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EY HIGHLIGHTS:

New regulations intend to speed
up rate transmission on floating
rate loans and transparency
across the system.

RBI announces draft guidelines on loan pricing

Pace of rate transmission and transparency to improve

B RBI came out with draft guidelines on harmonization of interest rates on loans and
advances, effective 1 Apr’27. These regulations intend to speed up rate transmission

2) Allfloating rate loans to get reset on floating rate loans and transparency across the system.
within max three months, and Il floati | ithi h h . ick
MCLR to to be calculated using a All floating rate loans to get reset within max three months ensuring quicker
3-month moving average of transmission of policy rates thus bringing in standardization across the lenders.
weighted cost of fresh deposits ~ m  MCLR to be calculated using a 3-month moving average of weighted cost of fresh
LI R D deposits and fresh borrowings. This shall make deposit-cost movements flow through

3) Non-credit risk spread to lending rates faster unlike the current practice where majority of MCLR linked loans
components cannot be revised gets repriced in 6/12months. PSBs having 30-50% of their loan book linked to MCLR
for three years on floating rate shall thus witness a quicker transmission on such loans.
loans while the CRP can be . . .

. B Non-credit risk spread components cannot be revised for three years on floating rate
revised only when the borrower
profile undergoes a change. loans while the Credit Risk Premium can be revised only when the borrower profile
undergoes a change. This shall lead to more transparent pricing for the borrowers.

4) All existing floating rate loansto g p)) existing floating rate loans to be migrated to the revised framework by 1% Apr'29
be migrated to the revised . . . . . . . .
framework by 1%t Apr29 with with borrower consent while ensuring that there is no increase in rates or migration
borrower consent, no increase in fee charged to the borrowers.
rates or migration fee. B These guidelines will improve transparency in loan pricing and ensure quicker rate

. transmission across lenders. The guidelines mandate faster repricing on MCLR linked

5) In the long run regulations

tonarrow the difference in NIM
performance across Private
Banks and PSBs though MCLR
repricing will still depend on the
extent of reduction in deposits /
borrowing cost which has lower
repo rate sensitivity

loans which may cause worries on PSU banks as they have benefitted from lagged
repricing in a falling rate cycle. But with rate cycle nearing bottomed, guidelines being
implementable from next fiscal and the possibility of rate hikes over next 6-12 months
we believe banks may end up benefitting first as and when the cycle turns. In the long
run these regulations shall narrow the difference in margin performance across
Private Banks and PSBs though MCLR repricing will still depend on the extent of
reduction in deposits / borrowing cost which has still declined lesser than the fall in
repo rates in the current cycle.

Harmonization of regulations; quicker transmission on MCLR

RBI's new draft guidelines on interest rate on advances shall lead to greater
harmonization of interest rates across regulated entities and ensure quicker
transmission for MCLR-linked loans. All floating rate loans to get reset within max three
months, and MCLR to to be calculated using a 3-month moving average of weighted
cost of fresh deposits and fresh borrowings. This shall make deposit-cost movements
flow through to lending rates faster unlike the current practice where majority of MCLR
linked loans gets repriced in 6/12months. PSBs having 30-50% of their loan book linked
to MCLR shall thus witness a quicker transmission on such loans.

PSB and Private banks repo transmission to move closer

In previous repo cycles, PSBs witnessed a lagged impact on repo transmission, as
MCLR repricing was lower compared to that of private banks. However, with the
new regulations mandating quicker MCLR resets and faster deposit pricing impact
on lending rates, the lag in pricing between PSBs and private banks should narrow,
despite PSBs having a higher MCLR book. In the long run these regulations shall
narrow the difference in NIM performance across Private Banks and PSBs though
MCLR repricing will still depend on the extent of reduction in deposits / borrowing.
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Non-credit risk spread to remain fixed for three years

Non-credit risk spread components cannot be revised for three years on floating-
rate loans, while the Credit Risk Premium can be revised only when there is a
change in the borrower’s credit profile. This limits arbitrary repricing of loans and
provides greater stability and predictability for borrowers. This should improve
transparency and reduce the scope for discretionary pricing changes during the loan
tenor.

Greater borrower protection and transparency

New regulations should ensure greater transparency in interest rates for borrowers.
The explicit APR ceiling for MFIs and STPL loans of <INR50k, along with the
requirement that total interest + charges does not exceed the principal for ST Agri
loans to small/marginal farmers, should provide greater protection against arbitrary
pricing. New regulations on the merger of REs require one-time mapping of
borrowers, with the revised rate not exceeding the pre-merger rate. All these
regulations are expected to ensure greater protection for borrowers.

