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HDFCBANK Overview 
]] a 12-month price target of $70.08 triangulated between our residual income model (RIM), dividend 
discount  

Target Price ₹1,950.30 \ 

Last close ₹1,651  

Upside `5.3% \ 

Market Cap ₹12,59,842 Cr. \ 

Shares Out. 763.08 Cr. \ 

52-Week High ₹1,794  

52-Week Low ₹1,363.55 bank currently trades at ~2x book value for just a 12.5% ROE while its forward P/E of 16.7x represents a 28.2% 

P / E (LTM) 18.48x trading premium to other majors, more than double the historical premium of 13.7%. We see the market 

P / B (LTM) 2.66x 
   underappreciating: 1) CBA’s overweight exposure to a deteriorating mortgage market, 2) the Net Interest Margin 

(NIM) flow-through of ultra-low rates; and 3) the impact of the RBNZ’s ne 

           Price History   

  

 

 
 

 
 

 

1. Strong Earnings Growth & Profitability  

With national house prices well below 2017 peaks (-5.2% YoY) and 2Q19 GDP growth figures coming in at their 

weakest level since 2009, we see CBA as the most exposed of the majors to headwinds facing a deteriorating 
housing market due to its overweight exposure to home lending. We forecast: 

• Front-book pricing pressures to continue in the mortgage space as CBA turns to aggressive discounting to 
maintain its dominant position in a hyper-competitive environment 

• A volume-margin trade off occurs as growth in the broker channel continues to drive loan book growth, a 
strategy which marks a departure from CBA’s core focus on propriety lending. Given the weak housing 
market, we do not believe now is the right time to be chasing balance sheet growth 

• CBA’s exposure to deteriorating asset quality rises as the cycle turns, with increasing nonperforming loans 
and mortgages with negative equity to outpace system growth. This is exacerbated by 1) the high level of 
Australian household gearing (200% of disposable income); and 2) CBA’s overweight exposure to WA, and 

 
QLD (states which have recorded the highest negative equity driven by stagnating wages and cost of living 

 
 

 

 

 

 

 

 pressures) 

2. Improving Net Interest Margins and Asset Quality  
 un-19/Jul-19 rate cuts to 1%, Australian banks have entered into uncharted territory; interest rates have 

fallen to historic lows and represent a challenging NIM environment for banks. We see greater 
downside risk to CBA’s NIM due to: 

- 

 

 

 

 
 • CBA’s lower-cost deposit base relative to peers, meaning it has less scope to pass on cash rate cuts as 

deposit rates reach their natural zero bound 

• Political and regulatory scrutiny post-Royal Commission, placing pressure on banks to pass on rate cuts to 
borrowers. CBA has limited scope to reprice its loan book to offset the NIM pressure from its increasingly 
large pool of rate-inert deposits, and; 
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Private Banks P/BV vs ROE Regression 
 

 

The market has not yet seen the full effect of previous on CBA’s cash earnings as hedging benefits of the 
replicating portfolio run-off within the next 12 months. We estimate a 15% impact on FY20 NPAT 

We then look to various features of the Australian macro economy to demonstrate why lower rates in Australia 
are disproportionately worse for banks. These include: 1) a higher estimate of the effective lower bound (ELB), 
2) a higher share of variable rate mortgages, 3) a higher market share of credit provided by the banking 
sector; and 4) the lack of a tiered reserve system. 

3. Attractive Valuation & Capital Strength        

acknowledge that CBA’s divestment pipeline will allow the bank to achieve a superior excess capital position 

relative to the other Australian majors, which is contributing to its current valuation premium. The market is 
pricing in $3-5bn in capital management initiatives in FY20 (in the form of a share buyback or special 

dividend). 
However, we do not expect this to eventuate given: 

• A large portion of CBA’s pro-forma 11.8% CET1 is dependent on the success of complex divestments 
which are unlikely to complete in the next 12 months, and; 

0.00% 5.00% 10.00% 15.00% 20.00% 

Return on Equity 

 
Source: Alpha Spread 

• A newly formed, risk-averse management team is likely to take a prudent approach to the RBNZ’s Tier 1 
Capital proposal by meeting the requirements up front. Our proprietary calculations indicate management 
cannot afford to pursue this approach and provide a return of funds to shareholders 

 
 

           Recent Catalysts 
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HDFC Bank had impressive earnings growth, with net profit projected to rise from ₹64,062 crore in FY24 
to ₹84,133 crore in FY26, representing a 10.9% CAGR. The bank's Net Interest Income (NII) is expected 
to grow significantly from ₹129,510 crore in FY24 to ₹190,994 crore by FY26, equating to a 14.6% CAGR. 
 

