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1.

The Context
Retail Credit continues to gain prominence in India, rising from 20% of overall systemic credit in FY15 to c.30%
now, driven by strong customer demand, lower NPAs and better margins compared to industrial/corporate
lending[1].
In FY21, retail credit clocked slower growth as private consumption plunged on account of the pandemic and its
corresponding impact on economic activity. However, between FY21 and FY24, retail credit is expected to make a
strong comeback and grow at 13-15%[2].
Within the retail lending space, NBFCs (including HFCs) have competed strongly against Banks – across economic
cycles. NBFCs have a market share of c. 40% in Retail Credit as compared to 20% market share in overall credit[3].
EXHIBIT 01

Disbursement market share of NBFCs in select segments[4]
FY17

43%

46%

44%

FY18

FY19

FY20

FY21

44%

40% 42%
36%
29% 30%
23%

47%

39%
34%
28% 27% 29%

26%

30%

23%

19%

Affordable Housing Finance

MSME Lending

Vehicle Finance

Microfinance

Excluding FY21, NBFCs have consistently maintained or grown market share in segments of their choosing.
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While NBFCs witnessed a slight decline in market shares due to the nationwide and regional lockdowns and
higher vulnerability of the borrower segment to economic shocks, we believe they are set to continue on their
growth trajectory in certain segments.
EXHIBIT 02

Current scenario of different segments in retail lending[5]
Current Market Size
(Estimated)
Housing Finance

AUM
(INR Tn)

Market Share
Banks

NBFCs

Note

25

61%

39%

15

61%

39%

Defined as ticket size above INR 2.5 million

9

58%

42%

Defined as ticket size below INR 2.5 million

MSME Finance

8

72%

28%

Defined as ticket size below < INR 10 million;
20% is unsecured

CV Finance

5

45%

55%

Includes CE and Agri equipment etc.

3

60%

40%

Captive NBFCs have c. 20% market share overall

Passenger Vehicles Financing

3

60%

40%

Captive NBFCs have c. 10% market share now

2W Finance

1

43%

57%

35% market share of captive NBFCs

Personal Loans

7

84%

16%

Gold Loans

4

74%

26%

Microfinance

3

80%

20%

Consumer Durables

1

51%

49%

Total Retail

47

65%

35%

Total Retail + MSME
(below INR 10 Mn)

55

66%

34%

Total Retail + Total MSME

65

69%

31%

130

81%

19%

Prime Housing Finance
Affordable Housing Finance

New CV Finance

Total Credit in India

NBFC = NBFC-MFI only

Over the last decade, a new category of lenders, Digital Lenders, have also started competing meaningfully
with traditional Banks and NBFCs. This happened as the broader landscape changed quickly: cheap data and
handsets made digital reach ubiquitous; credit bureaus’ coverage increased to 2/3rd of adult population; and tax
reforms led to the formalization of the economy.
Covid has further transformed retail lending in the country. It accelerated digital adoption, while asset quality
worsened and corporate lending slowed down.
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2.

The Current Scenario
With the onslaught of the pandemic, lenders across segments adopted a conservative approach to disbursement
and struggled with asset quality concerns.
Post the lockdowns, secured lenders were less impacted than others and had a sharp bounce back. HFCs
were reporting pre-COVID collection efficiencies of 98-99% by Oct-20. In contrast, unsecured segments like
microfinance had a longer road to recovery.
Lenders were back on track, by Q4FY21, which was a stellar quarter with respect to growth and asset quality.
However, the pace of recovery faltered in Q1FY22 as the second wave hit the country.
EXHIBIT 03

The Collection efficiencies of lenders across asset classes[6]
Period of
uncertainity

