UPDATE

kotak

Instiiutional Equities

Banks

India

Sector View: Attractive NIFTY-50: 24,751 May 31, 2025

Continued weak loan growth driven by private banks

The key takeaways from the RBI's release on loans: (1) Loan growth has
slowed to ~10% yoy; (2) growth for public banks was stable at 12% yoy, while
it was <10% yoy for private banks; (3) we are seeing slower growth at both
ends of the ticket size: smaller- and larger-ticket-size loans. Loan growth,
despite limited asset-quality concerns, suggests banks have either been
cautious or working through other challenges such as liability management.

An unchanged and weakening trend for private banks; public banks stable

The latest release (4QFY25) from the RBI on segmental information shows: (1)
loan growth of 10% yoy, with public banks at 12% yoy and private banks at <10%
(Exhibit 1); (2) market share showed a reversal, with private banks losing share
to public banks (Exhibit 2); (3) ticket size growth (Exhibit 3) shows a slowdown
in the large-ticket size loans (Rs1 bn and above) and smaller ticket-size loans
(Exhibit 14); (4) growth in the household sector has slowed (Exhibits 7 and 8)
and across products (demand, overdraft and cash credit); and (5) private banks
and public banks have a relatively more granular portfolio than what we have
seen in the previous corporate cycle (Exhibits 10, 11 and 12).

Growth has been persistently weaker despite favorable asset-quality trends

A shift in focus toward improving the liability franchise and tightening of credit
filters, along with marginally weaker demand, could explain the current behavior
of weak loan growth. Private banks have decelerated, while public banks have
reported an unchanged trend or have not stepped in to fill the slowdown that
has been opened by private banks. The slowdown in private banks has been led
by large and mid-tier private banks. Large banks such as HDFC Bank and Axis
Bank have been working through the liability-side challenges rather than any
worry on asset quality. Nearly all the mid-tier private banks (I1B, Yes, Bandhan,
RBL and/or IDFC) have generally been slower as well, partly driven by the
challenges that they have had on asset quality, where their segment of
borrowers has witnessed higher stress, led by microfinance. Overall, while we
do not think there is an asset-quality issue, we are witnessing a scenario where
lenders prefer to keep a tighter vigil on asset quality over growth as their
primary preference.

FY2026 does not have any specific tailwinds that could drive growth higher

We do not see lenders looking to accelerate loan growth with urgency in
FY2026. Any attempt by lenders to build a loan portfolio that has higher risk has
had adverse payoffs in recent years. SME has been a good source of loan
growth, given the level of disclosures and monitoring tools, but there is some
degree of uncertainty, led by global factors (tariff policies), which has led to
lenders taking a prudent approach toward growth till there is clarity of the
overall situation. The issues pertaining to liability-side challenges appear to be
behind us today, as loan growth has converged to deposit growth. However,
building a loan portfolio that is benchmarked to EBLR brings its own challenges
to NIM during a softening interest rate cycle. We should expect loan growth to
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Loan growth has slowed to ~10% yoy; public banks are growing faster than private banks

I Exhibit 1: Loan growth for banks, March fiscal year-ends, 1QFY19-4QFY25 (%)
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FY2025 saw public banks gaining marginal increase after a long period of decline

I Exhibit 2: Market share of loans between banks, March fiscal year-ends, 2QFY18-4QFY25 (%)
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t quarters

I Exhibit 3: Break-up of loans based on ticket-size, March fiscal year-ends, 4QFY16-4QFY25 (%)
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loans in the past two quarters

I Exhibit 4: Break-up of loan growth by ticket size, March fiscal year-ends, 4QFY16-4QFY25 (%)
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There is moderation in loan growth across regions for private banks but relatively stable for public banks
32

I Exhibit 5: Break-up of loan growth based on regions, March fiscal year-ends, 3QFY19-4QFY25 (%)
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Metropolitan and urban centers dominate India’s loan portfolio; loan mix has a higher concentration for private banks in metro regions

l Exhibit 6: Break-up of loan book based on regions, March fiscal year-ends, 1QFY18-4QFY25 (%)
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With the base of the merger behind, slowdown visible in most sub-segments

