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Yes Bank, Indusind reveal that consumer-driven segments
account for small portion of retail books
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Besides superior asset quality, growth potential of their retail book was a factor that led to
the re-rating of some of the smaller sized private sector banks in the last one year. A closer
look at the retail businesses of Yes Bank and Indusind Bank reveals that core consumer-driven segments still account for a relatively small
portion of their respective retail books.

As these banks aim for an equal distribution of their loan book between retail and corporate segments over the next few years, how the
consumption part of the retail books shapes up may impact the valuations they currently command. Indusind and Yes Bank currently trade
at trailing price-to-book multiples of 3.4 times and 2.8 times, respectively, and are amongst the four most expensive banking stocks.
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As against some of the larger private players like HDFC Bank, ICICI Bank and Axis Bank for which pure consumer-linked segments like
housing, auto and personal loans, and credit cards account for over 70% of their retail book, in case of Indusind and Yes Bank, this
proportion stands at 50% and 29%, respectively.

While such lower levels give an opportunity for growth, the increased competitive intensity in the space may act as a deterrent for
continuous valuation expansion of these stocks. Analysts have pegged both Indusind and Yes bank to report industry beating
compounded profit growth of 25% during FY17-18.

There is a likelihood that the net interest margins (NIMs) may come under pressure as bigger private banks and their public sector
counterparts, which traditionally kept focus on growing their corporate business, target the retail pie. The retail segment brings in higher

yield and aids NIMs. However, increased competition may bring pricing pressure. In the June quarter, Indusind and Yes bank reported
NIMs of 3.9% and 3.4%, respectively.

The increased focus on the retail credit was quite evident in the June quarter. While retail credit grew at a much faster pace than corporate
credit for all private banks, sub-segments like personal loans, credit cards and home loans reported highest YoY expansion of 21-44% for
ICICI and HDFC Bank, whose collective retail book is about Rs 4.5 lakh crore.
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