
‘40% of our biz is done outside top 15 cities’
O ver the p a st  three years . HDFC' 
B an k , a  ro le m odel f o r  the ban k in g  r 
industry, w ith steady  p ro fitab ility )  
a n d  low delinquencies, h a s  ch an g ed  I 
th e  w ay it works. T he p r iv a te  sector ■ 
ban kh asm ov ed ou tin tosem i-u rban i  
a n d ru ra la rea s . w hich now brin g  in !
40 % o f  the busiries.-i. M D and CEO o fc  
H D FC B a n k  A ditya P u ri believes i 
th a t lending even to very' sm a ll!  
consum ers can  b e  a  p ro fita b le  initia- ■ 
five, fosterin g  f in a n c ia l  inclusion .. 
M ore im portantly  h e ’s convinced! 
th e m odel is sca lab le . P u ri tellss 
Shobhana Subramanlan that the? 
econom y can  reg a in  m om entum  i f f  
th e govern m ent com es up w ith ax 
cred ib le  grow th p a th  f o r  redu cin g ’ 
thefisca ldeficit.

How do you read the mood Ini 
corporate India right now?

I wouldn’t say the mood is5 
confident, but I wouldn’t say it's? 
pessim istic eithet: There is a slow-- 
down, yes. And people are con-- 
cerned about the slow pace of in-- 
frastructure development. But the  ̂
sentim ent could also change,;, 
though not m erely with interestt 
rates coming down. I would like toj 
say that RBI is ju st the tail. Theres 
are  several other issues that haves 
hobbled growth.

So what is Indus try saying?
Why are we not encouragintg 

FDI? Foreign com panies want to) 
invest in lnd ia , but it'sanightm ares 
for those w anting to bring in moni- 
ey There are problems in the pow- - 
er sector, w hich we need to sort out 
I f  Coal India doesn'thave thecoaU, 
we need to have new m ines. I ’rm 
surprised  that people say that thee 
subsidies are not going to the inn- 
tended beneficiaries; we need tco 
get the distribution right. We needd 
a com bination o f a reduction im 
subsidies and m ore investment tro 
create supply Also, while publkc 
private partnerships are a goocd 
way to go, we can't have subsidisecd 
p ricin g ; where w ill the private ini- 
vestor get the funding? To have ?*■% 
grow th for five years, the investt- 
m ent needs to come back. S ince de­
m and creation is going to be very 
large, we need to have investmemt 
and jobs for 12 m illion people whto 
w ill come into the workforce.

So what do you feel the goverm- 
m ent should do?

I f  you take a two-year perspecc- 
tive, w hile a 9% growth rate  maiy

have been somewhat unrealistic, 
we shouldn’t also get too pes­
sim istic. We'll probably close this 
year at 7%. So, subsidies need to be 
conta ined. They can’t be open-end­
ed, especially for oil. Railway fares 
need to be increased; the govern­
ment needs to realise that it can’t 
forever be picking up the tab for 
everything; people need to pay 
whether for power or oil. Both the 
government and the opposition 
need to realise that there ju st aren’t 
enough people in the tax net. Let 
them push for DTC and GST, which 
will improve tax revenues.

What level of deficit would you 
be comfortable with?

By now, we should have 
reached a peak fiscal deficit of 
5.6% or 5,8%. And now there 
should be a clear understanding 
that this should go down over a pe­
riod of tim e; the FR BM  had said 
3%, What we need is a  credible 
path to 3% , not ju st num bers. 
Hopefully the budget w ill provide

What we need is a credible path to 3%, not 
just numbers. The deficit number itself is not 

important as long as we have the right policies 
to ensure that it falls over time

som e direction w ith regard  to re ­
ducing the fisca l deficit; the 
d eficit num ber itse lf is not im por­
tan t as long as we have the right 
policies to ensure that it fa lls  over 
tim e. So. even if  it is 5.2 % or 5.3% 
o f GDP or so, it doesn’t m atter as 
long as the m arket doesn't per­
ceive that the target is not going to 
be met.

