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Over the past three years. HDFC"
Bank, a role modelfor the banking r
industry, with steady profitability)
and low delinquencies, haschanged |
the way itworks. Theprivatesectorm
bankhasmovedoutintosemi-urbani
andruralareas. which now bringin!
40 %o f the busiries.-i. MDand CEOofc
HDFC Bank Aditya Puri believesi
that lending even to very' small!
consumerscan beaprofitableinitia- m
five, fostering financial inclusion..
More importantly he’s convinced!
the model is scalable. Puri tellss
Shobhana Subramanlan that the?
economy can regain momentum iff
the government comes up with ax
credible growth path for reducing’
thefiscaldeficit.

How do you read the mood Ini
corporate Indiaright now?

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

Sowhatis Industry saying?

Why are we not encouragintg
FDI? Foreign companies want to)
investinindia, butit'sanightmares
for those wanting to bring in moni-
ey There are problems in the pow- -
ersector,whichweneedtosortout
If Coal India doesn'thave thecoaU,
we need to have new mines. 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 combination of a reduction im
subsidies and more investment tro
create supply Also, while publkc
private partnerships are a goocd
way to go, we can't have subsidisecd
pricing; where will the private ini-
vestor getthe funding? To have 7%
growth for five years, the investt-
mentneedsto comeback. Since de-
mand creation is going to be very
large, we need to have investmemt
and jobs for 12 million people whto
will come into the workforce.

So what do you feel the goverm-
mentshould do?

If you take a two-year perspecc-
tive, while a 9% growth rate maiy
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have been somewhat unrealistic,
we shouldn’t also get too pes-
simistic. We'll probably close this
yearat7%. So, subsidies need tobe
contained.Theycan’tbeopen-end-
ed, especially foroil. 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
needtorealise thattherejustaren’t
enough people in the tax net. Let
them push for DTC and GST, which
willimprove tax revenues.

What level of deficit would you
becomfortable 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
thatthis should godownoverape-
riod of time; the FRBM had said
3%, What we need is a credible
path to 3%, not just numbers.
Hopefully the budget will provide
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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

some direction with regard to re-
ducing the fiscal deficit; the
deficitnumberitselfisnotimpor-
tant as long as we have the right
policies to ensure thatitfalls over
time. So.even if itis5.2 % or5.3%
of GDP or so, it doesn’t matter as
long as the market doesn't per-
ceive thatthe targetis notgoingto
be met.

Woulditbeworryingif the bor-
rowings of the government
from the bond marketcross this
year’s level of ?5.2 lakh crore?

I would say so. At this point in
time, liquidity is tight partly be-
cause RBI wants it to be tight. In
any case, RBlhas been sayingthat
the normalised CRR should be
about3%,sowehavealotoflevers

toaddressliquidity. If the borrow-
ings are contained to ?5 lakh
crore, this should not crowd out
borrowings and, of course, we
may need to continue with the
open marketoperations.

What do you make of the delin-
quenciesinthebanklngsystem?

Youwouldagreethatif thereare
NPAs in aviation or power, or com-
panies that were highly leveraged
oreventextiles,they havelittle todo
withthe slowdown.Andalargepor-
tionof the NPAsright nowrelate 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 notcreate stress
for a banking system anywhere.
Even SMEsdonotgetbadly hitwith
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a 1% slowdown. Yes, they could be
introubleif growth slipsto6%.

Asfortheagrisector, it’san 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
times if the government an-
nouncesaloanwaiver; that'sacon-
cern. Despite this, the banks have
done a goodjob managing the agri
loans. And wedo wantflnancial in-
clusion, butultimately, lendinghas
to be viable. In sum, NPAs aren’t
that unmanageable right now. And
if we grow faster, say at 7.5% from
7“0 now, with a change in senti-
ment, things winimprove.

HDFC Bank has been aggres-
sively lendinglnthe semi-urban
andrural areas...

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

40% ofourbizisdone outsidetop 15cities’

way we do business. Approximate-
ly 40% of ourbusiness is now done
outside the top 15 cities, whereas
three years ago, the business was
largely concentrated in the large
cities, which brought in 80%. As
partofour CSR initiative, we have
setagoalof viablefundingbecause
webelievecharltycan’treallyhelp.
So, we go tothe 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 averageticketsize of the loans
is between ?10,000 and 725,000, and
it's a profitable businesses. It be-
comes even more profitable with
scale, because the fixed costs come
down. We started this initiative
aboutone and a half years ago and
wehavealready taken in 1.2million
from below the poverty line to
above the poverty line. Atthis run
rate, we will take this to 10 million
families in the next four years,
which would be40 million people.

Which are the areas where
you lend?

We have taken on the responsi-
bility of substituting the money-
lender in the interiors. For in-
stance. we have taken all our
lending products into the hinter-
land; we are market leaders in
two-wheeler loans, as also injew-
ellery loans, and we lend at be-
tween 11.5% and 13.5®o0. We also
lead the CV market and are lend-
ing to small shopkeepers, me-
chanicsand webelieve this will be
a good business. It’s not easy to
lendin theseareas, butwe arealso
growing the branch network. To-
day we have some 2,300 odd
branches, of which 40-45% are in
the interiors. We are getting de-
posits and the delinquencies are
lower than we have had in the big-
ger cities. There 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...

That could be because of infla-
tion or because people are putting
theirmoney intorealestate orgold.
Typically if we have a 17% asset
growth forthe banking system, de-
posits need to grow at 13-14% since
the base is higher, so the mismatch
isn’ttoo badjust now.