• Substantial portion of this growth can be attributed to HDFC Bank's diversified loan portfolio, 
where retail loans now constitute 50% of total advances, where retail loans now constitute 50% of 
total advances. The bank is strategically focusing on sectors like housing finance and commercial 
banking, which are expected to grow at 10% CAGR over the next two years.  

• HDFC Bank's Net Interest Margin (NIM) stands at 3.5%, with expectations of gradual 
improvement as the bank replaces high-cost borrowings with lower-cost retail deposits. 

• Bank maintains a strong return on equity (RoE) of 14.6%, significantly higher than its peers, 
alongside a healthy gross NPA ratio of 1.33%, indicating effective risk management. 

 

HDFC Bank has an attractive valuation, trading at a price-to-earnings (P/E) ratio of 15.9x FY25E 
earnings (sharekhan estimate), which is below the sector average, while its price-to-book value (P/BV) 
stands at 2.2x FY25E (sharekhan estimate). Given its projected return on equity (RoE) of 14.6%, these 
valuation metrics indicate a favorable investment opportunity compared to its peers, many of which are 
trading at higher multiples. Furthermore, HDFC Bank's intrinsic value is estimated at ₹2,117.66, 
suggesting a 28.3% upside from its current trading price of ₹1,651. The bank maintains a strong capital 
adequacy ratio (CAR) of 19.3%, significantly above the regulatory minimum of 10.5% set by the Reserve 
Bank of India. Its Tier-1 capital ratio is at 17.3%, providing a strong buffer for potential growth and 
mitigating risks associated with economic fluctuations. 

HDFC Bank, trading at ₹1,651 (as of 13 October 2024), presents a 28.3% upside with a target price of 
₹2,117.66, based on the Peter Lynch Fair Value model. The bank's Net Interest Income (NII) is projected 
to grow from ₹129,510 crore in FY24 to ₹190,994 crore in FY26, reflecting a 14.6% CAGR, while net profit 
is expected to rise from ₹64,062 crore in FY24 to ₹84,133 crore in FY26, at a 10.9% CAGR. Net Interest 
Margin (NIM) currently stands at 3.5% and is expected to improve as HDFC Bank replaces high-cost 
borrowings with lower-cost deposits. The loan book is set to grow at a 10% CAGR over FY24-FY26, driven 
by higher-yielding retail and rural segments. HDFC Bank’s capital adequacy ratio (CAR) of 19.3% and Tier-
1 ratio of 17.3% provide a solid foundation for future growth, while the P/BV of 2.2x FY25E and P/E of 15.9x 
FY25E make it an attractive proposition. The bank has a return on equity (RoE) of 14.6% and offers a 
dividend yield of 1.2%, ensuring value for shareholders. Moreover, gross non-performing assets (GNPA) 
are well-contained at 1.33%, reflecting the bank’s strong asset quality. HDFC Bank is poised to benefit from 
the ongoing shift to higher-margin retail loans, which currently account for 50% of its total loan book, 
further improving profitability. With a loan-to-deposit ratio of 103.5% and a 52-week high of ₹1,792, the 
bank is well-positioned for sustainable growth. Factoring in multiple valuation models, along with the after-
tax WACC of 11.0% to 12.4%, our blended analysis points to a long-term target price of ₹1,950 (15.3%). 
 
 
 

Oct 4 - HDFC Bank’s deposits rise 15.1% 
in September quarter 
 
Oct 4 – HDFC Bank’s gross advances rise 
1.3% sequentially in Q2, deposits climb 
 
Sept 20 – HDB Financial clears IPO in first 
public float from HDFC group in 6 years 
 
Sept 20 – HDB Financial Services to raise 
299mln dollars via IPO 
 
Sept 12 – HDFC Bank in talks with global 
lenders to offload 1 billion dollars in loans 
 

 

HDFC Bank's Net Interest Margin (NIM) is currently at 3.5%, with projections indicating a gradual 
improvement as the bank replaces high-cost borrowings from its merger with HDFC Ltd. with lower-cost 
retail deposits. The bank aims to enhance its NIM, which is critical in the current low-interest-rate 
environment. For context, a 25-30 basis point improvement in NIM could significantly impact 
profitability, given the bank’s scale. 
 

