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RBI’s decision to hike the repo rate
has put interest rates on an upward
trajectory. However, Aditya Puri,
MD of HDFC Bank, in a conversa-
tion with Ira Dugal says that rates
should start to ease in the medium
term. He adds that restructuring
normsinIndianeedto berelooked at
anda greater onusneedsto beplaced
onequity-holders. Excerpts:

Is the banking system in a con-
fused state given the recent poli-
cy announcement of RBI? And
where are we on the interest
rate curveright now?
Banksarenotinaconfused state, but
there is unavoidable uncertainty;
unavoidablebecause it is therelocal-
ly and globally. We have low growth
but we also have inflation. We must
understand that monetary policy
hasobjectivesandlimitations. There
istoomuchfocusonmonetarypolicy:
‘You can’thaveasituation where you
have easy money with inflation.

In the short-term, say over the
next three months, there is an up-
ward bias. Afterwards, rates
should ease.

On the exchange rate front, are
things seeming more comfort-
able? What are you hearing from
investors you speak to?

Yes, definitely. The general feeling
is that CAD this year will stand be-
low-$70 billion. At those levels, it’s
not very concerning. On the other
hand, the FCNR move was a bril-
liant one. It has done three things.
First, it has told those playing
around with the currency that
there are large inflows likely to
come. My own estimate is that
more than $15 billion could come
in. Second, RBI is clearly stating

that the rupee is mis-priced, and it
iswillingtoputits money where its
mouth is and say that the forward
premiums are wrong. Basically,
RBI said—bring the money in, we
will give you an off-market rate
which we believe is the correct
rate, based on the fundamentals, of
the dollar-rupee forward. Third, it
brings liquidity into the system
and doesn’t affect your policy rate.

Will HDFC Bank use either the
FCNR window or the Tier 1 cap-
ital window and how much will
youraise?

We will use both. We can’t give youa
numberbutitwillbeagood amount.

Back to the banking system, it
seems like the asset quality prob-
lem is just not coming under con-
trol, both in terms of restructur-
ing and non performing assets.

The main problem is the restruc-
turing, not the increase in NPAs
whichnormally comes withaslow-
down. Let us talk about restructur-
ing. The intention of the RBI was
that if the economy has slowed,
there will be a cash-flow impact. In
that scenario, the repayment peri-
odhastobe increasedsothatviable
projects don’t get into trouble. At
thesametime,alotof projects were
funded with the expectation that
problems that existed at the time of
the funding would be solved along
the way. That assumption has been
proved wrong. Then, there may
have been some restructuring that
was just a deferring of NPAs in the
guiseof restructuring. Restructur-
ing has gone up from 3% t0 5.5% or
thereabouts. There are two things I
would submit—the fundamental
projects, as they stand, arenot bad.
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Bank debt should get hit only after equity gets hit

So, if tomorrow I put this asset up
for sale after appropriating the eq-
uity of the people who were there,
and maybe some haircut for the
banks, it would be adelightful asset
for anyone to buy. So, to presume
that all restructuring will become
baddebt isan over-estimation.

It is generally assumed that
20% of restructured accounts
will turn into NPAs. In the
currentscenario, isn’tthatan
under-estimation?

From restructured to NPL—that

The fundamental projects, as they stand, are not Bad.
To presume that all restructuring will become bad
debt is an over-estimation

20% holds. From NPL to sale of as-
set, I think bankers need to set a
time frame telling promoters that if
they can’t solve it over a certain
length of time then all bets are off
and theasset will be put up forsale.

Are bankers starting to get ag-
gressive with erring promoters?

Absolutely. It’s not just bankers but
the whole system. Look at state-
ments from RBI, the banking secre-
tary and even senior bankers, and
youwouldbeabletojudge themood.
Themood is that if you took money

for a project then, like it is world-
over,thefirstthingtotakeahitiseg-
uity So, in the case of CDR, why
should bank debt be the first thing
to be hit? Bank debt should only be
hitafter the equity getshit.

Wehaven’tseen thathappeninIn-
dia though. Do regulations need
to change to make that happen?
It has to happen although it hasn’t
happened yet. That’sthe only wayto
ensure discipline and fairness and
theonly way toensurequickresolu-
tion of NPLs. Restructuringnorms
may need arelook in the sense that
thefirst hit has to be equity and not
bank debt. If you look globally, Ko-
dak entered Chapter 11. The mo-
ment that happens, areceiver is ap-
pointed and the equity-holders
becomezero.Then, they decide how
to make the company viable. Some
assets are sold and you are left with
a viable asset. The equity-holders
take a hit and the difference be-
comes the haircut on debt. That is
thestructuretobe followed.

Is HDFC Bank adjusting it’s
strategy to tackle the current
environment?

Increase in NPAs when the econo-
my slowsisagiven. That’s some in-
crease built in to your pricing. So,
have we seen a 5-10 bps increase in
NPAs? Yes. Are we seeing NPAs go
beyond the possibility of default
that we had built in the program?
No. Would we be making some mi-
nor adjustments? Yes. Margins al-
so have largely remained in the
range of 4.2-4.5%. It may fluctuate
in some quarters. If you take this
quarter, there could be some effect
on the margins based on how
quickly the transmission happens.

But that will be made up in the re-
maining partof the year.

And where does the growthnow
come from?

We straddle the Indian GDP. So if
India grows, we grow. We are also
going into incremental geogra-
phies to gain market share. The
construct for us has always been
that we will grow partly with the
system, and partly, ahead of the
system. That has not changed. Su-
per-imposeonthisthefactthatover
thelast3-4years, we have systemat-
icallybeengoingintotheinteriorof
the country. So, 55% of our branch-
esarenow in semi-urban and rural
areas while only about 15-17% of
our income, at the moment, is com-
ing from these branches because it
tooktimetosetthemup.Itislike we
have a major factory running but
notatfull capacity.

Is the rural banking business
profit making? How are you
scaling up that business?

Right now, it’s not making profits
because the expenditure is upfront
whilethe income will startflowing
in incrementally as we push prod-
ucts. On a run-rate basis, it’s prof-
itable; but on stock, it’s not be-
causeittakes2-3yearsforabranch
to break even. We have already
brought2million BPLfamilies out
of poverty. We plan to do this for 10
million families. We have empow-
ered one crore women and plan to
scaleitupto3crore. We are getting
these women together and form-
ingjoint-liability self help groups.
That model has been working bril-
liantly I also believe that this busi-
ness will become profitable in 5-7
years from today:
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