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Non-banks’ share of credit pie to increase 300 bps in 3 years
Wholesale credit to outperform, constitute 19% of overall non-bank credit by 2020

The share of non-banks (comprising non-banking finance companies, or NBFCs, and housing finance
companies, or HFCs) in India’s credit pie is seen rising 300 basis points (bps) to 19% over the next three years
through fiscal 2020. That would be faster than the four fiscals (to 2017) it took to notch up similar growth in
credit share (from 13% to 16%).

And that’s despite intensifying competition from private banks, which continue to aggressively ramp up retail
lending, and public sector banks trying to claw back into the segment after recapitalisation.

While non-banks would continue to do well in their traditional stronghold of retail finance, they are seen growing
fastest in the wholesale finance segment, which would provide a kicker to their overall credit growth.

Home loans, the largest business segment for non-banks, is expected to grow at a steady CAGR of ~18% over
the next three fiscals, owing to sharper focus of HFCs on the self-employed customer segment and lower ticket
sizes.

But the loan against property (LAP) segment is witnessing stronger-than-expected headwinds amid intensified
competition from banks, and rising delinquencies. Yield compression has been sharper and happened sooner
than expected. Consequently, growth in LAP is expected to be slower than before.

On the other hand, vehicle finance is expected to rebound from recent lows on the back of higher investments
in roads and expected improvement in industrial activity. The underlying asset quality in this segment is also
getting better and we expect profitability metrics to tick up post the current transition period.

Wholesale finance is an evolving area where a humber of NBFCs have entered over the past five years, many
of which have strong parentage. Consequently, the share of wholesale credit in the overall NBFC credit pie is
expected to increase to 19% by 2020 from 12% in 2014.

Says Gurpreet Chhatwal, President, CRISIL Ratings, “The opportunity in realty and the structured credit
space has increased materially after the implementation of RERA and rising demand for mid-corporate
promoter financing. In infrastructure financing, highways offer a large and growing opportunity.
However, there is concentration risk because of large ticket sizes. Consequently, prudent underwriting
standards and close monitoring are crucial to sustainable growth.”

The performance of NBFCs has been resilient so far due to their solid understanding of customers, track record
of product innovation, efficient delivery systems, and differentiated value proposition. The challenge is
balancing the risk-reward ratio as increasing competition puts pressure on yields. CRISIL believes proactive
investments in technology will be of help.

Says Krishnan Sitaraman, Senior Director, CRISIL Ratings, “The growth of fintechs is an opportunity for
collaboration — and not competition — for NBFCs on the origination side. The benefits will stem from
better quality and lower cost of origination, stronger underwriting norms, more focused identification of
customers, and expansion of the target market segment. However, NBFCs’ collections architecture will
be predominantly offline given the importance of close customer engagement.”
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About CRISIL Limited

CRISIL is an agile and innovative, global analytics company driven by its mission of making markets function better. We are
India’s foremost provider of ratings, data, research, analytics and solutions. A strong track record of growth, culture of
innovation and global footprint sets us apart. We have delivered independent opinions, actionable insights, and efficient
solutions to over 100,000 customers.

We are majority owned by S&P Global Inc., a leading provider of transparent and independent ratings, benchmarks,
analytics and data to the capital and commodity markets worldwide.

For more information, visit www.crisil.com
Connect with us: LINKEDIN | TWITTER | YOUTUBE | FACEBOOK

About CRISIL Ratings

CRISIL Ratings is part of CRISIL Limited (“CRISIL”). We pioneered the concept of credit rating in India in 1987. CRISIL is
registered in India as a credit rating agency with the Securities and Exchange Board of India (“SEBI”). With a tradition of
independence, analytical rigour and innovation, CRISIL sets the standards in the credit rating business. We rate the entire
range of debt instruments, such as, bank loans, certificates of deposit, commercial paper, non-convertible / convertible /
partially convertible bonds and debentures, perpetual bonds, bank hybrid capital instruments, asset-backed and mortgage-
backed securities, partial guarantees and other structured debt instruments. We have rated over 24,500 large and mid-scale
corporates and financial institutions. CRISIL has also instituted several innovations in India in the rating business, including
rating municipal bonds, partially guaranteed instruments and microfinance institutions. We also pioneered a globally unique
rating service for Micro, Small and Medium Enterprises (MSMESs) and significantly extended the accessibility to rating
services to a wider market. Over 1,10,000 MSMEs have been rated by us.
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