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ECOWRAP 

RBI Governor unequivocally flagged the risk of asymmetric and accelerated growth picking pace in certain components 
of consumer credit during last policy statement. Regulated Entities (REs) were advised to adopt better underwriting 
standards to handle upfront building up of any material risk by the DG, RBI. Then CAFRAL earlier this month brought to 
the fore the growing concerns about systemic contagion, analysing the spurt in unsecured lending from all ecosystem 
players underscoring the need for tighter and timely preventive measures to mitigate any eventual potential systemic 
fallout. Within the NBFCs, FinTech lending has been projected to exceed traditional bank lending by 2030! 

In hindsight, the decision to raise the risk weights perhaps is an attempt by RBI to send out a strong message of ad-
dressing any incipient financial stability risks in the system as such risks are coincident indicators. Thus proactively 
managing such seems the best policy option rather than managing delinquencies (if any) post occurrence of events. 
These measures are in continuity with the tilt towards an Expected Loss (EL) driven stress recognition system for regu-
lated entities and RBI’s recent move to subject 15 Upper Layer NBFCs to greater regulatory scrutiny. 

The risk weights in respect of consumer credit exposure of commercial banks (outstanding as well as new), including 
personal loans  (but excluding housing loans, education loans, vehicle loans and loans secured by gold and gold jewel-
lery) has been increased by 25 percentage points to 125%. Similarly, consumer credit exposure of NBFCs also got in-
creased to 125%. Regarding credit card receivables, the risk weights increased to 150%. It would, however, be perti-
nent to mention that RBI had reduced the risk weight on Consumer Credit (excluding Credit Card receivables) to 
100% from 125% during September’2019. So, it should be read as some sort of déjà vu, restoring the status quo ante 
of 2019, for the fortification of the system. 

The immediate impact of the enhanced risk weights is the excess capital now that banks would require. As per our 
calculation, the banking industry needs Rs 84,000 crore of excess capital / 5%  increase on Rs 15.2 trillion capital re-
quirement of banking system approx /55-60 bps increase in CRAR due to these regulatory measures.  

Secondly, the RBI circular impacts consumer loans in general but excluding housing loans, education loans, vehicle 
loans and loans secured by gold and gold jewellery. Filtering out the exclusions, the trends in consumer credit shows 
that it was growing at 25% plus since May 2022. The share of these loans impacted by RBI circular( Rs 14.8 Lakh Cr) 
to total outstanding loan (Rs 151.5 Lakh Cr) is only around 9.8% in September’23. The impacted portion of the per-
sonal loans category is only ~31%  of the total personal loans (Rs 48.3 Lakh Cr).  

The current regulatory steps taken by RBI may be termed as countercyclical measures as these types of actions refer 
to the measures (both monetary and fiscal) that stabilize the business cycle by reining in economic activity during 
booms and bolstering it during downturns. For example, during October 2008 to April 2009, in order to mitigate the 
adverse impact of the global financial crisis on the Indian economy, RBI aggressively eased the monetary policy. During 
this period, prudential norms were also relaxed in a countercyclical fashion, again mainly following a sectoral ap-
proach. The relaxations focused primarily on real estate and NBFC sector as these were the segments which had been 
most severely hit due to the downturn. In an opposite vein, during September 2004 to August 2008, risk weights and 
provisioning prescriptions were tightened periodically by RBI as a countercyclical measure. As a pro-active measure, 
risk weights for capital market exposure, real estate and housing sector were tightened even as these sectors were be-
coming over-heated. We believe however that the latest action by RBI is to do more with complementing the past 
monetary policy action through non rate actions now, rather than any specific concern.  

Specifically, empirical research  shows that the countercyclical regulatory rules allows monetary authorities to achieve 
the same objectives (in terms of deviation of output and inflation from targets) but with smaller adjustments in inter-
est rates, Thus, it seems that the current increase in repo rates have long peaked out and it is primarily through li-
quidity and macro prudential measures that RBI is to achieve the desired objective of growth and inflation. Rational 
lending practices, sans irrational exuberance by certain sub-sets, can actually bolster the system in long run and mini-
mize the collateral impact on responsible lenders.  
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COUNTERCYCLICAL  MEASURES  

 RBI has announced certain regulatory measures in the 
form of enhanced risk weights towards consumer 
credit and bank credit to NBFCs. The risk weights in 
respect of consumer credit exposure of commercial 
banks (outstanding as well as new), including personal 
loans, but excluding housing loans, education loans, 
vehicle loans and loans secured by gold and gold jew-
ellery, has been by 25 percentage points to 125%. Sim-
ilarly, consumer credit exposure of NBFCs has also 
been increased to 125%. Regarding credit card receiv-
ables the risk weights were increased to 150%. 

