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Executive summary 

The perception of risk is hard to shake off.  

So hard that not even Rs 5.75 trillion of liquidity 

released by the Reserve Bank of India (RBI) in the 

past fiscal to firefight the Covid-19 pandemic and 

maintain soft interest rates could mitigate the three-

year-long, twin ordeals of a crucial cog in the Indian 

financial system – non-banks1.  

Rising borrowing costs and limited funding availability 

have been the bugbear of non-banks since the IL&FS 

crisis began in September 2018, and through the 

current pandemic. The double whammy has been 

particularly harsh for smaller non-banks focused on 

retail assets2. Despite lower interest rates in the 

market, their average cost of borrowing has risen 

120-150 basis points (bps) between fiscals 2018 and 

2021, a CRISIL Research analysis shows.  

Driving further differentiation is the size of the non-

bank. The cost of borrowing for larger ones have 

fallen to fiscal 2018 levels, while for large 

microfinance institutions (MFIs) it is down ~100 bps 

over the past three fiscals. 

Measures such as cutting the repo rate and cash 

reserve ratio, targeted long-term repo operations 

(TLTRO), partial credit guarantee scheme, additional 

refinance made available through all-India financial 

institutions, the special liquidity scheme (SLS) that 

made available short-term liquidity to non-banks, and 

the Emergency Credit Line Guarantee Scheme 

(ECLGS) have at best benefited larger non-banks 

with strong parentage and/or a good credit rating. 

To be sure, these measures have improved market 

sentiment and made funding available to the larger 

non-banks, which mitigated systemic risks stemming 

from the pandemic.  

                                                                 

1 The term comprises non-banking finance companies (NBFC), housing finance companies (HFCs), and microfinance institutions (MFIs). 

2 Retail smaller NBFC/HFCs with loan portfolio less than Rs 50 billion; Smaller MFIs with loan portfolio less than Rs 5 billion 

Smaller non-banks – which needed support the most 

– have, however, not seen much benefit. For 

example, under TLTRO 2.0, while half of the total 

funding was earmarked for smaller non-banks, bids 

were received only for just over half of the notified 

amount of Rs 250 billion. This underscored the lack 

of interest among lenders. 

Some smaller non-banks couldn’t seek funds (such 

as through SLS) because they didn’t have the 

profitability track record necessary. In the case of the 

ECLGS as well, many lenders did not offer the facility 

to their micro, small and medium enterprises 

(MSMEs) customers because of the interest rate cap. 

Clearly, the surfeit of liquidity last fiscal has not made 

much of a difference to those serving the bottom of 

the pyramid. What’s more, smaller non-banks were 

often denied by their lenders the moratorium on loans 

allowed by the RBI – even as they had to themselves 

extend it to their customers. 

For example, in the case of MFIs, only 40% of their 

lenders offered moratorium on repayments. 

In addition, smaller non-banks also allowed 

customers, whose incomes were impacted by the 

pandemic, to restructure their loans on a case-by-

case basis. 

This has spawned a trifecta of troubles for smaller 

non-banks: increasing cash flow mismatch, 

contraction of credit, and higher cost of borrowing.  

Smaller non-banks are systemically important 

because they serve the bottom of the credit pyramid. 

For example, around 85% of the ~200 non-banks 

lending to MFIs have a loan portfolio of less than Rs 

5 billion. And they have a 20% market share (among 

non-banks) of MSME loans. 
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They cater to the underserved/informal sector 

customers, who do not have adequate income 

documentation. Their ticket sizes are generally 

smaller than larger players, so the number of 

customers they serve is much more than the value 

share of loans outstanding. 

More importantly, by catering to the unserved or 

underserved, they help build formal credit history and 

drive financial inclusion. 

Some smaller non-banks were able to raise funds 

from larger NBFCs (which focus on lending to smaller 

ones) and foreign investors last fiscal. But these 

channels are costlier than banks and capital markets, 

so cost of funds rose even last fiscal for those 

focusing on MSME and consumer loans.  

Our case studies, detailed in this report, highlight the 

predicament of smaller non-banks. 

The second Covid-19 wave has likely intensified the 

pressure points on them, so a lot more needs to be 

done by way of support, at warp speed. 

There are five ways to iron out the landscape: 

One, targeted funding to smaller non-banks, along 

with adequate incentives and downside protection, 

would ramp up liquidity, especially given that most 

lenders tend to be pro-cyclical. 

For example, credit extended by banks to smaller 

non-banks can be classified as priority-sector lending 

(PSL) during a crisis, or the provisioning 

requirements for such loans could be lowered. Small 

finance banks (SFBs) or larger non-banks that 

understand the dynamics of lending to the 

underserved customers could be offered incentives 

or cheaper sources of funds for on-lending to smaller 

non-banks.   

The recent move classifying SFB loans to smaller 

MFIs as PSL, and the provision of a credit guarantee 

to banks for on-lending up to Rs 75 billion to small 

MFI borrowers are innovative steps, and indicate the 

intent to target policies towards specific segments of 

borrowers needing support. 

There would be a merit in extending and scaling up 

these policies to other loan categories (for SFB 

loans) and customer segments (for credit guarantee) 

as well. 

Two, credit pools can be created during economic 

upturns to absorb shocks during crises. Similar to the 

deposit insurance pool or capital conservation buffer, 

if these can provide even partial insurance against 

default by smaller non-banks, the industry would 

benefit significantly. 

Three, instead of a one-size-fits-all, policy decisions 

such as the tenure for which loans are extended and 

the provisioning requirement, should take into 

account the nuances of each asset class and their 

credit-cost experience. 

For example, the 10% provisioning requirement for 

restructured loans could have been different across 

asset classes based on the riskiness of assets, with 

requirements being lower for secured assets such as 

home loans (where credit costs over a cycle tend to 

be lower versus an unsecured loan, and write-backs 

also happen with an extended lag). 

Four, putting in place a centralised certification to 

grade the strength of systems and processes at 

smaller non-banks would provide comfort to investors 

and lenders to take higher exposures and lower risk 

premiums. 