BT

Break-up of loan growth by sector, March fiscal year-ends, 4QFY15-4QFY25 (%)
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After normalization of merger, there is slowdown in the long-term loans and short-term loan demand also show
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Break-up of credit by nature of loan utilization, March fiscal year-ends, 4QFY15-4QFY25 (%)
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Long-term demand is mostly through NBFC, which too has been slowing down

I Exhibit 9

tors, March fiscal year-ends, 4QFY14-4QFY25 (%)
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Adjusted for merger, growth is largely balanced across ticket sizes, with similar performance across banks in recent quarters
I Exhibit 10: Break-up of loans across ticket size by ownership, March fiscal year-ends, 1QFY18-4QFY25 (%)
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The loan portfolio is broadly similar with a greater share of retail loans in this cycle

I Exhibit 11: Break-up of loan growth based on sector, March fiscal year-ends, 2019-25 (%)
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Market share of loans between banks across sectors, March fiscal year-ends, 2019-25 (%)

Private banks have a higher market share of retail and services sector compared to public banks
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This cycle has seen faster growth in the Rs1 mn-Rs1 bn ticket size loans compared to the last cycle

B caibics

Break-up of market share of loans by ticket size across different banks, March fiscal year-ends, 4QFY21-4QFY25 (%)
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We are not building in too much of concentration risk across portfolios barring the financial sector (lending to NBFCs)

B cibit 14

ticket size, March fiscal year-ends, 4QFY21-4QFY25 (%)
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Break-up of composition of loans across ticket size, March fiscal year-ends, 2QFY16-4QFY25 (%)

Strong growth in retail and SME has allowed for better portfolio mix in this cycle
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“Each of the analysts named below hereby certifies that, with respect to each subject company and its securities for which the analyst is
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BUY. We expect this stock to deliver more than 15% returns over the next 12 months.
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REDUCE. We expect this stock to deliver -5-+5% returns over the next 12 months.

SELL. We expect this stock to deliver <-5% returns over the next 12 months.

Our Fair Value estimates are also on a 12-month horizon basis.

Our Ratings System does not take into account short-term volatility in stock prices related to movements in the market. Hence, a particular Rating may

not strictly be in accordance with the Rating System at all times.

Distribution of ratings/investment banking relationships
Kotak Institutional Equities Research coverage universe
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70% - o " o
Equities, within the specified category.
60% -
Percentage of companies within each category for which
50% Kotak Institutional Equities and or its affiliates has
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12 months.
40%
* The above categories are defined as follows: Buy = We
30.1% expect this stock to deliver more than 15% returns over
30% A 26.9% the next 12 months; Add = We expect this stock to deliver
22.4% 20.6% 5-15% returns over the next 12 months; Reduce = We
20% - expect this stock to deliver -5-+5% returns over the next
12 months; Sell = We expect this stock to deliver less than
-5% returns over the next 12 months. Our target prices
10% - 56% o are also on a 12-month horizon basis. These ratings are
4.2% 3.8% 4.5% ) ) ) . .
used illustratively to comply with applicable regulations. As
0% of 31/03/2025 Kotak Institutional Equities Investment
BUY ADD REDUCE SELL Research had investment ratings on 286 equity securities.

Source: Kotak Institutional Equities

As of March 31, 2025

Coverage view

The coverage view represents each analyst’s overall fundamental outlook on the Sector. The coverage view will consist of one of the following
designations: Attractive, Neutral, Cautious.

Other ratings/identifiers

NR = Not Rated. The investment rating and fair value, if any, have been suspended temporarily. Such suspension is in compliance with applicable
regulation(s) and/or Kotak Securities policies in circumstances when Kotak Securities or its affiliates is acting in an advisory capacity in a merger or
strategic transaction involving this company and in certain other circumstances.

CS = Coverage Suspended. Kotak Securities has suspended coverage of this company.
NC = Not Covered. Kotak Securities does not cover this company.

RS = Rating Suspended. Kotak Securities Research has suspended the investment rating and fair value, if any, for this stock, because there is not a
sufficient fundamental basis for determining an investment rating or fair value. The previous investment rating and fair value, if any, are no longer in
effect for this stock and should not be relied upon.

NA = Not Available or Not Applicable. The information is not available for display or is not applicable.

NM = Not Meaningful. The information is not meaningful and is therefore excluded.
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