 The immediate impact of the enhanced risk weights is 
the excess capital now that banks would require. As 
per our calculation, the banking industry need Rs 
84,000 crore of excess capital due to these regulatory 
measures.  

COUNTERCYCLICAL MEASURES COMPLEMENTS MONE-
TARY POLICY ACTIONS EARLIER  

 The global financial crisis accelerated efforts to devel-
op macro-prudential policy frameworks for countries. 
The broad goal of macro-prudential policy was to limit 
systemic risk by addressing the two key externalities of 
the financial system. The first externality is joint fail-
ures of institutions because of inter-linkages and com-
mon exposures among them. The second externality is 
pro-cyclicality. Pro-cyclicality is the phenomenon of 
amplifying feedbacks within the financial system and 
between the financial system and the macro-
economy. As we have seen during the crisis, pro-
cyclicality can promote the emergence of unsustaina-
ble booms. As boom turns to bust, pro-cyclicality can 
magnify the disruption and cause deep economic re-
cession. Addressing pro-cyclicality is closely linked to 
traditional countercyclical macroeconomic policies.  

 The current regulatory measures taken by RBI may be 
termed as countercyclical measures as these types of 
measures refer to the measures (both monetary and 
fiscal) that stabilize the business cycle by reining in 
economic activity during booms and bolstering it dur-
ing downturns. During the 2008 crisis, various coun-
tries adopted myriad of counter-cyclical measures. In 
India, during Sep 2004 to Aug 2008, risk weights and 
provisioning prescriptions have been tightened period-
ically as a countercyclical measure. 

 In an opposite vein, during October 2008 to April 
2009, in order to mitigate the adverse impact of the 
global financial crisis on the Indian economy, RBI ag-
gressively eased the monetary policy. During this peri-
od, prudential norms were also relaxed in a countercy-
clical fashion, again mainly following a sectoral ap-
proach.  

Old 

(100%)

New 

(125%)
Old New

Consumer Loans 

(ex housing, 

education, vehicle 

and gold)

16.00 16.00 20.00 1.84 2.30 0.46

NBFC (ex HFC) 11.13 11.13 13.91 1.28 1.60 0.32

Old 

(125%)

New 

(150%)
Old New -

Credit Card 2.20 2.75 3.30 0.32 0.38 0.06

0.84

Source: SBI Research

-

TOTAL Excess Capital Required due to Revised Risk Weights

Risk Weights

Capital 

Requirement @ 

11.50%
Excess 

capital 

required (Rs 

lakh crore)

Excess Capital Required due to Revised Risk Weights

Outstanding 

(Rs lakh 

crore)

Item

Subprime Segment has witnessed constant fall since 21 

 

Source: CIBIL CMI, SBI Research 

Regulatory Counter-cyclical Measures (%) 

  Risk Weights Provisions 

  Old New Present 

Capital Market 125 125 0.4 

Other Retail 100 125 0.4 

Commercial Real Estate 
100 100 1.0 

NBFCs 100 125 0.4 

Source: RBI, SBI Research 
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 The latest CIBIL CMI data shows stronger growth in 
non-assets backed consumer lending (Personal 
loans/Credit cards and Consumer durables) for the 
quarter ending June on both origination and out-
standing terms though the comfort factor remains 
the declining share of subprime segment (24% as 
against 30% in June 2021) 

TRENDS IN CONSUMER CREDIT IMPACTED BY RBI  
CIRCULAR 

   The RBI circular impacts consumer loans in general 

but excluding housing loans, education loans, vehicle 

loans and loans secured by gold and gold jewellery. 

Filtering out the exclusions, the trends in consumer 

credit shows that it was growing at 25% plus since 

May 2022. The share of these loans impacted by RBI 

circular( Rs 14.8 Lakh Cr) to total outstanding loan 

(Rs 151.5 Lakh Cr) is around 9.8% in September’23. 

The impacted portion of the personal loans category 

is only 31%  of the total personal loans (Rs 48.3 Lakh 

Cr).  

 The trend break in the growth of this sub-component 
was seen after 2019 when RBI reduced the risk 
weight for consumer credit, including personal loans, 
but excluding credit card receivables, to 100%. Thus, 
current decision only restores the status quo ante as 
on 2019.  

 The long-term growth trends show that this sub-
component of the consumer credit is already taper-
ing off on account of pass through of higher interest 
rates.  

