L ower tariff
lifts lending
outlook for
banks, NBFCs
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BANKS AND NON-BANKING
financial companies (NBFCs)
with exposure to taritf-
affected sectorsarelikelytosee
arevivalinlendingactivity fol-
lowing thereductionin US tar-
iffs from 25% to 18%,though
lenders remain cautious as
theyawait the final contours of
the trade deal.

Whenthe US tariftf hikewas
announced in July, there were
concerns that export-driven
MSMEs, especially in the tex-
tilesand gems & jewellery sec-
tors,would face pressure, hurt-
ing growth and asset quality.
However,the sector had export
orders till January, which pro-
vided a cushion through Q3,
and domestic support mea-
sures further limited the
impact.The tearwas of sharper
stress in Q4 and early Q1, but
that risk has now eased, ana-
lysts said.

“While some asset-quality
pressure may persist in the
near-term, the medium-term
outlook remains positive with
expected improvement in cash
flows of MSMESs,” said Sachin
Sachdeva,vice president,ICRA.

According to a Nomura
report, as on July-end, banks
had around 4-12% lending
exposuretosectorsimpacted by
tariffs, with direct exposure to
the US market being evenlower.
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Textile exporters,especially
MSME clusters,are expected to
be key beneficiaries. Salee S
Nair, managing director and
CEO at Tamilnad Mercantile
Bank,said textile exportstothe
US had been under pressure
due to tariff uncertainty,
attecting hubs such as Tirupur.

“With these barriers now
easing,we expect a revival in
export demand, healthier
order pipelines and improved
pricing power for exporters.
This is likely to translate into
higher working capital
requirements,capacity expan-
sion and greater demand for
structured trade finance and
credit support,” he said.

Bank lending to export
credit, under priority sector,
was down nearly 14%b on year
toX10,749 croreason Decem-
ber 31,according to RBI’s sec-
toral deployment data.

As per a report by Motilal
Oswal Financial Services, State
Bank of India,Federal Bankand
Bandhan Bank are expected to
emerge as second-order bene-
ficiaries due to potential
improvement in SME asset
qualityand credit demand.