Regulations to narrow the difference in NIM performance across Private

Banks and PSBs

B These guidelines will improve transparency in loan pricing and ensure quicker
rate transmission across lenders. The guidelines mandate faster repricing on
MCLR linked loans which may cause worries on PSU banks as they have
benefitted from lagged repricing in a falling rate cycle.

m  But with rate cycle nearing bottomed, guidelines being implementable from
next fiscal and the possibility of rate hikes over next 6-12 months we believe
banks may end up benefitting first as and when the cycle turns. In the long run
these regulations shall narrow the difference in margin performance across
Private Banks and PSBs though MCLR repricing will still depend on the extent of
reduction in deposits / borrowing cost which has still declined lesser than the
fall in repo rates in the current cycle.
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Exhibit 1: Bank-wise MCLR rates — PSBs have higher MCLR-linked loan exposure
Loans Mix Others (Fixed, base
MCLR EBLR Repo Linked rate, foreign currency-
(%) - 1QFY27 floating)
CBK and INBK have a higher HDFCB 25 45 30
proportion of loans linked ICICIBC 13 57 30
to MCLR. AXSB 7 3 61 29
KMB 60 40
FB 8 46 46
RBL 5 47 48
AUBANK 28 4 68
Equitas 20 80
CBK 45 50 5
INBK 46 41 13
PNB 23 8 56 13
SBIN* 50 49 1
BOB 38 35 27

Source: MOFSL, Company; Note: In case of SBIN, 50% comprises both EBLR and MCLR

Exhibit 2: NIM trends — Some private banks have witnessed higher impact of repo transmission than most PSBs

Max

NIM (%) 4Q24 1Q25 2Q25 3Q25 4Q25 1Q26 2Q26 3Q26 4Q26 1Q27
Change (bps)

Private Banks

AXSB 406 405 399 393 397 380 373 364 362 346
HDFCB 344 347 346 343 354 335 327 335 338 326

ICICIBC 440 436 427 425 441 434 430 430 432 436 -4
IDFCFB 635 622 618 604 595 571 559 576 593 596 -39

I8 426 425 408 393 225 346 332 352 339 357 |  -69 |
KMB 528 502 491 493 497 465 454 454 467 453 | .75

FB 321 316 312 311 312 294 306 318 374 333 12
AUBANK 510 600 605 590 58 540 550 570 596 590 80

RBK 545 567 504 490 48 450 451 463 441 413 | 132 |
BANDHAN 760 760 740 690 670 640 58 59 620 620 |  -140

DCBB 362 339 327 330 329 320 323 327 339 335 27
EQUITAS 817 797 769 739 743 637 634 675 736 724 | 93 |
PSUBanks
BoB 327 318 310 294 298 291 296 279 289 277 50

CBK 307 290 286 271 273 255 250 245 254 252 55

PNB 310 307 292 293 28 270 260 252 247 250 60

SBIN 330 322 314 301 299 290 297 298 281 286 44

UNBK 309 305 290 291 287 276 267 276 264 280 -29

INBK 344 344 339 345 337 323 323 328 323 329 15

Source: RBI, MOFSL
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Exhibit 3: One-year MCLR rate declined 15-65bp YoY for PVBs, while PSBs’ dip was contained at 5-20bp over the past year

2025 2026 YoY Change QoQ Change
Jan Mar Jun Sep Dec Jan Mar Jun (in bp) (in bp)
HDFC Bank 9.40 9.40 9.05 8.65 8.45 8.40 8.35 8.40 (65) 5
ICICI 9.10 9.10 8.50 8.35 8.35 8.35 8.35 8.40 (10) 5
Axis 9.40 9.40 8.90 8.75 8.70 8.70 8.80 8.75 (15) (5)
Kotak 9.55 9.55 8.90 8.55 8.40 8.40 8.40 8.40 (50) -
11B 10.55 10.45 10.30 10.15 10.05 10.00 10.05 10.10 (20) 5
IDFC First 10.55 10.60 10.35 10.20 10.05 10.00 10.15 10.10 (25) (5)
RBL 10.45 10.40 9.90 9.60 9.10 9.00 9.10 9.25 (65) 15
Federal 9.90 9.90 9.50 9.20 9.10 9.10 9.10 9.10 (40) -
BOB 9.00 9.00 8.90 8.80 8.75 8.75 8.70 8.75 (15) 5
CBK 9.10 9.10 8.80 8.75 8.70 8.70 8.70 8.75 (5) 5
INBK 9.05 9.10 9.05 8.85 8.85 8.75 8.75 8.75 (30) -
PNB 9.00 9.05 8.95 8.80 8.75 8.75 8.75 8.75 (20) -
UNBK 9.05 9.00 8.90 8.60 8.60 8.75 8.60 8.75 (15) 15
SBI 9.00 9.00 9.00 8.75 8.70 8.70 8.70 8.70 (30) -

Delta in WALR O/S
showcases higher impact of
repo rate on pvt banks than

on PSBs.

Source: RBI, MOFSL

Exhibit 4: Repo transmission impact: PSU banks witnessing lagged impacted on pricing
PSU Banks  PVT Banks
Interest rate cycle Repo Rate WALR OS WALR OS

WALR- Outstanding Rupee

Loans
loans Loans
Tightening cycle (May-22 to Jan-25) 250 105 122 115
Easing cycle (Feb-25 to May-26) -125 -81 -96 -90

Source: RBI, Company

Exhibit 5: Repo transmission impact: Private banks witnessing higher impact over repo

8.0 = PSU banks - O/s WALR over Repo Pvt banks - O/s WALR over Repo
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Source: RBI, Company

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