Period of
recovery

Second COVID
Wave

Period of
recovery

Apr-May ’20

Jul-Sep ’20

Oct-Dec ’20

Mar ’21

Apr-May ’21

Jul-Sep ’21

Housing
Finance

51%

90%+

98-99%

99%

90%

99%+

Secured
SME

47%

85-87%

95%+

Near
pre-Covid
levels

86%

99%+

Vehicle
Finance

~40%

80-85%

90%+

Near
pre-Covid
levels

86%

Near
pre-Covid
levels

7%

77%

88-90%

94%

~85%

~90%

~40%

75-80%

88-90%

97%

~85%

90%+

MFI

Unsecured
SME
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EXHIBIT 04

Credit cost (% of AUM) of lenders across asset classes[7]
FY19

6.5%

FY20

FY21

FY22E

5.0%

2.5%
2.0%

2.3%

2.5%

2.4%
1.5%

1.0%

1.9%

2.2%
1.0%

0.8%
0.3%

MFI

Secured SME

CV

0.7%

Housing

0.3%

0.6%

0.9% 1.0%

1.3%

Affordable Housing

The pace of bounce back was significantly sharper post the second wave compared to the first. However, similar
to the first wave, secured lenders were less impacted and they saw swifter recovery. While unsecured lenders like
MFIs are on the recovery track, pre-Covid level recovery is expected in the first quarter of FY22.
The impact has also varied within the same product segment based on the customer segment. Lenders who
were servicing customers linked to discretionary consumption, are behind the lenders whose customer base was
dependent on essential goods/services. These differences in pace of recoveries have added to complications in
comparing various types of lenders and products.
This problem is further exacerbated by the accelerated write-offs and restructuring that Banks and NBFCs have
done. Analysts estimate the overall restructured book of NBFCs will double to 3.1-3.3% as of FY22 vis-à-vis 1.6%
in FY21[8]. Differing approaches on technical write-offs have made a comparison based on traditional metrics like
NPAs and collection efficiency difficult.
In such a fluid environment, an evaluation of the various segments and identification of future winner(s) therein
requires a structural analysis of the fundamental business models. In order to analyze Retail Lending, a segment
as vast and complicated as the economy itself, many complexities need to be simplified.

^
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3.

The Players
We have classified the retail lending businesses into 3 distinct models:

Origination

Products

Underwriting

Collections

Banks

NBFCs

Digital lenders1

High cost branches

Deep presence through low
cost branches

Origination through digital
channels only

Multiple asset and liability
side products

Focused on
fewer products

Few core products acting as
hooks to offer more products

Preference for
safer customers

Willing to underwrite
riskier credit

Evolving underwriting model,
but significant weightage
given to non-conventional
data

Collections outsourced to
agencies

Own collections team
on-ground

No collection expertise yet,
but are tying up with
outsourced vendors

Any lender, noticeably some Banks, may have more than one operating model2 running in parallel.

1.
2.

Digital lenders does not include lending by banks/NBFCs through their own digital channels
For instance, a mid-sized Bank employs an NBFC model for affordable housing finance, pre-owned CV and microfinance segments

^
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The Game to Win
The adage “Lending is a very simple business” generally holds true. A profitable lending business is not so simple
though. In our view, it needs 3 key components to work in perfect unison:

Customer
Acquisition

Underwriting

Collections

Reaching the customer at the
right time

Meeting the customer’s
funding requirement (and
pricing the risks right)

Servicing and collecting
overdues from the customer

It is noticeable that the revenue parameters (yield on loans and cost of funds) are excluded from the above list.
We see NIM as the boundary condition within which the lender chooses the interplay of the above mentioned 3
components to be profitable. In other words, the interest rates are market-determined for various products and
customer segments, but the lender has the flexibility to move other levers.

8
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5.

The Rules
Each of the sub-segments in lending has its own nuances in customer acquisition, underwriting and collections.
For instance, 2-wheeler financing is significantly different from mortgage financing on each of the 3 components.
However, there are common factors that do not vary according to the sub-segment. For instance, in Customer
Acquisition, the most common factors are costs and distribution reach.
Therefore, to simplify, we have analyzed each component based on the top 2 factors applicable to it across
sub-segments. The 2 factors are placed on the X and Y axes respectively with Low → High categorization and a
simplistic 2×2 chart is ready. Thereafter, lending sub-segments are placed on these simplistic 2×2 charts for all
the 3 components.
In each of the three charts, it is relatively intuitive to predict the winning model in each sub-segment based on
the characteristics of different models. For instance, in customer acquisition, if the origination costs are low and
distribution reach is through formal third-party channels (e.g. dealers of OEMs), then banks (or captive NBFCs of
the OEMs) are the intuitive winners.
In the end, we combine the 3 components in a table to summarize the likely winner in each sub-segment.