And five, if a common platform can be created where 

payment/transaction records of individual customers 

as well as MSMEs – such as utility and telephone bill 

payments, and digital payments – can be captured, it 

would give rich insights to lenders on the credit-risk 

profiles of customers. To ensure adequate consumer 

protection, the platform should be designed such that 

accessing data would require informed consent by 

customers. 
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Small matters 

Smaller non-banks account for ~6% of outstanding 

loans of retail and MSME loans of non-banks, CRISIL 

Research estimates show. While their cumulative 

share in loans may not appear very high, these 

entities are an integral part of the credit landscape in 

India. How? 

First is the sheer number and type of customers they 

serve. In the MSME loans segment, smaller non-

banks mainly serve micro and small enterprises, 

which account for ~95% of the 65 million-odd MSME 

                                                                 
3 Loans lower than the following ticket sizes extended by NBFCs are considered as loans to underserved customers: Passenger vehicle loans – 

Rs 0.15 million, SME loans – Rs 0.5 million, CE/CV – Rs 0.3 million, consumer durable loans – Rs 35,000, home loans and loan against 

property – Rs 1 million, gold loans – Rs 35,000, personal loans – Rs 50,000, tractor and used car loans – Rs 0.1 million, two-wheeler loans – Rs 

25,000. Further, all MFI loans given by NBFCs are assumed to be targeted at the underserved segment. 

enterprises in India. These businesses often find it 

difficult to access credit.  

The cumulative share of smaller non-banks in the 

outstanding loans (of all non-banks) to MSMEs is 

also sizeable at ~20%. All NBFCs (large, medium, 

small, and mini) put together are estimated to have 

~85 million loan accounts among the underserved 

segment3, with smaller non-banks accounting for a 

significant proportion of these customers. 

The ticket sizes of smaller non-banks are generally 

lower than their larger counterparts. Therefore, the 

number of customers they cater to is much more than 

their value share of loans. Many serve the informal-

segment customers without rigorous income 

documentation, making credit assessment more 

challenging. They also operate in geographic areas 

which banks and larger NBFCs do not serve.  

But by catering to the under-banked, lower-income, 

and new-to-credit customers (unserved or 

underserved by banks), smaller non-banks help build 

their formal-credit history. That increases financial 

inclusion and expands the market for formal financial 

services. The rapid evolution of technology over the 

last few years has resulted in a new set of players – 

financial technology companies, or fintechs – 

entering the market in the last few years. These 

fintechs leverage technology, data, and business 

insights to provide credit to identified unserved or 

underserved customer segments.  

Another indicator of the systemic importance of these 

non-banks is the number of smaller non-banks 

active. For instance, of the ~200 non-banks in the 

MFI segment, ~170 are estimated to be smaller non-
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banks. Similarly, in other asset classes as well, they 

account for an overwhelming proportion.  

Providing requisite policy support to smaller and mini 

non-banks is critical to bridge the divide between 

higher- and lower-income customers, and to ensure 

access to funding at affordable cost that would, in 

turn, help improve the quality of life of lower-income 

customers in a sustainable manner.  

But our analysis shows, those who borrow from 

smaller non-banks have not got any benefit from the 

recent market-wide reduction in interest rates and 

surfeit of liquidity. That is because their lenders, in 

most cases, have not seen a reduction in funding 

cost. In several instances, access to funding has also 

been constrained by higher risk perception.  

Over 80% of non-banks are smaller, accounting for 4-21%* of non-banks’ total loan portfolio  

 

 

*4% for home loans; 21% for MSME loans 

Source: CRISIL Research 

4%
7%

11%

21%

81%

90%

85% 86%

Home loans Auto/gold
loans

Micro finance MSME loans Home loans Auto/gold
loans

Micro finance MSME loans

Contribution of the smaller non-banks to the total loan
portfolio of all non-banks in the specified segment

Number of smaller non-banks as a proportion of total number of
non-banks present in the specified segment
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The ‘big’ bias 

To be sure, the central government and the RBI 

kicked off several measures to tackle the 

unprecedented crisis wrought by the pandemic in 

fiscal 2021. 

The RBI’s actions were mainly directed at keeping 

the system flush with funds, supporting credit offtake 

and mitigating any adverse impact on asset quality.  

The impact of these measures, cumulatively worth 

Rs 5.75 trillion, is detailed in the table on the next 

page.  

But the measures, though well-intentioned, mainly 

benefited the larger and mid-sized non-banks backed 

by strong parentage and/or having a good credit 

rating. 

For example, only 2.1% of the Rs 770 billion funding 

through the TLTRO as of September 2020 flowed 

through to NBFCs with a long-term credit rating of 

below A from any rating agency. Even if we consider 

entities with a credit rating of “A”, the corresponding 

percentage increases to merely 12%. TLTRO 2.0, 

wherein at least 50% of the total funding of Rs 500 

                                                                 
4 At least 10% of the funds to be deployed in papers issued by MFIs having an investment grade credit rating, 15% in investment-grade NBFCs 

with asset size below Rs 5 billion, and 25% in investment-grade NBFCs with asset size of Rs 5-50 billion 

billion was earmarked for MFIs and smaller NBFCs,4 

saw a tepid response with bids for just over 50% of 

the notified amount of Rs 250 billion being received.  

Similarly, quite a few NBFCs faced challenges in 

obtaining moratorium from all their lenders, while 

more than 55% of the NBFC retail loans were under 

moratorium. For example, only 40% of the lenders 

provided moratorium on their repayments due from 

MFIs.  

Similar has been the fate of other schemes like 

partial credit guarantee and special liquidity scheme, 

where only the better rated players have largely 

benefited. Wherever smaller players benefited as 

well, the quantum of benefit was small in relation to 

their balance sheet size and funding was made 

available for a very short period.  

Under the partial credit guarantee scheme, for 

example, Rs 213 billion worth of bonds and 

commercial paper (CP) were purchased by banks, 

but the average ticket size for bonds/CPs rated below 
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AA- was significantly lower than that of bonds/CPs 

rated AA/AA-.  

This has impacted the growth of many smaller 

NBFCs and left their customers, who needed support 

the most, in a fix.   

