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Pricing versus opportunity to grow

The RBI's recent data (4QFY25) on housing loan growth (~10% yoy) put public
banks at about 15% yoy and private banks at about 5% yoy. There is a
combination of factors that includes weaker demand barring large ticket
loans, pricing pressure (structure of the loan book, which is EBLR-linked) and
competition (public banks offering lower interest rates) driving the
differential in loan growth. We still do not see asset-quality concerns driving
this weakness, and hence, would prefer to remain positive on the space.

Weakness in growth led by private banks

The RBI's recent data on housing loans shows the following: (1) Loan growth of
10% yoy (Exhibit 1), led by ~5% volume growth and ~5% yoy growth in average
ticket size (Exhibit 2). (2) The share of public and private banks is similar at
~50% (Exhibit 3). However, we have seen a slowdown compared to prior-period
performance for private banks (~5% yoy growth) compared to public banks
(~15% yoy growth). (3) About 80% of the housing loans are in the Rs1-10 mn
ticket size by value (Exhibit 4-6), with faster growth in higher ticket-size loans.
(4) Top 7 states contribute to ~70% of the overall housing loans, with
Maharashtra contributing 30% of the overall loans (Exhibit 10). Overall, there
are stable trends on most operating metrics.

Picking from the conversations: slow demand, pricing and competition pressure

Discussions with industry players suggest the following. Private banks have
been slow because (1) the two leading banks, HDFC Bank and Axis Bank, have
been focused on improving margins over growth. (2) There is a greater
preference to grow LAP over housing loan, given the margin differential for the
same level of risk. (3) In a softening rate environment (especially in the early
part of the rate cycle), EBLR-linked loans re-price faster, and hence, the book is
less profitable, making it challenging to grow. The differential between public
banks and private banks is reasonably wide, making it relatively easier for public
banks to operate. However, this is more cyclical than structural, and hence less
worrisome at this stage. (4) Asset quality continues to hold up well. Lenders
have generally chosen to cut back on the riskier part of the loan book in recent
years as they tightened their credit filters. We remain less worried about this
portfolio on this issue. Collateral prices are still high compared to loan values
at an aggregate level, which implies that the ability to liquidate and leverage the
excess equity in the collateral would keep credit costs lower in the medium term.

Affordability signals look comfortable

We look at the housing loan market from three broad perspectives to measure
affordability. Housing loan interest rates are turning favorable. Income levels
are still holding up reasonably well when we look at the tax collection data.
Overall housing prices still look comfortable. We would probably see lenders
getting a bit more comfortable once there is greater visibility of the profitability
of these loans and ready to take a bit more risk than before.
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Housing loan growth has slowed to 10% yoy in recent quarters

I Exhibit 1: Housing loan growth, March fiscal year-ends, 2011-26 (%)
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There is a slowdown in private banks while public banks have seen most of their growth through higher ticket-sized loans

I Exhibit 2: Break-up of housing loans for public and private banks, March fiscal year-ends, 1QFY19-4QFY25 (%)
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Public banks and private banks have a similar market share at ~50%
I Exhibit 3: Break-up of housing loans, March fiscal year-ends, 2QFY18-4QFY25 (%)
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~60% of loans outstanding is in the Rs1-5 mn ticket size and 90% of loans (number) are up to Rs 5 mn ticket size; Rs 5-10 mn
20% is in the Rs5-10 mn ticket size ticket loans are ~6% of total loans issued

Exhibit 4: Break-up of loans outstanding by ticket size, March Exhibit 5: Break-up of loans accounts by ticket size, March
fiscal year-ends, 4QFY14-4QFY25 (%) fiscal year-ends, 4QFY14-4QFY25 (%)
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Loan growth slowdown is a lot stronger in the larger ticket-size loans (Rs10-40 mn) ticket size

I Exhibit 6: Break-up of housing loan growth by ticket size, March fiscal year-ends, 3QFY16-4QFY25 (%)
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Stable trends across regions on housing loan growth
l Exhibit 7: Loan growth across regions in housing loans, March fiscal year-ends, 3QFY18-4QFY25 (%)
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I Exhibit 8: Break-up of housing loans across regions, March fiscal year-ends, 4QFY16-4QFY25 (%)

West contributes ~40% of the housing loan portfolio, while South contributes ~30% of loans
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I Exhibit 9: Break-up of housing loans across regions, March fiscal year-ends, 4QFY20-4QFY25 (%)

Slowdown seen in the western regions in the past few quarters

Source: RBI, Kotak Institutional Equities
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Tamil Nadu

Karnataka

Maharashtra

Top 7 states, which contribute to 70% of the housing loan portfolio has seen a mixed performance on growth
40 -

I Exhibit 10: Break-up of housing loan growth across states, March fiscal year-ends, 4QFY16-4QFY25 (%)
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Private banks have gained market share in most of the states in recent years in the housing loan market
I Exhibit 11: Market share across banks, March fiscal year-ends, 2005-25 (%)
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Ticket size shows higher contribution of lower value accounts Middle and upper ticket size is growing faster
Exhibit 12: Break-up of loan accounts by ticket size, March Exhibit 13: Break-up of loans outstanding by ticket size, March
fiscal year-ends, 2004-2025 (%) fiscal year-ends, 2004-2025 (%)
m<0.025 m0.025-0.2 05-05 0.5-1 m<0.025 m 0.025-0.2 02505 0.5-1
1-2.5 255 5-10 m 10-40 1-2.5 m25-5 5-10 m 10-40
100 100
80 80 H
60 60
40 40
20 20
0 0
<t O (e} o o~ < O [ee] o N <t
o o o — — — — — N N N
o o o o o o o o o o o
N N N N N N N [V} N N N
Source: RBI, Kotak Institutional Equities Source: RBI, Kotak Institutional Equities

Banks

India Research

jimit.harde-kotak.com



@ KOTAK INSTITUTIONAL EQUITIES

“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

-
<
o
w
-
o3
(%)
L
4
>
%]
o
]
(&)
%)
a
%)
a4
L
=
<<
-
(&)
%]
a

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

20% 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
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o
0% * The above categories are defined as follows: Buy = We
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30% A 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.
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Source: Kotak Institutional Equities
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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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