frontline bank index/ Other bank index. Both series indexed at 100 in Jan-2000.

(2) Frontline bank index includes HDFCB, ICICIBC, AXSB.
(3) Other bank index includes 11B, RBK, YES, FB, DCBB, KVB, CSBBANK, IDFCB, CUBK.

Source: Bloomberg, Kotak Institutional Equities
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» Recovery in microfinance or players operating in the lower income segment is likely to be a simpler
theme. We have seen significant deterioration in asset quality for players who have microfinance in
their portfolio over the past year. However, we are now starting to see a scenario where incremental
data on forward flows, collections and SMA book is showing an improvement. History tells us that it
is only a matter of time when slippages and credit cost also decline closer to historical average. There
do exist a few risks to the recovery timeline (because of potential credit tightening due to 3-lender
cap, for example). However, one can take comfort from the fact that the worst part of the cycle is
behind and lenders’ appetite to resume disbursements is improving. This can make the asset quality

recovery theme a relatively simpler theme to play out over the next year.

RoA and RoE of private and regional banks will be pressured due to margin strain from deposit pricing
competition and low credit costs. Effect on margins in the current rate cycle will be dependent on the
amount and timing of the deposit rate cuts that the banks are willing to take. Recoveries and

upgradations will continue to support the profitability of PSU banks.

Valuations are not so attractive

I Exhibit 14: Valuations of key financial companies, March fiscal year-ends, 2024-27E

Public banks
Bank of Baroda
Canara Bank
PNB
Bl

SBI (core bank)
Union Bank
Old private banks
City Union Bank
Federal Bank
Karur Vysya Bank
New private banks
Axis Bank

Axis Bank (core lending)
Bandhan
DCB Bank
HDFC Bank

HDFC Bank (core lending)
1CICI Bank

ICICI Bank (core bank)
Indusind Bank
Yes Bank
Small Finance Banks
AUSFB
Equitas SFB
Ujjivan SFB
Non-banks
Bajaj Finserv
Bajaj Finance
Cholamandalam
LIC Hsg Fin
L&T Finance Holdings
Mahindra Finance
Muthoot Finance
Shriram Finance

Source: Company, Kotak Institutional Equities estimates
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Banks

Growth has headwinds, but the path can vary depending on choices taken

In a period of uncertainty, the path that is eventually likely to be taken is harder to forecast as the
probabilities for each outcome is likely to be even. We shall present the various scenarios while noting
that we may have still missed many other outcomes. We shall look at disbursements from the
perspective of a lender and consumption of credit from the perspective of the borrower. Disbursements
can be broken down by sectors (corporate/retail/SME), risk preference of the lender (low risk to high
risk) and suppliers of credit (public banks, private banks, small finance banks and NBFCs). From a
consumer of credit, we would look at the ability to repay (confidence of income and savings) and bridging
cash flow mismatches.

We have experienced one of the slowest loan growth in recent years
I Exhibit 15: Loan growth for banks, March fiscal year-ends,1962-2024 (%)
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Source: Bloomberg, Companies, Kotak Institutional Equities estimates

A pause in credit penetration compared to GDP growth in recent years
I Exhibit 16: Loans to GDP ratio for banks, March fiscal year-ends,1962-2024 (%)
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The probability of credit growth lagging deposit and economic growth is high

We look at the two initial scenarios: (1) credit growth remains healthy or probably accelerates and (2)
credit growth slows and remains sluggish till the uncertainties are behind. We would want to believe that
both the outcomes have a similar probability as these actions tend to be self-fulling.

For example, higher credit growth essentially implies that lenders are comfortable with their borrowers.
As much of this credit consumption translates into an economic activity, this would result in corporate
profits or household savings to remain at comfortable or at better levels than where it is today. As the
ability to repay is comfortable, lenders are likely to have a fairly stable asset quality metrics. Note that
the above scenario could also be played through the government sector as well. Here, the government
is taking most of the credit and releasing it back to the economy, creating a similar outcome as
mentioned above. The challenge is usually similar to what we saw in the corporate NPL cycle. As credit
is mostly driving the demand for economic activity, a reversal can be severe. Depending on where the
excess credit was building up, we usually witness the reversal of the same. The time taken for recovery
is a function of the collateral, clearing price of the collateral and the acceptable loss for various
stakeholders. We witnessed this in the corporate NPL cycle where highly leveraged balance sheets
eventually had to default to lenders. The only exception tends to be when the credit created is higher
through government channel as the could always resort to higher taxation or create inflation to ride
themselves out of their higher debt levels, though we note that they have several implications depending
on the choices that are taken.

The other side of the same narrative is when lenders and borrowers are cautious. An example of the
same is what we are witnessing post the corporate NPL cycle playing through where credit consumption
tends to be weak. There is a combination of reluctance to lend and intent to borrow, which results in
weak credit demand. The main challenge is that the vulnerable segments are likely to slip till the
confidence comes back from lenders and borrowers to consume credit. Timing of recovery is usually a
function of the intensity of the slowdown. We note that lenders could channel credit creation to other
sectors where leverage is relatively low. For example, we saw post the corporate NPL cycle and
importantly post Covid, credit shifted toward the retail segment. Demand for housing loans and personal
loans dominated credit growth to the extent that the regulator had to signal their discomfort, especially
in unsecured loans as it tends to have a high proportion of loans for consumption purposes.

In summary, we are looking two possible outcomes ahead of us and we have seen both these outcomes
in the past two decades. For example, post Global Financial Crisis, we saw concerted attempts to
channelize credit to the corporate sector, especially in the infrastructure sector. In recent times, we have
seen lenders shifting credit supply to the MSME sector from the retail sector.

India Research

jimit.harde-kotak.com



14

Covigd~

1-10 mn

- GZA40E
- GZAd0L
- ¥ZA40€
FVZAJOL
- £CAJ0€E
- ECAJ0L
- CCAd0E
- CCAd0L
- LgAd0E
- LZAJOL
- 0CAd0E
- 0CAJOL
- 6LAJ0E
F6LA40L
- 8LAJDE
- 8LAJOL
- LLAJOE

Covid-19

Upto 1 mn

LLAJOL

- GZA40E
- GZAJOL
- ¥ZTAJ0€
- YZAJOL
- ETAJ0€
- EZAJ0OL
- CTA40E
- CCA0L
- LgAd0E
- LCAJOL
- 0ZTA40E
- 0ZAJ0L
- 6LAJ0E
F6LAJOL
- 8LAJOE
- 8LAJOL
- LLAJDE
LLAOL

Loans in the ticket size range of Rs10-250 mn have seen faster growth over the past few years

l Exhibit 17: Advances market share across bank groups, March fiscal year-ends (%)

@ KOTAK INSTITUTIONAL EQUITIES

1

40-100 mn
Covi

GZTAJ0E
GZA4OL
¥ZA40E
YZA40L
€TA40E
€ZA40L
ZTA40E
CTAA0OL
LZA40€E
LZAJOL
0ZA40E
0ZA40L
6LA40€
6LAJ0L
8LAJ0E
8LAJ0L
LLA40E
1 LLAJOL

id-19

10-40 mn
C

—~
™~
=

- GZA40€E
- GZAJOL
- ¥ZA40€
- YZAJOL
- €CA40E
- ECA40L
- TZA40E
- CCAA0L
- LcAd0E
- LcAd0L
- 0CA40€
- 0ZA40L
- 6LA40€E
F6LAJOL
- 8LAJDE
- 8LAJOL
- LLA4DE
LLAJOL