Yet, it must be acknowledged that the RBI’s 

measures calmed frayed nerves and ensured that at 

least larger non-banks got access to liquidity, which 

improved market sentiment around funding during 

the crisis. Had it not been for the Mint Road moves, 

the systemic risk post Covid-19 could have been 

much greater.  

Recently, in May and June 2021, the RBI announced 

further measures for borrowers whose incomes had 

been impacted by the second wave of the pandemic. 

This allowed individuals and MSMEs with 

outstanding loans up to Rs 500 million – who had not 

availed of restructuring earlier and classified as 

standard as of March 31, 2021 – to opt for 

restructuring. 

A special long-term repo operation (SLTRO) window 

of Rs 100 billion was opened for small finance banks 

(SFBs) to provide further credit to individual and 

small businesses. And in an innovative move, loans 

given by SFBs to small MFIs with portfolio less than 

Rs 5 billion were allowed to be classified as priority 

sector loans. These are important shifts, as better 

targeted policies will help funds reach larger 

segments of MSME and individual borrowers, 

especially those more directly affected by the 

pandemic. 

(For details on the impact of various schemes, please 

refer to Annexure 1). 

The underserved are still left out as cost of funds for smaller non-banks remain high 

Measures taken by RBI 
and government 

Expected impact of 
measures 

Impact on smaller non-banks  
Impact on underserved 
customers 

Repo rate slashed 115 bps 

between March and May 

2020 

Reduce cost of funds for 

lenders and lower interest 

rates for borrowers 

Cost of funds have remained high, 

and even risen for several players 

in FY21. This is because banks 

increased their spreads, especially 

while lending to entities with long-

term rating below A 

Negligible, as interest rates 

have not declined for them. 

Bank customers for whom 

rates (on asset classes such 

as home loans) were linked 

to repo, benefited 

CRR lowered by one 

percentage point between 

April 2020 and April 2021 

Increase liquidity in the 

banking system which could 

be used for on-lending 

Banks parked funds with the RBI 

(on average, Rs 4.3 trillion daily, in 

the second quarter of FY21) rather 

than lend to smaller NBFCs  

Customers with a strong 

credit profile were able to tap 

incremental funds 

TLTRO (all three 

schemes) 

Reduce systemic impact of 

the pandemic by easing 

availability of funds for 

NBFCs; TLTRO 2.0 

specifically focused on 

liquidity for smaller non-banks 

Only 2% of the overall TLTRO 

funds went to BBB rated 

NBFCs/HFCs 

TLTRO 2.0 saw a tepid response  

This drove smaller and lower-

rated players to tap higher-cost 

funds from larger NBFCs and 

offshore funds   

With funding costs remaining 

elevated for most NBFCs, 

most customers, in turn, 

could not get any benefit in 

the form of lower rates  

Moratorium 
Provide time for recovery and 

lessen the EMI burden 

Few lenders provided moratorium 

to smaller HFCs/NBFCs (for e.g., 

only 40% of lenders did, to MFIs) 

Many NBFCs, similar to 

banks, provided moratorium 

to customers 
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Measures taken by RBI 
and government 

Expected impact of 
measures 

Impact on smaller non-banks  
Impact on underserved 
customers 

Refinance of Rs 500 billion 

through all-India financial 

institutions (NABARD, 

SIDBI, and NHB) 

Make funds available at a 

lower rate 

About 43% of Rs 461 billion 

disbursed (as of December 4, 

2020) went to non-banks. But as 

the tenure of loans was just about 

a year, it benefitted only 

moderately 

Underserved customers of 

co-operative banks, SFBs, 

RRBs, HFCs and MFIs 

benefited marginally 

Partial Credit Guarantee 

Scheme (PCGS) of Rs 450 

billion for 

NBFC/HFCs/MFIs with a 

rating of AA and below and 

Special Liquidity Scheme 

(SLS) of Rs 300 billion for 

purchase of investment-

grade paper of residual 

maturity of up to 90 days 

issued by NBFCs/HFCs 

Provide liquidity support to 

NBFCs/HFCs/MFIs facing 

challenges  

PCGS and SLS benefited mainly 

better-rated, large entities (details 

in Annexure 1) 

Smaller non-banks did not 

receive much benefit, and 

hence, neither did their 

customers 

ECLGS 

Guarantee in case of  default 

for top-up loans to MSME 

customers in need 

Interest rate cap of 14% on rate 

charged to the end-borrower  

resulted in several non-banks not 

being able to offer this facility to 

their customers  

No benefit for customers who 

had taken loans at a rate 

>14% from NBFCs; Some 

NBFCs devised their own 

separate scheme for top-up 

loans but no guarantee cover 

from the government on such 

loans extended  

Restructuring of loans 

allowed for all lending 

institutions 

Ease pain on the final 

borrower 

Helped in containing stress in the 

portfolio. But in asset classes such 

as housing finance, players were 

much more selective in offering 

restructuring due to the need to 

make 10% provisioning upfront, 

with write backs linked to the 

borrower paying at least 20% of 

the residual debt without it turning 

into a non-performing asset (NPA) 

after restructuring 

Restructuring provided to 

deserving borrowers to ease 

financial burden 

    

Highly beneficial Somewhat beneficial Not much benefit  

Source: CRISIL Research 
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Small and mini non-banks5 lean on banks 
and large NBFCs as the capital market, 
MFs turn cautious 

With access to other avenues of funding limited, the 

pandemic magnified a trend evident since the IL&FS 

crisis began in September 2018: enhanced reliance 

of non-banks on funding from banks.  

In the high-growth phase for non-banks (fiscals 2014 

to 2018), a few of them started to increase exposure 

to short-term liabilities to maintain profitability. But 

after the IL&FS crisis, many NBFCs had to reorient 

their liability profiles towards more stable, longer-term 

funding sources. Consequently, the share of banks in 

the total resources mix of non-banks increased from 

24% as of September 2018, to 31% by March 2020, 

and further to 32% by March 2021. 

Relatively speaking, small and mini non-banks, and 

MFIs have even greater dependence on institutional 

funding – from banks or larger non-banks and SFBs, 

because of limited access to the capital market. 

