Home loan rates declining, but don't switch lenders yet
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ollowinga 25 basis points
F repo rate cut by the

Reserve Bank of India
(RBI) last week, State Bank of
India (SBI) announced on Fri-
dayasbpsreductioninhome
loan rates forhome loans up to
330 lakh. However, the bank
has not revised the marginal
cost of funds-based lending
rate (MCLR). While this will
benefit new borrowers, exist-
ing borrowersare still waiting
forRBI's rate cut transmission.

THE CUT

Most banks typically charge a
spread over MCLR, and the
applicable rate of interest toa
home loan borroweris MCLR
plusthe spread. Accordingtoa
PTIreport, SBI chairman Raj-
nish Kumarhad onFriday said
that reductionindeposit rates
will be required to cut the
overall lending ratesunder the
MCLR system. Foreffectinga
rate cut in home loans, the
bank will either have to
decrease its one-year MCLR or
go fora cut in its spread over
MCLR for the product, he had
said.

Asperthe MCLR rates pub-
lished on SBI website, one-
year MCLR effective 10 Febru-
ary continues to be at 8.55%
and has not been revised.

In effect, SBI's announce-

ment of reducing home loan
rates will be implemented by a
reduction in spread on the
loans, and not by arevision in
MCLR. that too for homeloans
up to 30 lakh.

Sowhy haven't MCLR rates
been cut? The MCLR calcula-
tion takes into account the
interest rate that the bank
offers on its deposits. To
reduce MCLR, banks first
need to reduce the deposit
rates. However, banksare cur-
rently reluctant or unable to
reduce deposit rates as they
need to gather more deposits
to fund rising demand of
credit. At present, the growth
indepositsisaround 9% while
growth in credit isaround 14%.
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Read more on this here:
bit.ly/2TGTKOF

‘WHO BENEFITS
The home loanrate, according
to your loan agreement with
the bank, states the rate
charged as MCLR plusspread.
Accordingly, the spread,
which ranges between 20 and
50 bps for SBI home loans up
10330 lakh, remains constant
through the tenure of the loan.
So existing borrowers will not
see the benefit of the latest 5
bps cut in spread, and their
home loans will continue at
the presentapplicable rates.
The benefit of the 5ps cut
willonly go to new borrowers
taking a home loan of up to

330 lakh from SBI after  Feb-
ruary. Those taking a home
loan of above 330 lakh will
continue to pay the existing
rate of MCLR plus spread.

Existing borrowers see a
change in their interest rates
only when the MCLR changes.
Even after the change in
MCLR, the change is reflected
in your home loan rate from
the reset date of your loan.
Typically, home loan rates are
resetevery yearand the exist-
ing MCLR at the time of your
reset is used as the MCLR for
your home loan for the next
one year.

not come outyet, it isadvisable
towait till April to see how the
external benchmarking of
loans firms up.

“Idonot suggest reading too
much onareduction of 5 bps.
Thisshould not make anyone
thinkof switching theirloanto
another bank. Only if the dif-
ference in the existing and
newrate issignificant shoulda
persondoa cost benefitanaly-
sis to arrive at a conclusion of
whethertoswitch theirloanor
not,” said Prakash Praharaj,
founder Max Secure Financial
Planners.

Moreover, he

Therecent 25bps  said, many people
MINT'STAKE  cut by RBlis likely having a home
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banks could also

cut deposit rates and hence
MCLR-linked lending rates
may also go down.

So should you wait for your
bank to reduce the rates and
pass on the benefits or should
you switch to another bank
offering a lowerrate?

RBI had in December 2018
said that all new floating rate
loans from April 2019 will have
to be linked with an external
benchmark. Though the final
guidelines for the same have

banks like SBI
where the rates are competi-
tive.
Do not decide on switching
a home loan only for a 5 bps
reduction in rate. The recent
25 bps cut by RBI is expected
to be followed up with another
rate cut in FY20 which could
lead to sharper reduction in
rates being offered by banks.
Also, wait for more clarity on
the external benchmarking of
loans, which could make loan
pricing more transparent.