25
20
15
10

250-mn-1 bn

\/

GZA40E
GZAJOL
¥ZTA40€
¥ZAJ0L
€TA40E
€ZA40L
TTA40E
CTAHOL
LcA40E
LZA40L
0ZAd0€E
0ZA40L
6LA40€
6LA40L
8LAJ0E
8LAJOL
LLAH0E
1 LLAJOL

100-250 mn

COVdf/w

x
—

~

GZA4DE
GZAA0L
¥ZA40€
¥ZA40L
€TA40E
€ZA40L
TA40E
ZCAA0L
LZA40E
LZAJOL
0ZA40E
0ZA40L
6LA40€
6LAJOL
8LA40¢E
8LA40L
LLADE

28
21
14

7

1 LLAJOL

—
~
=

id-19

More than 1 bn

NS

GZA40E
GZAJ0L
¥ZA40€
¥ZA40L
€ZA40€
€TAJ0L
ZTA40E
ZCAA0L
LZA40€
LZAJ0L
0ZA40€
0ZA40L
6LAJ0E
6LA40L
8LAJ0E
8LAJOL
LLAJ0E

1 LLAJOL

India Research

jimit.harde-kotak.com

Source: RBI, Kotak Institutional Equities

Banks



KOTAK INSTITUTIONAL EQUITIES

Banks

On the other hand, the lenders had largely stepped back from growing their loan portfolio aggressively
post 2014-15. We saw that loan growth had generally been slower than deposit growth as balance sheet
of lenders and borrowers were undergoing a normalization post a period of excess growth. Note that
period post Covid, the lenders have not grown their credit books aggressively.

A slower credit growth channelized through the right incentives

From our perspective, we would be comfortable if lenders are slow, rather than offset an economic
slowdown through credit growth. It becomes quite painful when the reversal is underway as the pain can
continue for a prolonged period of time. Recovery is a function of confidence and rebuilding that
confidence once it reverses is usually never easy. The simple metric that looks at credit growth and
economic growth has usually been a good barometer. We are entering into this slowdown, if any, with a
reasonably strong balance sheet of lenders and borrowers.

There could be several incentives that restart the cycle if there is a slowdown.

» Regulatory incentives. We look at the following from a regulatory perspective though much of it takes
time to have an impact on the ground: (1) changes to risk weights for various sectors, (2) loosening
of interest rates and reducing reserve requirements, (3) remove bottlenecks, if any, such as providing
higher liquidity requirements in multiple ways, and/or (4) changes to capital requirements.

» Government incentives. There could be several fiscal measures, which include increased spending
which shifts the level of savings to corporate and households from the government sector. However,
persistent higher spending brings its own challenges on the quality of spending along with the familiar
crowding out effect. There could be other methods such as giving higher tax incentives in specific
segments, such as housing or corporate capital expenditure, which could bring back latent demand
that could have otherwise taken longer time to materialize.

On the other hand, the other measures that pique our interest are credit guarantee schemes. These
schemes are not new and several countries, including India, have their own schemes targeting specific
sector. In India, we have (1) Credit Guarantee Fund Trust for Micro and Small Enterprises (CGTMSE),
(2) Credit Guarantee Fund for Micro Units (CGFMU), (3) Credit Guarantee Fund for Education Loans,
(4) Credit Guarantee for Stand-Up India, (5) Credit Guarantee for Skill Development, (6) Emergency
Credit Line Guarantee Scheme (ECLGS), (7) Loan Guarantee Scheme for Covid Affected Areas, (8)
Credit Guarantee Scheme for MFI, (9) Loan Guarantee Scheme for the Covid affected Tourism Service
Sector, (10) Credit Guarantee Scheme for Startups, (11) Guarantee Scheme for Corporate Debt, (12)
Credit Guarantee Scheme for Factoring.

Note that many of these schemes were launched post Covid and hence, targeted to address a specific
concern on flow of credit. Within this the CGTSME, CGFMU and ECLGS can be considered as
reasonably successful schemes. We would want to keep a close watch on such schemes hereon. A
good guarantee scheme is a function of higher participation. Like any insurance product, it requires a
combination of good and potentially riskier loans that were given under the framework that was
acceptable for the underwriter and its users. When the scales of the scheme tilt unfavorably between
each other, most schemes end up being unsuccessful.

Interpreting pace of growth between private banks and public banks

Exhibit 18 shows the market share between public banks and private banks. The long-term trend is
consistent to the thesis that private banks are likely to gain share largely from public banks. Within this,
it is likely that SBI would probably be the least impacted public bank.
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PSU banks have steadily ceded market share to private banks over the past decade

I Exhibit 18: Advances market share across bank groups, March fiscal year-ends (%)
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Source: RBI, Kotak Institutional Equities

In the event of a credit slowdown, we are likely to face with the following options. Loan growth is weak
for PSU and private banks. Within this, a relatively comfortable environment is when private banks,
specifically led by the large private banks, are ahead of industry average. However, it would be
uncomfortable if PSU banks are ahead of private banks. The larger the divergence of growth, the more it
raises concerns on the causes of this divergence.

The general observation based on the corporate NPL cycle is that public banks are comfortable to take
more risk than private banks. While we note that this conclusion has not played through in the post-Covid
slowdown, it nevertheless remains an area of concern. Hence, a balance in growth between private banks
and public banks is generally a preferred option.

Understanding the flow of credit across the various sectors

Looking at the various subsectors, we see the flow of credit as given below. Note that we are currently
leaning toward a possible slowdown in our forecasts. Hence, much of the outlook for the various sectors
is designed with this in mind.
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Corporate sector is still the weakest link to loan growth revival

I Exhibit 19: Loan growth across various segments, March fiscal year-ends, 2011-25E (%)
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»

Retail credit likely to slow down. We have seen slowdown in retail credit in recent quarters. This has
happened despite no noticeable trend in weakness in asset quality. The RBI had increased risk weights
on unsecured loans, which resulted in lenders slowing down their growth. On the other hand, two of
the largest private banks (Axis Bank and HDFC Bank) have been relatively slow on disbursements as
they have looked to correct their liability side of the balance sheet rather than growth. Overall, it is
quite likely that private banks have been growing slower than earlier with a possible rate cut cycle in
mind. On the other hand, PSU banks have been able to maintain their growth. Disbursements have not
accelerated given the slowdown seen at private banks. There is a greater preference for secured loans
in comparison to unsecured loans. There is a greater preference toward better-rated customers in
recent quarters.

We don't see this approach changing given the uncertainty on the ground. Retail credit growth is likely
to remain sluggish or trend similar to system credit. Auto loans are likely to be subdued as the volume
growth is likely to be weak. Unsecured loans could potentially grow at a marginally faster pace from
the current level. However, lenders are likely to keep growth slower within the overall retail loan
portfolio.

India Research

jimit.harde-kotak.com



KOTAK INSTITUTIONAL EQUITIES

Retail credit demand seems to have weakened steadily over the past couple of years

I Exhibit 20: ‘CMI Demand’ value for retail credit as published by TransUnion CIBIL (X)
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Retail loans across categories experiencing low growth

I Exhibit 21: Break-up of retail loans for the banking system, March fiscal year-ends, 2011-24 (%)
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» SME credit is also likely to slow down. We have seen a reasonably good growth in SME credit in recent
years. Private banks have grown this portfolio faster than PSU banks, although we have noticed that
PSU banks are gradually stepping up lending in this space. There has been a marked improvement in
information flow, especially through various sources that provide much more granular and real time
financial performance, thereby providing adequate comfort to lenders. However, with the slowdown
likely to affect businesses, we can expect private banks to grow slower till there is clarity on the
ground. It is quite likely that PSU banks may keep up their credit growth in this space.