• As of Q1FY25, HDFC Bank's loan-to-deposit ratio (LDR) stands at 103.5%, indicating effective 
use of its deposit base to fund growth. The bank's strong focus on retail deposits, which now 
comprise approximately 75-80% of its total incremental deposits, supports to enhance funding 
stability. 

• In terms of asset quality, HDFC Bank has maintained a gross non-performing assets (GNPA) 
ratio of 1.33% and a net NPA (NNPA) ratio of 0.39%, reflecting strong credit risk management. 
The bank's provision coverage ratio stands at 71.2%, ensuring adequate buffers against 
potential losses. These figures position it strongly against potential economic headwinds while 
continuing to focus on improving net interest margins and maintaining high asset quality. 

 

        
            Market Multiples 

Ticker Market Cap          P/E P/B 

HDFCBANK 12.6T CMC 15.9x FY25E 2.2x FY25E 

     ICICIBANK  8.6T 19x 3.2x 

KOTAKBANK 3.7T 17.4x 2.9x 

AXISBANK 3.6T 13.6x 2.2x 

INDUSINDBK 1T 11.6x 1.7x 

YESBANK 670.6B 46.1x 1.5x 

IDBIBANK 895.5B 14.2x 1.6x 

FEDERALBK 456.8B 11.3x 1.5x 

BANDHANBK 338.7B 13.2x 1.6x 

RBLBANK 123.7B 9.6x 0.8x 

Median        17.10x              1.92x 

 
     

 

Key Financial Figures (INR Billion) 

(source, Motilal Oswal Research) 

 
FY21 

 
FY22 

 
FY23 

 
FY24 

 
FY25E 

 
FY26E 

Interest Spread 4.0 3.9 4.1 3.2 3.3 3.3 

Net Interest Margin 4.1 3.9 4.1 3.4 3.5 3.5 

CET1 Ratio 16.9 16.7 16.4 16.3 17.0 17.4 

CASA Ratio 46.1 48.2 44.4 38.2 35.3 36.4 

Cost / Total Income 36.3 36.9 40.4 40.2 40.7 40.1 

ROA 1.9 1.9 1.9 1.8 1.8 1.9 

Book Value (INR) 370 433 502 580 649 731 

EPS Growth % 17.8 18.1 18.6 1.0 11.9 14.5 

Dividend Per Share (INR) 6.5 15.5 19.0 19.0 20.0 21.0 

Dividend Yield (%) 0.4 1.0 1.2 1.2 1.2 1.3 

 

O
c
t
 
4
 
-
 
H
D
F
C
 
B
a
n
k
’



 
Squirera Research | 2 

Business Model 

Source: Canstar 

Exhibit 1: Loan Book Growth 
 

 

BUSINESS DESCRIPTION 
 

 

 

 

CBA’s history of strong performance has been driven by its market-leading position in retail banking, servicing 
17.4 million customers in 2019. CBA’s strength in retail banking is attributable to its high-quality deposit 
franchise, leadership in home lending, and continued investment in its digital offering. CBA boasts superior 
market penetration with 7 million digital customers and 1 in 3 Australians naming CBA as their main financial 
institution (MFI). After a series of significant financial scandals uncovered by regulatory bodies and the Banking 
Royal Commission (BRC), particularly in CBA’s wealth and insurance divisions, management have shifted their 
strategic focus towards business simplification and effective risk management, implementing a divestment-led 
realignment to the core banking business. 

