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Executive Summary 12" May 2026

Lending Sector Allocation

Historically, Indian banks were seen as a stable barometer of economic growth, but they have

recently become more cyclical. The Indian banking sector is currently in an advantageous
position characterized by cleaner balance sheets and a re-acceleration in credit demand.

In this note, we position Nifty Bank Index to obtain an exposure to the banking sector, giving us a
broader exposure to the space.

Factors Driving allocation:

» Asset Quality: Non-Performing Assets (NPAs) across both public and private sectors have
declined significantly since FY18 due to a focus on credit quality and judicious corporate
borrowing. Gross NPAs have fallen from >5% to ~2.5%, with Net NPAs under 1% at an overall
level

» Capital & Growth: Banks are well-capitalised, maintaining buffers comfortably above
regulatory requirements, which supports a projected credit growth of approximately 15%.

» Infrastructure and capex pick up —There is a push for infrastructure investment and private
capex to pick-up for capacity addition. This provides an additional tailwind for credit growth.

» Pickup in consumption - As Private Final consumption expenditure expands, the demand
for credit will pick-up in that segment.

» Key Risks: A primary concern is the Credit-Deposit (CD) ratio, which stands at ~82%,
indicating that credit growth is outpacing deposit growth. Additionally, the "financialization
of savings" is seeing funds move toward equities rather than traditional bank deposits.

Nifty Bank Index: Favourable Valuations

The Nifty Bank Index, which tracks 14 major public and private banks, is currently viewed as an
attractive tactical allocation.

» Historical Context: After a massive rally from 2000-2008 (36% CAGR), the index became
more cyclical post-Global Financial Crisis (GFC), delivering only an 8% CAGR between 2008
and 2020 (pre-covid).

» Current Valuation: The index is trading at a Price-to-Book (P/B) multiple of 1.9x, which is
meaningfully below its 25-year average of 2.3x.

» Recommendation: We recommend a lumpsum tactical allocation to the Nifty Bank Index
over an 18-24-month horizon. Improving fundamentals, attractive valuations, and an
accelerating capex cycle create a compelling mean-reversion opportunity in the near term.
As valuations re-rate and risk-reward moderates, we would rotate capital back into direct
infrastructure beneficiaries. Our preferred vehicle is the Nifty Bank Index in the mutual fund
universe.
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Detailed note on - Allocation to lending Sector

Banks have been one of the largest contributors of market rallies in the past, they are seen as the
barometer of economic growth. Private banks had an optionality attached to them such as
insurance, NBFC, asset management, wealth management, etc. which led them to trade at
higher multiples, relative to public sector banks were seen as plain vanilla banks and hence
traded at discounted multiples.

However, most private banks have now demerged other business segments, the asset quality of
PSU banks has improved reasonably. Now, both private and public sector banks are valued
purely based on their lending ability.
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At the current juncture the banking sector stands at an advantageous position combined by
favourable valuations, improved fundamentals, and a re-acceleration of credit demand.
Moreover, the sentiment around lenders has turned negative, giving an opportunity in the sector.

Nifty Bank to Nifty 50 - below 10 year average
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Valuations of the sector — Favourable with a potential of mean reversion

Nifty Bank Price-Book multiple - meaningfully below 25-year average
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Fundamentally, the bank index has improved in book value terms, the moderation in returns is

majorly on account of shrinking of the price to book multiple of private banks which comprise
65% of the overall portfolio.
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Improving Fundamentals of banks

1) Credit Growth - Improving

Non Food Bank Credit Growth (YoY)
25%
21%

20%
15%

15%

10%

9%
5%

0%
Jul-17 - Jan-18  Jul-18  Jan-19  Jul-19  Jan-20  Jul-20 Jan-21  Jul-21  Jan-22  Jul-22  Jan-23  Jul-23  Jan-24  Jul-24  Jan-25 Jul-25 Jan-26

Source - RBI

2) Cleaner Balance Sheets - Lower NPAs, increasing headroom for lending

NPA Cycle Is Benign, Banks Have The Ability To Lend
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NPAs across private as well as public sector banks have declined meaningfully since FY18, there
has been a major cleanup in bank balance sheets, coupled with a more credit quality focused
lending and judicious borrowing on the corporate front. As consumption picks up, rates top out,
infrastructure spending continues, bank balance sheets can move from repair mode to
expansion mode, supporting credit growth and expansion in NIMs.
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Railways electrification 33.00% 97.00%

Road - National highway length 91,287 KM 146,150 KM

Metro operational length 248 KM (5 cities) 1,013 KM (23 cities)

No of airports 74 163

Ports turnaround time ~93 hrs ~49 hrs

Defence exports <USD 0.2 billion/year ~USD 2.8 billion/year

Rural homes with tap water conn 32 million 153 million

Oil & Gas pipeline ~15,845 KM ~34,233 KM

Data usage/subscriber/month 61 MB 24 GB
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Capex (Rs. Trillion)
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Investment Implication: Nifty Bank Index

The Nifty Bank index is an index tracking the performance of the largest public and private sector
banks in India.

It comprises of 14 banks, across the private and public domain, weighted on a free-float market
capitalisation basis, inherently assigning a higher weight to larger banks in the portfolio.

