BRICKWORK"

RATINGS

BANKING SECTOR
IN INDIA

January 2026

BRICKWORK RESEARCH

www.brickworkratings.com



.............. —
Table of Content

Executive summary 03 Technology trends

An overview of banking sector in India 04 Opportunities & challenges

Capital adequacy and asset quality 11 Looking ahead

Financial performance 15 Appendix

Regulatory framework




Executive summary

Resilient balance
sheets:

ACapital adequacy ratio (CRAR) of scheduled commercial banks (SCBs) remained
strong: SCBs maintained strong capital buffers with CRAR around 174% as of March
2025 and around 172% as of September 2025. These levels are well above regulatory
minima, underscoring healthy capital buffers.

Strong profitability

AReturn on Assets (RoA) at around 14% and Return on Equity (RoE) at around 135% for
FY25, indicating robust earnings performance.

Gross NPA ratio at
multi-year low

AGross NPAs of SCBs declined to around 2.3% by March 2025 and around 2.2% by
September 2025, a multi -year low, reflecting strengthened assetquality.

Double-digit growth
in deposits & credit

AScheduled commercial banks (SCBs) continued to record double-digit growth in
deposits and credit in FY25, though growth moderated as compared to FY24 amid
cooling economic momentum .

Liquidity buffers
remain strong

Aliquidity positions remain robust, with comfortable liquidity coverage ratios and
system-wide buffers. RBI stresstests show resilience even under adverse conditions.
Aliquidity conditions, including LCR and strong high-quality capital, support ongoing
credit intermediation .

AExternal uncertainties - geopolitical tensions, global trade disruptions, and commodity

Risks price volatility could impact funding costs and assetquality
AOverall: Banking sector remains resilient, stable, and well-capitalized, positioned for
steady FY26 expansion on the back of macro stability and digital inclusion.
ACredit expansion: Healthy credit growth (~1113% CAGR) expected, led by retail, MSME,
infra, and corporate lending, aided by supportive growth and R B | CRR cuts releasing
Outlook (FY26- INR 3,000 billion liquidity .
FY27) AProfitability : Near-term earnings may be pressured by narrowing NIMs, but ongoing

assetquality gains,fee income and diversified servicesshould sustain profitability .

AAsset quality: NPAs likely to remain near historic lows, supported by strong capital
buffers and prudent risk management; closer monitoring of unsecured portfolios
remains vital. RBI projects GNPA could decline further to ~19%by 2027.
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Bank deposits and credit trend for SCBs in INR trillion
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' Market segmentation of Indian banking sector

Category

Sub-category

Ownership / regulation
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Key characteristics & role

Scheduled banks

Scheduled commercial banks
(SCBs)

Regulated by RBI; listed under RBI act, 1934

Core of India's banking system; dominate deposits, credit, and payments

Public sector banks (PSBs)

Majority owned by government of India
Number of banks: 12

Key financiers of infrastructure, MSMESs, agriculture, and priority sectors;
improved profitability, asset quality, and capital strength post -reforms

Private sector banks (PVBS)

Privately owned; RBI regulated
Number of banks: 21

Strong presence in retail, SME, digital banking, and fee based services; higher
operational efficiency and growing market share

Foreign banks (FBs)

Foreign ownership; RBI regulated
Number of banks: around 44

Focus on corporate banking, trade finance, treasury, and wealth management;
niche presence

Small finance banks (SFBs)

RBI regulated; inclusion-focused
Number of banks: 12

Serve underserved and unbanked segments; expanding retail and MSME
lending with improving financial metrics

Regional rural banks (RRBS)

Joint ownership (GOlI, states, sponsor banks)
Number of banks: 43 RRBs and manage over
22,000 branches

Focus on rural, agricultural, and MSME credit; improving profitability and
financial inclusion

Cooperative banks

Urban cooperative banks (UCBS)

Dual regulation (RBI + state/central registrar)
Number of banks: 1,534

Serve urban and semturban retail customers; strengthened regulation and
consolidation

Rural cooperative banks

Dual regulation
Number of banks: 96,508

Backbone of agricultural and rural credit delivery

State cooperative banks (STCBs)
District central cooperative banks
(DCCBSs):

Around 34 at state level
Around 350+ at district level

Development financial
institutions (dfis)

NABFID and similar institutions

RBI / government oversight

Provide long-term financing for infrastructure and development projects

Specialised institutions

Payments banks

RBI regulated
Number of banks: around 5-6

Licensed to provide low-value payments and deposits (no lending); support

Sources: Ministry of Finance; Reserve Bank of India; India Brand Equity Foundation (IBEF).

digital financial inclusion
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' Drivers of banking sector in India

Strengthened financial inclusion & digital ecosystem

RBI_ s financi adse dsharmyltocs.0 ilvo March 2085dram 43.4 in March
2017, reflecting wider access and usage of financial services across demographics
deeper inclusion supports deposit & credit growth.