 

CBA provides banking services to individuals, small businesses and institutions through 6 core business 
divisions: Retail Banking Services (RBS), Business & Private Banking (B&PB) and Institutional Banking & 
Markets (IB&M), Wealth Management and International Financial Services (IFS) (Exhibit 1). CBA’s Australian 
operations comprise 85% of group revenue with its New Zealand operations (ASB Bank) comprising 12% of 
revenue. With CBA’s core competitive advantage lying in retail banking, RBS represents the largest revenue 
generator of the business (50% of net interest income (NII); Exhibit 2) providing home loan, consumer finance 
and retail deposit products through CBA’s industry-leading branch and ATM network. CBA generates revenue 
through two main channels: 1) interest income and 2) non-interest income. 

nterest income: CBA provides loan products that generate revenue through the Net Interest Margin (NIM); 
the spread of interest charged on loans issued and interest paid to depositors and lenders. The key drivers of 
NIM are: 1) Maturity-transformation of assets – whereby banks receive short-term financing (e.g. deposits) and 
issue long-term loans (e.g. mortgages) to generate revenue over the term spread. 2) Funding mix – customer 
deposits are the cheapest source of funding for banks; CBA’s strong high-quality deposit base optimizes its 
NIM by minimizing asset funding costs. Customer deposits accounted for 69% of CBA’s total funding in FY19 

  and the remainder consisted of longer-term wholesale funding. 3) Asset pricing – Higher spreads charged on 

Exhibit 3: CBA’s interest and non- 
interest earning income 

 
Product Interest Fees 

Home loans X X 

Corporate 
loans 

X X 

Credit cards X X 

Financial 
advice 

 X 

Transaction 
account 

 X 

Source: Company data, figures in A$m 

 

Exhibit 4: Home Loan Market Share 
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ANZ CBA NAB WBC BEN BOQ SUN 

Source: APRA 
 

Exhibit 5: CBA Market Share (FY09 v 
FY19) 

 
27.0% 

 
Home lending Credit cards Business lending 

 FY09  FY19 

Source: APRA 

 
 

Exhibit 6: Non-bank lending growth 

CBA’s loans drive NIM expansion. However, asset pricing is largely determined by industry dynamics, such as 
increased competition and the ease of customer refinancing to lower margin loans. 4) Basis risk – the basis risk 
premium is the spread between the 3-month bank bill swap rate (BBSW) and the 3-month overnight index swap 
rate (OIS). A higher spread indicates lower system liquidity and greater costs of short-term lending, which will 
compress bank NIMs. 

Non-interest income: CBA also generates revenue through 1) Fee-based services such as insurance and 
financial planning, primarily in its B&PB divisions. Fee-based revenues have shifted from an ongoing service 
fee models to a fee-for-service model following criticism during the BRC. 2) Customer service fees are charged 
on lending, deposit and transaction accounts (e.g. lending fees from overdrawn accounts and transaction fees). 

 
 

 

Four pillar oligopolies: CBA operates as one of four major commercial banks in Australia, alongside 
Westpac Banking Corporation (WBC), National Australia Bank (NAB), and Australia and New Zealand 
Banking Group (ANZ). These four make up APRA’s 4 ‘domestic systematically important banks’ (D-SIBs), 
holding 71% market share. CBA and WBC are known for their leadership in retail banking, with the highest 
share of household lending and deposits. NAB has historically dominated the business lending sector, with an 
industry leading corporate lending market share of 21%, while ANZ has seen a decline in its owner-occupied, 
home-lending market share (its 75 bps YoY decline to 15.7% is the largest fall in APRA history). The regional 
banks Bendigo and Adelaide Bank (BEN) and Bank of Queensland (BOQ) service retail and small business 
customers, particularly in rural areas, holding 2.7% and 1.7% share of home lending respectively. 

Retail banking dominance: CBA has cemented its position as an industry leader in retail banking, boasting 
superior market shares in the key product areas of home lending (24%), household deposits (28%) and credit 
cards (27%). CBA’s leadership has resulted from a strong strategic focus on customer experience with the bank 
leveraging strong brand awareness, industry-leading digital offering and investment in its proprietary customer 
network, boasting the largest network of 1,000 branches and 3,000 ATMs in Australia. CBA’s focus on 
technological innovation can be seen through CBA’s mobile banking app being rated best in the country for 
three years in a row and being rated the best online bank by Canstar for 10 years in a row. CBA continues to 
lead majors in housing credit growth, with 3-month annualized growth at May-19 being 1.3x the system average. 
Through marketing initiatives targeting young people such as school banking programs, CBA has driven brand 
loyalty, particularly in the under 35 age group, allowing them to grow a high-quality, low-cost deposit base, with 
the largest proportion of household and SME stable deposits out of the majors (40% of deposit base vs 24% for 
majors ex. CBA). CBA also holds a dominant market position in New Zealand, operating under ASB New 
Zealand, holding 22% of the NZ mortgage lending market share behind ANZ (31%). 

