NEW AVENUES Banks set to expand lending as regulatory easing strengthens
balance sheets and opens opportunities in previously untapped segments

Lending Leeway to Pave Way

Saloni Shukla

Mumbai: India’s credit growth rate,
now at a circumspect sub-10%, 1s ex-
pected toquicken asanalysts believe
a collective credit demand of Z51akh
crore could be unleashed by the la-
test ratt of measures from the cen-
tral bank, which eased individual
corporate exposure curbs for local
lenders and allowed them to fund
share transfer-based M&AS.

The State Bank of India’s(SBI)eco-
nomicresearch teamsaid M&A acti-
vity in FY24 was valued at more
than $120 billion (around 10 lakh
crore). Assuminga40% debtcompo-
nent in such deals, with banks fi-
nancing about 30% of the M&A ca-
pital structures, the potential incre-
mental credit demand could be as
high as1.21akh crore.

“With reforms strengthening re-
silience and financial health
across Indian banks—supported
by anti-fragile balancesheets—Iit1s
naturalforthemtolook beyond tra-
ditional banking themes and ex-
pand thelr scope into lucrative are-
aspreviously dominated by foreign
banks, large NBFCs, and private
equity firms,” said Soumya Kanti
Ghosh, group chief economic advi-
ser, SBI. “Regulatory greenlighting

of acquisition financing promises
to unlock significant value in the

corporate funding cycle.”

The Reserve Bank of India (RBI)
has also withdrawn the 2016 fram-
ework that disincentivized banks
from lending to large borrowers
with system-wide exposures above
the 710,000-crore threshold.

Incremental corporate borrowings
through bonds, commercial paper,
and external commercial borro-
wings (ECB) stood at around %30
lakh crorein FY25.
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SBI estimates that 1if even 10-15%
of these borrowings now revert to
the banking system, that could ge-
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nerate an additional Ilending
opportunity of ¥3-4.5 lakh crore,
subject torisk pricing.

“This move will free up provi-
silons and capital requirements
that banks were carrying toward
large exposures, improving profi-
tability and capital ratios,” said
Anil Gupta, senlor vice president
and co-group head, Icra. “"Howe-
ver, this could also lead to greater
credit flow toward lower-rated
large borrowers.”

To be sure, theseregulatory relax-
ations are positive for the medium-
to-long term, and analysts believe
that weak credit demand remains
thereal hurdle for faster expansion
of credit in the economy.

“Reducingrisk weights on mort-
gages andloanstoreal estate com-
panies for residential housing, as
well as lowering risk weights for
MSME loans, will boost capitalra-
tios across banks,” said Suresh
Ganapathy, India head-financi-
als, Macquarie Capital. “Around
25-50% of bank portfolios could
benefit. But at present, capital 1s
notaconstraint—the biggerissue
isdemand.”

Macquarle expects overall cre-
dit growth to recover {rom
sub-10% levels currently to about
11% by FY26.



