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Pick-up in banking sector will be
gradual: HDFC Bank Deputy MD

Says interest rates may not
come down till inflationary
concerns recede

RADHIKA MERWIN
BLResearch Bureau

The banking sector has started looking
up and credit may grow 2:3 per cent fas-
ter this year if economic growth recovers
notably from its previous lows, says Pa-
resh Sukthankar, Deputy Managing Di-
rector, HDFC Bank; in an interview with
Business Line. Excerpts.

Has the banking sector bottomed
out?

The most logical way to look at the revival
in the banking sector is to relate it to eco-
nomic recovery. Bank credit grows at a
certain multiple to GDP growth. We be-
lieve that GDP can grow 53-5.5 per cent
this fiscal and by 6-6.5 per cent in the next
fiscal. So, against a 14 per cent loan
growth in 2013-14, we could see a 16-17 per
centgrowthinthe current fiscaland 18-19
per cent in the next fiscal.

The other aspect to consider
is asset quality. The cyclical fac-
tors that affect asset quality will
get sorted out as the economy
picks up. And the other factor, namely;
project logjams, will ease as the new Gov-
ernment accelerates it efforts to resolve
them..

Another important factor is the equity
market. If the market continues to do as
well as it has and access to capital mar-
kets improves, then there will be oppor-
tunities for a number of corporates to de-
leverage. This could again help improve
the asset quality of banks.

So,overall we do believe that things are
looking up for the sector. But the pick-up
will'be gradual.

What do you think the new
Government needs to do on the policy
front to kick-start projects?

There are two parts to this. One relates to
the projects that are stuck. Some of these

have got the Centre's clearance and are
now dealing with state or local issues.
These will probably take a couple of
months to start moving ahead. The other
is to do with. completely new invest-
ments. Here, the Government agenda of
centralised decision-making with closer
co-ordination between the Centre and
States can incentivise new investments.
As far as financing the green-field invest-

. ments goes, the equity appetite looks a

lot more favourable.

On the debt side, while interest rates
may not come down in a hurry there is
enough debt available for good projects.

What are your expectations on the
monetary policy front?

The RBI has indicated that the key param-
eter to anchor monetary policy has shift-
ed from WPI to CPl and it has also defined
acceptable thresholds for CPI for 2015
and 2016. With food inflation still sticky
and the fear that the El Nino effect could
affect agricultural output, the RBI will
be reluctant to cut rates right now. We
therefore, don’t expect inter-
est rates to come down this
fiscal, at least not for the

first half and till concerns
oninflation recede.

While the current account deficit
seems to be under control, thanks to im-
portcurbs and strong flows, as the econo-
my picks up, there can be some increase
in imports (capex related). Relative to
that, exports may not be as buoyant: As
the tapering of US bond purchases con-
tinues with the possibility of US rates
moving higher in the beginning of thee
next year, the RBI will not want to ignore
the currency risk too.

The most logical way to look at the
revival in the banking sector is to
relate it to economic recovery.
Bank credit grows at a certain
multiple to GDP growth
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Your retail loan book slowed down
notably in 2013-14. What is the
outlook for the coming year?

The 10 per cent growth in retail loans in
201314 is not a comparable figure due to
reclassification of loans between whole-
sale and retail, particularly in the busi-
ness banking segment. After making
these adjustments, retail loans actually
grewbyabout 15 per cent; albeitat a slow-
er pace than wholesale lending.

We will have to see how the underlying
sales within the retail segments pick up
in the current fiscal. But given the posi-
tive sentiment, general expectations are
that growth will be slightly better than
last year. Growth in the wholesale seg-
ment will improve as:the economy re-
vives. We believe that we will continue to
grow 3-6 per cent above industry.




