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Asset Quality continue to weaken for the Indian Banking Industry 

Asset quality woes continue for the banks as Gross NPA for the banking industry edged up 4% on QoQ basis thanks to 14.5% rise in GNPAs by pri-

vate sector banks and 2.64% by PSU banks. Total bad loans for the December quarter of FY17 for 40 banks stood at INR7,00,995.9 Crores up by 

around 60% since last year when the total bad loans stood at INR4,39,321.6 Crores. As per the RBI’s Financial Stability report, the Gross NPA ratio 

climbed to 9.1% in September,2016 as against 5.1% in September 2015. RBI’s continued measures such as Strategic Debt Restructuring and scheme 

for Sustainable  structuring for stressed assets (S4A Scheme) have not been able to bring much of reforms in the banking industry. Resolving bad 

loans is proving to be difficult. As seen in below chart the cases withdrawn from CDR have risen from 202 in Dec 15 to 264 in Dec 16. The value of 

such withdrawn cases amounts to INR125093 Crore.  
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Exhibit: Corporate Debt Restructuring Statistics  

Source: Ace Equity, Bloomberg, CDR Mechanism, SMIFS Research Figures in charts in INR Crores 
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Dip in Net Interest Margin in the Q3 FY 17 Quarter led by both Public Sector Undertakings and Private peers.  
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On an analysis of 34 listed banks, Net Interest Margins have seen a dip this 

quarter as incremental interest on surge in  deposits due to demonetiza-

tion led to higher interest outflow. Lower interest income in Q3FY17 com-

pared to Q3FY16 also implies loan books shrunk in the current quarter 

which led to lower interest income.  

In Q3FY17, NIMs of PSU Banks stood at 2.29 per cent as against 2.53 per 

cent in previous quarter and 2.44 per cent in corresponding period previ-

ous fiscal. The private players reported a higher NIMs than the PSU peers. 

They reported a NIM of 3.40 per cent against 3.54 per cent in previous 

quarter and 3.43 per cent in Q3 FY16.  

Source: Ace Equity, Bloomberg, SMIFS Research  
Figures in charts in % 
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Provisions: Private goes aggressive while PSUs take a back seat 

Provisions– the money set aside for bad and doubtful loans of the bank-

ing industry as a whole inched down by 3.68 per cent in Q3FY17 com-

pared to previous quarter. The private banks were aggressive in making 

provisions for bad loans. On an analysis of 16 private players, the provi-

sions in the latest ending quarter stood at INR9457 Crores as against 

INR5550 Crores in  Q3FY16, up by 70 per cent YoY. However on a QoQ 

basis it was down by 31 per cent. The PSUs played defensively with 17 

per cent lower provisions on YoY basis at INR35654.18 Crores against 

INR43226.24 Crores. However on a QoQ basis it was up by 7.84 per 

cent.  

Source: Ace Equity, Bloomberg, SMIFS Research Figures in charts in INR Crores 
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Stable growth in top line, courtesy Private Sector Banks 

The Banking industry witnessed strong growth in top line. The Net 

Interest Income edged up 3.5 per cent on YoY basis supported by con-

stant growth in top line of Private Banks. However the PSU Banks 

dragged the interest income lower as they reported a 4.5 per cent fall 

sequentially and 0.77 per cent year over year. The NII has risen 12 per 

cent for private banks over last year and 2 per cent over previous 

quarter. Lower income from PSU banks denotes the loan books have 

shrunk in the December quarter whereas loan books for private banks 

have seen improvements which implies the core business of private 

banks seems strong and might continue to outperform the PSUs. 

Source: Ace Equity, Bloomberg, SMIFS Research Figures in charts in INR Crores 
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Other Income growth slowed in the quarter  

Other Income, derived from fee income, treasury gains etc slowed dur-

ing the December quarter of FY2017.  The treasury gains has been slow-

ing down as the 10 Year Government Bond yield has dropped at a slow-

er pace in the Sep-Dec quarter compared to June-Sep quarter. The 

yields dropped by 26 bps in Q3FY17  as against a higher drop of 60 bps 

in Q2FY17. The benchmark yield stood at 6.515% as on 30th December 

2016. Sequentially, the PSU banks reported a growth in other income 

whereas private peers reported a drop. However on a YoY basis the in-

dustry reported a 43 per cent growth in other income. Sequentially, the 

private banks reported a dip of 20% to INR15067 Crores whereas Public 

Sector Banks reported a 7.5% growth to INR29832 Crores. 0
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Demonetization,  a barrier to profitability! 

In the demonetization hit quarter, the profitability of the banking in-

dustry was impacted. The December quarter which normally witnesses 

stronger credit growth than September on the back of good harvest 

season, festivities etc saw slower loan growth as businesses took a hit 

and corporates were not willing to take loan. The industry’s profitability 

contracted sequentially by 14.75 per cent as asset quality continued to 

weaken, banks had higher cost of operations and lower treasury in-

come compared to previous quarter. The aggregate profit of 40 listed 

banks stood at INR10409.77 Crores as against INR12210.82 Crores in 

Q2FY17. However, the profit grew 18 times on yearly basis. The Profit 

stood at INR555 Crores in the same period previous fiscal. On a yearly 

basis, higher growth in NII, other income and lower provisions led to 

multi times profit.  
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Banking Industry Quarterly Performance Analysis Q3 FY17. 