But competitive forces are growing with entrance of non-traditional players: Looking forward, CBA and 
other incumbents in the banking sector face growing competition from rivals such as neo-banks, peer-to-peer 
lenders and other non-authorized deposit-taking institutions (ADIs) who are often backed by superannuation 
funds or global private equity firms. The rise of non-traditional players attempting to disrupt the industry which 
traditionally had high barriers to entry has placed pressures on market share and pricing (Exhibit 6). Further, 
open banking provides access to consumer data across financial institutions, which has made it increasingly 
easier for customers to refinance and switch to new products and services, increasing competition and placing 
greater pricing pressure on banks. 

 

 Market Dynamics  

RBA rhetoric remains dovish: The market is expecting a deeper easing cycle following the Jun-19 and Jul-19 
rate cuts, with a 100% probability of a rate-cut priced into interest rate futures for Nov-19 and a 65% probability 
for Mar-20. Dovish shifts across global central banks and market volatility driven by global trade war tensions 
point to a general weakening in the macroeconomic environment. Domestic conditions also remain soft with 

Overview 

24.4% 

21.0% 
19.0% 

16.6% 

13.6% 

2% 

18% 

26% 

28% 

21% 

Exhibit 2: Divisional breakdown of 
Net Interest In

Source: Company data, figures in A$m 

30% 

20% 

10% 

% 

-10% 
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HDFC Bank operates a diversified financial services model with a strong focus on retail and wholesale 
banking. With a vast customer base of 93 million and an extensive branch network of 8,000+ outlets, the 
bank provides a broad range of products, including personal loans, home loans, auto loans, credit 
cards, andHDFC Bank’s business model is a balanced mix of retail and wholesale banking, supported by 
treasury operations, a HDFC Bank’s business model is a balanced mix of retail and wholesale banking, 
supported by treasury operations, a strong digital strategy, and contributions from its subsidiaries. The 
bank serves 93 million customers through 8,091 branches and digital channels, offering a wide range of 
retail products like personal loans, home loans, auto loans, and credit cards, with retail loans accounting 
for 50% of its total advances(Investor Presentation M…)(Annual Report FY24). 
In wholesale banking, HDFC Bank caters to large and mid-sized corporations, providing working capital 
loans, trade finance, and forex services, contributing significantly to fee income(Annual Report FY24). 
Treasury operations, involving investments in government securities and forex trading, support liquidity 
and risk management(Annual Report FY24). 
A high CASA ratio of 38% helps the bank maintain a low-cost funding base, supporting competitive loan 
pricing(Annual Report FY24). The bank’s capital adequacy ratio of 19.3% ensures financial stability and 
growth capacity(Annual Report FY24). 
Subsidiaries like HDFC Securities and HDB Financial Services add to the bank’s value, contributing to 
diversified income streams through brokerage services, wealth management, and NBFC lending. These 
subsidiaries strengthen HDFC Bank’s market presence beyond traditional banking, allowing it to capture 
more of India’s growing financial services demand. 
strong digital strategy, and contributions from its subsidiaries. The bank serves 93 million customers 
through 8,091 branches and digital channels, offering a wide range of retail products like personal loans, 
home loans, auto loans, and credit cards, with retail loans accounting for 50% of its total advances
(Investor Presentation M…)(Annual Report FY24). 
In wholesale banking, HDFC Bank caters to large and mid-sized corporations, providing working capital 
loans, trade finance, and forex services, contributing significantly to fee income(Annual Report FY24). 
Treasury operations, involving investments in government securities and forex trading, support liquidity 
and risk management(Annual Report FY24). 
A high CASA ratio of 38% helps the bank maintain a low-cost funding base, supporting competitive loan 
pricing(Annual Report FY24). The bank’s capital adequacy ratio of 19.3% ensures financial stability and 
growth capacity(Annual Report FY24). 
Subsidiaries like HDFC Securities and HDB Financial Services add to the bank’s value, contributing to 
diversified income streams through brokerage services, wealth management, and NBFC lending. These 
subsidiaries strengthen HDFC Bank’s market presence beyond traditional banking, allowing it to capture 
more of India’s growing financial services demand. 
HDFC Bank’s business model is a balanced mix of retail and wholesale banking, supported by treasury 
operations, a strong digital strategy, and contributions from its subsidiaries. The bank serves 93 million 
customers through 8,091 branches and digital channels, offering a wide range of retail products like 
personal loans, home loans, auto loans, and credit cards, with retail loans accounting for 50% of its total 
advances(Investor Presentation M…)(Annual Report FY24). 
In wholesale banking, HDFC Bank caters to large and mid-sized corporations, providing working capital 
loans, trade finance, and forex services, contributing significantly to fee income(Annual Report FY24). 
Treasury operations, involving investments in government securities and forex trading, support liquidity 
and risk management(Annual Report FY24). 
A high CASA ratio of 38% helps the bank maintain a low-cost funding base, supporting competitive loan 
pricing(Annual Report FY24). The bank’s capital adequacy ratio of 19.3% ensures financial stability and 
growth capacity(Annual Report FY24). 
Subsidiaries like HDFC Securities and HDB Financial Services add to the bank’s value, contributing to 
diversified income streams through brokerage services, wealth management, and NBFC lending. These 
subsidiaries strengthen HDFC Bank’s market presence beyond traditional banking, allowing it to capture 
more of India’s growing financial services demand. 
 savings accounts, with retail loans accounting for 50% of its advances. On the corporate side, it offers 
commercial loans, working capital solutions, and trade services, serving large and mid-sized 
businesses. The bank's merger with HDFC Ltd has further strengthened its presence in housing finance, 
expanding its reach and customer offerings. This combination of diversified offerings, a strong deposit base, 
and capital strength makes HDFC Bank a dominant player in the Indian banking industry. 

