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Indian Banking Sector - Credit growth to remain subdued for FY2026: ICRA

e ICRA revises its credit growth estimate downwards to 10.5-11.0% for FY2025 from its earlier estimate of 11.6-12.5%
in FY2025; projects growth at 9.7-10.3% for FY2026

e Though profitability may trend downwards in FY2025 and FY2026, the return indicators are expected to remain
comfortable, leading to ICRA’s Stable outlook for the sector

ICRA has revised its credit growth estimate downwards to 10.5-11.0% for FY2025 from its earlier estimate of 11.6-
12.5% for FY2025. In its recent report, ICRA highlighted that with the banks focusing on reducing their credit-to-
deposit (CD) ratio and reducing their exposures to unsecured retail and non-banking financial companies (NBFCs),
the overall credit growth has moderated in the past few months. Consequently, credit and deposit growth has
almost aligned with each other and ICRA expects the trend to continue. Further, for FY2026, credit growth may
ease to 9.7-10.3%, weighed down by the persisting high CD ratio and implementation of the proposed changes in
the liquidity coverage ratio (LCR) framework.

Sachin Sachdeva, Vice President & Sector Head — Financial Sector Ratings, ICRA said: “The persisting high interest
rates and the slowdown in credit growth (especially towards high-yielding advances) would impact the margins of
the banking sector. In addition, the rate transmission on yields is estimated to be faster as and when the rate cut
cycle begins, which would further compress the margins. Nevertheless, the return indicators are likely to remain
healthy with return on assets (RoA) estimated at 1.1-1.2% for FY2026 and at 1.2-1.3% for FY2025 compared to 1.3%
in FY2024. With slower credit growth, this is likely to improve the loss-absorption cushions for banks, while
remaining sufficient to meet the growth requirements.”

The capital ratios of several banks remain comfortable, and no major growth-related capital requirement is
expected for FY2026. Nevertheless, the implementation of the expected credit loss (ECL) framework and increased
provisioning for project finance in the medium term is likely to be monitorable.

Raising deposits remains a challenging and costly proposition with the growth in deposits being driven by the
expanding term deposits. At the same time, the certificates of deposit outstanding stood at its decadal peak at Rs.
4.9 trillion as on November 29, 2024, higher than the earlier peak of Rs. 4.5 trillion in April 2011. Despite the
increase, these remain lower at ~2.5% of total deposits compared to the peak of ~8% of total deposits in the past.

“With the persisting challenges in deposit mobilisation, the bond issuances by banks are expected to surpass
previous high and may touch Rs. 1.3 trillion for FY2025 (Rs. 1.09 trillion in 9M FY2025) compared to Rs. 1.02 trillion
in FY2024 (Rs. 1.13 trillion in FY2023),” Sachdeva added.

On the asset quality front, net additions to non-performing advances (NPAs) remain low, which has helped the
sector witness steady reduction in headline asset quality numbers. However, with the retail sector facing increasing
stress, the overall fresh slippages are expected to rise, and recoveries/upgrades are likely to gradually taper. The
gross fresh NPA generation for all banks for FY2025, is expected to marginally rise to 1.6% in FY2025, from 1.5% in
FY2024, though remaining lower than the previous years (2.0% in FY2023, 3.1% in FY2022). The trend is expected
to continue in FY2026. Consequently, the quantum of gross NPAs (GNPAs) would rise, although the GNPA ratio is
estimated to trend range-bound by March 2025. Thereafter, even the GNPA ratio is likely to inch up in FY2026.

“Though fresh NPA generation rate is expected to see a relative increase in FY2025 and FY2026, the credit costs
would see only a mild rise because of lower legacy net NPAs. Moreover, with the existing high provision coverage
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ratio (PCR), banks would have room to take lower incremental provisioning to manage the bottom line. ICRA
estimates the credit costs to account for 21-23% of the operating profit of the banking system in FY2025 and 27-
30% in FY2026 (~21% in FY2024), compared to 100-150% in FY2018-FY2020,” Sachdeva added.

Exhibit 1: Credit growth trend
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Exhibit 2: Outlook on RoA
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Allinformation contained herein has been obtained by ICRA from sources believed by it to be accurate and reliable. Although
reasonable care has been taken to ensure that the information herein is true, such information is provided 'as is' without
any warranty of any kind, and ICRA in particular, makes no representation or warranty, express or implied, as to the
accuracy, timeliness or completeness of any such information. Also, ICRA or any of its group companies, while publishing or
otherwise disseminating other reports may have presented data, analyses and/or opinions that may be inconsistent with
the data, analyses and/or opinions presented in this publication. All information contained herein must be construed solely
as statements of opinion, and ICRA shall not be liable for any losses incurred by users from any use of this publication or its
contents.

Disclaimer:

This Press Release is being transmitted to you for the sole purpose of dissemination through your newspaper / magazine /
agency. The Press Release may be used by you in full or in part without changing the meaning or context thereof, but with
due credit to ICRA Limited. However, ICRA Limited alone has the sole right of distribution of its Press Releases for
consideration or otherwise through any media including, but not limited to, websites and portals.

About ICRA Limited:

ICRA Limited was set up in 1991 by leading financial/investment institutions, commercial banks and financial services
companies as an independent and professional investment Information and Credit Rating Agency. Today, ICRA and its
subsidiaries together form the ICRA Group of Companies (Group ICRA). ICRA is a Public Limited Company, with its shares listed
on the Bombay Stock Exchange and the National Stock Exchange. The international Credit Rating Agency Moody’s Investors
Service is ICRA’s largest shareholder.
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