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TheReserveBankof India (RBI)
has cut the repo rateby50basis
points to 5.5per cent. SinceFeb-
ruary, the repo ratehas fallenby
100basispoints. Interest rates
onnewhome loans, already
below8per cent following the
April cut,will decline further.
The latest repo rate reduc-

tionwill lowerEMIsonhome
loans.For instance, ona~75
crore loan for 20yearswithan
initial rateof 8.5per centbefore
theFebruarycut, theEMIwould
havebeen~65,087.Once the
latest cut ispassedon, the inter-
est ratewill drop to 7.5per cent
and theEMI to~60,420—a
decreaseof~5,387.

Quickergainsforrepo-linked
borrowers
Thepaceandquantumof trans-
missiondependon thebench-
markusedby the lenderand the
resetdates. “The transmission
will bequickest andabsolute in
thecaseof existinghome loans
linked to the repo rate,” says

SantoshAgarwal, chief execu-
tiveofficer (CEO),Paisabazaar.
TheRBImandates that interest
ratesof repo rateandother
externalbenchmark-linked
home loansbe reset at least once
every threemonths. “In recent
times,public-sectorbankshave
been faster inpassingonbene-
fits toborrowers thanprivate
banks,” saysAbhishekKumar,
Securities andExchangeBoard
of India (Sebi) registered invest-
mentadvisor and founder,

SahajMoney.com.

Impactonnewborrowers
Whethernewborrowersbenefit
to the sameextent as existing
onesdependson the spreador
credit riskpremium. “If banks
continuewith the samespread,
the rate reduction fornewhome
loanborrowerswill be the same
as for existingborrowers,” says
Agarwal.Whencreditdemand is
high,banks increase their
spreadover the repo rate,which
reduces thebenefit fornewbor-
rowers. “Somebanksmightalso
take time toadjust theirpricing
fornew loansbasedon theirnet
interestmargin (NIM)projec-
tion,” saysKumar.Lower rates
also increase the loaneligibility
ofnewborrowers.

ReducetenureorEMI?
Whenrates fall, banks typically
keep theEMIunchangedand
reduce the tenure. “Borrowers
canchoosebetween reducing
theEMIor the tenure,” says
Adhil Shetty,CEO,
BankBazaar.com.
Kumar suggests thatmain-

taining thecurrentEMIand
reducing the tenure results in
greater savings in interest cost
over the long term. “Thedeci-
sion tomaintainEMImustbe
takenonly if theborrower’s cash
flowspermit,” saysVishal
Dhawan, chieffinancial
planner, PlanAheadWealth
Advisors.

Switchfromolder
benchmark-linkedloans
Forhome loans linked to inter-
nalbenchmarks like themargi-
nal cost of funds-based lending
rate (MCLR)and thebase rate,
the rate cutmaynotbepassed
on fully. “Lenders’ cost of funds
playsamajor role indetermin-
ing internalbenchmark rates,”
saysAgarwal.Transmission is
also slower.Kumar informs that
the resetperiod ranges from
threemonths tooneyear for
MCLR-linked loans. “If youare
onanolderbenchmark, switch
toa loan linked toanexternal
benchmark,” saysShetty.
Dhawanadds that those loans
aremore transparent.Borrowers
on repo-linked loans shouldalso
periodically check if theyareon
thebest rate available in the
market, particularly if their
credit scorehas improved.

Considerprepaying
Existingborrowers should
considerprepaying their
home loans. “Bydoing this
amid falling interest rates, you
can reduceyouroverall
interest liability significantly,”
saysShetty.However, if youcan
invest themoney inequity
mutual funds toearnhigher
post-tax returns,do so rather
thanprepay.Finally, donot
overstretchyourself toprepay.

TheReserveBankofIndia(RBI)
onFridaycutthereporateby50
bpsto5.50percent,allowingfor
cheaperequatedmonthlyinstall-
ments(EMIs)onfloating-rate
homeloans.

What’sinitforborrowers?

nBorrowerswithloanslinkedto
thebaseratewon’tbenefitfrom
thelatestreporatecut.
nBorrowersmaybenefitthrough
reducedEMIsif lenderspasson
theratecut.

Shouldyouswitchnow?

nSwitchingtorepo-linkedloans
mid-tenurecanlower interest
costs,butborrowersmustassess
switchingcharges.
n Ifyourcurrent lender isn’tpas-
singonthebenefit,abalance
transfercouldhelpcut long-term
interestandrepaytheloanfaster.

