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SBI's earnings growth
may taper in near term

Most analysts still have 'buy’ rating on stock even after lowering estimates

NI GASHISHT

Hew Dedti, 8 Augunt

tate Bankof India's (SRI%S) enmings
S growih may tem lackiuste in the
near term, warn smalysts They say
that this coukd bedoe o margin compres-
shonand Hkely lnwer fbe Incomse over the
next year.

“While the cost ofdeposits i repricing
sharphy scross the system, there will be sed-
atively lower yield expansion going
ahead a5 inost of Lhe bick-book
has been repriced und there ks
high competitive pressure on
yiekds, We belteve it will bedir- 8
ficudt for SEI o prevent et
Inlepest margin (NIM) con-
pression,” said anslyses at
HSBC whiledowngrading the
stock to ‘hold' from buy’.

They further noted that in
an environment where NIM
and operating costs are under
pressie. foe income becomes an
important lever, "However, SBl's
Feefassers remain low at 48 basis
poimts of bps (nnnualised) in the
quaner. Given thar credit costs will
likely normalise, we believe eamings
growthy will likely remiadn bicklustre for SB
over financlal years 24-25" they sdded.

The lender’s earnings for the April
June quarter of the 223-24 financial year
FQUFY24) were mixed, with its net interest
o (NI dectining 4 percent quarer-
orrquartes (Q-0-QL led by o shamg 27 hps
Qro-Qrdectine (1 NIM to 3.33 per cen

Net profit was up I78 per cent year-one
vear [Y-0-Y) at 2EBE0 crore. The bank
reported treasury gains of B850 crore,
while core fees grew 4 per cent Y-oY o
taad crore. Slippages Increased tw
arolind T7900 crore In & seasonally weak
querter, thoughthe gross non-performing
psset (GNPA) and net NPA rativs stood
bie, The restructured book declined 10
22700 crore (07 per cent ol advances),
while the special mention accoun SMA)
112 portfiolio incrensed o 27320 crone (22
bps of loans). At llle Mllnea shares of
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Analysts at Nomuira tesmed SE s sharp
NIM decline “disappolnting” as the
lender's ¥-0-¥ NIM expansion of 31 bps
slgnificantly trailed privite banks

“SHI core fee perlormance conrines
o be soft, and coupled with softer NIMs,
I resulting in a drag on opersting profit-
n‘nﬂlly We think levers to improve oore
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Longer-duration debt funds:
Tactical bets are for risk takers

S Ty HIGHER-DURATION FUNDS OUTPERFORM IN LONG TERM
(CATEGORY AVERAGE TRAILING RETURNS (%) Wi-year E5-year WI0-year

Diebe fumad categories that nminmin
highy portfallo dumtion have performed
wiell over the past vear, Long-duration
et fnds erve given o cotegory aver-
e reruen of 77 per cent, Gilt funds
fwhose dumtion cavary widely)
eamed 7 percent while gilt funis with
Myear constant domtion fetched 66
o cerL. Given these refurns, linvestors
may be temmped to nvest n them. B
they shoubd first undesstand whatthey
are gerting ino,

Good thine to enter?

Experts say most major developed ard
emierging markets are at the end of their duntan
rate hiloe cycles. A couple of Large cerr
tral banks have or are on the verge of
starting their ate-cut cyches.. “Some
uncertainty has been added in the past
few weels dise fo the uncertain global
envirenment. o, we woulkd advise
Irvestoes to wait for a month or two
before taking long-durmtion positions w
avold near rerm volatility,” sayy Pranay
Sinha, sendor fund o er-fixed
ncome, Nippon India Murnsl Pund
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who don’t want high volaility in their
et fund portfislics should svold these
funds. Raghaw warns there could be
s when thefr returms ane negative
aver a year, He adds that lnvestors whe
dom't understand thelr inherent volatil
ity should avold these furds. Those
with very short horizons should also

Moreover, there is uncertainty
regarding rate cuts. “Just because the
Reserve Bankof india (R1M) has paused
does ot mews thst rates will ieces-
satily (all from here. If inflation Increas-
&4, the oontni] barnk could be forced Wy
undertake hikes. If the US Pederal
Reserve koeps hildng rates. the RBLmay

FRUF P prtital e et beug et Bt ek gt TF: T nge i

Soans

neased 2 19 per cent Q-o-0) decline, and
V-o-¥ growth miod erated sharply 1o 74 per
com Yo (versus 1920 per cent rupe-mmte)
Thus, overnl] gross sdvances grovah was
contaiped ot LI per cent Q-o-0Q and
139 per cent ¥-0-Y.

