‘NEED TO ASSESS IF CREDIT DEMAND WILL CONTINUE’

Iera Cautious on Credit Growth,
Raises Outlook for FY26 by a Tad

Growth led by retail and
MSMES with muted
corporate loans may lead
to asset quality challenges

Our Bureau

Mumbai: Rating agency Icra moderate-
ly raised its FY26 credit growth outlook,
arguingthatitneedstimetoassess whet-
her therecentfestive-seasonsurge in de-
mand for loans, spurred by the Centre’s
hefty reduction in consumption-tax ra-
tes, would continue through the latter
half of thefiscal year.
Icraupgradeditscredit growth outlook
t0 10.7%-11.5% for FY26, from an earlier
estimated growth of 10.3-11.4% . Analysts
noted that as a majority of the demand
for credit came from the retail and mi-
cro, small and medium enterprises
(MSME) segments, there is a likelihood
of Increased volatility in asset quality.
“The fortnights between August 22 and
October 30 accounted for more than 60 %
of the overall credit offtake In FY26. Ho-
wever, at the end of the quarter, there
was some slight cooling off seen,” said
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Sachin Sachdeva, vice president & sec-
tor head, Icra.

Bajaj Finance, India’s biggest consu-
mer-financing firm, Monday said 1t ex-
pects a relative moderation in credit
growth toward the latter half of the ye-
ar amid elevated credit costs. Its cir-
cumspect guidance on credit growth
caused the stock — the only pureplay
NBFC presence on India’s top-10 mar-
ket-cap leader-board — to plunge more
than 7% on Tuesday.

Sachdeva noted that while most of the
credit growth came from MSME and re-
tail, demand from well-rated corporate
borrowers seems to be muted and there
1S no great pick-up expected from that
segment.

“As a large part of growth 1s coming

from retail and MSMEs, it leads to signi-
ficant challenges or volatility 1n asset
guality,” hesaid.

Fresh non-performing asset (NPA) ge-
neration is expected to be ¥1.1lakh crore
In FY26, versus ¥90,000 crore in FY25 for
public sector banks. For private sector
banks it 1s expected to rise to ¥1.4 lakh
crore 1n FY26 from 1.2 lakh crore in
FY25, accordingtolcra.

ADVANTAGE BANKS

Icra noted that bank credit, however, 1s
beginning to pick up as bond yields have
remained firm, making market-linked
borrowing less attractive.

“With bond yields hardening and banks
becoming more competitive with cost of
funds decreasing, some shift 1s happe-
ning from the bond market to bank cre-
dit. But the extent of this sustainability
remainstobeseen,” Sachdeva said.

The agency expects bank net interest
marginsto bottom outinthefourth quar-
ter, with 1ts base case that the Reserve
Bank of India (RBI)would not make furt-
her cuts in the policy reporate.

“Repricing of the loan book will conti-
nue during Q4 where we will see 1ts 1Im-
pact. But when we say that bottoming out
has happened, it does not factor in anot-
her rate cut,” said Anil Gupta, senior vi-
ce president and co-group head, Icra.



