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Banking 

Private banks’ spread performance improves in July’21 

During July’21, the banking system’s fresh loan lending rate witnessed an uptick while the 

weighted average term deposit rate (WATDR) declined. Banks’ outstanding loans lending 

rate remained stable. The sectoral credit deployment data for the month indicates some 

building-up of credit risk by banks - reflected in the rise in fresh loan lending rates on a 

MoM basis especially for private banks (PVBs). Our estimation of spreads on various 

benchmarks reveals that PVBs performed better than public sector banks (PSBs) despite 

having a higher proportion of loans linked to the EBLR (external benchmark linked lending 

rate). 

PVBs fresh loan WALR rises, resulting in an expansion in spreads over median MCLR; credit 

risk build-up has begun 

PVBs witnessed a sharp uptick in their fresh loan weighted average lending rates (WALR) in 

July’21 after a contraction in 1QFY22. Incremental credit deployment during the month 

suggests that the banking system has started building in some credit risk & high-yielding 

loans, leading to a rise in fresh loans WALR. PSBs witnessed a marginal rise in their lending 

rates. Based on our hypothesis, PVBs gained the majority of incremental credit market share 

in commercial real estate (CRE), NBFCs, other personal credit and credit card receivables in 

July’21, leading to a sharp rise in their fresh loan WALR. PVBs’ spreads over median MCLR also 

expanded to 39bps in July’21 from -1bps in June’21 & -18bps in May’21. 

PVBs arrest a further slide in spreads over market yields 

During the month, PVBs & PSBs lending rates (O/s loans WALR) remained stagnant at 9.91% & 

8.67% MoM, respectively. PVBs’ lending rate spreads over the 1-year AAA PSU paper yield 

remained stagnant at 545bps MoM and improved marginally to 620bps over the India 

Government 1-year generic bid yield. Overall, in the last 9 years, PVBs’ spreads over these two 

market linked benchmarks remained much above the average spread levels of 393bps & 

471bps, respectively. 

Real Term deposit rate remains negative; term deposit mobilization tapers off in June’21 

Scheduled Commercial Banks’ (SCBs) term deposit (TD) rate was at an all-time low of 514bps 

in the last eight years. Real TD was -109bps during April’21-June’21 and at -45bps in July’21. 

TD mobilization slackened to 6.3% YoY & 1.2% QoQ in June’21 (from 8.5% YoY & 2.2% QoQ in 

March’21 and 9.5% YoY & 3.2% QoQ in June’20).  

PVBs O/s loans WALR spread over the TD rate improved marginally to 460bps (from 453bps in 

June’21); it has remained in a similar range in the last 5-6 months. During the month, the 

spread remained stable for PSBs.  

EBLR regime facilitates interest rate transmission 

Over the last year (July’20-July’21), PVBs’ WATDR, MCLR and WALR fell by 73bps, 57bps and 

80bps, respectively. But during July’19-July’20, their WATDR, MCLR & WALR had contracted 

by 115bps, 63bps and 40bps, respectively (significantly lower interest rate transmission). 

Therefore, the EBLR regime has facilitated a better interest rate transmission.  

Even in the absence of a sharp contraction in MCLR (merely by 57bps on YoY), WALR 

contracted 80bps on a YoY basis due to the pricing of loans on the external benchmark, repo 

policy rates. As a result, PVBs are witnessing spread/margin compression. 

While a significant portion of PVBs’ mandated loans is on the EBLR Click here, O/s loans WALR 

spreads over median MCLR (at 166bps in July’21) remain close to the 6-years mean & median 

spread of 172bps. On the other hand, PSBs’ spreads (the difference between O/s loan WALR & 

median MCLR) remained stable at 137bps MoM and almost similar to the 1QFY22 spread at 

139bps. PVBs’ spread performance was better than PSBs during July’21. 
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Term deposit mobilization tapering off 
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 Exhibit 1:  Banks’ WADTDR trajectory Exhibit 2:  Quarterly changes in WADTDR 
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Exhibit 3:  Banks’ fresh loans WALR trajectory Exhibit 4:  Quarterly changes in fresh loans WALR    
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Exhibit 5:  Banks’ outstanding loans WALR trajectory Exhibit 6:  Quarterly changes in O/s loans WALR 
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Exhibit 7:  Trend in spread of PSBs fresh loans & o/s loans WALR 
and 5-year G-sec 

Exhibit 8:  Trend in spread of PVBs fresh loans & o/s loans WALR 
and 5-year G-sec 
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Exhibit 9:  Movement in 5-year G-Sec yield and PSBs & PVBs 
fresh loans WALR 