UPI dominance: RBI-digital payments index (RBI-DPI) increased, driven by UPI and
real-time payment infrastructure, contributing to deeper customer engagement and
fee-based revenues.

During 2024 -25, digital payments grew by 17.9% in value termsaccounting for

97. 6% of I ndia_s total payments, whil e
was much higher at 35% Digital adoption enhances customer reach, reduces costs,
and increases fee-based revenues.

~(

S C B eapital to risk-weighted assets ratio (CRAR)remained
robust at around 17% at endMarch and end-September

Macroeconomic drivers

Resilient GDP growth: Robust economic growth is fueling
demand for credit across retail, MSME, and infrastructure
segments.

Government initiatives: Financial inclusion programs,
PSU bank consolidation, and infrastructure financing push
are strengthening sector fundamentals.

Healthy deposit and credit mobilization

Scheduled commercial banks (SCBs) continued
double -digit deposit and credit growth , in FY25
(11.1% and 11.5%, respectively), supporting balance
sheet expansion

Funding Stability: Low-cost CASA inflows reduced
reliance on expensive borrowings, bolstering
resilience amid moderated FY24 growth paces.
Sector Impact: Robust deposit base supports
sustained lending and financial stability.

Asset quality & capital strength

NPA reduction: Gross NPA ratios declined to multi-year lows,

| mproving banks,_ ri sk profil es an
Capital adequacy: Capital to Risk Weighted Assets Ratio (CRAR)
improved to ~17.4% in March 2025, well above regulatory minima,
providing a cushion to absorb shocks and support growth, ensuring
resilience.

Strong capital buffers

Foreign & institutional flows

2025, supporting risk -taking capacity and credit expansion. Global integration: Despite global uncertainty, India remains attractive
Capital adequacy ratios (CRAR) remained strong at 1618.1% for long-term capital inflows, especially in banking and financial

across public and private banks, enabling shock absorption. services.

Impact: Enhanced balance sheet strength increases Trade finance expansion: Foreign banks and large private banks are

confidence for credit extension and investment. strengthening cross-border financing capabilities. n



' Impact of macroeconomic and global factors on Indian banks

Impact on Indian banks

Why it matters
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Outlook (2026-27)

rate)

rates, NIM & liquidity

: Al G © 0 : CPE boosl s busl PR c.o.nf ! dContinuedrobustgrowth(projected6.7~7.5%)
Credit demand, loan growth, fee borrowing 29 banks expand-inteestiddomeg : i
GDP growth ) : : : supports credit growth and profitability, though
income (fees/transactions). Growth also improves asset quality as borrowers :
export headwinds may modulate pace.
repay better.
: : : . |Low i nflation gives RBI room t o c|Inflation likely stable/benign; may gradually rise
. Helps interest margin dynamics & risk : . . A
Inflation ) transmission works) o9 can stimul atoward RBI _ s-termda¥getngeidgi u n
perceptions ) : L : .
very low inflation can hurt deposit yields. policy flexibility.
: : : : Lower policy rates reduce cost of : : :
= 0
Monetary policy (RBI repo | Directly affects lending/borrowing spur credit growth & investment o More cuts possible (to ~5.0%) as policy remains

margin compression if funding cost stays high relative to yields.

neutral/dovish if inflation remains subdued.

Global interest rate &
liquidity trends

Impacts bank funding costs, asset
valuations, investor flows

When global rates fall, capital may flow into ems like India seeking yield,
| owering banks_ funding costs. Co
borrowing costs for banks with foreign liabilities.

Anticipate volatility _ policy divergence (fed vs
RBI) may affect capital flows and crossborder
funding costs.

Exchange rate & global
shocks

Affects asset quality, forex assets, and
NPA provisioning

A weaker INR raises cost of foreign debt servicing (for corporate
borrowers), increasing credit risk for banks. Global shocks (tariffs,
geopolitical tension) can slow exports, affecting corporate credit cycles.

