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Banks need Rs 20 lakh crore fresh deposits to meet credit demand
Aggressive deposit mobilisation likely over medium term mainly led by private lenders

CRISIL estimates bank credit in India would grow at a pacy ~13-14% on average between fiscals 2019 and 2020,
significantly faster compared with the 8% seen in fiscal 2018, which would force a change in the deposit
mobilisation plans of banks over the medium term.

To meet this credit growth, banks will have to raise about Rs 25 lakh crore over the two fiscals. While Rs 5-6 lakh
crore is expected to become available through the release of statutory liquidity ratio (SLR) funds, ~Rs 20 lakh crore
would need to be raised through fresh deposits.

That would be well above the average annual deposit mobilisation of ~Rs 7 lakh crore! over the past few years. It
would also put upward pressure on the interest rates bank offer on deposits.

Traditionally, banks have utilised their excess SLR in the initial period of credit revival. They would do that this time
around, too. That said, bulk of the credit demand would be met by deposit growth and to a minor extent by other
resource raising options like infrastructure bonds.

CRISIL expects banks to maintain on average ~4% surplus SLR when credit growth picks up, compared with ~8%
today. This, when juxtaposed with the Reserve Bank of India’s plan to reduce the SLR limit to 18% by March 2020,
would translate to a release of Rs 5-6 lakh crore from the SLR kitty to meet credit demand.

Consequently, the asking rate of annual deposit growth would be a significant 400 basis points higher at ~10%
compared with ~6% growth in fiscal 2018. To be sure, this is way lower than the ~25% peak seen in fiscal 2007.

Deposit growth has been declining over the past decade, and particularly in the past three years when it saw a
significant drop! as interest rates offered on fixed deposits dipped below the returns on other financial investment
avenues. That diverted the flow of household financial savings away from banks.

Says Krishnan Sitaraman, Senior Director, CRISIL Ratings, “Lower deposit growth has meant a steady rise
in the credit to deposit ratio (C/D Ratio) on a stock basis, which is expected to touch 78% by the end of
fiscal 2019, compared with 73% at the end of fiscal 2017 (refer to Chart 1 in annexure). Banks will need to
raise at least Rs 19-20 lakh crore of fresh deposits until March 2020 to keep the credit-deposit ratio near
80%, which in itself would be highest in a decade.”

Private banks with strong balance sheets and robust credit growth are expected to lead the race for deposits and
will account for ~55-60% of the incremental deposit mobilisation. These would be followed by public sector banks
outside the Reserve Bank of India’s Prompt Corrective Action framework with ~30-35%.

Private banks have already gained 7% market share in deposits over the past five years to touch ~30% (see Chart
2 in annexure) and are well poised to gain further backed by superior technology, service levels and ability to
acquire customers.

Meanwhile, increasing volatility in the equity market, moderating flows into other investment avenues, and hike in
bank deposit rates in recent months could bring some household financial savings back into bank deposits.

Says Rama Patel, Director, CRISIL Ratings, “Over the first nine months of this fiscal, banks have already
raised deposit rates by an average of 40-60 basis points We expect banks to sharpen focus on deposit
mobilisation over the medium term through attractive rate offerings across tenors in both bulk and retail
segments. That, in turn, could further increase the cost of funds of banks, given that deposits account for
the bulk of their funding.”

! After suitably adjusting for the hike in deposits seen in the immediate aftermath of demonetisation
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Annexure

Chart 1: Credit Deposit ratio trend
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Chart 2: Deposit Market Share trend
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About CRISIL Limited

CRISIL is a leading agile and innovative, global analytics company driven by its mission of making markets function better. We
are India’s foremost provider of ratings, data, research, analytics and solutions. A strong track record of growth, culture of
innovation and global footprint sets us apart. We have delivered independent opinions, actionable insights, and efficient
solutions to over 100,000 customers.

We are majority owned by S&P Global Inc., a leading provider of transparent and independent ratings, benchmarks, analytics
and data to the capital and commodity markets worldwide.

For more information, visit www.crisil.com
Connect with us: LINKEDIN | TWITTER | YOUTUBE | FACEBOOK

About CRISIL Ratings

CRISIL Ratings is part of CRISIL Limited (“CRISIL”). We pioneered the concept of credit rating in India in 1987. CRISIL is
registered in India as a credit rating agency with the Securities and Exchange Board of India (“SEBI”). With a tradition of
independence, analytical rigour and innovation, CRISIL sets the standards in the credit rating business. We rate the entire
range of debt instruments, such as, bank loans, certificates of deposit, commercial paper, non-convertible / convertible / partially
convertible bonds and debentures, perpetual bonds, bank hybrid capital instruments, asset-backed and mortgage-backed
securities, partial guarantees and other structured debt instruments. We have rated over 24,500 large and mid-scale corporates
and financial institutions. CRISIL has also instituted several innovations in India in the rating business, including rating municipal
bonds, partially guaranteed instruments and microfinance institutions. We also pioneered a globally unigue rating service for
Micro, Small and Medium Enterprises (MSMESs) and significantly extended the accessibility to rating services to a wider market.
Over 110,000 MSMEs have been rated by us.

CRISIL PRIVACY

CRISIL respects your privacy. We may use your contact information, such as your name, address, and email id to fulfil your request and service your account and to
provide you with additional information from CRISIL. For further information on CRISIL’s privacy policy please visit www.crisil.com.

DISCLAIMER

This Press Release is transmitted to you for the sole purpose of dissemination through your newspaper / magazine / agency. The Press release may be used by
you in full or in part without changing the meaning or context thereof but with due credit to CRISIL. However, CRISIL alone has the sole right of distribution (whether
directly or indirectly) of its Press Releases for consideration or otherwise through any media including websites, portals etc.

CRISIL has taken due care and caution in preparing this Press Release. Information has been obtained by CRISIL from sources which it considers reliable. However,
CRISIL does not guarantee the accuracy, adequacy or completeness of information on which this Press Release is based and is not responsible for any errors or
omissions or for the results obtained from the use of this Press Release. CRISIL, especially states that it has no financial liability whatsoever to the subscribers/
users/ transmitters/ distributors of this Press Release. CRISIL or its associates may have other commercial transactions with the company/entity.
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