Dominance in Indian Banking: HDFC Bank is a leading player in the Indian banking sector, characterized 
by a strong position among the top private sector banks. As of FY24, it holds a significant market share in 
various segments, including retail banking, where it commands a 50% share of total advances (Annual 
Report FY24). The bank’s diversified portfolio includes personal loans, home loans, credit cards, and 
commercial lending, which allows it to cater to a wide array of customers, ranging from individuals to large 
corporations. Its robust retail banking operations are bolstered by a vast network of 8,091 branches and 
over 22,000 ATMs, ensuring extensive reach and accessibility (Annual Report FY24). 
 
Leadership in Retail Banking: HDFC Bank has cemented its position as a frontrunner in the retail banking 
space, boasting a CASA ratio of 38% and a Net Interest Margin (NIM) of 3.5%, which underscores its 
ability to attract low-cost deposits while maintaining profitability (Annual Report FY24). The bank's strong 
emphasis on customer experience, enhanced by its award-winning mobile banking app, has positioned it 
as a digital banking leader. This is reflected in the high customer satisfaction ratings and a significant digital 
adoption rate among its over 60 million active users (Investor Presentation). Moreover, HDFC Bank's focus 
on technological innovation and digital transformation has allowed it to maintain a competitive edge, with 
strategic initiatives targeting the millennial demographic driving brand loyalty and increasing its low-cost 
deposit base. 
 
Emerging Competitive Forces: However, HDFC Bank faces increasing competition from both traditional 
and non-traditional players in the Indian banking landscape. The rise of fintech companies, neo-banks, and 
peer-to-peer lending platforms is disrupting the industry, challenging the established banks' market share 
and pricing strategies. Additionally, initiatives like open banking are facilitating easier access to consumer 
data, empowering customers to compare products and switch providers with minimal friction, thereby 
intensifying competition. Despite these challenges, HDFC Bank's solid financial fundamentals, asset quality 
(GNPA at 1.33%), and proactive risk management strategies position it well to navigate the evolving banking 
landscape while capitalizing on growth opportunities across various financial sectors 
 
Future Growth Prospects: As the economy grows, demand for financial products is expected to rise, 
particularly in retail and rural banking, aligning with government initiatives for financial inclusion. The bank 
aims to enhance its offerings in digital payments and sustainable finance to capture emerging trends. 
With a strong capital base (CAR of 19.3%) and a commitment to innovation, HDFC Bank is poised to 
maintain its market leadership while adapting to the changing landscape 