Whatifratesriseagain?
n Interestratesmayrisedueto
inflation,butrepo-linkedbor-
rowersbenefitmorequickly
whenratesfall.
nWhilethecurrent50bpscut
offersrelief, futurehikescould
offset thesegains.

Switch to repo-linked loans, save big

Readfull reporthere:mybs.in/2eniFkN Compiled by surbhi gloria singh
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Retain EMI, shorten
tenure for greater
interest-cost savings

your
money

CRRcut a surprise for
markets, sayanalysts
Sai aravindh & Puneet WadhWa
Mumbai/NewDelhi, 6 June

The reduction in the cash reserve
ratio(CRR)by100basispoints(bps)
to 3 per cent — which is likely to
unlock ~2.5 trillion liquidity in the
bankingsystem—cameasabigger
surprisecomparedtothe50bpscut
in the repo rate, said market ana-
lysts.TheyexpecttheReserveBank
ofIndia(RBI)toremaindata-driven
before cutting the rates again. The
RBI’s monetary policy committee
(MPC), ledbyGovernorSanjayMal-
hotra, slashed the repo rate by 50
bps to 5.5 per cent, besides cutting
theCRR.
The central bank changed its

monetarypolicy stance to ‘neutral’
from ‘accommodative’, with the
governor saying further actionwill
dependon incomingdata.
TheCRRcut ismore significant

thanthereporatecut,givenwhat it
would mean for liquidity in the
system, Jyotivardhan Jaipuria,
founder and managing director
(MD)atValentisAdvisors, said.
“The RBI may take a breather

fornowandbecomedata-depend-
ent before cutting rates again, as
theymaywant to see the impactof
cuts done till now. With the next
policy review two months away,
the focus will be on how themon-
soon unfolds and its effects on
inflation, gross domestic product
(GDP) growth alongwith develop-
ments in the global tariff land-
scape,” he added.
At the bourses, the BSE Sensex

gained over 800points in intraday
deals to 82,200 levels. TheNifty 50,
on theotherhand, surgedover 200
points and tested the 25,000mark
during the day. Interest rate-sensi-
tivestocks—auto,banksandrealty
—wereamongthekeygainers.
URBhat, cofounder anddirec-

tor, Alphaniti Fintech, said the
policy shows theRBI’s confidence
in inflation and othermacro vari-
ables. “Thepolicysignalsanendto
the rate-cut cycle, at least for now.
It is a valiant effort to spur
demand, both in rural and urban

areas. Demand revival has more
dynamics than just a rate cut,”
Bhat said.

Marketimpact
TheRBI’sdecision,thoughpositive
forgrowth,isslightlynegativefrom
themarketperspective for thenear
term, according to V K Vijayaku-
mar, chief investment strategist at
Geojit Investments. This big rate
cut, he believes, will impact the
margins of banks and, therefore,
bank stockswill be under pressure
in the near term. “The change in
monetary stance from accommo-
dative toneutralalso indicates that
more rate cuts are unlikely unless
thesituationwarrants,”headded.
G Chokkalingam, founder and

head of research at Equinomics
Research, expects the markets to
move up around 10 per cent from
thecurrentlevelsifthemacrosback
home remain under check in the
backdropofanormalmonsoonand
withnoadverseglobal cues.

Caseforaggressivecuts
Rate cut cycles generally last 6 to 8
quarters, and we’re midway
through, said Deven Choksey, MD
atDRChokseyFinServ.Heexpects
another 100–125 bps rate cuts over
the next three to five quarters.
Thesecouldboostgrowthanddrive
investor interest in equities,
especiallyrate-sensitivesectors.He
added: “With growth gaining
momentumandinterestratesstay-
inglow,marketsarewellpositioned
for anupwardmove.” It alignswith
India’s infrastructure push and
risingcreditdemand,Chokseysaid.
With inflation under control,
especially from imports, the
environment supports lower inter-
est rates toaidgrowth,headded.
Chokkalingamexpects another

100 bps rate cut by the end of this
financial year or even within the
calendar year.With exports under
pressure, he sees rate cuts as key to
boosting domestic demand and
supportingGDPgrowth.

Gain from 100-bp cut since February
Loan tenure is 20 years. Original interest rate taken to be
8.5%; 7.5% after 3 cuts; *Principal amount
EMI Amount (~) nOriginal n Revised n Savings

*25,00,000 50,00,000 75,00,000 1,00,00,000
Source: Bankbazaar.com
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