SBIs loan geowthy las moderatad rom
20 per cent in Q2FY2) to 14 per cent

(P may
I'x I.mm:d pah\_.nlmd th. added.

Thit brokerage has cut its core l-'['u[-'
estimates for FY24-20 by 5 per cont to 5.5
per cent, while net profic estinate has beety
incrensed by (L3 per cont for Fy24 but out
by 2.2 per cent /2.3 per cent for FY25/FY24,
It has aleo slashed NI estimates by aroud
A per cent, each. for FY24-26 “Any Incee-
mental rerting for SBI (from current Ix
Forwand P/8 for core banking bosines ) will
require outperformance on core PRoP,
wihiich will be-challenging ™ Nomura @id,

Indin's most have

declined ll\crwul over the past threedays
asagainet o (.8 per cent rise inthe bench-
murk BSE Sensex

The banlds domesthc gross advances grew
L& percent Q-o-Qand 15.1 pet cent Y-0-Y,
However, oversens gross advinces wit-

flacting o slower rise in large corporate
and imernational segments, “While the
manugEment mrgets a 15 per cent loan
gowth in FY24, we ane Sictoring o 13 pey
cent compound anmal growth rate in
Inars over FY23-25 s sustained corporste
gnowth s imiperative 1o achiéve 15 per cent
overall growth. Further, we are fictoring s
5 bps decline In overall Fy24 NIM o
294 per cent,” sald Prabhudas Lilladher
HSBC has plso cut N1M estinmtes o
average 3.21 per cent (from 3.33 per cent)
over FY 2426 " Wealio marginally mduce
our FY24 credit costs estimates 1o 45 bps
from 50 bpa earlier, resulting in &4 per
cent/41 per cent/2.6 per cent cuts in our
# for FY24/25/26. respec-

P be forced 1o follow suit” says Deepesh steer clear,
Ower the long term, one cun expect Baghsw, & Securities and L&L'h.uq,: : i
higher recurns from these funds. conr Board of India RIA iRegl

Long-duration funds canirvesi in both
corporate bonds and gits. I you invest
ki fund from this uu‘pul) go for one
that doesn't 1ake too much credit rigk

g ldeal o play long-dumtion

tegion through soversign or AAA
bonds,” gays Sinha

Lvestmient Advisor
nterest rate cuts abso appear to be
s ime awny, In a recent poll con
ducted by Business Standard. seven of
10 parthcipangs said that they expect
rate hikes o begin only from
Vhe st quarter of the 2024-25

pired to o shorter-dirs tion fond as they
Imvestin longer nuaturity bonds, which
usinlly offer higher coupon mtes, At
present, with Interest mtes f of (ear
peak bevels, viedd to imaneiy (Y TME) of
these funds are on the higher

side, w0 invessors will get entry

at i good fevel. Anancial year Before investing in g it fund,
Anvveszos could leo ke undersiand how much nterest-mte risk

actical bets on them, “If nnd Whoshould invest? the fund manager takes

wheni rate cut cyele takes Those been 10 take d actical The 10-year constant muturity gilt

place, investors could respthe bt aned having the necessury furd Cabegiry must imvest 80 per cem

ofits portfulio in @it and alse maintain
2 Macaulxy duration of 10 yenre. This
means it will always be highly sensitive
w eate changes

Majumidar suggests that buy-and-
hold mvestors consides investing ina
turget maturity fond with a long matur-

risk appetite may go for these
fumcy, Bu-ad-hold Investom
mayalso go for them provided
they have a horizon of 710
vears and don’t mind the
Inzesim volacility, “Witha longss horl-
a0, even i there s an sdverse rate

benefit o !L.Apll-d Eains lrom

hoddings,” siys Sknba,

Adds Viplaw Majumwdar,
founder, Planyourworld com,
“Retall lnvestons should take expen
bl 7 they want totime their entry

and exit” movement the capital loss gets recov- Iy that invests in glits, Sucha fund
erind throuph coupon payments. There weorld offer nenr-certainty of return if

Volatile categories will also be rate cut cycles over a long hiedd 1l maturity,

Iiwestors who bet on these funds pegiod” savs Raghaw, “With debt funds now taxed ona par

wilth fixed deposits, compane a deposil's
retum with a debe fund’s YTM to decide
which s wone attractive.” says Raghaw,

should be prepared for volatility, When
rites rise, thelr net asset values (NAVS)
perid 1o fall sharply.

‘Who should svoid?
Majunudar says conservitive nvestors
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