 

Rising dependence of non-banks on the banking system 

 

Note: Based on sample set of NBFCs accounting for ~82% of overall borrowings of NBFCs as of March 2020 

Source: Company reports, CRISIL Research 

 

                                                                 
5 Retail NBFC/HFCs definition based on loan portfolio – large > Rs 150 billion, medium between Rs 50 to 150 billion, small between Rs 10 to 50 

billion, mini < Rs 10 billion; MFIs definition based on loan portfolio - large > Rs 20 billion, medium between Rs 5 to 20 billion, small between Rs 

1 to 5 billion, mini < Rs 1 billion 
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Borrowing mix of retail NBFCs/HFCs NBFC-MFI borrowing mix 

  
Notes: Funding from large NBFCs to smaller players is included in Banks/FI segment 

Source: Company reports, CRISIL Research 

 

Share of bank and non-bank funding for small and mini NBFCs and MFIs* 

 

*Data pertains to FY20 

Source: Company reports, CRISIL Research 
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concerns on asset quality and the impact of 

moratorium on repayments.  

During this turbulence, small and mini non-banks got 

funding support from large NBFCs, SFBs and 

overseas investors, who seem to have taken a 

longer-term view of businesses. Lending by large 

NBFCs to small and mini non-banks more than 

doubled to Rs 404 billion between fiscals 2017 

(before the IL&FS crisis) and 2020. It is estimated to 

have risen further last fiscal  

(Refer to annexure 2 for more details of fund raising 

by NBFCs through different means) 

 

Large NBFC lending to smaller NBFCs doubled in three years 

 

Source: RB 

 

But that works to the disadvantage of 
small and mini non-banks, as bank 
lending rates are sticky 

While repo rates have declined, lending rates have 

not – commensurately for two reasons: an increase 

in spreads charged due to risk aversion in the 

system, and relatively slower pace of decline in 

average deposit rates due to higher rates paid on 

older deposits.  

Furthermore, higher returns on competing avenues of 

savings and investments have constrained the ability 

of banks to reduce incremental term deposit rates. 

And since fixed deposits in the past are priced at 

relatively higher rates, the average cost of funds of 

banks has remained sticky, despite the decline in 

headline repo rates.  

Last fiscal, the average cost of funds fell sharply for 

banks as they could slash term-deposit rates on 

softening market rates and poor appetite for credit. 

However, lending rates, especially for small and mini 

non-banks, moved in the opposite direction because 

risk spreads widened after the pandemic.  

Banks, flush with liquidity, preferred to park their 

funds with the RBI (through its reverse repo window), 

lend to highly rated entities and non-banks, and focus 

on retail lending to their own customers, rather than 

to the relatively small or medium-sized non-banks.   

On the asset side, more creditworthy borrowers in 

select categories such as home loans (where interest 

rates are floating and linked to an external 

benchmark, mainly the repo rate) and better-rated 

corporate and MSME borrowers served by banks 
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benefited from the overall decline in interest rates. 

CRISIL Research estimates indicate that 25-30% of 

the overall retail loan portfolio of banks, mainly the 

home loan and loan against property assets, are 

currently linked to external benchmarks such as the 

repo rate. 

Most other borrowers have only seen spreads widen, 

indicating heightened risk perception. Borrowers of 

small and mini non-banks have also not seen any 

decline in the interest rates they pay because the 

cost of funds increased. Moreover, interest rates here 

are not linked to external benchmarks. 

Parent-backed and above AA rated non-
banks corner most of bond market 
access 

Though it is true that NBFCs and HFCs (excluding 

government-owned large NBFCs/financial 

institutions) comprise half of the overall funding 

raised by financial institutions through bonds, 

majority of the funds are picked up by better-rated 

entities. 

For instance, in fiscal 2020, non-banks with a long-

term credit rating of AA or above accounted for 90% 

of the Rs 2 trillion raised by all non-banks from the 

corporate bond market. 

Last fiscal, too, despite the support provided by the 

RBI and the government through TLTRO and partial 

credit guarantee scheme, the scenario did not 

change – highly-rated non-banks once again 

accounted for 90% of the Rs 2.2 trillion raised.  

 

Share of AA and above rated entities raising funds through bonds remained at 90% in FY21, despite RBI’s 

liquidity easing measures 

 
Notes: 1. Data for non-banks excludes funds raised by government-backed large NBFCs and financial institutions 2. NA – rating not available 

Source: CRISIL Research 
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Interest rate spreads for non-banks over repo rate rose even for capital market borrowings due to 

economic slowdown and lower risk appetite of investors 

  
Notes: 1. Data included only for NBFCs in auto loans, gold loans, housing finance, microfinance, and MSME loans 2. Bonds issued with floating 

rates have not been included 3. Strong parent-backed NBFCs include those backed by large corporate groups in India and abroad as well as 

banks. 

Source: CRISIL Research 

In effect, no let-up in 
borrowing costs 

Borrowing cost rose for most non-banks 
in the past three fiscals, with small MFIs 
the worst hit 

The upshot of reduced access to funding and an 

increase in spreads is that almost all non-banks 

(excluding large MFIs) saw an increase in their cost 

of borrowing between fiscals 2018 and 2020. Not 

only did small and mini non-banks see a funding-cost 

surge, larger ones, too, saw a marginal rise.  

The size differential kicked in, however, and larger 

non-banks did see a decline in the cost of funds last 

fiscal, because of regulatory push and softer market 

rates. This has still evaded small and mini non-banks 

and their access to funding has not normalised 

either. Consequently, the spread between the 

average cost of borrowing of a mini over a large non-

bank has widened from ~310 bps in fiscal 2018 to 

~425 bps in fiscal 2021. 
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Cost of borrowings declined only 20-50 bps on-year in FY21 for NBFCs and 60 bps for MFIs, still 

remained 150-190 bps higher than in FY18  

  
Notes: 1. LHS graph excludes MFIs 2. Median interest rates considered for each category 3. Retail NBFC data excludes small and medium 

players who have strong parent support 

Source: Company reports, Bharat Microfinance report, MFIN, CRISIL Research 

 

Despite sharp repo rate cuts, funding 
cost for small and mini non-banks higher 
last fiscal 

Most non-banks have not seen any benefit of the 

decline in repo rates or any schemes launched by the 

government or the RBI. The average borrowing cost 

of non-banks across retail segments has risen over 

fiscals 2019 and 2020. Even last fiscal, despite a 115 

bps decline in repo rate, the average cost of funds 

across asset classes fell way less, except for MFIs, 

which saw a benefit of 20-60 bps – mainly reflecting 

the lower funding cost of larger MFIs. 

