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1 16} in the boardroom in the sixth ficor
office of HDFC Bank headquarters,
Aditya Puri lets us in on an inside seeret.
The CEO of HDFC Bank confesses, "By
the time everyone walks into the effiee, I
am already upset." New that seunds a bit
strange. The bank he runs deesn't have ICICI Banlk's
aggressive ambition, Axis Bafk's Mermentur ef 6veR
State Bank ef India's preblems if aviatien te stif
things up. Even during the exeiting results seasen; he
follews his self-earifessed ‘boring' ereds 6 the T, pest:
ing sifnilar results every gHarter. §6what e8uld possi:
Bly set Puri off? Well; it eauld e one of the many
things he constantly has on hig plate: 2 delay in B@jj
86t SABWRRK®, 665t BVAFFURS, flliEHAHRY SRVIEEISY:
els. "Den't get foeled By fity dasignation. 1168k iAt6 560
things at a time. Nethifg moves Here witheut my
eensent," he says:

It seems he has taken a leaf out of Ram Charan and
Larry Bossidy's book Exwouion, which says exeel
lence is about two things: doing the safie thing ever
and over again every Monday morning and following
through incessamily. But as a corellarny; Puri has man:
aged to create a world-class Indian bank i 18 years:

How has he managed it? “If GDP grows at 8%, the
banking system will grow at 20%, which is a multipli-
er of two and a half," says Puri. "When the growth rate
is higher, we gain higher market share. Se if you have
8% growth rate, our growth rate noermally is five 6F six
per cent more than the system,” he explains, with a
Cheshire Cat smile. The answer is net as simplistie as
Purimakes it sound. So then hew has HDFC managed
to outperform its peers threugh diffieult times?

Before we go to the how, a look at the numbers will
give asense of bank's growth, HDFC Bank's custemer
base currently stands at 25 million, having grews at
35 % CAGR sinee 2001. The braneh network stands at
2544, having added 819 branches in the last twe years:
The real story, however; 18 not just growth but the
"quality of growth™. The superier guality ef its fund:
ing franchisee - currents and savings acesunt (CASA)
at 48% - provides the Bank a stieky and lew-eest
souree of funding: And just hew geed that is can be
gauged frem the faet that eampared 16 1tS peer grotp
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average of 36%, the bank has maintained an average
€ASA ratio of 56% over last seven years. And what a
high CASA does is give the bank, a Net Interest Mar-
gin (NIM) of 4.2%, agood profitability mumber for amny
bank. Take alook at another key metric, a quality as-
set mix: the gross NPAs are just over 1% and have
been actually declining in the last 10 quarters.
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GO TO MARKET

Given that demand was abundant in underbanked In-
dia, the way HDFC positioned itself to take advantage
of that demand is a case study. Though it did net have
the products of the multinational banks and the reach
of the public sector banks, the Bank's grewth stery is a
story of continuous evolution and keeping a eonser-

vative approach. The bank did not: expand too aggres-
sively in a product without buildinig appropriate eapa-
bilities. However, it did not lag or growth or market
share gains either. "A conservative approaeh, in the
context of HDFC Bank, means the bank did net eem-
promise on margins and asset quiality risks and has
waited for the right opportumiities.” says Sameer Lum-
ba, Managing Director & CEOQ, JM Finaneial Instity:
tional Securities.

During the first decade, the focuis was on urban een-
tres, but today semi-urban and ruxal areas generate a
large chunk. "Some 4-5 years back, 80% of their if-
come came from the top 15 cities, today 40% eemes
from semi urban and rural areas. That's an amazing
strategic shift," says Nandan Savrial, an ex-banker and
a keen industry watcher. Granular planning has al-
lowed the bank to stagger investment in a way that
present performance doesn't suffer while the future
growth drivers are also being puit in plaee. "We plan
our growth across three horizons;; one that I can see in
front of me; second, what I can see in front of me but
will becottie a big business five years from now; third,
at the bottom of the pyramid, whiich will become a big
business, maybe five years from now," says Puri. Te-
day, nearly 35% of the branches wiill be making a 16ss
because it takes 20-24 menths beffere a braneh breaks
even. But that’s growth in 2014.

