Pvt banks see asset quality
rise, geopolitical risks linger

March quarter boost hides cautious undertone; lenders build buffers, stress-test portfolios
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ndia’s top private-sector banks
reported a marked improvement in
asset quality in the March quarter,
with no visible stress in their loan
portfolios despite the Iran war.

The gross non-performing asset
(GNPA) ratioeither declined sequentially
orremained stable, highlighting resilient
credit performance across segments,
largely due tolower slippages and stabili-
zation in microfinance portfolios.

While HDFC Bank, ICICI Bank, Axis
Bank, RBL Bank and Yes Bank contin-
ued toreportsub-1.5% GNPA levels, oth-
ers, such as IndusInd Bank and IDFC
FIRST Bank, saw amoderationinstress
over the previous quarter.

However, the improvement hides a
cautious undertone, with lenders
increasingly building buffersand stress-
testing their portfolios against adverse
global scenarios.

AxisBank hastaken the mostexplicit
stance, frontloading provisions to pre-
pare for potential shocks. During the
fourth quarter, it created a one-time
additional provision of 32,001 crore as
part of a voluntary enhancement of its
provisioning framework.

“Based on anassessment of evolv-

ios, we lookat which accountscouldgo
into NPL...and based on that, thisnum-
berisright. These assumptionsare not
based on what we see today,” managing
director and chief executive Amitabh
Chaudhry said, adding that provisions

ing and unpredictable macro and
geopolitical uncertainties, the bank
created an additional one-time pro-
vision...This action is prudent and
precautionary in nature and does
not reflect deterioration in asset
quality,” chief financial officer
(CFO) Puneet Sharma said in the
earnings call on 25 April.

The bank’s internal stress scenarios
assume extreme conditions, including
crude oil prices exceeding $150 per bar-
rel, inflation at 7.4%, and a 20% currency
depreciationin 2026-27.

“Based on some of these test scenar-
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could be written backif risks subside.
Otherlenders also echoed caution, but
withoutaggressive provisioning moves.
AtIndusInd Bank, managing director
(MD) and chief executive officer (CEO)
Rajiv Anand stated that improving
trends are being seen across loan portfo-
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GNPA ratios of private banks either declined sequentially or remained stable.  arp

lios, particularly in microfinance. “Col-
lectionshavestabilized, overdue buck-
etshavereduced sharply, and fresh slip-
pages are lower,” Anand said, adding
that the bank is now shifting towardsa
growth mindset for 2026-27 after

specificindustries,” he said.

Ina 23 April note, Fitch Ratings said
that while asset quality of rated banks
has improved significantly with their
average impaired-loanratio declining to
2.1%in the nine-month period ended 31
December 2025 and credit costseasing
to 0.5%; above-average loan growth and
rapid expansion of retail, agriculture
and MSME (micro, small and medium
enterprises) loans remain key risks to
asset quality, especially if India’s eco-
nomic growth comesunder pressure.

Jaideep Iyer, executive director at
RBL Bank, told analysts on 25 April that
thelender expected lower microfinance
slippages to be reflected in the provi-
sioning numbers.

However, on credit card slippages or
fresh bad loans, Iver said the banksaidin
the December quarterthatitwould have
elevated slippages for two to three quar-
ters,and now expectsthis could stretch
to the first six months of 2026-27.

IDFC First Bank’s asset quality
improved, led by lower slippages and
provisions, better recoveries and
improvement in credit costs owing to
stabilization in the microfinance book.

“When the microfinance crisis has
gone, suddenly our credit cost hascome
downtol.6-1.7%of the average loan

LOWER slippages
and stabilization in
microfinance
portfolios added to
the trend

ICRA sees overall
credit costs to rise
with incremental
provisioning
requirements

addressing past derivative and microfi-
nance-related issues.

Still, the bank remains watchful of
geopolitical risks. “At this point in time,
weare not seeing any significant impact
onour portfolios... but if the crisis con-
tinues... we could have some impact on

book, which is probably the lowest
we have seen in along, long time,”
MDand CEOV. Vaidyanathan said
inthe analyst call on 25 April, adding
that special mention accounts
(SMA)-1and -2, a measure of early
stage delinquencies, are alsoshow-
ing a recovery trend. The bank
expected the credit cost for 2026-27 to
be in the range of 1.7-1.8% compared
with 2.13%last fiscal. For the last quarter
0f2025-26, its credit cost was 1.63%.
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