Continued susceptibility to global risks; banks
must manage currency risk & stress test portfolios
against shocks.

Global trade & tariffs

Slower export growth can reduce
corporate credit demand and
increase stress

Trade barriers dampen export-led sectors (manufacturing, services),
reducing credit demand from corporates and stressing working -capital
cycl es, potentially affecting ban

Trade dynamics will remain a key risk; banks need
diversified exposures.

Global liquidity conditions

Influences foreign capital flows & local
money markets

Tight global liquidity can reduce foreign inflows and raise borrowing
costs; abundant liquidity can support cheaper funding and higher asset
prices, impacting banks._ I nvest me

Monitoring of global liquidity essential; scenario
analysis to manage funding risks.

Domestic consumption &
investment (macro)

Drives retail & corporate banking
growth

Strong domestic demand increases credit uptake (personal loans,
mortgages, corporate working
and fee bases.

capi

Domestic demand likely to remain a stabilizer

even if external headwinds rise.



Indian banking sector remains robust amid global
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uncertainties
Indicators

Gross NPA (%) 4.6 9.6 9.2 7.3 3.9 2.8 2.3 2.2
Net NPA (%) 2.5 5.5 3.8 2.4 1.0 0.6 0.5 0.5
ROA (%) 0.8 0.4 -0.1 0.7 1.1 1.3 1.4 1.3
CRAR (%) 13.0 13.7 14.3 16.2 17.2 16.8 17.4 17.2
LCR (%) 96.3 124.9 128.9 158.9 143.5 130.3 132.5 131.7
PCR (%) 41.7 43.5 60.5 67.4 74.1 76.2 76.3 76.0
Slippage (annualised %) 3.3 5.9 3.9 2.6 1.9 1.6 1.5 1.4

A India's domestic banking systems remain robust amid global uncertainties. Scheduled commercial banks (SCBs) demonstrate strong asset quality and capital buffers,

supporting overall financial resilience.

A Key banking metrics: Gross Non-Performing Asset (GNPA) ratio for SCBs reached a mult-decadal low of 2.2% as of endSeptember 20 25, with Net NPA at a record low
of 0.5%. Capital to RiskWeighted Assets Ratio (CRAR) stood at 17.2%, and Liquidity Coverage Ratio (LCR) at 131.7%, indicatinple buffers. Bank credit growth

remained steady at 11.0% yeapn-year

A Stress-testing projections suggest GNPAs may further improve to around 1.9% by March 2027 under baseline scenarios.

A Even under severe stress assumptions, most banks remain above regulatory capital requirements, affirming resilience.

A Risks and outlook: Near-term risks- geopolitical tensions, trade issues, and unsecured lending, despite resilient balance sheetsand low market volatility. India's economy

grows robustly via domestic demand and prudent policies, positioning banking systems as a stability anchor.

Source: Reserve Bank of India



' Credit growth outpacing deposit growth in India
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A Credit growth: Currently growing around 11 12% yearon-year, after decelerating from over 20% in FY24 as regulatory tightening and a higher base kicked in.

A Deposit growth: Weaker at about 10% YoY, with structural concerns flagged around liability mobilization and credit -deposit ratios at roughly 82%
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' Credit and deposit growth outlook BRICKWORK®

Credit growth

A Next 2 years (FY26 27):~1113% CAGR, with upside if deposit mobilization strengthens. Downside risk emanates from any macro shock or sharper
regulatory tightening.

A Over 5 years:~10 12% CAGR, implying continued deepening of banking assets as a share of GDP but at a more measured pace than the immediate
post-pandemic rebound.

Deposit growth
A Next 2 years:~9 11% CAGR, with competition from alternative fixed-income products keeping a lid on growth despite higher card rates.

A Over 5 years:Over the next five years, deposit growth of scheduled commercial banks in India is expected to average around 9 11% annually, toadly
tracking nominal GDP and credit expansion while remaining below the high -teens growth seen in earlier decades. Credit-to-deposit ratios are likely to
remain in the high 70s to low-80s range unless a major structural shift occurs.

Key drivers and sectoral pattern

A Retail, MSME and services are likely to remain the main drivers of credit, with housing, vehicle/consumer, and cashflow-backed SME lending leading
growth, while heavily regulated unsecured segments grow more modestly after recent risk -weight measures.