» Corporate credit could potentially see some signs of recovery. We look at corporate credit demand
through the lens of (1) demand for credit coming back for the balance of unfinished capital
expenditure where credit sanctions were already in place, but drawdown was slower in comparison to
the pace of execution and (2) cashflow mismatches start to be a lot more unfavorable, resulting in
higher utilization of credit lines. We do not view this credit growth negatively despite a broad weakness
in the economy. The starting point of this cycle for corporate credit is different to what we saw in the
previous decade. Deleveraged balance sheet, significant consolidation in many sectors, strong cash
flows from existing assets differentiates the current situation of these companies from what it was in
the previous decade. We can expect lenders (public and private) to be fairly comfortable in disbursing
loans.

Lack of capex-led loan demand implies that growth is still quite sluggish

I Exhibit 22: Breakup of corporate loans for the banking system, March fiscal year-ends, 2011-25E (%)
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Asset quality to hold up reasonably well in the initial years, despite fears

We would be rushing to make a conclusion on asset quality if we don't have a visibility on growth. We
would want to believe that growth has two parts: (1) economic growth and (2) growth in credit. In a
simplistic way to present this, we would want to believe that credit growth is usually a multiplier of
economic growth. This assumption implies that during periods of strong economic activity, credit growth
is usually higher than economic growth and vice versa.

With history behind us, we are most likely to ignore this event while we focus mostly on the corporate
NPL cycle. The forecasts and its eventual outcome have two parts when there have been periods of
uncertainty: (1) periods where the stress eventually got realized and (2) periods where the stress levels
did not materialize.

We would look back at few specific events to iterate this view. (1) Global Financial Crisis, (2) Covid and
(3) demonetization. We could also look at some of the shorter periods of uncertainty as well when
regulatory actions resulted in higher fear. For example, the recent period with unsecured loans and its
eventual outcome as we see today. In all these periods, the concerns on asset quality prevailed in the
initial period, while it had failed to materialize either in the way it was initially forecasted or from an
intensity/timing perspective.

Gross NPL peaked at ~11% in this cycle while it was at 15% in the previous one

I Exhibit 23: Gross NPL ratio of banks, March fiscal year-ends, 1997-2024 (%)
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Gross NPL peaked at 15% in this cycle while it was 18% in the
previous one

Gross NPL peaked at 11% in this cycle while it was 5% in the
previous one

Exhibit 24: Gross NPL ratio of public banks, March fiscal year-
ends, 1997-2024 (%)
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Exhibit 25: Gross NPL ratio of private banks, March fiscal year-
ends, 1997-2024 (%)
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The easiest way to look at the situation on asset quality is to understand the areas of growth and the
growth levels seen in these segments across players. There is some strength to the thesis that higher
growth has usually resulted in higher stress. However, the positive news is that credit growth has not
been too high as we enter this period of macroeconomic uncertainty. We started to see decelerating
trends on credit growth for the past year, especially led by private banks either due to (1) concerns on
unsecured loans, (2) induced slowdown as focus shifted toward mobilizing deposits or (3) concerns on
rising stress in microfinance. The slowdown should act as a key rationale to keep a positive outlook on
asset quality.

We note that regulatory intervention tends to be high when there is a slowdown caused by extraneous
factors. For example, (1) RBI had allowed restructuring of loans without classifying them as NPLs in
2008 Global Financial Crisis, and (2) loan moratorium was an option that was introduced during Covid.
We could also look at the fears that was caused during demonetization, though the fears did not last for
a long time. The reasons to mention these schemes is to broadly give a perspective that the forecasted
outcome on NPL ratios does not always materialize because of these extraneous relaxations. These
measures have consequences on credit flow, which in turn has implications on the intensity of NPL
cycles.
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NPL ratios have declined across all categories

I Exhibit 26: Gross NPL ratios for different categories, March fiscal year-ends, 4QFY16-2QFY25 (%)
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Loan-loss provision is likely to remain lower for longer

I Exhibit 27: Loan-loss provisions for the sector, March fiscal year-ends, 2004-26E (%)
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Margins: near-term pressure is inevitable, but any other argument is likely to
be oversimplistic

In this section, we look at both the near-term impact on margins and the factors that can shape the
outlook over the medium to longer term. At the outset, we acknowledge that forecasting NIM is a
challenging task because (1) the sheer number of variables involved is very high, (2) these variables are
sensitive to several external factors, and (3) the inter-dependence of the decisions by different lenders
on some of the drivers is difficult to predict.

NIM for any bank is a function of several variables, which include:

» Asset-related variables:
m Asset mix: share of loans, investments and cash on the balance sheet
= loan mix across segments: retail, MSME, corporate or secured versus unsecured

m pricing across segments (on incremental disbursements): which would be a function of
competitive intensity and target borrower profile (salaried versus self-employed or lower-rated
versus higher-rated, etc.), among other things.

= benchmark-wise linkage of loans: share of EBLR, MCLR, fixed rate, etc.
» Liability-related variables:
» liability mix: share of CA, SA, term deposits, borrowings and equity
= pricing of each source of funds
= re-pricing frequency of these liabilities
» Miscellaneous variables:
= interest reversals from slippages
= interest on income tax refund
» External factors which drive some of the variables listed above are:
= changes to repo rate (its intensity and timeline) or requirement of CRR/ SLR, etc.
m broader credit demand scenario
= broader supply of deposits (especially retail deposits)

The list above is not intended to be comprehensive, but is presented only to give a sense of the number
of variables, which drive NIM, thereby making projection a difficult task.

Near-term impact on NIM is inevitable; depth and speed of repo rate cuts will be key

As we pass through the next few quarters, we are likely to see a lot of conversation around contraction
of NIM driven by re-pricing of EBLR-linked loans. The recent repo rate cuts (and further cuts over the next
few quarters as anticipated by many) will inevitably put a significant pressure on loan yields over the
near term given the large share of EBLR-linked loans for most large private banks as well as PSU banks
(exhibit below). Some of the mid-tier private banks and small finance banks might be placed relatively
better with a higher share of fixed rate loans.

Banks
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The share of repo-linked loans is ~50% for the large private banks

I Exhibit 28: Break-up of loan book by interest rate regime for banks (%)

PSU banks

SBI

Bank of Baroda
Canara Bank

PNB

Union Bank

Indian Bank

Bank of India

Large private banks
HDFC Bank

ICICI Bank

Axis Bank

Mid-tier private banks
Indusind Bank
Federal Bank

City Union Bank
RBL Bank

IDFC First Bank
KVB

Bandhan Bank
Small finance banks
AU SFB

Equitas SFB

Repo linked

Other extern
benchmarks

Source: Companies, Kotak Institutional Equities

al MCLR and other

older benchmarks Fixed rate

147

NA
NA

11

NA

Comments

As on December 2024
As on September 2024
As on September 2024
As on December 2024
As on December 2024
As on December 2022
As on December 2024

As on December 2024
As on December 2024
As on December 2024

As on June 2023.