Would it be worrying if  the bor­
rowings of the government 
from the bond m arket cross this 
year’s level of ?5.2 lakh crore?

I  would say so. A t th is  point in 
tim e, liquidity is tigh t partly  be­
cause RBI wants it to  be tight. In 
any case, RBI has been saying that 
the norm alised CRR should be 
about 3 %, so we have a lo t o f levers

to address liquidity. If the borrow­
ings are  contained to ?5 lakh 
crore, th is should not crowd out 
borrow ings and, o f course, we 
may need to continue with the 
open market operations.

What do you make o f the delin­
quencies in the banklngsystem?

You would agree th atif there are 
NPAs in aviation or power, or com­
panies that were highly leveraged 
or even textiles, they have little to do 
with the slowdown. And a large por­
tion of the NPAs right now relate to 
these areas. When it comes to the 
slowdown, we were growing at 8 % 
and are now growing at 7%, but a 
1 % slowdown does not create stress 
for a banking system anywhere. 
Even SM Es donot get badly hit with

a 1 % slowdown. Yes, they could be 
in trouble if  growth slips to6% .

As for the agri sector, it’s an area 
of concern for everybody We, as 
banks, are required toallocate 18% 
of the total loans given to the agri­
culture sector, but the sector does­
n't contribute as much to GDP and 
there probably isn ’t even that 
much demand. On top of this, the 
repayment culture gets vitiated at 
tim es if  the government an­
nounces a loan waiver; that's a con­
cern. Despite this, the banks have 
done a good job  managing the agri 
loans. And we do w antflnancial in­
clusion, but ultimately, lendinghas 
to be viable. In sum, NPAs aren’t 
that unmanageable right now. And 
if  we grow faster, say at 7.5% from 
7 “o now, with a change in senti­
ment, things win improve.

HDFC Bank has been aggres­
sively lendingln the semi-urban 
and ru ral areas...

In the past three years, HDFC 
Bank has completely changed the

way we do business. Approximate­
ly 40% of our business is now done 
outside the top 15 cities, whereas 
three years ago, the business was 
largely concentrated in the large 
cities, w hich brought in 80%. As 
part of our CSR initiative, we have 
setagoalof viablefundingbecause 
w ebelievecharltycan’treallyhelp. 
So, we go to the bottom of the pyra­
mid, we form a self-help group and 
we help them create a business op­
portunity that will allow them to 
repay the loan and live properly 
The average ticket size of the loans 
is between ?10,000 and ?25,000, and 
it's a profitable businesses. It be­
comes even more profitable with 
scale, because the fixed costs come 
down. We started th is  initiative 
about one and a half years ago and 
wehavealready taken in 1.2million 
from below the poverty line to 
above the poverty line. At this run 
rate, we will take this to 10 million 
fam ilies in the next four years, 
which would be 40 m illion people.

W hich are  the areas where 
you lend?

We have taken on the responsi­
b ility  of substitu ting  the money­
lender in the in teriors. For in ­
stance. we have taken all our 
lending products into the h inter­
land; we are m arket leaders in 
two-wheeler loans, as also  in jew ­
ellery loans, and we lend at be­
tween 11.5% and 13.5®o. We also 
lead the CV m arket and are  lend­
ing to sm all shopkeepers, me- 
chan icsand  we believe th is will be 
a good business. I t ’s not easy to 
lendin these areas, but we arealso 
grow ing the branch network. To­
day we have some 2,300 odd 
branches, of w hich 40-45% are in 
the in teriors. We are  getting de­
posits and the delinquencies are 
lower than we have had in the big­
ger cities. T h ere  is affluence and 
we should cash  in  on it. The key 
point to note is that we can scale 
up the business because it is not 
charity, it's profitable.

Deposits ai*e growing at rather 
subdued sub 15% levels...

T hat could be because of infla­
tion or because people are putting 
theirm oney into real estate orgold. 
Typically if  we have a 17% asset 
growth for the banking system, de­
posits need to grow at 13-14 % since 
the base is higher, so the mismatch 
isn ’t too bad ju st now.
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