TREND AND PROGRESS REPORT FOR 2022-23

Banks' assets
healthiestin
a decade: RBI

GNPA ratio easesto
3.2% by end-Sept;
central bank for

furtherstrengthening |

of balance sheets

MANOJIT SAHA
Mumbai, 27 December

ndian banks and non-banking

financial companies (NBFCs)

remained sound and resilient

with banks’ gross non-performing
assets (GNPAs) at a decade-low, but they
need to strengthen their balance sheet
further, improve governance standards,
and remain watchful on the rise in
unsecured loans, said the Reserve Bank
of India’s (RBI's) “Trend & Progress
Report for 2022-23".

The GNPA ratio of scheduled
commercial banks (SCBs) — showing a
declining trend from 2018-19 — fell
further to 3.2 per cent at the end of
September 2023.

“Lower slippages helped improve
asset quality across all bank groups, with
GNPA to total advances ratio of SCBs
dropping to a 10-year low. Higher lend-
ing rates and lower provisioning require-
ments helped to improve the profitabil-
ity of banks and shored up their capital
positions,” the report said.

The report observed the Indian bank-
ing system and NBFCs were backed by
high capital ratios, improved asset qual-
ity, and robust earnings growth.
However, with the increase in deposit
rates catching up with that in lending
rates, the profitability of banks may
moderate, the report said, though it will
remain robust.

The report, which is published
annually, referred to the interconnect-
edness between banks and non-banks
and warned about contagion risk.
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@ ... GIVEN THE INCREASING
INTERCONNECTEDNESS BETWEEN
BANKS AND NBFCs, THE LATTER
SHOULD FOCUS ON BROAD-BASING
THEIR FUNDING SOURCES AND REDUCE
OVERDEPENDENCE ON BANK FUNDING"
Reserve Bank of India's

Trend & Progress Report for 2022-23
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CONCENTRATION RISK
FLAGGED AMONG G-NBF(s

The top 50 exposures, amounting to
7.8 trillion, of G-NBFCs constitute
about 40 per cent of corporate credit
within the NBFCsector.

l SFBs WARNED FOR RELIANCE
ON C0-O0P BANK DEPOSITS

ll BANKS, NBFCs CAUTIONED AGAINST
RELIANCE ON MODEL-BASED LENDING




“Several NBFCs maintain borrowing rela-
tionships with multiple banks simulta-
neously. Banks are also key subscribers to
their debentures and commercial papers.
Such concentrated linkages may create
contagion risk,” the report said.

Although banks are well capitalised, the
report said they needed to constantly eval-
uate their exposure to NBFCs as well as the
exposure of individual NBFCs to multiple
banks. NBFCs on their part should focus
on broad-basing their funding sources and
reduce over-dependence on bank funding,
the report said. At end-March 2023, bank
borrowing replaced debentures as the
largest source of funds for NBFCs, and con-
tinued to exhibit high growth at the end
September 2023. Around two-thirds of
NBFCs’ borrowing is payable in more than
12 months. The report observed the sharp
rise in unsecured loans of both banks and
NBFCs. “In the recent period, the rate of
growth of the unsecured retail segment has
outpaced total bank credit growth,” the
report said, though it added that such loans
had not shown any deterioration in asset
quality so far. The share of unsecured
advances in the total credit of scheduled
commercial banks has been increasing
since end-March 2015, reaching 25.5 per
cent by end-March 2023. More than 50 per
cent of loans by foreign banks are unse-
cured, while the share is lower at 27.3 per
cent and 22.6 per cent for private banks
and public-sector banks, respectively.

NBFCs, on the other hand, saw double-
digit credit growth in 2022-23 mainly on
account of unsecured loans. The growth of
unsecured loans, which was 28.1 per cent,
was more than twice that of secured loans,
which grew 11.5 per cent.

As a result, the share of secured loans
in NBFCs’ credit fell from 72.4 per cent at
end-March 2022 to 69.5 per cent at end-
March 2023, while that of unsecured loans
inched up from 27.6 per cent to 30.5 per
cent over the same period.

The rise in unsecured loans and bank
lending to NBFCs prompted the regulator
to increase the risk weight for such loans
in November. The report said the move
was pre-emptive in nature and in the inter-
ests of financial stability. “Overall, banks
and NBFCs need to further strengthen
their balance sheets through robust gov-
ernance and risk management practices to
meet the growing aspirations of the Indian
economy,” the report said.