As on December 2024
As on December 2022
As on June 2023

As on December 2022
As on March 2023

As on March 2023

As on September 2023
As on December 2024

The magnitude of repo rate cuts in this cycle along with the speed of it will be key to understand the
near-term impact on NIM. The recent repo rate hike cycle between May 2022 and February 2023 was
fairly steep (hike of 250 bps over a matter of just 10 months). Further, the magnitude of each individual
step was in the range of 25-50 bps. The transmission of this repo rate hike into loan yield for banks was
quite swift. For example, ICICI Bank saw its yield on loans increase to its peak level within ~5-6 quarters
of the beginning of the cycle (see exhibit below). The magnitude of the transmission was also fairly high
with the loan yield increasing by ~78% of the magnitude of the repo rate hike from bottom to peak for
ICICI Bank. Note that the magnitude of the transmission was much higher (~78%) than the share of repo-
linked loans (43-46% over the rate hike cycle) because of: (1) gradual upward re-pricing of other floating-
rate benchmarks like MCLR (20-22% over the rate hike cycle) and (2) shift in loan mix toward higher-

yielding loans, especially personal loans and credit cards.
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At its peak, ICICI Bank saw its yield on loans increase by ~78% of the repo rate hike

I Exhibit 29: Transmission of repo rate hike to loan yield across banks over the last repo rate hike cycle, March fiscal year-ends (% of
repo rate hike)

1QFY23 2QFY23 3QFY23 4QFY23 1QFY24 2QFY24 3QFY24 4QFY24 1QFY25 2QFY25 3QFY25
Public banks
Bank of Baroda
Bank of India
Bank of Maharashtra

Canara Bank

Central Bank of India

Indian Bank

PNB

SBI

Union Bank

UCO Bank

Large private banks
Axis Bank

HDFC Bank

ICICI Bank

IDBI Bank

Mid tier private banks
Bandhan Bank
Indusind Bank

RBL Bank

Yes Bank

Regional banks

City Union Bank
DCB Bank

Federal Bank

Karur Vysya Bank
South Indian Bank
Small Finance banks
AU SFB

Equitas SFB

Ujjivan SFB

Utkarsh SFB €5

Source: Companies, Kotak Institutional Equities

Thus, banks have no choice here but to pass on the lower repo rate to all repo-linked loans (with a lag of
anywhere between 1 day to a few weeks) during the rate cut cycle. We have already seen several banks
cut their repo-linked benchmarks over the past month (exhibit below).

Ability to cut deposit rates will be key to NIM over the medium term

Nevertheless, we argue that taking a negative view on NIM over the medium-to-long term makes for an
incomplete argument given the number of variables involved and levers available with lenders. If we
return to the recent rate hike cycle, we note that in spite of the magnitude and swiftness of rate cuts,
banks were unable to preserve much of the benefit beyond a few quarters. For example, in the case of
ICICI Bank, loan yield increased from 3.9% to 4.8% at its peak, but gave up a large part of these gains and
returned to 4.3% soon thereafter (exhibit below). This was mainly driven by a steady commensurate
increase in cost of deposits/funds, while the residual gains were largely due to a shift in loan mix toward
higher-yielding products.
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In spite of the sharp hike in repo rate and loan yields, banks gave up most of the NIM gains with a lag of a few quarters

I Exhibit 30: Trend in NIM across banks over the last rate hike cycle, March fiscal year-ends (% of repo rate hike)

Public banks

Bank of Baroda
Bank of India

Bank of Maharashtra
Canara Bank

Central Bank of India
Indian Bank

Union Bank

UCO Bank

Large private banks
Axis Bank

HDFC Bank

ICICI Bank

IDBI Bank

Mid tier private banks
Bandhan Bank
Indusind Bank

RBL Bank

Yes Bank

Regional banks
City Union Bank
DCB Bank

Federal Bank

Karur Vysya Bank
South Indian Bank
Small Finance banks
AU SFB

Equitas SFB

Ujjivan SFB

Utkarsh SFB

4QFY22

Quarterly
1QFY23 2QFY23 3QFY23 4QFY23 1QFY24 2QFY24 3QFY24 4QFY24 1QFY25 2QFY25 3QFY25 Start of the cycle

Source: Companies, Kotak Institutional Equities

Banks

The exhibit below shows the pricing of fresh term deposits (1-2 year bucket) by SBI and ICICI Bank in
comparison with the repo rate. We observe that both banks hiked pricing on fresh term deposit rates
swiftly and simultaneously as the repo rate was hiked. In our view, the choice of bank management to
hike deposit pricing as swiftly was likely led by: (1) comfort on higher spreads due to yield expansion on
the other side led by repricing of repo-linked loans and (2) the fact that this was also a period when
system loan growth began running higher than system deposit growth, thereby making deposit
mobilization more critical than usual (especially for the private banks most of whom were not left with a
lot of headroom on the CD ratio front either). We know that the stock of term deposits gets repriced with
a lag as existing term deposits come for renewal at the prevailing rates (higher or lower than that on the

maturity deposit). As a result, NIM for most banks reverted closer to the pre-hike levels over a period of
few quarters.

During the rate hike cycle, SBI and ICICI Bank hiked the pricing of term deposits swiftly and simultaneously
I Exhibit 31: Trend in repo rate and rate offered by SBI on fresh term deposits for 1-2 year tenor (%)

Repo rate

100 SBI 1-year TD rate - |CICIBC 1-year TD rate

85_\1—,_\'\

B et T -
= S—
'y

2.5

Apr-12

Apr-13 4
Apr-14 H
Apr-15 4
Apr-16
Apr-17 H
Apr-18 4
Apr-19 4
Apr-20 +
Apr-21 4
Apr-22 4
Apr-23 4
Apr-24 4
Apr-25 -

Source: RBI, Companies, Kotak Institutional Equities
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System loan growth overtook deposit growth coincidentally when the rate hike cycle began

I Exhibit 32: Trend in loan growth and deposit growth for banking system (% yoy)

10 Repo rate Deposit growth (% yoy, RHS) Loan growth (% yoy, RHS)
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Source: RBI, Kotak Institutional Equities

As we go into the ongoing rate cut cycle, it will be crucial to watch the actions of banks on their term
deposit pricing. Swift cuts to term deposit pricing should allow banks to offset the NIM pressure from
declining loan yields over a period of time. However, we need to see the larger banks (both private and
PSU banks) initiate these cuts because they are the ones, which tend to anchor pricing for the system.
Thus far, a few banks have tweaked their term deposit pricing (exhibit below) over the past couple of

months, but we have not seen a coordinated material action on pricing in the key bucket of 1-3 years by
the large banks.
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Several banks have tweaked their pricing of fresh term deposits recently, but not materially

l Exhibit 33: Recent actions by banks on deposit pricing over the past few weeks

Deposit
type
Private banks
Savings
HDFC
Bank Term
el Savings
Bank Term
Savings
Axis Bank
Term
Indusind SRV
Bank Term
Federal SEVINES
Bank Term
PSU banks
Savings
SBI
Term
Savings
Bank of
Baroda Term
Savings
Canara
Bank Term
Savings
Punjab
National
Bank
Term
Savings
Union
Bank of
India Term
Notes:

Recent changes in fresh deposit pricing in key
buckets

Pricing cut by 25 bps

Discontinued the Special Edition FD schemes
(launched in Jul-24) offering 7.35% (35
months) and 7.40% (55 months)

No changes. SA rate stays at 3.0% for <Rs5 mn
ticket.

No material changes. Peak rate in 1-3 year
bucket stays at 7.25%.