Exhibit 10:  Movement in PSBs & PVBs fresh  loans (over median 
MCLR) 
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Exhibit 11: Trend in credit spread (over 1-year liquid AAA PSU 
yield) 

Exhibit 12: Trend in spread of PVB’s WALR & 1-year India 
government bond generic bid yield  
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Exhibit 13: Movement in PSBs & PVBs proxy spreads Exhibit 14:  PVBs' movement in WADTDR & median MCLR (in %); 
fall in WADTDR reflects in lower MCLR     
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Exhibit 15: PVBs' difference between WALR & WADTDR (in %); 
slower transmission as WALR contracts gradually 

Exhibit 16: SCBs, PSBs & PVBs difference between WALR & 
median MCLR (in %); softening of spreads (over MCLR) witnessed 
across banks  
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DISCLOSURES/APPENDIX 

I. ANALYST CERTIFICATION 

I, Rakesh Kumar, Nikhil Shah , hereby certify that (1) views expressed in this research report accurately reflect my/our personal views about any or all of the subject securities or issuers 
referred to in this research report, (2) no part of my/our compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed in this research 
report by Systematix Shares and Stocks (India) Limited (SSSIL) or its group/associate companies, (3) reasonable care is taken to achieve and maintain independence and objectivity in 
making any recommendations.    

Disclosure of Interest Statement Update 

Analyst holding in the stock No 

Served as an officer, director or employee No 

 
II. ISSUER SPECIFIC REGULATORY DISCLOSURES, unless specifically mentioned in point no. 9 below: 

1. The research analyst(s), SSSIL, associates or relatives do not have any financial interest in the company(ies) covered in this report. 

2.  The research analyst(s), SSSIL, associates or relatives collectively do not hold more than 1% of the securities of the company(ies) covered in this report as of the end of the 
month immediately preceding the distribution of the research report. 

3. The research analyst(s), SSSIL, associates or relatives did not have any other material conflict of interest at the time of publication of this research report. 

4.  The research analyst, SSSIL and its associates have not received compensation for investment banking or merchant banking or brokerage services or any other products or 
services from the company(ies) covered in this report in the past twelve months. 

5.  The research analyst, SSSIL or its associates have not managed or co-managed a private or public offering of securities for the company(ies) covered in this report in the previous 
twelve months. 

6.  SSSIL or its associates have not received compensation or other benefits from the company(ies) covered in this report or from any third party in connection with this research 
report. 

7.  The research analyst has not served as an officer, director or employee of the company(ies) covered in this research report. 

8. The research analyst and SSSIL have not been engaged in market making activity for the company(ies) covered in this research report. 

9.  Details of SSSIL, research analyst and its associates pertaining to the companies covered in this research report: 

Sr. 
No. 

Particulars 
Yes / 
No. 

1 Whether compensation was received from the company(ies) covered in the research report in the past 12 months for investment banking transaction by SSSIL. No 
2 Whether research analyst, SSSIL or its associates and relatives collectively hold more than 1% of the company(ies) covered in the research report. No 
3 Whether compensation has been received by SSSIL or its associates from the company(ies) covered in the research report.  No 

4 
Whether SSSIL or its affiliates have managed or co-managed a private or public offering of securities for the company(ies) covered in the research report in the 
previous twelve months. 

No 

5 
Whether research analyst, SSSIL or associates have received compensation for investment banking or merchant banking or brokerage services or any other 
products or services from the company(ies) covered in the research report in the last twelve months. 

No 

 
10. There is no material disciplinary action taken by any regulatory authority that impacts the equity research analysis activities. 

STOCK RATINGS 

BUY (B): The stock's total return is expected to exceed 15% over the next 12 months. 
HOLD (H): The stock's total return is expected to be within -15% to +15% over the next 12 months. 
SELL (S): The stock's total return is expected to give negative returns of more than 15% over the next 12 months. 
NOT RATED (NR): The analyst has no recommendation on the stock under review. 
 

INDUSTRY VIEWS 

ATTRACTIVE (AT): Fundamentals/valuations of the sector are expected to be attractive over the next 12-18 months. 
NEUTRAL (NL): Fundamentals/valuations of the sector are expected to neither improve nor deteriorate over the next 12-18 months. 
CAUTIOUS (CS): Fundamentals/valuations of the sector are expected to deteriorate over the next 12-18 months. 

III. DISCLAIMER 

The information and opinions contained herein have been compiled or arrived at based on the information obtained in good faith from sources believed to be reliable. Such information 
has not been independently verified and no guaranty, representation of warranty, express or implied, is made as to its accuracy completeness or correctness.  