Index Constituents

Stock Name Weight % PETTM PBTTM
HDFC Bank 19.00 15.90 2.07
ICICI Bank 14.11 16.82 2.51
Axis Bank 10.01 15.03 1.85
State Bank of India 9.94 12.04 1.58
Kotak Bank 9.73 19.41 2.09
The Federal Bank 6.18 16.66 1.83
Indusind Bank 4.80 82.70 1.13
AU Small Finance Bank 4.49 29.48 3.97
Bank Of Baroda 4.45 7.14 0.83
Canara Bank 4.06 6.66 1.04
IDFC First Bank 3.80 37.47 1.30
Punjab National Bank 3.38 6.76 0.82
Union Bank 3.09 6.47 0.95
Yes Bank 2.95 20.21 1.41

As on 315t March 2026
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Risks to the thesis
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» The credit-deposit (CD) ratio measures the amount lent for every rupee deposited in the
bank, it currently stands at ~82% indicating that credit growth is outpacing the deposit
growth.

» When the CD ratio becomes too high, banks compete for deposits to fund loans, thereby
creating pressures on NIMs, and lowers the liquidity cushion.

» Increase in financialization of savings, is causing incremental savings to pool into equities
over bank deposits, this continues to remain a structural risk for banks.

7|Page



PRAVIA

INVESTMENT ADVISORS

Conclusion - The Lending Sector Allocation

Indian banks are at an interesting juncture currently due to -

» Valuation De-rating — P/B below historical average

» Fundamentals Improving — lower NPAs These factors make banks a

good allocation with a
plausible re-rating of the
universe.

» Stronger Bank Balance sheets - high capital adequacy
» Increasing infrastructure spending, and private capex -

» Cleaner corporate balance sheets — headroom for borrowing
» Interest Rates peak out

==

We view the banking sector as a tactical allocation opportunity, supported by improving
fundamentals, attractive valuations, and an accelerating infrastructure and capex cycle.
However, as valuations begin to re-rate and the risk-reward moderates, we would look to rotate

capital back into the primary beneficiaries of the infrastructure upcycle, rather than
participating indirectly through banks.

Our preferred exposure to the sector is through a combination of the Nifty Bank Index in the

mutual fund universe. We recommend a lumpsum allocation with an 18 to 24 months investment
horizon.

Disclaimer:
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The information or material (including any attachment(s) hereto) (collectively, “Information”) contained herein does
not constitute an advice or an inducement to buy, sell orinvestin any securities. Recipients of this information should
not construe it to be investment advice unless and otherwise stated herein expressly and conduct their own
investigation and analysis. Pravia Investment Advisors Private Limited (“Pravia”) may not have conducted any
suitability analysis prior to dissemination of such information and the recipient should therefore seek advice of their
independent financial advisor prior to taking any investment decision based on Information. No representation or
warranty, express, implied or statutory, is made as to accuracy, completeness or fairness of the contents and opinion
contained herein. The information can be no assurance that future results or events will be consistent with this
Information. Any decision or action taken by the recipient based on this Information shall be solely and entirely at the
risk of the recipient. The distribution of this Information in some jurisdictions may be restricted and/or prohibited by
law, and persons into whose possession this information comes should inform themselves about such restriction
and/or prohibition. Unauthorized disclosure, use, dissemination or copying (either whole or partial) of this information,
is prohibited. Pravia will not treat the recipient/user as a customer by virtue of their receiving/using this report. Neither
Pravia nor its affiliates, directors, employees, agents or representatives, shall be responsible or liable in any manner,
directly or indirectly, for the contents or any errors or discrepancies herein or for any decisions or actions taken in
reliance on the Information. The person accessing this information agrees to hold Pravia or any of its affiliates or
employees free and harmless from all losses, costs, damages, expenses that may be suffered by the person accessing
this Information. The Information contained herein is based on publicly available data or other sources believed to be
reliable and for the exclusive purpose of transactions to be carried out within the territorial jurisdiction of India and all
such transactions shall be governed by the laws in India. Pravia and/or its affiliates and/or employees may have
interests/positions, financial or otherwise in securities mentioned here. Investment in securities market are subject to
market risks. Read all the related documents carefully before investing.

Standard Warnings:

® Registration granted by SEBI, membership of BASL and certification from NISM in no way guarantee
performance of the intermediary or provide any assurance of returns to investors.

® The securities quoted are for illustration only and are not recommendatory.
Statutory Information:

® Pravia Investment Advisors Private Limited: CIN: U66309MH2025PTC451047; Regd Off Address: 801, A-Wing
215 Atrium, CTS No 215, Andheri-Kurla Road, Andheri East, Chakala MIDC, Mumbai - 400093; Contact: +91
9004139937

® Corporate Investment Adviser SEBI Registration no. INA000021322, Validity of Registration: Nov 04, 2025 -
Perpetual. BSE Enlistment No.2375,

® Principal Officer: Ms. Vaibhavi Shah (E-mail: info@pravia.in), Contact: +91 9004139937

® Compliance Officer and Grievances Redressal Officer: Mr. Sachin Dwivedi (E-
mail: compliance@pravia.in) Contact: +91 9004139937

SEBI Regional Office: SEBI Bhavan, Plot No. C-4 A, G Block, Bandra Kurla Complex, Bandra East, Mumbai 400 051.
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