Pricing cut by ~25 bps

No material changes. Peak rate in 1-3 year
bucket stays at 7.25%.

No material changes after March 2025

No material changes. Peak rate in 1-3 year
bucket stays at 7.75%.

No material changes. SA rate stays at 3.0% for
<Rs5 mn ticket.

No material changes. Peak rate in 1-3 year
bucket stays at 7.50%.

No changes. SA rate stays at 2.7% for <Rs100
mn ticket.

Pricing of Amrit Vrishti scheme (launched in Jul-
24) cut from 7.25% to 7.05%

Discontinued the Amrit Kalash scheme
(launched in Feb-23) offering 7.10%

Pricing in 1-2 year FD cut from 6.80% to 6.70%.
Pricing in 2-3 year FD cut from 7.00% to 6.90%.
No changes. SA rate stays at 2.75% for <Rs500
mn ticket.

Discontinued bob Utsav scheme (launched in
Oct-24) offering 7.30%

Introduced bob Square Drive scheme offering
7.15%

No changes. SA rate stays at 2.9% for <Rs50
mn ticket.

No change to Canara-444 scheme (launched in
Apr-23) offering 7.25%

Pricing in 2-3 year FD cut from 7.30% to 7.15%.
Peak pricing in >3 year FD cut from 7.40% to
7.20%.

No changes to retail SA pricing. SA rate stays at
2.7% for <Rs1 mn ticket

Bulk SA pricing cut from 3.00% to 2.75%

Peak pricing in 9-12 month FD cut from 7.05%
10 6.80%.

Peak pricing in 1-2 year FD cut from 7.25% to
7.10%.

Pricing in 2-3 year FD cut from 7.00% to 6.75%.
Peak pricing in >3 year FD cut from 6.50% to
6.25%.

No changes. SA rate stays at 2.75% for <Rs5
mn ticket.

Pricing in 4-12 month bulk TD cut from 5.0% to
2.9%

Peak pricing in 1-2 year bulk TD cut from 7.25%
10 6.75%

Maturity

Not
applicable

35 months

and 55
months

Not
applicable

444 days

400 days

1-2 years
2-8 years

400 days

444 days

444 days
2-3 years

>3 years

Not
applicable
9-12
months

1-2 years
2-3 years

>3 years

412
months

1-2 years

Ticket size

Across
ticket sizes

<Rs30 mn

Not applicable

Not applicable

Across
ticket sizes

Not applicable
Not applicable
Not applicable

Not applicable

Not applicable

Not applicable
<Rs30 mn

<Rs20 mn

<Rs30 mn
<Rs30 mn

Not applicable

Not applicable

<Rs30 mn
<Rs30 mn
<Rs30 mn

Not applicable
>Rs1 bn
<Rs30 mn

<Rs30 mn
<Rs30 mn
<Rs30 mn

Not applicable
>Rs30 mn

>Rs30 mn

Effective
date

12-Apr-25

31-Mar-25

15-Apr-25

1-Apr-25

15-Apr-25

15-Apr-25
15-Apr-25

6-Apr-25

7-Apr-25

10-Apr-25
10-Apr-25
10-Apr-25

4-Apr-25
10-Apr-25

10-Apr-25
10-Apr-25
10-Apr-25

11-Apr-25

11-Apr-25

Effective
amount of cut

25 bps

35-40 bps

0 bps
0 bps
25 bps

0 bps
0 bps
0 bps

0 bps

0 bps

0 bps

20 bps

0 bps

15 bps

0 bps

5bps

0 bps

25 bps

15 bps

0 bps
210 bps

50 bps

Implication (KIE view)

Expect immediate decline in cost of SA deposits by ~25
bps.
Cut of ~35 bps and ~40 bps in 2-3 year bucket and >3 year
bucket resp. Expect only a marginal decline in fresh TD cost
because peak rate in 1-2 year bucket stays at 7.25%.

No material change expected in SA deposit cost.

No material change expected in TD cost.

Expect immediate decline in cost of SA deposits by ~25
bps.

No material change expected in TD cost.
No material change expected in SA deposit cost

No material change expected in TD cost.
No material change expected in SA deposit cost.

No material change expected in TD cost.

Not applicable

Expect a modest decline in fresh TD cost due to 10-20 bps
pricing cut in 1-3 year bucket

Not applicable

Expect a modest decline in fresh TD cost due to ~15 bps
cut in peak rate in 1-2 year bucket

Not applicable

Peak rate in key bucket of 1-3 years is down effectively from
7.30% to 7.25%. Hence, expect only a marginal decline in
fresh TD cost.

Expect a marginal decline in cost of SA deposits because
contribution of this bulk ticket size bucket is likely to be low

Expect a modest decline in fresh TD cost due to ~15-25

bps cut in peak rate in key buckets

Not applicable

Expect a modest decline in fresh TD cost because bulk TD
constitutes ~26% of overall deposits for the bank

(1) For term deposits, "effective amount of cut" column shows the magnitude of cut in peak pricing offered in 1-3 year bucket.

(2) While all attempts have been made to make this list as comprehensive as possible, it is possible that it is not exhaustive.

Source: Companies, Kotak Institutional Equities

Banks

Note that in an environment where only term deposit rates are declining (not SA rates), NIM improvement
will be sharper for banks with a lower CASA ratio (exhibit below). However, we are unsure what will
encourage the large banks to undertake material cuts in pricing of deposits. The banking system is
currently in a situation where: (1) loan growth is still running at a level similar or marginally higher than
deposit growth, and (2) most banks (including private and PSU banks) are running at elevated CD ratio
levels with little headroom. That is probably driving banks to not deviate from competitive pricing of
deposits lest they risk losing their existing deposits to others in case peer banks do not follow through.
Further, select large banks are currently in a situation where deposit growth is probably running below
desired level. For example, Axis Bank has recently seen deposit growth running below peers. HDFC Bank
is also in the process of replacing higher cost borrowings on its balance sheet with deposits. This might
discourage them from aggressive cuts in pricing of deposits. Nevertheless, the trend in the deposit rate
cuts will be a key variable to monitor to understand how banks attempt to protect NIM.
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been weak

Recent deposit rate cuts not being led by design but more by lack of choices.

We note that Axis Bank and HDFC Bank have chosen to cut savings interest rates by 25 bps. We see
several banks have started to cut interest rates on term deposits though the cuts are still not sufficient.
We would not want to be positive on the recent rate cuts by banks as a sign that lenders are comfortable
on deposit growth. We would want to attribute this as means to reduce the pressure on NIM compression
and being comfortable to let go growth. As highlighted earlier, the sensitivity to interest rates on savings
deposits is not a strong one, as assumed. Hence, we don't see a risk to market share arguments as is
typically assumed.

Lowering the impact of NIM compression is the best explanation. We look at the cut in savings rates as
follows: (1) the historical relationship between savings interest rates and term deposit rates are not that
strong. The correlation is stronger in urban markets but negligible in urban, rural and metro regions. (2)
the situation on NIM compression is a common theme across banks even if the intensity varies. We
could see similar response from other players with leading banks taking the decision to cut rates making
it easier for others to respond. (3) NIl growth is a function of business growth and rates. With business
growth likely to be weak, lenders are probably looking through offset this by reducing NIM pressure. (4)
Lenders are probably comfortable to let go growth. The situation today is not extremely comfortable with
uncertainties on the global front. As we have highlighted in the previous section on growth, the payoffs,
if incorrect, could result in higher stress in the next few years.