A Corporate credit demand should improve as government capex crowds in private investment and lower long -end yields support refinancing and fresh
borrowing, particularly in infrastructure, renewables, urban real estate and select manufacturing.

A On the liability side, CASA ratios at the system level have been broadly in thehigh-30% range, but the mix is likely to gradually tilt further towards term
deposits, pressuring funding costs and net interest margins unless banks ramp up fee income and operating efficiency.

Sources: State Bank of India; Brickwork Research.
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Indian banking sectors remains capitalized and ready for BRICKWORK™
growth and Basel IV

y

Capital adequacy (CRAR) of SCBs at end-March
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A Capital adequacy is the measure of a bank's ability to absorb losses from bad loans and to support its business growth.

Al ndi a_ s b a stlengthenedstscapitad position in 2025 , with CRAR at 17.4% in March 2025 and ~17.2% in September 2025vell above the regulatory
minimum of 11.5% (9% excluding capital conservation buffer) providing a robust buffer and enhanced resilience against emerging risks.

A PSBs had a CRAR of 16.1%, while PVBs CRAR reached 18.3%, highlighting PSBs' improvement via recapitalization and PVBs' edgerf conservative profiles.
Private banks._ CRAR has consistently remained higher t hamgem$pécs , i ndi cating

A Outlook: Overall outlook is stable/positive, with India's banking sector well -capitalized to navigate growth, shocks and Basel IV transtions without needing
systemic infusions. RBI baseline projects system CRAR easing modestly to 16.8% by March 2027, supported by earnings accretionffsetting RWA growth from
~12 14% credit expansion. Potential risks include higher RWAs from unsecured retail exposure or regulatory changes (e.g., revise risk weights), but strong CET1
and profitability provide buffers.

Source: Reserve Bank of India
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' PSBs lead asset quality revival; Private banks stay strong
Gross non-performing assets (GNPAs) by bank group Net non-performing assets (NNPAs) by bank group
@FY20 @OFY2l @OFY22 @FY23 @FY24 @ FY25 @F20 @FY2l @FY22 @ Fy23 FY24 FY25
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A Asset quality of Indian banks has improved markedly over FY22 FY25, with gross NPAs (GNPAs) falling to multi-year lows around 22% and net NPAs (NNPASs)
reaching record lows near 0.5% in September 2025, driven by strong recoveries, prudent underwriting and robust provisioning.

A PSBs have led the improvement with GNPA drop to under 3% in FY25 from over 10% in FY20, a significant improvement through IBC resolutions, asset
reconstruction, and forex/write -off strategies. Private banks maintain even stronger metrics, with low single-digit GNPAs and NN PA ratios, reflecting superior
underwriting and quicker stress recognition.

A Outlook: Stable to improvinginto FY26 FY2 7, though pockets of risk in unsecur ed r eprajéclionsandicateS ME
GNPA ratio declining further to ~1.9% by March 2027, with NNPA remaining below 0.5%, assuming continued economic momentum and no major shocks.

Source: Reserve Bank of India



' Improving PCR strengthens banking sector buffers R res

Provision coverage ratio of SCBs (%)

74 1 76.2 76.3 76.0
66.2 67.4 69
60-5 I I I I

Mar-19 Mar-20 Mar-21 Mar-22 Mar-23 Mar-24 Mar-25 Sep-25

ASchedul ed commerci al banks._ (SCB) PCR stayed stable at 76. 3% (Mar' 25), with
A Above-75% PCR signals strong buffers amid improving asset quality, strong provisioning and loss absorption buffers in Indian barks.

A Near-Term Outlook: PCR to remain high and broadly stable, supported by strong capital, benign slippages, and continued recoveries and write-offs consistent
with a matured NPA cycle.

A Mild normalization risk: If credit growth re -accelerates or sectoral stress emerges, banks may realign provisioning, but strong CRAR cushions any drawdowns,
keeping system PCR within a comfortable band.

