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Banks report higher credit growth in Q4 as
economy rebounds post COVID-19; Opex
continues upward move
Slippages arising from loans extended under the central government’s emergency credit line guarantee
scheme and movement of loans in the restructured pool of advances will be key monitorable in FY23,
analysts said.
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Bank credit growth rebounded in double digits in the quarter ended March 2022 as businesses
gradually returned to normalcy after two years of a lull, aided by lower interest rates, data showed.
However, it also revealed that the lower interest rates have adversely impacted the interest earnings

of banks.
During Q4FY22 (January-March), the spread between banks’ weighted average lending rate (WALR)

for outstanding loans and weighted average domestic term deposit rate (WADTDR) reduced by 11
basis points (bps) year-on year (y-o-y) and stood at 3.71 percent in March.

This was on account of banks reducing interest rates on loans faster than deposits, domestic rating
agency CARE said in a report dated June 17.

The average spread between lending and deposit rates of state-led banks fell by 9 bps YoY to 3.24
percent in March 2022, while private lenders’ spreads declined by 3 bps to 4.52 percent in the same
period, it added.

With expectations that the Reserve Bank of India (RBI) will raise the repo rate more in view of a
higher annual in�ation forecast, spreads are likely to rise going ahead, analysts said.

“Usually, in a rising interest rate environment, banks tend to see an increase in their margins as
assets tend to get repriced faster than the liabilities. However, competitive pressures could subdue
the movement if banks were to tweak the credit risk premiums that they charge,” says Karan Gupta,
director of �nancial institutions at India Ratings & Research.

Even as the spreads remained under pressure during

the January-March period, lenders’ net interest margin
(NIM) improved by 17 bps YoY to 2.8 percent in Q4FY22
due to higher growth in retail loans and improvement
in asset quality, CARE Ratings said.

 The NIM of state-owned lenders improved by 20 bps
YoY to 2.4 percent during the January-March quarter

while private banks’ NIMs improved by 8 bps YoY to 3.6
percent in the same period.

Asset quality

Lenders reported an improvement in asset quality in
Q4 on account of lower slippages and higher recoveries

and upgrades.

Banks’ gross non-performing asset (GNPA) ratio

improved to 6.1 percent as of March 31 from 7.6 percent
as on March 31, 2021, and 6.7 percent as of December 31, CARE Ratings data showed.

Credit cost, or capital set aside for potential bad loans, declined to 0.7 percent in Q4FY22 from 1.4
percent last year due to an improvement in the asset quality position and banks’ assessment of
lower incremental provisioning requirements, it added.

State Bank of India (SBI), the country’s largest lender, reported its outstanding restructured
advances at Rs 30,960 as on March end, lower than Rs 40,000 crore as on December 31, CARE
Ratings said. Private sector major HDFC Bank’s restructured loans, on the other hand, stood at Rs
15,500 crore as of March end as against Rs 23,200 crore a quarter ago.

On an overall basis, banks’ provisions declined by 42.6 percent on year to Rs 0.4 lakh crore in

January-March, the lowest in the last two years, due to an improvement in asset quality and thanks
to holding a buffer for provisions.

Slippages arising from loans extended under the central government’s emergency credit line
guarantee scheme (ECLGS) and movement of loans in the restructured pool of advances will be a
key monitorable in FY23, analysts said.

 Opex rise, muted treasury income continue

Even as lenders’ credit growth and asset quality metrics continued to improve in Q4, higher
operating expenses and muted treasury income hindered the overall performance of banks.

Non-interest income of public sector banks (PSBs) fell 28.9 percent on year due to a rise in
government bond yields, while private banks’ other income fell 1.3 percent on year to Rs 26,012

crore during the same period.

Another trend that sustained its upward momentum in Q4 was the rise in operating expenses as
lenders upgraded systems to support their digitalisation push.

The operating expenses of banks rose by 5.1 percent on year to Rs 96,741 crore in Q4FY22 on
account of an increase in expenses related to digitalisation, higher commission fees and marketing

expenses.

“Operating expenses are likely to rise as banks will chase higher loan growth and will need to invest
heavily in the right people for the same to achieve the growth target,” Gupta said.
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RBI approves reappointment of P.N. Vasudevan
as MD, CEO of Equitas Small Finance Bank
With SEBI and RBI’s approvals, the reverse merger process of Equitas SFB now only requires approvals
from shareholders, creditors, and NCLT approvals.
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Bank loan fraud: ED attaches �ats, villa in Goa
and Delhi
The total value of the attached properties is Rs 20.39 crore, it said. The money laundering case stems
from a Goa Police FIR that was �led against the accused for allegedly "duping" investors to the tune of
about Rs 10 crore by promising them villas in the 'Banjara Hills project' that was to be developed by the
Sanskar Group in Anjuna, Goa, it said.
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“Income from treasury is likely to remain muted with sharp movement in interest rates. However,

banks are trying to arrest the fall, having reduced the modi�ed duration of their investment
portfolio,” he added.
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The Reserve Bank of India (RBI) has approved the extension of the tenure of Equitas Small Finance
Bank (SFB) Managing Director and Chief Executive Of�cer (MD & CEO) P.N. Vasudevan for one year
beginning July 23, in line with the request of the bank, the SFB informed exchanges on June 15.

The bank had earlier this month received SEBI approval for the Scheme of Amalgamation of Equitas
Holdings with the bank.

With SEBI and RBI’s approvals coming in, the merger process of Equitas SFB only requires approvals
from shareholders, creditors, and NCLT approvals, people in the know said.

Vasudevan, who founded Equitas in 2007 as a micro�nance institution (MFI), announced
(https://www.moneycontrol.com/news/business/banks/pn-vasudevan-resigns-as-md-ceo-of-
equitas-small-�nance-bank-8541011.html ) his decision on May 19 to move on from the SFB to work

for his trust going ahead.

In an interview  (https://www.moneycontrol.com/news/business/equitas-founder-vasudevan-
open-to-take-up-board-level-role-in-bank-if-rbi-permits-8544351.html ) to Moneycontrol on May

20, Vasudevan said the reverse merger process of Equitas Holdings with Equitas SFB will likely be
completed by March 2023, adding that he was open to taking up a role at the bank even after his
exit.

The bank's board too is keen to accommodate him,
provided the banking regulator clears the proposal,
Vasudevan told Moneycontrol on 20 May. “It’s a long
way…we just had a discussion on the board and we
haven’t discussed it in great detail.

The board expressed their desire that if regulator
permits then even after a successor joins then you will

be associated with bank in some form or other,” he
said.

Eventually, the goal would be to gain a universal baking
license and the SFB will think about the same post
completion of the reverse merger, he said.
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