There seems a modest positive relationship between term
deposit growth and term deposit rates

IExhibit 34: Relationship between growth in savings deposits and I Exhibit 35: Relationship between growth in term deposits and

interest rates for sector, March fiscal year-ends (%)

35

28

21

14

Source: RBI, Kotak Institutional Equities
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Banks

The path of interest rates suggests that lenders have to take more cuts. Lenders are faced with limited
choices with each path only resulting in lower NIM but with various degrees of intensity. As
highlighted earlier, changes to NIM have many variables and forecasting the impact of each variable
in isolation serves limited purpose. It would be useful to understand with possible actions to cut in
policy rates and reactions to how other lenders approach the situation. The bear case earnings
impact is most likely to be an extremely pessimistic outcome, which usually is less acceptable.
However, ruling out bear cases and bringing in modifications to other variables (interest rate on
loans, loan mix, CASA deposits or others) brings a certain degree of biases, which implies that we
are mostly likely to accept the scenario that is most convenient. Hence, the best approach would be
take the view that rate cycle would have a negative outcome on NIM.
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Banks with a lower CASA ratio stand to benefit more in an environment where only term deposit rates are
cut, while SA rates stay broadly intact

I Exhibit 36: CASA ratio across banks, March fiscal year-ends (% of overall deposits)
2018 2019 2020 2021 2022 2023 2024 2025E 2026E 2027E

HDFCB 43 42 42 46 48 44 38 39 40 41
ICICIBC 52 50 45 46 49 46 42 43 41 40
AXSB 54 44 41 45 45 47 43 41 41 40
1B 44 43 40 42 43 40 38 39 40 41
YES 36 33 27 26 31 31 31 31 32 32
FB 34 32 31 34 37 33 30 29 29 29
KVB 29 30 31 34 35 33 30 31 32 32
CUBK 24 25 25 29 33 30 31 29 29 30
BANDHAN 34 41 37 43 42 39 37 35 33 31
DCBB 24 24 21 23 27 26 26 27 27 28
SBIN 44 45 44 45 45 43 40 40 40 40
BOB 36 35 35 40 41 39 39 39 40 40
CBK 32 29 31 33 34 31 30 31 32 32
PNB 41 42 43 45 47 42 40 39 39 38
UNBK 34 36 36 36 37 35 34 33 33 34
AUBANK 27 18 14 23 37 38 33 30 35 36
EQUITASB 29 25 20 34 52 42 32 32 35 38
UJJIVANS 4 11 14 21 27 26 27 28 30 31
UTKARSHB 5 10 13 18 22 21 21 23 26 29

Source: Companies, Kotak Institutional Equities

Levers available on the yield front might be less useful for NIM protection as of now

Banks can attempt to protect NIM through actions on the yield front as well. This can include (1) a hike
in the pricing on incremental disbursements, (2) shift in borrower mix toward higher-risk borrowers, and
(3) shift in product mix toward higher-yielding loans. A hike in pricing on incremental disbursements will
be a function of broader credit demand as well as lenders’ appetite to grow. The credit demand
environment seems to have steadily weakened over the past couple of years (see Exhibit 20 above on
CMI Demand). Further, as highlighted in an earlier section, we believe the second and third alternatives
(shift in loan mix towards higher-risk borrowers or higher-yielding segments) have a low probability of
playing out given the uncertainty in the environment.

Valuation multiples do not have to necessarily correct if NIM decline is transient

We also argue that valuation multiples for banks might not necessarily correct on the back of near-term
NIM pressure in case investors acknowledge the ability to restore NIM closer to through-the-cycle
average. For instance, valuation multiples for banks did not react to sharp NIM expansion during the rate
hike cycle because investors chose to look through this transient period of inflated NIM and
acknowledged that it had to revert lower with the hikes in deposit pricing on the other side.
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ICICI Bank and Axis Bank saw sharp NIM expansion during the rate hike cycle, but valuation multiples did not react

l Exhibit 37; Relationship between NIM and valuation multiple, March fiscal year-ends (X)
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Source: Bloomberg, Companies, Kotak Institutional Equities estimates
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Operating leverage is probably not high but operating expenses growth could
slow down

We don't see a massive operating leverage that is negative for banks during this period of NIM
compression. When we look back at the period from strong NIl growth (4QFY22-1QFY24), we did see
operating expenses growing at a faster pace as well. As the re-pricing of deposits began from this period,
we note that the operating expenses have slowed as well.

Note that the operating expenses growth has been different for public, private and regional banks. On an
overall basis, we note that the operating expenses growth has a few primary variables. We saw a
significant growth in disbursements in retail and MSME products, which would have entailed higher
investments some of which pertains to building the long-term business (set-up costs) and some of it
pertaining to growing the business. Much of the long-term business is behind us today, which implies
that the incremental costs pertain only to scaling and maintaining the businesses. On the other hand, the
liability side investments have generally been quite high in recent years but largely from private banks.
We do expect a slowdown in these investments as focus is more to improve productivity as compared
to increasing distribution. On the other hand, PSU banks and regional private banks had made wage
cycle-related provisions in FY2023 and given that it is negotiated every five years, we should expect the
next cycle only from FY2027 onwards.

We should expect cost growth to be closer to single digits till we see a NIl growth bottoming out. As
highlighted in the previous section, the path for interest rate is not well defined at this stage, which
implies that there is greater uncertainty on depth, duration and intensity of the rate softening cycle.
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l Exhibit 38; NIl growth and cost growth across bank groups, March fiscal year-ends (% yoy)

Growth in operating costs has decelerated recently
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“Each of the analysts named below hereby certifies that, with respect to each subject company and its securities for which the analyst is
responsible in this report, (1) all of the views expressed in this report accurately reflect his or her personal views about the subject companies
and securities, and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific recommendations or
views expressed in this report: M B Mahesh, CFA, Nischint Chawathe, Ashlesh Sonje, CFA, Abhijeet Sakhare, Varun Palacharla, Nikhil Suresh.”

Ratings and other definitions/identifiers
Definitions of ratings

BUY. We expect this stock to deliver more than 15% returns over the next 12 months.

ADD. We expect this stock to deliver 5-15% returns over the next 12 months.

REDUCE. We expect this stock to deliver -5-+5% returns over the next 12 months.

SELL. We expect this stock to deliver <-5% returns over the next 12 months.

Our Fair Value estimates are also on a 12-month horizon basis.

Our Ratings System does not take into account short-term volatility in stock prices related to movements in the market. Hence, a particular Rating may

not strictly be in accordance with the Rating System at all times.

Distribution of ratings/investment banking relationships
Kotak Institutional Equities Research coverage universe

70% I:l Percentage of companies covered by Kotak Institutional
° Equities, within the specified category.

60% -
Percentage of companies within each category for which
50% Kotak Institutional Equities and or its affiliates has
provided investment banking services within the previous
12 months.
40%
* The above categories are defined as follows: Buy = We
30.1% expect this stock to deliver more than 15% returns over
30% - 26.9% the next 12 months; Add = We expect this stock to deliver
22.4% 20.6% 5-15% returns over the next 12 months; Reduce = We
20% - expect this stock to deliver -5-+5% returns over the next
12 months; Sell = We expect this stock to deliver less than
-5% returns over the next 12 months. Our target prices
are also on a 12-month horizon basis. These ratings are
used illustratively to comply with applicable regulations. As
of 31/03/2025 Kotak Institutional Equities Investment
BUY ADD REDUCE SELL Research had investment ratings on 286 equity securities.