The Indian Banking industry has ben witnessing a tough ride for quite a some time now . The private players have outperformed the PSUs across all the verticals over 

the past one year. Despite higher provisions by private sector banks, they have been able to outperform the PSUs in Net Interest Income growth, asset quality, 

profitability. The Net Interest Margin of the private players are also higher at 3.40 per cent compared to 2.29 per cent of the public sector banks. Though the NPA 

growth is slowing and more recoveries are happening in the banking space, the quantum of bad loans is not small and still the level of stressed assets is slightly 

above 20 per cent which is of big concern and may take time to resolve. Just like a merger create synergies for the companies, the idea of consolidating the bad 

loans and manage them professionally will help in quicker resolutions. The highest YoY growth in Net interest Income was  recorded by IDFC Bank (34.81%) and Indu-

sind Bank(34.51%) among the private players and Vijaya Bank( 22.88%) and Corporation Bank (22.13%) in the PSU space. The highest YoY growth in Net Profit was 

recorded by Laxmi Villas Bank (70.12%) and Kotak Mahindra Bank (38.61%) among the private banks and Indian Bank(670.41%) and Vijaya Bank (337.71%) among 

the PSU peers. On the asset quality front, DCB Bank improved sequentially whose Gross NPA and Net NPA decreased by 20 bps and 10 bps respectively in the private 

space and United Bank of India among the Public Sector Banks whose Gross NPA and Net NPA improved by 28 bps and 57 bps sequentially.  

 Road ahead 
The Indian Banking Industry’s NPA trend continues to move north which is the biggest obstacle to the revival of the banking sector. Though we are seeing some re-

covery in the debt laden iron & steel, infrastructure sector but still there is time untill we see strong improvement in the asset qualities and recoveries of banks. The 

RBI has given a deadline of March 2017 for all banks to clean up their balance sheets, which also require these lenders to set aside huge chunk of capital in the form 

of provisions which has led to higher provisions in past one year. RBI’s measures such as S4A scheme and 5:25 scheme to restructure the assets and tackle bad loans 

have also failed to make significant success. The 5:25 scheme allows banks to extend the tenure of loans to existing infrastructure projects up to 25 years. In S4A 

scheme, the banks had been allowed to divide a company’s debt into a sustainable and unsustainable part. The sustainable part which had to be at least 50 per cent 

of the total debt could be serviced through existing cash flows and unsustainable part could be converted into debt or equity which allows banks to take over func-

tions of the company and facilitate quicker sale to a buyer. However, the banks have been unable to find buyers. RBI’s change in stance from accommodative to 

neutral may also slower the pace of rate cuts and implementation of bad bank is still not visible in near term. The sharp rise in bond yields will also impact the treas-

ury gains of the bank. The deposits made in the December quarter which led to rise in CASA across the industry will also get dampened as withdrawals started pick-

ing up from January and businesses have come to normalcy. With the SBI’s merger with associate banks in next one or two quarters, other banks may also resort to 

consolidation mode. We expect private players will continue to outperform and PSUs will still feel the pain.  

However, the government along with RBI is working on a radical proposal to resolve the NPAs and has taken some policy decisions which may go beyond the S4A 

scheme. As per Finance Minister Jaitley, the problem of big NPAs is confined to at best 50 companies and therefore those 40-50 accounts need to be resolved. RBI 

has signaled of introduction of third-party assessments of bad loans which would help bankers to arrive at a value without fear of their decision coming under the 

scanner in the future. RBI’s Deputy Governor S.S. Mundra has said the central bank is also looking at expanding the oversight committee mechanism to look at all 

bad loan cases apart from those under the S4A scheme. Hence the process of resolving the NPAs has been speeded up with stricter mechanisms and we may see 

some improvement in the Banking Sector going forward. 
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Banking Sector Model  
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 Banking Sector Model  

The model aims to show the ratings of Public and Private sector banks on the following parameters for the latest quarter unless otherwise mentioned:- 

Market Price: Change from 52 Week high, Credit to Deposit (March 2016), Price to Book, Interest Earned to Interest Expended (IEE), Premium/ Discount on P/B compared to 3 Years 

average, Dividend Yield, Capital Adequacy Ratio (CAR), Provision Coverage Ratio (PCR), Gross NPA (GNPA) , Net NPA (NNPA), Return on Assets (ROA). In Price related parameters, the 

prices are taken as on 20th Feb 2017. 

Working of the model:- 

 The data for fundamental analysis is captured and inserted into the model.  

 Individual companies are provided ranks on individual parameters based on the rating matrix which involves descending order rating of Change from High, CD ratio, IEE, Div Yield, 

CAR, PCR, ROA and ascending order rating of P/B, P/E, P/BV 3 Yr Avg, GNPA and NNPA.  

 A consolidated table is prepared for both PSU and Private Banks and parameters are given weights and a final rank is calculated.  

Based on the model, we find that HDFC Bank, Yes Bank and Indusind Bank are the top 3 in Private players whereas SBI, Indian Bank and Vijaya Bank top the list 

in PSU Space.  
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Key Financial Snapshot 

Source: Ace Equity, Bloomberg, SMIFS Research 
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