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India 

Sector View: Attractive  NIFTY-50: 26,130  

No cracks in this foundation: Asset quality is rock-solid 

The RBI’s FSR report showed impairment ratios in a favorable position. Gross 

NPLs declined 10 bps to ~2.2% in 1HFY26. Slippages at 1.4% and trends on 

unsecured loans suggest the asset quality conversation is behind us. RoE is 

at ~13% and RoA is comfortable at 1.3%. Banks’ balance sheets are strong, 

but credit demand must broaden, else NIM faces medium-term pressure. 

Proof in performance: Asset quality stands the test 

The key takeaways from the report are (1) the gross NPL ratio for 1HFY26 

declined 10 bps to 2.2% for banks, while the net NPL ratio was stable at 0.5%; 

slippages in 1HFY26 were stable for public banks at 0.4%, and 0.9% for private 

banks, (2) stressed loans in the industrial credit book declined to 2% from 23% 

in FY2018, (3) the gross NPL for PSU banks continues to head lower to 2.5% 

(2.8% in 2HFY25), (4) NPLs in the retail portfolio was stable at 1.1%; ~55% of 

the retail slippages is coming from the unsecured loan portfolio , (5) the risks 

from microfinance too are gradually declining, with ratio of stressed assets in 

the 31-180 DPD declining in the past three quarters, (6) capital is at comfortable 

levels to manage growth and near-term stress, (7) deposit growth is marginally 

lower at 10% compared with loan growth, which is at 11% and (8) RoE at ~13% 

and RoA of 1.2% are showing strong signs of stable performance. 

Risks from unsecured and tariff-related sectors are gradually making a retreat 

The commentary on consumer loans, in general, is less worrisome in the current 

report. NPL ratio and slippages from SMA are showing declining trends. We see 

similar trends in performance in MFI and personal loans. Recent stress in loan 

portfolios has been primarily income-related, with lower-income consumers 

most affected when lenders withdrew credit in response to rising risk signals. 

With this pressure easing and portfolio quality improving, we expect credit 

flows to recover, reducing the risk of elevated slippages and credit costs going 

forward. Lending to tariff-exposed sectors is steady at 13% of total MSME 

credit, with textiles forming the largest share. Asset quality in these sectors 

showed higher gross NPL ratios compared with the MSME portfolio, but the 

SMA ratios remained stable. Banks enter the coming quarters with a 

significantly de-risked loan portfolio, as the share of high-risk borrowers is now 

materially lower than in recent years. This improved risk profile means that, 

even in the event of external shocks, the flow of credit is unlikely to be disrupted 

and the probability of slippages remains contained.      

Quality of loan growth and pressure on NIM to remain key concerns from hereon 

Loan growth is recovering as banks across segments—public, private (large, 

mid-tier, regional) and SFBs—are confident in their strengthened balance sheets 

and actively pursuing expansion. However, deposit mobilization remains a 

challenge and current trends suggest credit demand may lag lenders ’ 

ambitions. Sustained, broad-based recovery and comfortable liquidity 

conditions are essential; otherwise, NIM could come under pressure.   
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Credit demand has been sluggish over the past few years 

  Trend in consumer credit demand and credit-active consumers (%) 

 

Source: RBI Financial Stability Report 

 

RoA is near all-time high for PSU and private banks 

  RoA bank groups, March fiscal year-ends (%) 
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Source: RBI Financial Stability Report 
 

 PSU banks reported higher RoE than private banks in FY2025 

  RoE across bank groups, March fiscal year-ends (%) 
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GNPA ratio for the banking system continues to decline 

  Actual and projected (12 months prior) GNPA ratio for all scheduled commercial banks, March 

fiscal year-ends (%) 
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Source: RBI Financial Stability Report 

 

Private banks’ GNPA ratios at multi-year lows 

  Gross NPA across bank groups, March fiscal year-

ends (%) 
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Source: RBI Financial Stability Report 
 

 Stable NNPA ratios for both private and PSU banks 

  Net NPA across bank groups, March fiscal year-ends 
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NPA ratios in industry sector have declined sharply over the past few years 

  GNPA ratio across borrower’s occupation category, March fiscal year-ends (%) 
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Source: RBI Financial Stability Report 

 

GNPA ratio continues to decline across most industry sub-segments 

  GNPA ratios in different segments within industry, March fiscal year-ends (%) 
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NPA ratios continue to decline across retail loan categories 

  GNPA ratio across retail loan categories, March fiscal year-ends (%) 
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Source: RBI Financial Stability Report 

 

SMA-2 ratio has been under control 

  SMA-2 ratio for overall banking system (%) 

  

Source: RBI Financial Stability Report 
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Slippages have been under control for PSU banks, but inched up for private banks, led by unsecured 

portfolio 

  Slippages ratio for SCBs, March fiscal year-ends (%) 

   

Source: RBI Financial Stability Report 

 

Private banks have seen higher slippages in unsecured retail than PSU banks 

  Asset quality trend in unsecured retail (%) 

 

Source: RBI Financial Stability Report 
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Decline in borrowers with 3+ lenders signals easing indebtedness 

  Trends of asset quality stress in the microfinance sector, March fiscal year-ends (%) 

 

Source: RBI Financial Stability Report 

 

US tariffs have not impacted asset quality in MSME credit yet for Indian banking system 

  Asset quality of MSME credit in sectors exposed to US tariffs (%) 

 

Source: RBI Financial Stability Report 
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Asset quality of MSMEs has been improving 

  Asset quality of MSME credit for Indian banking system (%) 

 

Source: RBI Financial Stability Report 

 

More than two-thirds of household borrowings are of prime or better quality 

  Trends in household individual borrowings from financial institutions (%) 

 

Source: RBI Financial Stability Report 

 

jimit.harde-kotak.com



 

 

 India Research 

 

   
  

 

 

“Each of the analysts named below hereby certifies that, with respect to each subject company and its securities for which the analyst is 
responsible in this report, (1) all of the views expressed in this report accurately reflect his or her personal views about the subject companies 
and securities, and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific recommendations or 
views expressed in this report: M B Mahesh, CFA, Ashlesh Sonje, CFA, Nikhil Suresh.” 
 