10% -
° 5.6% 4.2% 3.8% 4%

0%

Source: Kotak Institutional Equities

As of March 31, 2025

Coverage view

The coverage view represents each analyst’s overall fundamental outlook on the Sector. The coverage view will consist of one of the following
designations: Attractive, Neutral, Cautious.

Other ratings/identifiers

NR = Not Rated. The investment rating and fair value, if any, have been suspended temporarily. Such suspension is in compliance with applicable
regulation(s) and/or Kotak Securities policies in circumstances when Kotak Securities or its affiliates is acting in an advisory capacity in a merger or
strategic transaction involving this company and in certain other circumstances.

CS = Coverage Suspended. Kotak Securities has suspended coverage of this company.
NC = Not Covered. Kotak Securities does not cover this company.

RS = Rating Suspended. Kotak Securities Research has suspended the investment rating and fair value, if any, for this stock, because there is not a
sufficient fundamental basis for determining an investment rating or fair value. The previous investment rating and fair value, if any, are no longer in
effect for this stock and should not be relied upon.

NA = Not Available or Not Applicable. The information is not available for display or is not applicable.

NM = Not Meaningful. The information is not meaningful and is therefore excluded.
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Corporate Office Overseas Affiliates

Kotak Securities Ltd. Kotak Mahindra (UK) Ltd Kotak Mahindra Inc

27 BKC, Plot No. C-27, “G Block” Bandra Kurla 8th Floor, Portsoken House PENN 1,1 Pennsylvania Plaza,
Complex, Bandra (E) Mumbai 400 051, India 155-157 Minories, London EC3N 1LS Suite 1720, New York, NY 10119, USA
Tel: +91-22-43360000 Tel: +44-20-7977-6900 Tel: +1-212-600-8858

Copyright 2025 Kotak Institutional Equities (Kotak Securities Limited). All rights reserved.

The Kotak Institutional Equities research report is solely a product of Kotak Securities Limited and may be used for general information only. The legal entity preparing this research report is not registered as a broker-dealer in the United
States and, therefore, is not subject to US rules regarding the preparation of research reports and/or the independence of research analysts.

. Note that the research analysts contributing to this report are residents outside the United States and are not associates, employees, registered or qualified as research analysts with FINRA or a US-regulated broker dealer; and

. Such research analysts may not be associated persons of Kotak Mahindra Inc. and therefore, may not be subject to FINRA Rule 2241 restrictions on communications with a subject company, public appearances and trading securities held
by a research analyst.

Kotak Mahindra Inc. does not accept or receive any compensation of any kind directly from US institutional investors for the dissemination of the Kotak Securities Limited research reports. However, Kotak Securities Limited has entered
into an agreement with Kotak Mahindra Inc. which includes payment for sourcing new major US institutional investors and service existing clients based out of the US.

In the United States, this research report is available solely for distribution to major US institutional investors, as defined in Rule 15a - 6 under the Securities Exchange Act of 1934. This research report is distributed in the United States by
Kotak Mahindra Inc., a US-registered broker and dealer and a member of FINRA. Kotak Mahindra Inc., a US-registered broker-dealer, accepts responsibility for this research report and its dissemination in the United States.

This Kotak Securities Limited research report is not intended for any other persons in the United States. All major US institutional investors or persons outside the United States, having received this Kotak Securities Limited research report
shall neither distribute the original nor a copy to any other person in the United States. Any US recipient of the research who wishes to effect a transaction in any security covered by the report should do so with or through Kotak Mahindra
Inc. Please contact a US-registered representative; Gijo Joseph, Kotak Mahindra Inc., PENN 1,7 Pennsylvania Plaza, Suite 1720, New York, NY 10119, Direct +1 212 600 8858, gijo.joseph@kotak.com.

. This document does not constitute an offer of, or an invitation by or on behalf of Kotak Securities Limited or its affiliates or any other company to any person, to buy or sell any security. The information contained herein has been obtained
from published information and other sources, which Kotak Securities Limited or its affiliates consider to be reliable. None of Kotak Securities Limited accepts any liability or responsibility whatsoever for the accuracy or completeness of
any such information. All estimates, expressions of opinion and other subjective judgments contained herein are made as of the date of this document. Emerging securities markets may be subject to risks significantly higher than more
established markets. In particular, the political and economic environment, company practices and market prices and volumes may be subject to significant variations. The ability to assess such risks may also be limited due to significantly
lower information quantity and quality. By accepting this document, you agree to be bound by all the foregoing provisions.

This report is distributed in Singapore by Kotak Mahindra (UK) Limited (Singapore Branch) to institutional investors, accredited investors or expert investors only as defined under the Securities and Futures Act. Recipients of this analysis
/report are to contact Kotak Mahindra (UK) Limited (Singapore Branch) (16 Raffles Quay, #35-02/03, Hong Leong Building, Singapore 048581) in respect of any matters arising from, or in connection with, this analysis/report. Kotak Mahindra
(UK) Limited (Singapore Branch) is regulated by the Monetary Authority of Singapore.

Kotak Securities Limited and its affiliates are a full-service, integrated investment banking, investment management, brokerage and financing group. We along with our affiliates are leading underwriter of securities and participants in virtually
all securities trading markets in India. We and our affiliates have investment banking and other business relationships with a significant percentage of the companies covered by our Investment Research Department. Our research professionals
provide important input into our investment banking and other business selection processes. Investors should assume that Kotak Securities Limited and/or its affiliates are seeking or will seek investment banking or other business from the
company or companies that are the subject of this material. Our research professionals are paid in part based on the profitability of Kotak Securities Limited, which includes earnings from investment banking and other businesses. Kotak
Securities Limited generally prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or derivatives of any companies that the analysts cover. Additionally,
Kotak Securities Limited generally prohibits its analysts and persons reporting to analysts from serving as an officer, director, or advisory board member of any companies that the analysts cover. Our salespeople, traders, and other
professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions that are contrary to the opinions expressed herein, and our proprietary trading and investing businesses may make
investment decisions that are inconsistent with the recommendations expressed herein.

In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of interest. Additionally, other important information regarding our relationships with the company
or companies that are the subject of this material is provided herein.

This material should not be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. We are not soliciting any action based on this material. It is for
the general information of clients of Kotak Securities Limited. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of individual clients. Before acting on any
advice or recommendation in this material, clients should consider whether it is suitable for their particular circumstances and, if necessary, seek professional advice. The price and value of the investments referred to in this material and the
income from them may go down as well as up, and investors may realize losses on any investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. Kotak
Securities Limited does not provide tax advise to its clients, and all investors are strongly advised to consult with their tax advisers regarding any potential investment. Certain transactions - including those involving futures, options, and other
derivatives as well as non-investment-grade securities - give rise to substantial risk and are not suitable for all investors. The material is based on information that we consider reliable, but we do not represent that it is accurate or complete,
and it should not be relied on as such. Opinions expressed are our current opinions as of the date appearing on this material only. We endeavor to update on a reasonable basis the information discussed in this material, but regulatory,
compliance, or other reasons may prevent us from doing so. We and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this material, may from time to time have "long" or "short"
positions in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein. Kotak Securities Limited and its non-US affiliates may, to the extent permissible under applicable laws, have acted on or used
this research to the extent that it relates to non-US issuers, prior to or immediately following its publication. Foreign currency-denominated securities are subject to fluctuations in exchange rates that could have an adverse effect on the value
or price of orincome derived from the investment. In addition, investors in securities such as ADRs, the value of which are influenced by foreign currencies, affectively assume currency risk. In addition, options involve risks and are not suitable
for all investors. Please ensure that you have read and understood the current derivatives risk disclosure document before entering into any derivative transactions.