 

Only large MFIs and HFCs have been an exception 

 

Note: 1. Median interest rates considered for each category 2.Data for unsecured loans (consumer durables and personal loans) is based on a 

limited sample set 

Source: Company reports, CRISIL Research 
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MFIs 

Medium, small and mini MFIs have been the worst 

affected. Despite a 20-60 bps decline, cost of funds 

last fiscal was higher by 150-190 bps compared with 

fiscal 2018 because of a sharp increase in interest 

rates after the IL&FS crisis.  

Large MFIs, however, have benefited from a 

continuous decline in the cost of borrowing over the 

past two fiscals. Their number was ~100 bps lower 

last fiscal versus 2018. Some players have able to 

tide over the crisis based on support provided by 

large NBFCs, low-cost refinance funds provided by 

refinance institutions, and interest from overseas 

investors. Some have also retired high-cost 

borrowings last fiscal on account of lower growth. 

The larger MFIs have also been raising equity 

capital, thus reducing the risk for lenders. 

Housing finance 

Across asset classes, credit losses in housing loans 

have been the lowest over a cycle. Hence, large and 

medium HFCs have seen the lowest volatility and 

change in cost of borrowing relative to NBFCs in 

other retail loan segments between fiscals 2018 and 

2021. Cost of funds has fallen 60 bps over this period 

for the large HFCs, which cater mostly to formal 

salaried and customers with strong credit profiles. 

But it has risen 50-180 bps for small and mini HFCs 

focused on extending home loans to the low-income 

and informal segment customers. 

Automobile and gold loans 

While the cost of borrowings of small, medium and 

large non-banks are similar in this segment, it is 

much higher for mini non-banks, primarily because of 

foreign manufacturer-backed NBFCs, which benefit 

from strong parent support, and therefore have 

relatively lower funding costs.  

For non-banks into gold loans, the security provided 

by the asset and regulatory limits on the loan-to-

value have reduced the risk.  

MSME loans 

MSME financiers have been the most impacted in 

terms of cost of funding. Due to high competition 

from banks, many NBFCs have started to focus on 

micro enterprises, which has increased the risk 

perception of small and mini non-banks. Some large 

groups focused on MSME loans also have exposure 

to wholesale loans, which impacts their cost of 

funding. On average, the cost of borrowing for MSME 

financiers across medium, small and mini buckets 

rose 240, 170, 290 bps, respectively, between fiscals 

2018 and 2021. 

Unsecured personal and durable loans 

Lenders in the unsecured personal and consumer 

durables space have higher cost of borrowing, similar 

to that of MFIs. For some mini non-banks, that focus 

on low-ticket loans and do not have an established 

track record, it could be as high as 17-18%. While the 

cost is high, it has been stable over the past three 

fiscals.  
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Spreads of bonds raised by non-banks (by size) 

 
Source: CRISIL Research 

 

The stressed assets of non-banks - comprising pro-

forma gross non-performing assets (GNPA; including 

assets that have not been declared as GNPA due to 

standstill classification ordered by the Supreme 

Court, which has been lifted only in late-March 2021) 

and potential stress in loan book (including 

restructured loans) – is estimated at Rs 1.2-1.3 

trillion, or 5-6% of their assets under management, 

excluding wholesale loans, as of March 2021.  

The second Covid-19 wave and lockdowns, and 

continuing uncertainty over the extent and pace of 

economic recovery are expected to intensify asset 

quality and funding pressures faced by the small and 

mini non-banks. This would require urgent policy 

steps in the coming days to ensure balanced socio-

economic and regional development. 

Getting the last-mile 
transmission right  
Market funding sources are often pro-cyclical. Hence, 

innovative moves to improve funding availability for 

smaller entities – especially during periods of distress 

– are necessary, along with structural changes to 

strengthen the confidence of stakeholders in the 

system.  
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The following chart outlines some recommended steps. 

What can be done by whom 

 

Provide focused support to the smaller 
non-banks 

Crises spark risk aversion and impacts the funding 

access of small and mini non-banks the most. Hence, 

focus on providing liquidity to these entities and 

affording adequate incentives and downside 

protection would help in alleviating this. For example, 

lending by both universal banks and SFBs to entities 

below a certain size or ratings threshold can be 

classified as priority sector lending during such 

periods.  

Providing funds at lower rate (such as through 

TLTRO) for on-lending to such entities or allowing 

separate books to be created during crisis, which 

would entail lower provisioning in case of default, 

could also help. Policy makers could also ponder 

over providing a partial credit guarantee against 

loans extended to non-banks below a certain size 

threshold, which would offer some downside 

protection to risk-averse lenders.   

There are many SFBs and larger NBFCs that 

understand the dynamics of lending to underserved 

customers and have slightly higher risk appetite than 

universal banks. If these entities can be provided 

incentives and cheaper sources of finance for on-

lending to small and mini non-banks, there would be 

a materially positive rub-off. The RBI’s recent move 

allowing SFB loans to small MFIs to be classified as 

PSL is a good step. There is merit in extending this to 

other categories such as home loans as well. 

The government also, in June 2021, announced the 

provision of a guarantee to banks for loans to new or 

existing MFIs for on lending up to Rs 1,25,000 per 

borrower to approximately 2.5 million small 

borrowers. All borrowers (including defaulters up to 

89 days) will be eligible for this guarantee cover for 

funding provided to MFIs till March 2022 or till 

guarantees for an amount of Rs 75 billion are issued. 

The guarantee is to be provided for upto 75% of 

default amount for up to 3 years through National 

Credit Guarantee Trustee Company (NCGTC). 

However, the government has not specified any size 

or ratings thresholds for availability of this facility. 