 
 

Ratings and other definitions/identifiers 

Definitions of ratings 

BUY. We expect this stock to deliver more than 15% returns over the next 12 months. 
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6. This document does not constitute an offer of, or an invitation by or on behalf of Kotak Securities Limited or its affiliates or any other company to any person, to buy or sell any security. The information contained herein has been obtained 
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professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions that are contrary to the opinions expressed herein, and our proprietary trading and investing businesses may make 
investment decisions that are inconsistent with the recommendations expressed herein. 
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“General Terms and Conditions for Usage of AI/ML in Research Services These Terms and Conditions (“T&C’s”) govern the use of research services provided by Kotak Securities Limited (“KSL”), where Artificial Intelligence (AI) and 
Machine Learning (ML) technologies are used as part of the research presentation and related services. By accessing or using such services, you acknowledge and agree to the following: 1. Purpose of AI/ML Usage KSL employs AI/ML 
based tools for limited purposes such as • Audio and video generation using AI-created voices, avatars, and formats; • Enhancing accessibility and presentation of research insights; • Facilitating efficiency in dissemination of market related 
content and research content. The AI/ML tools are used only as a medium of presentation and/or dissemination and do not alter the substance of research prepared by KSL. 2. Extent of Usage The specific scope and manner of AI/ML 
usage in research services is set out in the AI Disclaimer published along with the relevant research content and is also published on the website under the disclaimers section. Users are advised to carefully review such disclaimers for detailed 
information on the extent and limitations of AI/ML usage as may be updated by KSL from time to time in the disclaimer section https://www.kotaksecurities.com/disclaimer/. 3. Ownership of Research Content The underlying research, 
market views, data, analysis, and opinions remain solely those of KSL. AI/ML is not used to create independent investment recommendations. 4. Accuracy and Limitations While KSL takes reasonable care to ensure the accuracy of its 
research content: • AI/ML outputs may not always reflect complete, precise, or contextually appropriate information; • KSL makes no warranties, express or implied, as to the reliability, accuracy, or fitness of AI/ML generated presentations. 
5. No Confidential Information Input KSL does not upload, disclose, or process any client specific, confidential, or proprietary information through AI/ML platforms. All content generated through AI/ML is limited to publicly available 
information, market data, and internally developed research compliant with SEBI regulations. 6. Investor Responsibility Clients and viewers shall not rely solely on AI generated content for making any investment or trading decisions. The 
AI/ML generated presentations, output and dissemination are only for informational and illustrative purposes. Investors are further advised to consult their financial advisor before making any investment or trading decisions. 7. No Liability 
KSL shall not be responsible for or liable for any losses, damages, or claims arising directly or indirectly from reliance on AI/ML generated presentations or any output produced by the AI/ML. KSL shall not be liable for any loss, damage, or 
harm, whether direct, indirect, incidental, special, consequential, or punitive, arising from: • reliance on any AI-generated information; • business, financial, or investment decisions made based on such outputs; or • any inaccuracies, errors, or 
omissions in the responses. 8. Amendments KSL reserves the right to modify, update, or withdraw these T&C’s or its usage of AL/ML technologies at its sole discretion, subject to compliance with applicable laws and regulations”  

Disclaimer: https://bit.ly/DisclaimerKSLResearch  

Derivatives are a sophisticated investment device. The investor is requested to take into consideration all the risk factors before actually trading in derivative contracts. Compliance Officer Details: Mr. Hiren Thakkar. Call: 022 - 4285 8484, or 
Email: ks.compliance@kotak.com. 

Kotak Securities Limited. Registered Office: 27 BKC, C 27, G Block, Bandra Kurla Complex, Bandra (E), Mumbai 400051. CIN: U99999MH1994PLC134051, Telephone No.: +22 43360000, Fax No.: +22 67132430. Website: www.kotak.com / 
www.kotaksecurities.com. Correspondence Address: Infinity IT Park, Bldg. No 21, Opp. Film City Road, A K Vaidya Marg, Malad (East), Mumbai 400097. Telephone No: 42856825. SEBI Registration No: INZ000200137(Member of NSE, BSE, 
MSE, MCX & NCDEX), AMFI ARN 0164, PMS INP000000258 and Research Analyst INH000000586. NSDL/CDSL: IN-DP-629-2021. Compliance Officer Details: Mr. Hiren Thakkar. Call: 022 - 4285 8484, or Email: ks.compliance@kotak.com  

“In case you require any clarification or have any query/concern, kindly write to us at Service.securities@kotak.com. For grievances write to KS.escalation@kotak.com and find Grievances Escalation matrix in the link below.”  

https://www.kotaksecurities.com/disclaimer/  
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