 

Share of Loans Impacted by RBI Circular in Total Loans  

 

Source: RBI, SBI Research 

Consumer Loans Impacted by RBI Circular 

 

Source: RBI, SBI Research 

 -

 5.00

 10.00

 15.00

 20.00

 25.00

 30.00

 35.00

Ja
n

u
a

ry
  3

1
, 

2
0

2
0

Fe
b

ru
a

ry
  2

8
, 

2
0

2
0

M
a

rc
h

  2
7

, 
2

0
2

0

A
p

ri
l  

2
4

, 
2

0
2

0

M
a

y 
 2

2
, 

2
0

2
0

Ju
n

e
  1

9
, 

2
0

2
0

Ju
ly

  3
1

, 2
0

2
0

A
u

gu
st

  2
8

, 
2

0
2

0

Se
p

te
m

b
e

r 
 2

5
, 

2
0

2
0

O
ct

o
b

e
r 

 2
3

, 
2

0
2

0

N
o

ve
m

b
e

r 
 2

0
, 

2
0

2
0

D
e

ce
m

b
e

r 
 1

8
, 

2
0

2
0

Ja
n

u
a

ry
  2

9
, 

2
0

2
1

Fe
b

ru
a

ry
  2

6
, 

2
0

2
1

M
a

rc
h

  2
6

, 
2

0
2

1

A
p

ri
l  

2
3

, 
2

0
2

1

M
a

y 
 2

1
, 

2
0

2
1

Ju
n

e
  1

8
, 

2
0

2
1

Ju
ly

  3
0

, 2
0

2
1

A
u

gu
st

  2
7

, 
2

0
2

1

Se
p

te
m

b
e

r 
 2

4
, 

2
0

2
1

O
ct

o
b

e
r 

 2
2

, 
2

0
2

1

N
o

ve
m

b
e

r 
 1

9
, 

2
0

2
1

D
e

ce
m

b
e

r 
 3

1
, 

2
0

2
1

Ja
n

u
a

ry
  2

8
, 

2
0

2
2

Fe
b

ru
a

ry
  2

5
, 

2
0

2
2

M
a

rc
h

  2
5

, 
2

0
2

2

A
p

ri
l  

2
2

, 
2

0
2

2

M
a

y 
 2

0
, 

2
0

2
2

Ju
n

e
  1

7
, 

2
0

2
2

Ju
ly

  2
9

, 2
0

2
2

A
u

gu
st

  2
6

, 
2

0
2

2

Se
p

te
m

b
e

r 
 2

3
, 

2
0

2
2

O
ct

o
b

e
r 

 2
1

, 
2

0
2

2

N
o

ve
m

b
e

r 
 1

8
, 

2
0

2
2

D
e

ce
m

b
e

r 
 3

0
, 

2
0

2
2

Ja
n

u
a

ry
  2

7
, 

2
0

2
3

Fe
b

ru
a

ry
  2

4
, 

2
0

2
3

M
a

rc
h

  2
4

, 
2

0
2

3

A
p

ri
l  

2
1

, 
2

0
2

3

M
a

y 
 1

9
, 

2
0

2
3

Ju
n

e
  3

0
, 

2
0

2
3

Ju
ly

  2
8

, 2
0

2
3

A
u

gu
st

  2
5

, 
2

0
2

3

Se
p

te
m

b
e

r 
2

2
, 2

0
2

3

 Loans impacted by RBI Circular (Y-o-Y) 3 per. Mov. Avg. ( Loans impacted by RBI Circular (Y-o-Y) )
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 Share of Loans impacted by RBI circular in Total credit 3 per. Mov. Avg. ( Share of Loans impacted by RBI circular in Total credit )

O/S (Jun'23), 

% YoY

Volume Value Value

Home Loan -12% -6% 15%

LAP 7% 12% 20%

Auto Loan -3% 13% 23%

2W Loan 5% 18% 31%

Personal  Loan 22% 12% 27%

Credit Card 1% - 31%

Concumer Durable 13% 20% 24%

YoY Growth in Origination 

(3M Jun'23)Product

Y-o-Y Growth in Originations & O/S balance

Source: CIBIL CMI, SBI Research
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Disclaimer: The Ecowrap is not a priced publication of 

the Bank. The opinion expressed is of Research Team 

and not necessarily reflect those of the Bank or its  

subsidiaries. The contents can be reproduced with  

proper acknowledgement. The write-up on Economic & 

Financial Developments is based on information & data 

procured from various sources and no responsibility is 

accepted for the accuracy of facts and figures. The Bank 

or the Research Team assumes no liability if any person 

or entity relies on views, opinion or facts & figures  

finding in Ecowrap.  
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