The bank has also snatched miarket share frem its
competitors. For example, HDFC JBank's retail loans as
apercentage of system retail loams, have inereased 7.2
(Dec'07) to 13.2 (March'12). "We have been consistently

gaining market share. The oveyrall banking system
grew every year af roughly 25 timnes real GDP grewth,
while we grew 3-5% faster than the system," says
Paresh Sukthankar; Executive Director, HDFC Bank

Of course, the bank has an enwiable interest side in-
come profile, but on the non-intefest ineeme side £88;
the bank does not rely on investiment banking (a ehink
in the bank's armour) and proieset finaneing like sther
banks, Its strength is ifi the seirviees it started with
during its salad days ef earperate Banking - (Fansae:
tion banking, lean preeessing, private banking, forex
serviees - and third party distributien that give it &
strong fee ineeme gistribLtion:

THE BALANCING ACT '
Purt hasalso not only managed the eustomer acgui:
sition on both retail and corpouaite side very well for
stability in profitabiliity: During the last seven years;
when retail was the main driver ef grewth, many
banks were not growing whelesale f earperate Banl:
ing and therefore suffered whetn retail siewed in 2688

HDFC Bank continued its foeus cAbBahrEeAN AAREER! -

porate, and with its diversified preduet perislie Man:
aged topline and bettstline stability
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©® Imam underhamked country, giowing st isnta
big issue, but growing while maintaining the mar-
gins is a whole different game. The bank's Ret in:
terest margins are amongst the highest in the ip:
dustry, Over last seven years, the Bank NIM

stands at 4.4% versus peer group average of

ADITYA 2.8%. “If 50% of my portfolio is retail, my margin
PURI'S... by definition has to be higher and if | take itlowey
FROM Iam putting the sustainability of my bank
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atarisk,” says Puri. But given that retail is
such alarge component of the portfolie, the
cost to revenue for the bank is higher than ¢om:
petition because of the cost of putting Up new
branches, especially in semi-urban and rural areas.
So now that the bank is stable with a selid base of
branches and a robust preduet pertfelie why Ret guR
more aggressively for market share? "I eould grow
maybe 10% faster but am not sure whether I can man-
age the downside,” says Puri. Even in its early days,
HDFC Bank focused less on growth and mere on qual:
ity assets, so NPAs were few. Thus, while other bamks
were spending a lot of time on legacy issues and sal-
vaging bad loans, HDFC Bank focused on growth
when the markets grew. It also helped that in thatera,
bank shares (other than SBI's) were not sought aftet.
Consequrnitly, Puri and his team were not obsessed
with valuatien. They had ne compulsion to grow the
Balanee-sheet at a fast paee.

WAIT AND WATCH

A cautious banker, Puri will net venture inte a
product headlong — it's a deliberate proeess of
learning, adapting, creating viabilisy, and then ex:
panding gradually In category after eategory
where the bank is a leader — personal leans, gold
loans, microfinance, two-wheelers, erop loans =
it's been the same, deliberate process. In gold leans,
for instance, the pilot started four-and-a-half years
ago but the product was taken national only last
year. "HDFC Bank did not blindly follow ICICI Bank
in entering the retail loan space. It waited for the
market to mature, practices to settle in, and the in-
dustry got a sense of the default pattern, particu-
larly in produets like credit cards and personal
leans,” acknowledges a banking expert.

Puri likes the deliberate growth path. "We don't bet
the bank on anything. If we don't understand any-
thing, we don't enter that space,” says Puri, Evenina
tough category like credit cards where major players
are either bleeding or exiting, the bank is a market
leader with 36% market share (more than 55 lakh
cards), even after being a late entrant into the catego-
ry and it's has been profitable throughout. "Even in
2008-09 and 2008-10 when tihe credit card imdustry was
facing severe pressures because delinquencies had
shot up and credit costs went up by, 2-3 times, we idien-
tifled segments to focus on and grew in acautious but
sustained way." says Sukthankar. Today, 70% of the
eredit eards are issued to internal customers.

A carefully managed evolution process from a cor-
porate bank catering to the Tatas, Birlas, Reliances,
and Levers of the world helped too, as the leaderships
in transaction banking helped it become a leader in
current accounts too. Similarly due to Puri's experi-
ence at Citi, the bank mastered that which no bank
could. It entered the unchartered territory of fiinanc-
ing stock brokers, giving guarantees, extending loan
against shares to retail investors. Armed with proper
risk management techniques, it associated itself in
every, way a bank with the stock market. Today more
than 50% of the stock exchange settlement happens
through the bank.