• Targeted funding to 
smaller non-banks 
with  adequate 
incentives, as well as 
downside protection 
to lenders 

RBI/GoI

• Creation of credit 
pools during 
economic upturns to 
absorb shocks 
during crisis

RBI/GoI

• Policy changes 
regarding tenure for 
extending support, 
provisioning 
requriement to factor 
in nuances of the 
asset class

RBI

• Independent 
certification of the 
strength of 
processes and 
systems of an entity 
by a centralised 
agency

RBI/SEBI

• Improved availability 
of transaction level 
and other data so 
that ability to assess 
borrowers increases

RBI/GOI
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Create counter-cyclical credit pools  

In India, credit pools have been created to afford 

adequate protection to stakeholders during 

contingencies. For example, a deposit insurance pool 

is in place for bank deposits, the contribution for 

which comes from banks themselves. It helps 

depositors insure up to Rs 0.5 million of their 

deposits in scheduled commercial banks. Similar 

pools have been created in general insurance earlier, 

where motor insurers were required contribute to the 

pool. The RBI has mandated banks to build up a 

capital conservation buffer during growth phase, 

which can be utilised during crisis to absorb the 

impact of losses. Thus, if a pool, which can provide – 

even partial – insurance against defaults by small 

and mini non-banks, is created, it would benefit the 

industry. The contribution for this could come from 

the government, lenders and NBFCs that could 

benefit from such a pool. 

Fine-tune policy decisions based on 
asset class 

As stated earlier, the RBI undertook a series of steps 

to mitigate the impact of the Covid-19 pandemic on 

banks, non-banks, and the borrowers and avoid 

systemic risk. However, these steps – be it the tenure 

for which loans were extended, the period for which 

loans were allowed to be restructured, and 

provisioning requirements – were not fine-tuned 

based on asset class and the credit-cost experience. 

They were asset-class agnostic. 

Tailoring them to the specific nuances of an asset 

class would yield larger systemic benefit. For 

example, the provisioning requirement of 10% for 

restructured loans could have been different across 

asset classes based on the riskiness of assets, with 

the requirements being lower for secured assets 

such as home loans (where credit costs over a cycle 

tend to be lower as compared to an unsecured loan 

and write backs also happen with an extended lag). 

Also, the tenure of funds available under TLTRO and 

special liquidity scheme (SLS) could be adjusted for 

different product segments, with HFCs being 

provided longer-tenure loans, in sync with the 

duration of their assets. 

Introduce independent certification  

Investors and lenders who understand the dynamics 

of different loan products and can gauge their 

expected performance during a crisis would be ready 

to take a higher calculated credit risk if they can be 

provided indicators on the governance standards and 

strength of systems and processes of the lending 

institution. A strong periodic grading by an 

independent centralised agency could serve as such 

a reliable assessment, would enhance governance 

standards, and provide more comfort to investors as 

well as lenders. The fees for this could be borne by 

the government or pooled in by financiers and 

investors. 

Improve data availability  

Technology has played a major role in improving the 

ease of transactions and payments being made by 

various individuals as well as MSMEs. This also 

means a lot of data is captured online.  

If a common platform can be created where 

payment/transaction records of individual customers 

as well as MSMEs – such as utility and telephone bill 

payments, transaction details, and digital payments – 

can be captured, it would give rich insights into 

behaviour pattern of customers and work towards 

better understanding of their credit-risk profiles. To 

ensure adequate consumer protection, the platform 

should be designed such that accessing data would 

require informed consent by customers6. 

 

                                                                 
6 The Supreme Court judgement on privacy in 2017 and the draft of the Personal Data Protection Bill provide guidelines, and the UK open 

banking provides an example of how to architecture this. There are also ready-to-implement ideas for platforms in customer interactions to 

ensure informed consent is collected.  
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Case studies of select NBFCs 

Particulars 
Urban focused MSME 

lender based in Mumbai 

NBFC focused on the 

Education sector 

Tier 2 and 3 cities 

focused MSME lender 

based in Bengaluru 

 

Loan book size 

(March 31,2020) 
Rs 14 billion Rs 11 billion Rs 19 billion 

 
Credit Rating ICRA BBB (March 2020) ICRA BBB+ (January 2020) ICRA A- (June 2020) 

 

Moratorium 

The company did not avail 

moratorium from lenders, 

but gave moratorium to 

almost all its customers. 

Almost 75% of company’s 

customers took at least one 

month moratorium; however, the 

company did not avail 

moratorium from its lenders lest 

it impact future relationship with 

them 

Only few of the lenders 

extended moratorium to the 

company, while about 52% 

its customers’ availed 

moratorium. 

 

TLTRO 

Company tried to get 

funding from 6-7 banks 

through TLTRO, but were 

unsuccessful.  

The company did not get 

funding 

The company received 

about Rs 600 million under 

the scheme. 

 

Refinancing by 

NABARD, NHB, 

SIDBI 

The company received 

liquidity finance of Rs 100 

million through an all-India 

financial institution, but it 

was given for 10 months 

period, whereas the 

No major benefit 

The company received Rs 

500 million funding through 

an all-India financial 

institution. 
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Particulars 
Urban focused MSME 

lender based in Mumbai 

NBFC focused on the 

Education sector 

Tier 2 and 3 cities 

focused MSME lender 

based in Bengaluru 

average maturity of its 

assets is 18 months. 

 

Partial Credit 

Guarantee 

The company could not 

apply for funding due to the 

regulatory requirement of 

being profitable for at least 

one of the previous two 

fiscals.  

The company did not get 

funding 

The company got funding 

of ~Rs 500 million under 

this scheme 

 

Special Liquidity 

Scheme 
No major benefit 

The company received Rs 320 

million, which is a small amount 

compared to overall borrowings 

of ~Rs 8 billion, for a short 

tenure of 3 months 

No major benefit 

 

ECLGS 

The company was also 

unable to extend the benefit 

of ECLGS to its borrowers 

as its rates, given the ticket 

size and nature of the loan, 

are much higher than the 

prescribed cap of 14%. 

