
 
 
 
 
 
 
 
 

 
 
 

 

1 

 

 

Overview 

India, as the fastest-growing economy and the fifth-largest globally, offers a favourable environment for credit 

market expansion. The Non-Banking Financial Companies (NBFCs) maintain a significant 22% share - amongst 

banks, NBFC & AIFI in the credit market. NBFCs have stronger balance sheets with reduced leverage, and improved 

asset quality. We believe that credit costs are near bottom, if not already bottomed out. The growth of NBFCs is 

primarily driven by retail loans, with a high reliance on banks for funding. The rising interconnectedness of financial 

markets poses additional risks. A robust and proactive regulatory framework, coupled with swift penal actions by 

the Reserve Bank of India is crucial for balancing risk and growth. As competition intensifies, NBFCs' ability to 

mobilize resources, manage credit costs, and maintain Return on Equity (ROE) will be critical for sustaining their 

growth trajectory. 

 

Economic Growth and Credit Demand 

India’s economy is on a robust growth trajectory, with healthy GDP growth rates despite geo-political challenges 

and growth concerns around the globe. The NBFCs sector has demonstrated significant resilience, with credit 

growth accelerating in the post-pandemic period. NBFCs play a crucial role in the financial ecosystem, growing at 

a CAGR of 14%. Amongst banks, NBFC and AIFIs (All India Financial Institutions), NBFCs have maintained 21-24% 

share of credit from FY17 to FY24. The banks account for approximately 70% and AIFIs make up remaining 5-7%. 

As India targets becoming a USD 5 trillion economy in the coming years, the demand for financing is set to increase, 

underscoring the vital role of NBFCs in supporting economic growth and development. The sector’s ability to adapt 

and innovate will be crucial in addressing the evolving needs of the expanding economy. We expect NBFCs to grow 

at 17% in FY25. 

 

Figure-1: Growing Economic 

  
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: MOSPI, CareEdge Estimates; SRE: Second Revised Estimate; FRE: First Revised Estimate; PE: Provisional Estimate 
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Strengthened Financial Metrics 

Over the past decade, NBFCs have shown remarkable resilience, even amidst systemic shocks like the pandemic, 

thanks to crucial regulatory support and government initiatives. Currently, at aggregate level, NBFC balance sheets 

are stronger, with leverage ratios reduced to 3.1x from a peak of 4.5x. Asset quality has improved significantly, 

with the net non-performing asset (NNPA) ratio at an all-time low of 1.1%, despite the stricter Income Recognition, 

Asset Classification, and Provisioning (IRAC) norms introduced in November 2021. A similar trend is observed in 

credit costs (computed as provisioning & write off charged to P&L divided by average assets), which are near their 

bottom. However, an uptick in credit costs is anticipated over the medium term.  

 

We also note that asset liability maturity pattern profile has strengthened with reliance on short-term funding, such 

as commercial papers, reducing from approximately 9% in FY17 to about 3% in FY24. 

 

Figure 1: NBFCs – On Firm Footing 

 

 
 

 
Source: RBI, CareEdge database 

 

Figure 2: Credit Cost near bottom 

 
Source: Company data, CareEdge estimates 
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Shift Towards Retail Lending 

The portfolio mix of NBFCs has significantly evolved, reflecting a shift from wholesale lending to a focus on retail 

loans. Retail loans now drive NBFC growth, with housing loans leading the share, followed by MSME loans, Loan 

Against Property (LAP), and vehicle loans. This transition has resulted in a more diversified and resilient loan 

portfolio. This transition was supported by emergence of new players like credit AIFs and private credit market. 

The preference of lenders and equity investor to support retail focused NBFCs also enabled this swift transition. 

  

The wholesale lending within NBFC space is now predominantly handled by specialized entities registered 

Infrastructure Finance Companies (IFCs) or Infrastructure Debt Funds (IDFs). These entities are largely mandated 

to cater to this space and notable names include PFC, REC, IRFC, NaBFID, NIIF IDF, Aseem Infra.  

Overall proportion of retail loans has gone up from 42% in FY2018 to 53% in FY24.  

 

Figure 3: Rising Share of Retail in the NBFC Loan Mix 

  
Source: RBI, NHB, CareEdge database 
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also see shift towards higher ticket and longer tenure loans. This segment also shows higher delinquency trends, 

underscoring the need for vigilant risk management as NBFCs broaden their personal loan offerings. 

 

  

42%
53%

40%
27%

18% 20%

Mar-18 Mar-24

Portfolio Mix (%)

Retail Loans Industry Others

Rs. 27.8 L cr Rs. 56.6 L cr

Housing & 
Affordable, 

31%

MSME & 
LAP, 18%

Vehicle 
Finance, 

18%

MFI, 5%

Personal 
loan, 11%

Gold, 7%

Other 
loan, 
10%

Retail breakup, as on March 31, 2024



NBFC-Navigating growth amidst regulatory changes 

 

 

4 

 

Figure 4: Growth driven by Increased Borrower Penetration 

 
Source: CRIFHIGHMARK and CareEdge estimates 

 

Top of Form Bottom of Form The Rise of Fintech NBFCs 

Fintech Non-Banking Financial Companies (NBFCs) have experienced rapid growth in recent years, harnessing 

technology to boost efficiency and expand customer reach. The Assets Under Management (AUM) of CARE-rated 

fintech NBFCs have surged from ₹10,262 crore in FY20 to ₹33,676 crore in FY24, reflecting a notable year-on-year 

increase. However, growth rates are expected to moderate for the current fiscal year due to a higher base and 

potential funding constraints.  