Since inception, HDEC Bank has a stated mission
to be a world-class Indian bank. Puri and his team
take that statement seriously. In benchmarking exer-
cises, the bank’s metrics are measured against global
peers to gauge where it stands. The CEO likes Wells

Eargo for its prodiict penetration and evoss-selling,
State Street for its transactions expertise and Hang
Seng for how it manages margins. Three months age,
the bank completed a benchmarking exercise on en-
gagement with the customers and cross-selling, and
it is being rolled out across the bank now. "We aim for
the global benchmark and then 20% improvement
over that," says Puri.

There has been a big push has been to take cus-
tomer engagement to next level. Now that preduct
portfolios in corperate and retail banking have scale,
the Bank has started moving from a product centric
to customer centric mode using its data ware housing
and analytics expertise to help cross sell better: "In ur-
ban markets, we have scale in each product. In semi-
urban and rural markets our customers view the
bank as a one-stop shop. So customer centricity has
accelerated in the last two years," says Sukthankar:

Asman who doesn't carry a mobile phone, Puriisa
curious mix of an old-style banker with a cutting-
edge tech outlook. From day one, he has heavily relied
on technology to reach new customers, better cus-
tomer service and lower costs. The bank's IT invest-
ment is a high single digit percentage to its revenues.
Today, only 16% of all transactions are done through
branches and the rest through other channels. "Our
aim is always be at the fore front and we continue to

Giiven that Mr Buri has steered affairs of
the bank since the inception of the bank
and the Bank has followed a consistent
stmalegy since then, He should be credited

for prowdln? the right

strategy, b
ensuring the execution

direction and
ding the right team and

M D &CEO, JM Fimancial Instiftiamal Securities

invest and upgrade our systems: for exampie, the
Electronic Data Warehousing, Business Intelligence
suite and the ATM switch are presently being re-
freshed to take our capability to the next curve. We
have a very active customer base and our systems
handle heavy transaction volumes. Consequenitly;
our systems have to be highly available, resilient and
sealable,” says Anil Jaggia, CIO, HDFC Bank. The
bank's eustomers are heavy usersof fiet banking and
anline Banking ehannels (again, largest number i
Indian banking), with robust Aet-panking and mebile
apps (His 1atest ebsession) i additien te mebile bank:
ing werking 61 3G as well as 2G pladiorms.

While a strong team aided by systems, processes
and technology led to a sustainable business model, a
large part of the credit for the Bank's growth un-
doubtedly goes to Puri's leadership. As any insider
will tell you, he is the Aditya (sun) in the bank's solar
system around which every thing revelves. "Given
that Mr Puri has steered affairs of the bank sifiee the
inception of the bank and the Bank has fellowed a
epnsistent strategy sinee then. He sheuld be eredited
for providing the right direetion and strategy; buile:
ing the right team and eAsuring the exeeution" says
Lufmba ef JM Finaneial:

Through a delegative leader with a robust system
of reviews and "special reviews" (highly avoidable!),

Puri admits he may have a disproportionate say in
strategy. But he adds that if projects are going to plan,
he doesn't get into it. "Buitt you have to be very careful
with my delegation. If yrou are not performing you
will find me there everyday;” he smiles.

But for a man who come in to office at 8.45 am and
leaves at 5.30 pm, he runs a tight ship with ahands-on
approach: meeting lots of employees and customers,
visiting branches, and keeping a hawk-eye on things
like cost, among others. For exampie, costs are moni-
tored very closely, because as the bank is expanding
into rural areas the cost of business is going up, and
with the tight ship that thse bankruns, costs have to be
controlled to maintain hiigh margins. So for execu-
tives who miss targets, g(0 offf yisan @r veer firom tie
budgets, Puri has meetings he likes to call "dental ap-
pointments”. "I tell peaylke, please treat the CEQ visit
as a dentist visit. There wiill be pain. While you will
getalotof encouragementt, myjjob is to tell you what's
working and what is not."

After 18 years at helm, Puri, HDFC Bank and its
30% profit growth mantra have become symomymous.
The big question now is: after Puri, who? Technically;
there is no age limit for the CEO of a private bank.
But then that could be Purri's biggest secret.
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