The company faced limitations 

due to the interest rate cap of 

14% to final borrowers. Only 

about 10% of its portfolio could 

qualify under the scheme, 

thereby limiting the benefit of 

this scheme to its borrowers.  

The company only 

extended loans of around 

Rs 220 million through this 

scheme, which is just about 

1% of its loan portfolio of 

Rs 18.79 billion as of March 

2020. 

However, the company 

launched a top-up scheme 

for its own customers with 

good repayment track 

record at the normal rate 

charged by the company.   

 

Cost of funds 

change in fiscal 

2021 

The company witnessed an 

increase of ~20 bps in its 

marginal cost of funding 

during FY21. The company 

managed to raise some 

funds through overseas 

investors and other NBFCs 

and only a marginal amount 

from banks. 

Funding totaling Rs 450 million 

was raised from 3 lenders, but 

these funds came at 100 to 150 

bps higher cost compared to 

last year. Lenders also did not 

extend any specific relief on 

meeting financial covenants to 

the company. 

The company's marginal 

cost of borrowing has come 

done by about 60 bps y-o-y 

in fiscal 2021.  

 

Highly beneficial Somewhat beneficial Not much benefit 
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Annexures 

1 Covid-19 responses by the RBI and the government and their impact 

Measures and their characteristics Impact 

Sharp decline in repo rate 

RBI slashed repo rate by 115 bps between 

March 20, 2020 and May 22, 2020  

Banks cost of funds have not declined by as much as the repo 

rate drop 

 

Note: FY21 change in banking industry cost of funds (COF) is estimated based 

on 9-month data of top 10 banks 

Source: RBI, bank reports, CRISIL Research 

Cost of funds have remained high, and even increased for 

several smaller NBFCs/HFCs/MFIs in FY21. This is because 

banks increased their spreads, especially while lending to 

entities with long-term rating below A. 

Banks spreads on lending rates over repo increased over time 

  

Note: H2FY21 data is till Feb 2021 

Source: RBI, CRISIL Research 
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Measures and their characteristics Impact 

CRR cut 

RBI lowered CRR by one percentage point from 

April 3, 2020 to April 2, 2021 

Banks parked majority of the funds in reverse repo with RBI 

instead of lending the incremental funding   

 

Source: RBI 

TLTRO to improve system liquidity 

TLTRO 1.0 (March 2020): Targeted term repos 

of up to three years; tenor of appropriate sizes 

for a total amount of up to Rs 1 trillion at a 

floating rate linked to the policy repo rate 

TLTRO 2.0 (April 2020): A total amount of up to 

Rs 500 billion, of which half the investments 

would be in primary instruments and the rest in 

secondary market instruments. Allocation of 

50% of total funding earmarked for MFIs and 

smaller NBFCs. 

On tap TLTRO: Targeted term repos of up to 

three years; tenor of appropriate sizes for a total 

amount of up to Rs 1 trillion 

The TLTRO 1.0 was fully utilised, however, only Rs 129 billion 

was utilised in TLTRO 2.0, which had a specific allocation to 

NBFCs/HFCs 

 

Source: RBI 

Total amount of Rs 576 billion disbursed to NBFC (60% of 

disbursements) and HFCs (40%) as of September 4, 2020  

Only 2% of the TLTRO funds went to BBB rated NBFCs/HFCs 
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Measures and their characteristics Impact 

 

Source: RBI 

Moratorium on loan repayment 

Lenders required to provide six-month 

moratorium on payment of instalments in 

respect of term loans outstanding as of March 

1, 2020 

While most lenders did not deny extending moratorium to 

NBFCs on paper, they did not officially extend it, resulting in 

ambiguity, especially in case of smaller non-banks. Also, there 

was no moratorium available on capital market borrowings of 

NBFCs. This led to a decline in disbursement of NBFCs, as all 

repayments from borrowers were used to service liabilities 

Loans under moratorium for NBFCs 

 

Note: As on August 31, 2020 

Source: RBI 

Refinancing facility 

Facility of Rs 500 billion for NABARD, SIDBI 

and NHB in order to increase credit availability 

to MSMEs and housing sector 

 

As of December 4, 2020 Rs 461 billion was disbursed by these 

financial institutions, share of which is given below 
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Measures and their characteristics Impact 

 

Source: RBI  

PCGS for NBFC/HFCs  

PCGS 1.0 aimed at providing government 

guarantee to public sector banks for purchase 

of pooled assets from financially sound 

NBFCs/HFCs limited to first loss of up to 10 per 

cent of the fair value of assets or Rs 10,000 

crore, whichever is lower 

Under PCGS 2.0 the government announced a 

Rs 450 billion PCGS, wherein public sector 

banks were also given portfolio guarantee for 

purchase of bonds or CPs with a rating of AA 

and below issued by NBFCs/HFCs/MFIs. Aim 

was to address temporary liquidity mismatches 

of otherwise solvent NBFCs/HFCs/MFIs and 

obviate distress sale of their assets while 

making available additional liquidity 

 

Under the PCGS 1.0, assets that had AA or higher ratings were 

purchased. Greater share of NBFC assets were purchased 

than of HFCs.  

 

 

Under PCGS 2.0, as of August 2020, Rs 213 billion worth of 

bonds and CPs were purchased, but the average ticket size for 

bonds/CPs rated below AA- was significantly lower than the 

average ticket size of bonds/CPs rated AA/AA-. PSBs have 

approved purchase of Bonds/ CPs rated AA/AA- issued by 28 

entities and Bonds/CPs rated below AA- issued by 62 entities. 