Source: Reserve Bank of India
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Total income growth sustained by credit expansion, funding BRICKW/OR;(EE”;
stability, and asset quality

y

Totalincome in INR trillion Total income by bank group in INR trillion

®ryi9 @FY20 @OFY2l @FY22 @FY23 @FY24 @ FY25
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A Strong credit expansion and steady loan yields were the primary drivers of total income, supported by healthy balance sheets and ample liquidity that kept funding
conditions favorable

A With GNPA ratios at multi -year lows and provisioning discipline intact, banks converted pre-provision operating profit into net income more efficiently, reinforcing
total income growth sustainability

A Funding stability : Stable deposit flows and comfortable liquidity conditions helped contain cost of funds, supporting net interest generation without aggressive
repricing

A FY26-FY27 outlook: Expect total income growth of 11-14% in FY26 and FY27, fueled by projected GDP expansion and RBI's prgrowth policies like CRR cuts
injecting liquidity. Continued credit -deposit balance and digital innovations should bolster non -interest income, though moderat ing inflation risks could pressure
margins. Vigilance on small finance banks' asset quality remains key.

Source: Reserve Bank of India
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' Margins under strain, efficiency gains key to stability
Net interest income in INR trillion Net interest margin (%)
@PSBs @PVBs @FBs @ SFBs @ PBs(Payment banks) @PsBs @PVBs @FBs @ SFBs @ PBs(Payment banks)
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AIn FY25, SCBs witnessed a contraction in net interest margins (NIM) reflecting a classic postrate-hike squeeze: lending yieldsfell quickly on policy cuts, while sticky

deposit costs and competitive pressures lingered, dragging margins by ~20 bps despite robust credit growth. Net interest inco me growth decelerated sharply to
~7.5% YoY in FY25 versus double digits earlier.

AFY26 outlook: System-wide NIMs may dip another 10 15 bps in FY26 as deposit repricing lags and credit growth outpaces deposits. PSBs could se margins bottom
out with modest recovery if funding costs ease, while private banks face gradual but limited improvement.

A Medium term outlook (FY27 and beyond): Wi t h RBI1 2% D®P® cuts fully absorbed and liquidity nor mal i

low-3% range. PSBs may converge closer to private bank levels but still trail slightly. Norninterest income and efficiency gains will be key to offset margin
compression.

Source: Reserve Bank of India



SCBs’ operating profits remain resilient despite a normalizing g ciwork:

' net interest margins
Operating profit in INR trillion Net profit in INR trillion
@FPSBs @PVBs @ FBs @ SFBs @ PBs (Payment banks) @PFPSBs @PVBs @ FBs @ SFBs @ PBs(Payment banks)
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A'S C B aeperating profits in 2025 remained strong, driven by credit growth and fee income, though NIM compression and rising staff/te ch costs curbed leverage
especially for retail-focused banks investing in digital and compliance. Lower credit costs (~78 bps in FY26) and GNPA at ~2.1%upported profitability, while volatile
treasury gains intermittently aided PSBs during favorable yield movements.

AFY26 outlook: Operating profit growth to moderate as margin and funding pressures offset credit demand. GDP -linked expansion, RBI liquidity, and digital adoption
should sustain RoA near 1.3%, though inflation risks need monitoring.

A Medium term outlook (FY27 and beyond): Profitability is expected to strengthen, supported by recovering credit demand, stabilizing funding costs, and firmer NIMs.
Ongoing asset quality gains will enhance net interest income and reduce provisioning volatility, reinforcing operating earnin gs.

A From a credit rating standpoint , the sector outlook is broadly stable, with neutral views across private and public banks. Strong capital buffers (CRAR ~17¥and
manageable asset-quality risks support stability, even amid elevated loan-deposit ratios

Source: Reserve Bank of India
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' RoA strengthens, outlook moderates amid NIM compression

Return on assets (%)- SCBs

15
1.0
0.0 - -
e FY19 FY20 FY?21 FY22 FY23 FY24 FYZ25 Sep-2

A Return on assets RoA) improved to 1.4% in FY25, up from 1.3% in
strong credit growth and cleaner balance sheets.

A Private sector banks (PVBSs) continue to post structurally higher RoA on stronger core profitability and fee income. Public sector banks (PSBs) have seen the
sharpest turnaround, with RoA improving to about 1.1% in FY25 from 0.96% in FY24, driven by lower NPAs, better recoveries and improved operating efficiency

AFY26 outlook: RoA is expected to ease to 1,11.3% in FY26, driven by NIM compression as lending rates adjust faster than deposits.

A Medium term outlook (FY27 and beyond): As the rate cycle stabilizes and deposit costs peak out, NIMs are expected to stabilize or recover marginally, supporting
a gentle improvement in RoA from FY27, provided credit quality remains contained.

Sources: Reserve Bank of 1 ndi a; | ndi an Banks_ Associati on.



