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Another signal from the RBI to boost credit growth

RBI’s announcement that starting Apr-2025, the Nov-2023 hike in risk weights for loans
to NBFCs and MFIs would be completely reversed, is yet another signal that it would like
to see stronger credit growth. It has also relaxed some norms for Urban Cooperative
Banks on their exposure to mortgages. The sharp decline in system loan growth, though,
was broad-based, and not only in segments where risk weights were hiked. In large
measure this was driven by a high cost of liquidity, and the regulator’s discomfort with
high LDRs at some fast-growing banks. While these signals should help revive lending, we
believe the binding constraint remains durable liquidity.

Exhibit 1 - Weaker loan growth was due to macroprudential tightening
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RBI rolls back higher risk weights on NBFCs/MFI loans

The RBI announced a significant reversal in risk weights for bank loans to NBFCs (link) and
MFIs (link) effective from 01-Apr-2025: the risk weights are to be lowered from 125% to 75-
100%, fully reversing the increase in Nov-2023. This move is expected to boost lending as
lower risk weights allow banks to extend more loans with the same capital base. The RBI has
also eased some norms for Urban Cooperative Banks (UCBs: these account for ~4% of total
commercial bank assets). Research shows that the increase in lending that follows a
monetary policy easing is larger if the macroprudential environment is accommodative.

Slowdown in lending growth was driven by LDR caps, tight liquidity, risk weights
Non-food credit growth adjusted for the HDFC-HDFC Bank merger fell from 16.3% in
Mar'24 to 12.7% in Dec-2024 (Fig 4) and to 12.4% in the fortnight ended 7 Feb. This sharp
slowdown was broad-based (Fig 2, 7), and not only in segments where risk weights were
raised. In our view, this was at least initially primarily supply driven, triggered by the
regulator’s concerns on high loan-deposit ratios (LDR) at some banks and weak base money
injection. Over time, the resultant slowdown in the economy likely hurt too as visible in the
slowdown in areas like retail trade and vehicle loans (Fig 6-7: 6.5% of total credit).

Strong signals from RBI should encourage banks to plan for faster growth

This step follows several other strong signals from the RBI that it intends to boost credit
supply and is likely to encourage banks to focus on growth again. While the reduction in risk
weights should help boost lending, we believe liquidity is currently a binding constraint. Our
FY26 GDP growth estimate of 7% was conditional on macro-prudential and monetary
easing, which has now started. Some stronger steps on improvement in durable liquidity and
possibly further relaxation of risk weights on mortgages could accelerate the process. While
signs of stabilization are now visible, in our view a meaningful acceleration in credit growth
and thence economic momentum is several months away.
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Exhibit 2 - Credit growth slowdown has been broad-based
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Exhibit 3 - Intended slowdown was in “Unsecured” lending
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Exhibit 4 - But credit ex. “unsecured” loans fell too
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Exhibit 5 - Visible in stable share of unsecured loans ...
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Exhibit 6 - Strong slowdown in vehicle loans...

