Bucking the trend

How HDFC breaks the dismal pattern of Indian banking
Its growth and profits put it in an elite global club
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India’s banks have a poor reputation—and for good reason. The state-controlled
ones offer cheap credit to the well-connected, have piles of bad loans and are
barely accountable. Nor are the private ones flawless. In the past year the bosses
of two of the biggest left after concerns were expressed by the Reserve Bank of
India: at Axis Bank because of credit problems and at Yes Bank because of
governance worries. The head of the second-largest, ICICI, stepped down
because of a scandal involving loans to a firm whose shareholder had dealings

with her husband.

In this dismal scene one bank, HDFC, consistently shines. In the coming days it
is expected to announce the latest in a series of stellar performances. Profits are
expected to be around 20% higher than last year. Return on assets is 1.8% and
return on equity is around 17%—excellent for a bank. The share price is 286
times what it was in 1995, when the firm went public—and 132 times its 1995
level in dollars. The bank’s market value is over $gobn, and Goldman Sachs
thinks that it could exceed $200bn by 2024. That would gain HDFC admittance
to a global elite now made up of American and Chinese behemoths.

HDFC Bank is an offshoot of a mortgage company of the same name (the initials
stand for “housing development finance corporation”), which was set up in 1977
by Hasmukh Parekh, the chairman of icici’s board. Mr Parekh persuaded his
nephew, Deepak Parekh, then at Chase Manhattan Bank, to return to India to
run the new company. In 1994 Deepak obtained a licence for a new bank and
recruited people with experience similar to his own to run it—that is, Indians
who had worked in big global banks. The chief executive, Aditya Puri, came
from Citi; staff from Bank of America, anz Grindlays, Deutsche, Barclays,
Standard Chartered and many others were also hired.

He was initially hesitant about the move from Citi, says Mr Puri. At the time Citi
seemed well-placed to become a dominant force in Asian finance. It and the
other global banks in India had advanced products, good service and talented
employees. But with hindsight it is clear that he made the right call. Though Citi
retains a local business in many Asian countries, it largely serves a high-income
niche. Most of the other foreign banks have retrenched and focused on cross-
border transactions.



The global banks were not wrong about the size of the opportunity. In the
Indian market, says Mr Puri, “demand is not an issue”. A vast segment of the
population was unbanked or underbanked—not just individuals, but also small
businesses.

At first HDFC Bank focused on large corporate customers, where its newly hired
staff's contacts were useful. The recruits from global banks brought valuable
know-how with them. Notably, it did well in niches where Citi was strong, such
as credit cards. It beefed up its technology and gained the scale needed to press
into the mass market. Mr Puri says HDFC can now process a personal loan and
put money in an account in 1 seconds. And it expanded its business offering to
sophisticated areas, such as the payment mechanisms of India’s stock exchange.

It also sought to serve small companies previously excluded from the financial
system. In February it opened its 5,000th branch, giving it by far India’s largest
private-bank network. Equally important are the 30,000 employees who
promote phone-based banking to shops and individuals in smaller cities and
villages. Among the most prominent of these marketers is Mr Puri. Though he
owns neither a mobile phone nor a computer, he has begun showing up in far-
flung regions to sell the bank’s services to small shops. These make more
profitable customers than is generally understood, he says, since their entire
financial lives are within the bank’s system and they are easy to cross-sell to.

Of great interest to India’s business community is what comes next for HDFC.
Indian law requires bankers to retire at 70; that gives Mr Puri a little over a year
more in the job. Corporate bosses can stay until 75, so there may be a way to
find him another five years. Plans are in place for both eventualities, he says.
Romesh Sobti, who turned round another private bank, IndusInd, is also
nearing retirement. The departure of a successful leader is always a ticklish
moment—even more so in India’s harsh banking scene.
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