Kotak Securities Limited established in 1994, is a subsidiary of Kotak Mahindra Bank Limited.

Kotak Securities Limited is a corporate trading and clearing member of BSE Limited (BSE), National Stock Exchange of India Limited (NSE), Metropolitan Stock Exchange of India Limited (MSE), National Commodity and Derivatives Exchange
(NCDEX) and Multi Commodity Exchange (MCX). Our businesses include stock broking, services rendered in connection with distribution of primary market issues and financial products like mutual funds and fixed deposits, depository services
and portfolio management.

Kotak Securities Limited is also a Depository Participant with National Securities Depository Limited (NSDL) and Central Depository Services (India) Limited (CDSL). Kotak Securities Limited is also registered with Insurance Regulatory and
Development Authority and having composite license acts as Corporate Agent of Kotak Mahindra Life Insurance Company Limited and Zurich Kotak General Insurance Company (India) Limited (Formerly known as Kotak Mahindra General
Insurance Company Limited) and is also a Mutual Fund Advisor registered with Association of Mutual Funds in India (AMF\;. Kotak Securities Limited is registered as a Research Analyst under SEBI (Research Analyst) Regulations, 2014.

We hereby declare that our activities were neither suspended nor we have defaulted with any stock exchange authority with whom we are registered in last five years. However, SEBI, Exchanges and Depositories have conducted the routine
inspection and based on their observations have issued advise letters or levied minor penalty on KSL for certain operational deviations. We have not been debarred from doing business by any stock exchange/SEBI or any other authorities,
nor has our certificate of registration been cancelled by SEBI at any point of time.

We offer our research services to primarily institutional investors and their employees, directors, fund managers, advisors who are registered with us. Details of Associates are available on website, i.e. www.kotak.com and
https://www.kotak.com/en/investor-relations/governance/subsidiaries.html.

Research Analyst has served as an officer, director or employee of subject company(ies): No.
We or our associates may have received compensation from the subject company(ies) in the past 12 months.

We or our associates have managed or co-managed public offering of securities for the subject company(ies) or acted as a market maker in the financial instruments of the subject company/company (ies) discussed herein in the past 12
months. YES. Visit our website for more details https://kie.kotak.com.

We or our associates may have received compensation for investment banking or merchant banking or brokerage services from the subject company(ies) in the past 12 months. We or our associates may have received any compensation for
products or services other than investment banking or merchant banking or brokerage services from the subject company(ies) in the past 12 months. We or our associates may have received compensation or other benefits from the subject
company(ies) or third party in connection with the research report.

Our associates may have financial interest in the subject company(ies).
Research Analyst or his/her relative's financial interest in the subject company(ies): No

Kotak Securities Limited has financial interest in the subject company(ies) at the end of the week immediately preceding the date of publication of Research Report: YES. Nature of Financial interest: Holding equity shares or derivatives of the
subject company.

Our associates may have actual/beneficial ownership of 1% or more securities of the subject company(ies) at the end of the month immediately preceding the date of publication of Research Report.

Research Analyst or his/her relatives have actual/beneficial ownership of 1% or more securities of the subject company(ies) at the end of the month immediately preceding the date of publication of Research Report: No.
Kotak Securities Limited has actual/beneficial ownership of 1% or more securities of the subject company(ies) at the end of the month immediately preceding the date of publication of Research Report: No

Subject company(ies) may have been client during twelve months preceding the date of distribution of the research report.

A graph of daily closing prices of securities is available at https://www.moneycontrol.com/india/stockpricequote/ and http:// economictimes.indiatimes.com/markets/stocks/stock-quotes. (Choose a company from the list on the browser
and select the "three years" icon in the price chart).

First Cut notes published on this site are for information purposes only. They represent early notations and responses by analysts to recent events. Data in the notes may not have been verified by us and investors should not act upon any
data or views in these notes. Most First Cut notes, but not necessarily all, will be followed by final research reports on the subject.

There could be variance between the First Cut note and the final research note on any subject, in which case the contents of the final research note would prevail. We accept no liability of the First Cut Notes.
Analyst Certification

The analyst(s) authoring this research report hereby certifies that the views expressed in this research report accurately reflect such research analyst's personal views about the subject securities and issuers and that no part of his or her
compensation was, is, or will be directly or indirectly related to the specific recommendations or views contained in the research report.

This report or any portion hereof may not be reprinted, sold or redistributed without the written consent of Firm. Firm Research is disseminated and available primarily electronically, and, in some cases, in printed form.

Additional information on recommended securities is available on request.

Our research should not be considered as an advertisement or advice, professional or otherwise. The investor is requested to take into consideration all the risk factors including their financial condition, suitability to risk return profile and the
like and take professional advice before investing.

Investments in securities market are subject to market risks. Read all the related documents carefully before investing.

Registration granted by SEBI and certification from NISM in no way guarantee performance of the intermediary or provide any assurance of
returns to investors.

For more information related to investments in the securities market, please visit the SEBI Investor Website https://investor.sebi.gov.in/ and the SEBI Saa%thi Mobile App.

Derivatives are a sophisticated investment device. The investor is requested to take into consideration all the risk factors before actually trading in derivative contracts. Compliance Officer Details: Mr. Hiren Thakkar. Call: 022 - 4285 8484, or
Email: ks.compliance@kotak.com.

Kotak Securities Limited. Registered Office: 27 BKC, C 27, G Block, Bandra Kurla Complex, Bandra (E), Mumbai 400051. CIN: U99999MH1994PLC134051, Telephone No.: +22 43360000, Fax No.: +22 67132430. Website: www.kotak.com /

www.kotaksecurities.com. Correspondence Address: Infinity IT Park, Bldg. No 21, Opp. Film City Road, A K Vaidya Marg, Malad (East), Mumbai 400097. Telephone No: 42856825. SEBI Registration No: INZ000200137(Member of NSE, BSE,
MSE, MCX & NCDEX), AMFI ARN 0164, PMS INP000000258 and Research Analyst INH000000586. NSDL/CDSL: IN-DP-629-2021. Compliance Officer Details: Mr. Hiren Thakkar. Call: 022 - 4285 8484, or Email: ks.compliance@kotak.com
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Details of Contact Person Address Contact No. Email ID

Customer Care/ Complaints Mr. Ritesh Shah Kotak Towers, 8th Floor, Building No.21, Infinity 18002099393 ks.escalation@kotak.com
Head of Customer Care Mr. Tabrez Anwar Park, Off Western Express Highway, Malad (East), 022-42858208 ks.servicehead@kotak.com
Compliance Officer Mr. Hiren Thakkar Mumbai, Maharashtra - 400097 022-42858484 ks.compliance@kotak.com
CEQ Mr. Shripal Shah 022-42858301 ceo.ks@kotak.com

In absence of response/complaint not addressed to your satisfaction, you may lodge a complaint with SEBI at SEBI, NSE, BSE, Investor Service Center | NCDEX, MCX. Please quote your Service Ticket/Complaint Ref No. while raising your
complaint at SEBI SCORES/Exchange portal at https://scores.sebi.gov.in. Kindly refer https://www.kotaksecurities.com/contact-us/ and for online dispute Resolution platform - Smart ODR
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