Source: RBI, Axis Bank Research

Exhibit 7 - ...as well as in loans to retail trade
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Disclaimer: The report and information contained herein is of confidential nature and meant only for the selected recipient and should
not be altered in any way, transmitted to, copied, or distributed, in any manner and form, to any other person or to the media or
reproduced in any form, without prior written approval of Axis Bank. The material in this document/report is based on facts, figures
and information that are obtained from publicly available media or other sources believed to be reliable and hence considered true,
correct, reliable and accurate but Axis Bank does not guarantee or represent (expressly or impliedly) that the same are true, correct,
reliable and accurate, not misleading or as to its genuineness, fitness for the purpose intended and it should not be relied upon as such.
The opinion expressed (including estimates, facts, figures and forecasts) is given as of the date of this document is subject to change
without providing any prior notice of intimation. Axis Bank shall have the rights to make any kind of changes and alterations to this
report/ information as may be required from time to time. However, Axis Bank is under no compulsion to maintain or keep the
data/information updated. This report/document does not mean an offer or solicitation for dealing (purchase or sale) of any financial
instrument or as an official confirmation of any transaction. Axis Bank or any of its affiliates/ group companies shall not be answerable
or responsible in any way for any kind of loss or damage that may arise to any person due to any kind of error in the information
contained in this document or otherwise. This document is provided for assistance only and should not be construed as the sole
document to be relied upon for taking any kind of investment decision. The recipient is himself/herself fully responsible for the risks of
any use made of this information. Each recipient of this document should make his/her own research, analysis and investigation as
he/she deem:s fit and reliable to come at an independent evaluation of an investment in the securities of companies mentioned in this
document (including the merits, demerits and risks involved), and should further take opinion of own consultants, advisors to determine
the advantages and risks of such investment. The investment discussed or views expressed herein may not suit the requirements for all
investors. Axis Bank and its group companies, affiliates, directors, and employees may: (a) from time to time, have long or short
positions in, and deal (buy and/or sell the securities) thereof, of company (ies) mentioned herein or (b) be engaged in any other
transaction involving such securities and earn commission/brokerage or other compensation or act as advisor or lender/borrower to
such company (ies) or have other potential conflict of interest with respect to any recommendation and related information and
opinions. The applicable Statutory Rules and Regulations may not allow the distribution of this document in certain jurisdictions, and
persons who are in possession of this document, should inform themselves about and follow, any such restrictions. This report is not
meant, directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality,
state, country or other jurisdiction, where such distribution, publication, availability or use would not be in conformation to the law,
regulation or which would require Axis Bank and affiliates/ group companies to obtain any registration or licensing requirements within
such jurisdiction. Neither Axis Bank nor any of its affiliates, group companies, directors, employees, agents or representatives shall be
held responsible, liable for any kind of consequential damages whether direct, indirect, special or consequential including but not
limited to lost revenue, lost profits, notional losses that may arise from or in connection with the use of the information. Prospective
investors and others are cautioned and should be alert that any forward-looking statements are not predictions and may be subject to
change without providing any notice. Past performance should not be considered as a reference to future performance. The disclosures
of interest statements if any included in this document are provided only to enhance the transparency and should not be construed as
confirmation of the views expressed in the report. The views expressed in this report reflect the personal views of the author of the
report and do not reflect the views of Axis Bank or any of its associate and group companies about the subject company or companies
and its or their securities.

Disclaimer for Singapore clients: This document is published by Axis Bank Limited, India (“Axis Bank”) and is distributed in Singapore
by Axis Bank. This document is not a research analysis or report concerning any investment product. This document does not provide
or purports to provide individually tailored investment advice, commentary or opinion. The contents in this document have been
prepared and are intended for general distribution strictly to accredited investor, expert investor or institutional investor. A recipient
of this document shall not provide or circulate this document to any other person. The contents in this document do not take into
account the specific investment objectives, financial situation, or particular needs of any particular person. The instruments and
product types mentioned in this document may not be suitable for all investors. You should independently evaluate particular
investments or product types and seek independent advice from a financial adviser regarding the suitability of such instruments or
product types, taking into account your specific investment objectives, financial situation and particular needs, before making a
commitment on any instruments or product types. This is because the appropriateness of a particular instrument or product type will
depend on your individual circumstances and investment objectives, financial situation and particular needs. The instruments and
product types mentioned in this document may not be suitable for all investors, and certain investors may not be eligible to purchase
or participate in some or all of them.

Disclaimer for DIFC clients: Axis Bank Limited (DIFC branch) is duly licensed and regulated in the Dubai International Financial Centre
by the Dubai Financial Services Authority (“DFSA”). This document is intended for use only by Professional Clients (as defined in the
Rule 2.3 of the Conduct of Business Module of the DFSA Rulebook) who satisfy the regulatory criteria set out in the DFSA Rules, and
should not be relied upon, acted upon or distributed to any other person(s) other than the intended recipients
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