9
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5a.
The First Component

Customer Acquisition
The top 2 factors, in our view, are:
a. Origination cost and
b. Reach through a third-party formal channel
The origination cost is a composite metric that encompasses the cost incurred over the ticket size and the
experienced tenor (not contracted tenor) of the loan. Higher the cost, higher is the upfront cash outflow from the
lender.
Another important aspect is whether a formal third-party channel (e.g. DSAs or Dealers) facilitates the access to
the customer. This third party channel could be any scaled and one channel like DSAs, OEM dealers, e-commerce
players etc. A third-party channel changes the distribution dynamics significantly since the channel’s objectives
(i.e. sales maximization) are different from that of the lender. In return, a third-party channel reduces the lender’s
need to invest in own distribution infrastructure and makes the distribution cost largely variable. A formal channel
also makes it easier for the current leader (i.e. Banks) to retain market-share and underprice the competition out
if required.
EXHIBIT 05

The “right to win” in customer acquisition[9]
Micro finance
Personal loans – small ticket

Informal
(own)
channel

RIGHT TO WIN FOR NBFCs

MSME finance – unsecured non-metro

Pre-owned CV finance
MSME finance secured
Affordable housing finance

Formal
(3rd party)
channel

% sourcing from informal channels

RIGHT TO WIN FOR DIGITAL LENDERS

Housing
finance
New CV
finance
0%

MSME finance
– unsecured metro
New PV finance

Low origination cost

DUOPOLY – RIGHT TO WIN
FOR BANKS AND NBFCs
2W financing

Consumer durable

RIGHT TO WIN FOR BANKS*
2%

High origination cost

Per year origination cost as % of disbursal amount
*

And captive NBFCs

3%

^
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For a third party channel
product with low origination
costs (e.g. new CVs), Banks/
Captive NBFCs will continue
to remain dominant.

In contrast, in informal/
own-channel products with
high origination costs (e.g.
unsecured personal loans),
Digital Lenders are winners
due to low-cost mass-scale
digital access to consumers.
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For informal channel low
origination cost products
(e.g. used CV), NBFCs have
the upper hand, due to
knowledge of assets and
depth of own distribution.

In short, the efficiency of distribution channels will be the key determinant of success: Incumbents will stay
strong in efficient channels, whereas Digital Lenders will find it easy to disrupt inefficient informal channels.
Formal/third party channels with high-cost (e.g. 2W Financing and Consumer Durable financing) are an anomaly.
The anomaly exists since low ticket size leads to high origination costs and underwriting standards are dictated by
sales push and subventions. This implies a duopoly will emerge here: High-quality customers will be acquired by
Banks, whereas weaker-quality customers will be left to NBFCs, captive or otherwise. In effect, banks will emerge
winners here, along with few NBFCs that can innovate cost-efficient collections at scale.

^
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5b.
The Second Component

Underwriting

The top 2 factors, in our view, are:
a. Requirement of physical underwriting (i.e. Does the lender need to physically verify something?)
b. Turnaround time and underwriting costs (i.e. Will the customer wait for a loan, while the lender underwrites
the loan? Usually, higher TAT implies higher underwriting costs per case)

EXHIBIT 06

The “right to win” in underwriting[10]
RIGHT TO WIN FOR DIGITAL LENDERS

RIGHT TO WIN FOR NBFCs
Low TAT demanded
Low TAT not a priority

TAT demanded
by the customer

Consumer durable
2W finance

Personal
loans

Gold loans
Pre-owned PV
and CV Finance

Affordable
housing finance
Housing
finance

MSME finance
Unsecured –
Non-metro
MSME
finance
secured

New PV
Finance

CV Finance

MSME finance unsecured - Metro
Microfinance - JLG

RIGHT TO WIN FOR BANKS

Physical underwriting

Digital underwriting
Type of underwriting

^
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For assets with physical
underwriting and relatively
high TAT (e.g. prime
mortgage), Banks have a
right to win.