 

Fintech NBFCs have been able to maintain healthy Pre-Provision Operating Profit (PPOP) margins and reduction in 

credit costs has in turn improved the bottom-line, making them increasingly economically viable. 

 

Figure 5: Fintech growth trend 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Company data, CareEdge Estimates 
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Rising share of bank borrowings in the funding profile 

The absolute exposure of all sets of debt providers have increased to NBFCs in line with book growth of NBFCs. 

However, in percentage terms, the funding patterns for NBFCs shows increased reliance on bank loans and a 

decline in bond market’s share. This trend is visible across the rating categories. In terms of borrowing share, while 

market instruments dominate the borrowing mix of AAA rated entities, for entities rated AA and below, bank 

borrowings dominate the funding profile. We note that around 90% of bank debt to NBFCs is extended to entities 

rated in AA category or higher. 

 

Figure 6: On book borrowing profile of CARE Rated entities 

 

 

 

 

Source: Company data, CareEdge Estimates 
Other includes Fixed deposits, Inter-corporate borrowings, Securitization 
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Rising Interconnectedness with Banks 

The interconnectedness between banks and NBFCs has grown significantly, with bank finance to NBFCs increasing 

fourfold over the past seven years. Bank finance to NBFCs has risen from 5% to ~9.4% over the same period. If 

we ignore the likely impact of HDFC merger, bank finance to NBFCs would be near 10.8%. The Reserve Bank of 

India has raised concerns about the growing interconnectedness and are encouraging NBFCs to diversify their 

funding sources 

 

Figure 7: Inter-connectedness of Banks and NBFCs 

 
Source: RBI, CareEdge database 
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fintechs are facing challenges on liability-side, underscoring the need for strategic solutions to address these 

challenges. 

 

Conclusion 

The NBFC sector in India is well-positioned for continued growth, bolstered by a thriving economy, robust balance 

sheets and a good portfolio mix. The sector's resilience and adaptability provide a strong foundation for future 

success. The last mile reach, understanding and focus on niche micro markets are expected to continue as their 

USP. As NBFCs continue to innovate and harness technology, their role in the financial ecosystem will become 

increasingly crucial, driving significant contributions to India's overall economic development, especially lower strata 

of the economy. 

 

 

  



NBFC-Navigating growth amidst regulatory changes 

 

 

8 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
Contact    

Sanjay Agarwal Senior Director sanjay.agarwal@careedge.in +91 - 22 - 6754 3582/ 8108007676 

Vineet Jain Senior Director vineet.jain@careedge.in +91 - 22 - 6754 3456/ 998768874 

Neha Kadiyan Associate Director neha.kadiyan@careedge.in +91 - 120- 4452022/ 8130340369 

Ravi Shankar Associate Director ravi.s@careedge.in +91 - 44- 28490876/ 9962208636 

Jitendra Meghrajani Assistant Director jitendra.meghrajani@careedge.in +91 - 22- 67541526/ 7718822054 

Prabhjyot Kaur Lead Analyst Prabhjyot.kaur@careedge.in +91 - 120- 4452031/ 9540705783 

Mradul Mishra Media Relations mradul.mishra@careedge.in +91 - 22 - 6754 3596/ 9833070317 

    

 

 

 

CARE Ratings Limited 

Corporate Office: 4th Floor, Godrej Coliseum, Somaiya Hospital Road, Off Eastern Express Highway, Sion (East), Mumbai - 400 022 
Phone : +91 - 22 - 6754 3456    l    CIN: L67190MH1993PLC071691 

Connect: 
     

Locations: Ahmedabad   l   Andheri-Mumbai   l   Bengaluru   l    Chennai   l   Coimbatore   l   Hyderabad   l   Kolkata   l   Noida   l   Pune 

  

About Us: 

CareEdge is a knowledge-based analytical group offering services in Credit Ratings, Analytics, Consulting and Sustainability. Established in 
1993, the parent company CARE Ratings Ltd (CareEdge Ratings) is India’s second-largest rating agency, with a credible track record of rating 
companies across diverse sectors and holding leadership positions in high-growth sectors such as BFSI and Infra. The wholly-owned 
subsidiaries of CareEdge Ratings are (I) CARE Analytics & Advisory Private Ltd previously known as CARE Risk Solutions Pvt Ltd, (II) CARE 
ESG Ratings Ltd, previously known as CARE Advisory Research and Training Ltd and (III) CareEdge Global IFSC Ltd. CareEdge Ratings’ other 
international subsidiary entities include CARE Ratings (Africa) Private Ltd in Mauritius, CARE Ratings South Africa (Pty) Ltd, and CARE Ratings 
Nepal Ltd. 

 

Disclaimer: 

This report is prepared by CARE Ratings Limited (CareEdge Ratings). CareEdge Ratings has taken utmost care to ensure accuracy and objectivity while developing this report 
based on information available in public domain. However, neither the accuracy nor completeness of information contained in this report is guaranteed. CareEdge Ratings is 

not responsible for any errors or omissions in analysis / inferences / views or for results obtained from the use of information contained in this report and especially states 
that CareEdge Ratings has no financial liability whatsoever to the user of this report. 

 
 

mailto:sanjay.agarwal@careedge.in
mailto:neha.kadiyan@careedge.in
mailto:neha.kadiyan@careedge.in
mailto:mradul.mishra@careedge.in
https://www.linkedin.com/company/care-edge-group
https://twitter.com/CareEdge_Group
https://www.youtube.com/channel/UCR8E1X7nZajLjDoUK6ZtZuA
https://www.instagram.com/careedge_group/
https://www.careedge.in/