SLS 

The Rs 300 billion SLS was announced by the 

GOI to purchase investment grade CPs/non-

convertible debentures (NCDs) of residual 

maturity up to 90 days issued by 

NBFCs/HFCs/MFIs to provide them liquidity 

support. The scheme was administered by SLS 

Trust, a subsidiary of SBI Capital Markets 

Under this, Rs 72 billion was disbursed mainly through CPs, of 

which 53% went to NBFCs and the rest to HFCs. SLS 

investments were in well-rated CPs and NCDs. Some NBFCs, 

especially fintechs in the early stage of operations, were not 

able to qualify for SLS due to the condition that the NBFC must 

be profitable at the net level in at least one of the two preceding 

financial years (i.e., FY18 and FY19) 

Cooperativ
e banks

35%

RRBs
15%SFBs

7%

MSMEs
14%
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22%

MFIs
7%



 

27 

Measures and their characteristics Impact 

ECLGS 1.0 

Lenders to offer Rs 3 trillion government 

guaranteed loans to MSME borrowers that are 

not NPAs, to address short-term liquidity 

concerns and boost the MSME sector 

ECLGS 2.0 

Launched to guarantee credit to 26 stressed 

sectors. Tenure of additional credit under 

ECLGS 2.0 to be five years, including one year 

of moratorium on principal repayment. 

ECLGS 3.0 

Scheme extended till June 30, 2021. New 

sectors like hospitality, travel and tourism, 

leisure and sporting included. 

ECLGS 3.0 

Scheme extended till June 30, 2021. New 

sectors like hospitality, travel and tourism, 

leisure and sporting included. 

ECLGS 4.0 

Ceiling of Rs. 5 billion of loan outstanding for 

eligibility under ECLGS 3.0 removed, subject to 

maximum additional ECLGS assistance to each 

borrower being limited to 40% or Rs. 2 billion, 

whichever is lower. Additional ECLGS 

assistance of up to 10% of the outstanding 

loans as on February 29, 2020 to borrowers 

covered under ECLGS 1.0. Validity of ECLGS 

extended to September 30, 2021. 

In June 2021, the overall cap for the scheme 

was raised from Rs 3 trillion to Rs 4.5 trillion.  

The cap of 14% on final interest rate charged to MSME 

customers for NBFCs meant that many small and medium 

NBFCs, which typically charge more than 14% due to high 

operating costs and risky profile of borrowers, were not eligible 

under the scheme 

Impacted sectors such as educational institutes find no mention 

even under ECLGS 3.0 and ECLGS 4.0. 

As of February 28, 2021 cumulative sanctioned and disbursed 

amount of loans under the scheme stood at Rs 2.46 trillion and 

Rs 1.81 trillion, respectively. Against the sanctioned amount, 

guarantees for a total amount of Rs 2.14 trillion to more than 

9.2 million borrowers have been issued 

Till June, the banks and financial institutions have sanctioned 

Rs 2.73 trillion and disbursed Rs 2.10 trillion under the scheme 

Source: RBI, National Credit Guarantee Trustee Company, CRISIL Research 
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2 The fund-raising matrix 

Bank funding to NBFCs increasing over time  CP issuances by NBFCs on a decline since FY19 

  

 

MFs turned risk averse towards NBFCs after the 

IL&FS crisis 

Overall securitisation volume remained flat in 

FY20, declined in FY21 

  

Source: RBI, company reports, MF reports, CRISIL Research estimates 
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About Omidyar Network India 

Omidyar Network India invests in bold entrepreneurs who help create a meaningful life for every Indian, especially the hundreds of millions of Indians in 

low-income and lower-middle-income populations, ranging from the poorest among us to the existing middle class. To drive empowerment and social 

impact at scale, we work with entrepreneurs in the private, nonprofit and public sectors, who are tackling India’s hardest and most chronic problems.  

We make equity investments in early stage enterprises and provide grants to nonprofits in the areas of Digital Society, Education, Emerging Tech, 

Financial Inclusion, Governance & Citizen Engagement, and Property Rights.  

Omidyar Network India is part of The Omidyar Group, a diverse collection of companies, organizations and initiatives, supported by philanthropists Pam 
and Pierre Omidyar, founder of eBay. 

 

About CRISIL Limited 

CRISIL is a leading, agile and innovative global analytics company driven by its mission of making markets function better.  

It is India’s foremost provider of ratings, data, research, analytics and solutions with a strong track record of growth, culture of innovation, and global 
footprint. 

It has delivered independent opinions, actionable insights, and efficient solutions to over 100,000 customers through businesses that operate from India, 
the US, the UK, Argentina, Poland, China, Hong Kong and Singapore. 

It is 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. 

 

About CRISIL Research 

CRISIL Research is India's largest independent integrated research house. We provide insights, opinion and analysis on the Indian economy, industry, 
capital markets and companies. We also conduct training programs to financial sector professionals on a wide array of technical issues. We are India's 
most credible provider of economy and industry research. Our industry research covers 86 sectors and is known for its rich insights and perspectives. Our 
analysis is supported by inputs from our large network sources, including industry experts, industry associations and trade channels. We play a key role in 
India's fixed income markets. We are the largest provider of valuation of fixed income securities to the mutual fund, insurance and banking industries in 
the country. We are also the sole provider of debt and hybrid indices to India's mutual fund and life insurance industries. We pioneered independent 
equity research in India, and are today the country's largest independent equity research house. Our defining trait is the ability to convert information and 
data into expert judgments and forecasts with complete objectivity. We leverage our deep understanding of the macro-economy and our extensive sector 
coverage to provide unique insights on micro-macro and cross-sectoral linkages. Our talent pool comprises economists, sector experts, company analysts 
and information management specialists. 

 

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/privacy. 

 

Disclaimer 

CRISIL Research, a division of CRISIL Limited (CRISIL) has taken due care and caution in preparing this Report based on the information obtained by 
CRISIL from sources which it considers reliable (Data). However, CRISIL does not guarantee the accuracy, adequacy or completeness of the Data / 
Report and is not responsible for any errors or omissions or for the results obtained from the use of Data / Report. This Report is not a recommendation to 
invest / disinvest in any company / entity covered in the Report and no part of this report should be construed as an investment advice. CRISIL especially 
states that it has no financial liability whatsoever to the subscribers/ users/ transmitters/ distributors of this Report. CRISIL Research operates 
independently of, and does not have access to information obtained by CRISIL’s Ratings Division / CRISIL Risk and Infrastructure Solutions Limited 
(CRIS), which may, in their regular operations, obtain information of a confidential nature. The views expressed in this Report are that of CRISIL 
Research and not of CRISIL’s Ratings Division / CRIS. No part of this Report may be published / reproduced in any form without CRISIL’s prior written 
approval. 
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