Similarly, NBFCs have a
right to win in the physical
underwriting + low-tomedium medium TAT (e.g.
microenterprise, Used CV,
LCV).

| 13

In cases where digital
underwriting can be done
with low TAT (e.g. unsecured
PL, BNPL), Banks will fight
with the Digital Lenders for
market share.
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5c.
The Third Component

Collections

The top 2 factors, in our view, are:
a. Collection intensity (i.e. what % of cases need collection efforts) and
b. Formalized collections ecosystem, including the recovery/collection agencies and the channels to
dispose/liquidate the underlying assets
Collection intensity defines the need for investing in post-disbursement interface with the customers. It is directly
dependent on borrowers’ credit quality and inversely dependent on the ticket size of loans. That is, small ticket
loans given to weak quality customers require the highest collection costs as % of AUM and vice-versa. The
collection cost can be fixed or variable in nature, depending on whether collection efforts can be outsourced to a
third-party vendor on success-fee model.
Banks find it difficult to operate an in-house collections team, due to a variety of reasons. Therefore, banks are
served by a wide network of small-to-mid sized collection agencies across the country. In contrast, most NBFCs
have in-house collections teams on-ground and therefore collection agencies add lesser value here. Digital
Lenders are following Banks’ footsteps and have started using the same collection agencies.

EXHIBIT 07

The “right to win” in collections[11]
Informal
collection
ecosystem

Microfinance*
RIGHT TO
WIN FOR
BANKS

Formal
collection
ecosystem

Type of collection /
liquidation ecosystem

RIGHT TO WIN FOR NBFCs

0%

Pre-owned PV and CV finance

Affordable housing
finance
MSME finance – unsecured
MSME finance – secured

Gold loans

New PV
and CV finance
Personal loans –
Large Ticket

2W financing
Consumer durable

RIGHT TO WIN FOR DIGITAL LENDERS

Housing finance
Low collection intensity

15%

High collection intensity

% of cases which need collection efforts
*

Average of FY20 and FY21, since FY21 is highly impacted by COVID

Personal loans –
small ticket

30%

^
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Given the structure, Banks
have the right to win where
collection intensity is low
(e.g. prime mortgage) or
where an efficient formal
collections ecosystem is
available (e.g. new CV, Credit
card). In case the collection
ecosystem needs the OEM
support (e.g. new vehicles,
CE), captive NBFCs will also
remain highly relevant.

On the other hand, NBFCs
will win where collection
intensity is high and
collection ecosystems are
informal or absent (e.g. used
CV, microenterprise etc.).
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Digital Lenders will be
relevant where collection
intensity is high and
collection ecosystems are
formal (e.g. unsecured BL
and PL). In such cases,
Digital Lenders are
improving the efficiency of
the collection ecosystem,
through digital means (e.g.
apps for collection agents).
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6.

Summarizing the Rights to Win
EXHIBIT 08

Rights to Win

Origination

Underwriting

Collections

Overall

Current
leader

Right to Win

320

B

B

B

B

B

55%

Prime Housing Finance

196

B

B

B

B

B

65%

Affordable Housing Finance

124

N

B N

N

N

B N

60%

104

N

B N

B N

B N D

B

40%

81

N

B N

B N

B N

B

50%

B

n.a.

Sub-Segment
Housing Finance

MSME Finance
MSME - Secured

AUM
(USD Bn)

Winners'
Market
Medium-term
Estimates

23

B D

D N

B N

Depends on
ticket size

67

B C

B

B C

B C

B N

60%

New CV Finance

44

B C

B

B C

B C

B C

80%

Pre-owned CV Finance

23

N

N

N

N

N

80%

33

B C

B

B C

B C

B C

70%

25

B C

B

B C

B C

B C

80%

Used PV

8

B N

N

N

N

N

60%

2W Finance

8

B N

D N

D

B C

B C

80%

MSME - Unsecured
CV + CE Finance

Passenger Vehicles Financing
New PV Finance

Personal Loans

88

D

D

B D

B D

B

90%

Gold Loans

55

B D

D N

B D

B D

B

90%

N

Inconclusive

B N

50%

D

B D

B N

80%

Banks

59%

NBFCs

37%

Digital Lenders

4%

Microfinance

45

D

Not
applicable

Consumer Durables

10

B N

D

Overall Retail + MSME Lending

B

Banks

N

NBFCs

D

Digital Lenders

C

Captives
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Interestingly, in 4 segments, the projected winners are different from the current leaders. These segments are
currently c.INR 24 Tn in total size or c.37% of the total Retail + MSME lending market in India.
AFFORDABLE HOUSING FINANCE
• NBFCs are set to become leaders of the affordable housing finance market due to their deep
geographic penetration and product focus