This document is for information purposes only. This report is based on information that we consider reliable; we do not represent that it is accurate or complete and one should exercise 
due caution while acting on it.  Description of any company(ies) or its/their securities mentioned herein are not complete and this document is not and should not be construed as an 
offer or solicitation of an offer to buy or sell any securities or other financial instruments. Past performance is not a guide for future performance, future returns are not guaranteed and 
a loss of original capital may occur. All opinions, projections and estimates constitute the judgment of the author as on the date of the report and these, plus any other information 
contained in the report, are subject to change without notice. Prices and availability of financial instruments are also subject to change without notice. This report is intended for 
distribution to institutional investors. 

This report is not directed to or intended for display, downloading, printing, reproducing or for distribution to or use by, any person or entity that is a citizen or resident or located in any 
locality, state, country or other jurisdiction where such distribution, publication, reproduction, availability or use would be contrary to law or regulation or what would subject to SSSIL or 
its affiliates to any registration or licensing requirement within such jurisdiction. If this report is inadvertently sent or has reached any individual in such country, especially USA, the same 
may be ignored and brought to the attention of the sender. Neither this document nor any copy of it may be taken or transmitted into the United States (to U.S. persons), Canada, or 
Japan or distributed, directly or indirectly, in the United States or Canada or distributed or redistributed in Japan or to any resident thereof. Any unauthorized use, duplication, 
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redistribution or disclosure of this report including, but not limited to, redistribution by electronic mail, posting of the report on a website or page, and/or providing to a third party a link, 
is prohibited by law and will result in prosecution. The information contained in the report is intended solely for the recipient and may not be further distributed by the recipient to any 
third party.  

SSSIL 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, SSSIL generally prohibits its analysts and persons reporting to analysts from serving as an officer, director, or advisory board member of 
any companies that they cover. Our salespeople, traders, and other professionals or affiliates may provide oral or written market commentary or trading strategies to our clients that 
reflect opinions that are contrary to the opinions expressed herein. Our proprietary trading and investing businesses may make investment decisions that are inconsistent with the 
recommendations expressed herein. The views expressed in this research report reflect the personal views of the analyst(s) about the subject securities or issues and no part of the 
compensation of the research analyst(s) was, is, or will be directly or indirectly related to the specific recommendations and views expressed by research analyst(s) in this report. The 
compensation of the analyst who prepared this document is determined exclusively by SSSIL; however, compensation may relate to the revenues of the Systematix Group as a whole, of 
which investment banking, sales and trading are a part. Research analysts and sales persons of SSSIL may provide important inputs to its affiliated company(ies). 

Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations which could have an adverse effect on their value or price or the income 
derived from them. In addition, investors in securities such as ADRs, the values of which are influenced by foreign currencies, effectively assume currency risk. SSSIL, its directors, analysts 
or employees do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to the investments made or any action taken on the basis of this report 
including but not restricted to fluctuation in the prices of shares and bonds, changes in the currency rates, diminution in the NAVs, reduction in the dividend or income, etc. 

SSSIL and its affiliates, officers, directors, and employees subject to the information given in the disclosures may: (a) from time to time, have long or short positions in, and buy or sell, the 
securities thereof, of company (ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation (financial interest) 
or act as a market maker in the financial instruments of the company (ies) discussed herein or act as advisor or lender / borrower to such company (ies) or have other potential material 
conflict of interest with respect to any recommendation and related information and opinions. The views expressed are those of the analyst and the company may or may not subscribe 
to the views expressed therein.  

SSSIL, its affiliates and any third party involved in, or related to, computing or compiling the information hereby expressly disclaim all warranties of originality, accuracy, completeness, 
merchantability or fitness for a particular purpose with respect to any of this information. Without limiting any of the foregoing, in no event shall SSSIL, any of its affiliates or any third 
party involved in, or related to, computing or compiling the information have any liability for any damages of any kind. The company accepts no liability whatsoever for the actions of 
third parties. The report may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the report refers to website material of the company, the 
company has not reviewed the linked site. Accessing such website or following such link through the report or the website of the company shall be at your own risk and the company 
shall have no liability arising out of, or in connection with, any such referenced website.  

SSSIL will not be liable for any delay or any other interruption which may occur in presenting the data due to any technical glitch to present the data. In no event shall SSSIL be liable for 
any damages, including without limitation, direct or indirect, special, incidental, or consequential damages, losses or expenses arising in connection with the data presented by SSSIL 
through this presentation. 

SSSIL or any of its other group companies or associates will not be responsible for any decisions taken on the basis of this report. Investors are advised to consult their investment 
and tax consultants before taking any investment decisions based on this report. 
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