MSME LENDING
• NBFCs, along with banks, will dominate the MSME secured lending segment
• We believe ‘phygital’ models will emerge as winners in the small ticket unsecured MSME loans,
while banks and NBFCs will continue to win in the large ticket size segment

PERSONAL LOANS
• Digital lenders are poised to gain market share in the personal loan segment, specifically among
small ticket loans

CONSUMER DURABLES
• Digital lenders, specifically Buy Now Pay Later (BNPL) players, will have the right to win in
consumer durables financing

Payments led lenders are poised to win in the unsecured small ticket MSME lending segment, whereas the
larger set of digital lenders will become leaders in Personal Loans and consumer durable/BNPL loans. Banks will
continue to maintain their leadership position in large ticket/prime housing finance, new vehicle financing and
large ticket personal loans.
We believe these Affordable Housing Finance and MSME lending segments will offer attractive opportunities
for non-bank lenders to emerge as winners. Accordingly, private equity investors in these segments can expect
exceptional returns from well-run platforms.
We intend to cover these attractive segments of lending in detail in future publications. In the meantime, we have
taken the liberty of providing a snapshot of some of the scaled players in these segments.
For a deep dive into the attractive used CV financing sub-segment, do check out our report Future Leaders in
Used CV Financing.

^
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EXHIBIT 09

Housing Finance Landscape*[12]
HFC category
(Ticket size in INR)

Key players in the category

Small Ticket Affordable
Retail (≤0.5 Mn)

Affordable Retail
(>0.5 & ≤1.5 Mn)

INR 7 Bn AUM

INR 140 Bn+ AUM

INR 106 Bn AUM

INR 43 Bn AUM

c.INR 40 Bn AUM

c.INR 50 Bn AUM

INR 3 Bn AUM

INR 48 Bn AUM

c.INR 30 Bn AUM

INR 50 Bn AUM

INR 13 Bn AUM

INR 8 Bn AUM

INR 25 Bn AUM

c.INR 235 Bn AUM
INR 2,434 Bn AUM

Mass Retail
(>1.5 & ≤3.0 Mn)

INR 251 Bn AUM

INR 6,189 Bn AUM

INR 44 Bn AUM

INR 665 Bn AUM

Large Ticket Retail
(>3.0 Mn)
INR 610 Bn AUM

> INR 5 Mn ticket segment is largely catered to by banks and HDFC Ltd.
Catering to affordable retail and mass retail
Catering to mass retail and large ticket retail

*
All AUMs as of 9MFY22 except AVIOM (FY22), Ummeed (FY22). IIFL Home Finance (FY22), Shubham (FY22), Edelweiss (H1FY22), Poonawalla
Housing (H1FY22), Sitara (FY21) and Vastu (FY22E)

^
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EXHIBIT 10

MSME Lending Landscape*[13]

Short tenure products

Unsecured digital lenders

INR 26 Bn AUM

Average ticket size (INR)

INR 4 Bn AUM

INR 26 Bn AUM

INR 26 Bn AUM

INR 15 Bn AUM

INR 5 Bn AUM

1.5 Mn

INR 3 Bn AUM

INR 16 Bn AUM
INR 5 Bn AUM

INR 4 Bn AUM

INR 38 Bn AUM

INR 22 Bn AUM

INR 5 Bn AUM

0.5 Mn
Tech-enabled small ticket unsecured lenders
INR 48 Bn AUM

INR 22 Bn AUM

INR 6 Bn AUM

INR 10 Bn AUM

INR 17 Bn AUM

0

Unsecured

Secured

Limitations
Our analysis is based on the current state of the lending ecosystems. Therefore, it undermines disruptions that
may happen in the ecosystem itself. The Digital wave may alter the distribution models in underlying assets (say
cars, CV) faster than we anticipate. And therefore, Digital Lenders may win market-share faster or may become
winners in additional sub-segments.
On the other hand, if Banks are able to leverage digital partnerships meaningfully, there will be less headroom
for Digital Lenders or NBFCs to grow fast. As of now, we expect Banks to lose single-digit market share to well-run
NBFCs and Digital Lenders, in the medium term.

*
All AUMs as of 9MFY22 except Aye Finance (FY22), APAC (FY22), NeoGrowth (FY22), Oxyzo (FY22), SBFC (FY22), Finova (FY22), Veritas (FY22),
Mintifi (FY22E), Profectus (FY22E), Ashv (H1FY22), Indifi (FY21), SMECorner (FY21), Flexiloans (FY21), Lendingkart (FY21)

^
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Glossary
2-W

Two-wheeler automotive

AUM

Asset Under Management i.e. Loan Book which is on-book plus off-book

BL

Business Loan

BNPL

Buy Now Pay Later

CD

Consumer Durables

CE

Construction Equipment

CV

Commercial Vehicles

CE

Construction Equipment

DSA

Direct Selling Agent, who works as a referral agent for a bank or NBFC

HFC

Housing Finance Company

INR

Indian Rupees

LAP

Loan Against Property

LCV

Light Commercial Vehicle

MFI

Microfinance Institution

MSME

Micro, Small and Medium Enterprises

NBFC

Non-banking Financial Company, including Housing Finance Companies

NPA

Non-performing Assets

OEM

Original Equipment Manufacturers

PL

Personal Loan

PV

Personal Vehicles

SCV

Small Commercial Vehicle

TAT

Turnaround Time
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Disclaimer
This white paper is being furnished to you by Avendus Capital Private Limited (“ACPL”) for
informational purposes only and should not be regarded as an offer or invitation to participate
in any securities or other products. This white paper has been provided to its recipient upon
the express understanding that the information contained herein, or made available in
connection therewith is in nature of general information and is intended for the exclusive use
of its recipient and shall at all times be considered as proprietary and/or legally privileged. It
shall not, either directly or indirectly, be photocopied, printed, reproduced and/or distributed
to any third party in any manner at any time without prior written consent of ACPL.
Nothing in this white paper is intended to constitute legal, tax, securities or investment
advice, or opinion regarding the appropriateness of any investment, or a solicitation for any
product or service. The information herein reflects the latest available information including
information sourced from public sources and is subject to change without notice. ACPL
does not represent, either express or implied, that any information, including any thirdparty information, is accurate or complete and it should not be relied upon without proper
investigation on the part of the recipients.
Neither ACPL nor its affiliates nor any of its or their officers or employees accept any liability
whatsoever for any loss arising from any use of this white paper or its contents. The recipient
of this white paper should rely on their own investigations and take their own professional
advice. The statements contained in this white paper speak only as of the date of this
document, and ACPL does not undertake or assume any obligation to update or revise this,
whether as a result of new information, future events or otherwise.
Investments in securities/equity related instruments are subject to market risk. These risks
could be security specific or market specific and arising from industry, political, economic
(both domestic and global), etc, factors. Investor/s should carefully read all disclosure notes
and product documents before investing and shall not hold ACPL and/or its associates/
employees or officers liable for any risks/losses pertaining to any product/ scheme offered by
them from time to time.
Past performance does not indicate the future performance. Certain statements made in this
white paper may not be based on historical information or facts and may be “Forward Looking
Statements”, including those relating to general business plans and strategy, future financial
condition and growth prospects, and future developments in industries and competitive and
regulatory environments. Although ACPL believes that the expectations reflected in such
Forward Looking Statements are reasonable, they do involve a number of assumptions, risks
and uncertainties. Actual results may differ materially from any Forward-Looking Statements
due to a number of factors, including future and/or unforeseen changes or developments in
the business, its competitive environment and political, economic, legal and social conditions
in India or other jurisdictions. Given these uncertainties, the recipients are cautioned not to
rely on such Forward-Looking Statements and undertake their own due diligence. This is not a
research report within the meaning of the Securities and Exchange Board of India (Research
Analysts) Regulations 2014 as amended from time to time.

^

Contact Us
MUMBAI CORPORATE OFFICE
IL&FS Financial Centre,
C & D Quadrant - 6th Floor,
Bandra-Kurla Complex, Bandra (East),
Mumbai - 400 051 India
Tel:+91 22 6648 0050
Fax:+91 22 6648 0040
www.avendus.com