Persistent Low Interest Rates: The Indian banking sector is navigating a landscape characterized by 
sustained low interest rates due to the Reserve Bank of India's (RBI) accommodative monetary policy. The 
current repo rate is at 6.50%, and market analysts expect further cuts to stimulate economic activity amidst 
sluggish growth. The RBI has projected GDP growth at 6.4% for FY25, rebounding from the slowdown 
experienced in FY24, when GDP growth dipped to 5.0%(hdfc geojit). With inflation rates remaining below 
target levels, the RBI is poised to maintain its dovish stance, signaling that low rates may persist in the near 
term 

Exhibit 2: CASA and Advances 
Growth 

Source: Motilal Oswal HDFC Report 

 

HDFC Bank’s business model is built on a well-diversified platform that includes retail banking, wholesale 
banking, and treasury operations, supported by its strong digital capabilities and subsidiaries. With over 
93 million customers and 8,091 branches, the bank's retail segment offers a wide array of products, 
including personal loans, home loans, and credit cards, contributing 50% to the total loan book (Investor 
Presentation) (Annual Report FY24). On the corporate side, HDFC Bank provides working capital loans, 
trade finance, and forex services, ensuring a stable flow of fee-based income. Treasury operations help 
manage liquidity through investments in government securities and forex trading (Annual Report FY24). 
A CASA ratio of 38% supports low-cost funding, allowing the bank to maintain competitive lending rates, 
while a capital adequacy ratio of 19.3% underlines its financial strength. HDB Financial Services 
Limited (HDBFSL), in which HDFC Bank holds a 94.6% stake, operates as a non-deposit taking NBFC. It 
offers a wide range of loans and asset finance products, including secured and unsecured loans tailored to 
meet the needs of first-time borrowers and underserved segments. HDBFSL reported a 25.6% increase in 
profit after tax, reaching ₹2,461 crore for FY24, with a total loan book growth of 28.8%, now at ₹90,218 
crore. 
 
HDFC Life Insurance Company Limited, with HDFC Bank holding 50.4%, is a leading provider of life 
insurance solutions in India. It offers over 80 products, including individual and group insurance plans, 
achieving a claim settlement ratio of 99.7% in FY24. In the same period, HDFC Life reported a profit after 
tax of ₹1,569 crore, expanding its reach with 535 branches nationwide. HDFC Asset Management 
Company Limited (HDFC AMC), in which HDFC Bank holds 52.55%, is a significant player in mutual 
funds, managing assets worth over ₹6 lakh crore, catering to 96 lakh unique investors. Other key 
subsidiaries include HDFC ERGO General Insurance, which provides a complete range of general 
insurance products and holds a 50.5% market share, and HDFC Securities, a major brokerage firm that 
serves 53.82 lakh customers. Together, these subsidiaries reinforce HDFC Bank's position as a 
comprehensive financial services provider, enabling cross-selling opportunities and enhancing customer 
engagement across various financial sectors. 
 
 

Exhibit 3: Subsidiary PAT Distribution 

Source: Motilal Oswal HDFC Report 

 

Source: Investor Relations, HDFC Bank 

 

Exhibit 4: Loan Book Breakdown 

Source: Investor Relations, HDFC Bank 

 

Exhibit 5: CASA Ratio vs NIM 

Source: Motilal Oswal HDFC Report 

 

Exhibit 6: Digital Adoption Growth 
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wage growth remaining flat at 2.3% and consumer sentiment falling 4.1% in Jul-19 despite rate cuts and tax 
relief. Further, with Australia’s record high household gearing levels (123% of GDP) causing a debt overhang 
effect, consumers are paying down record levels of debt while rates are low, weakening consumer spending 
growth to 1.4% and limiting economic activity. With the unemployment rate remaining stubborn at 5.2% for the 
third consecutive month in Aug-19, the RBA has recently revised down the non-accelerating inflation rate of 
unemployment (NAIRU) by 50bps to 4.5% in Jun-19. In light of this, we expect the RBA to cut rates to support 
a weakening labour market and stimulate credit growth and consumer spending, in the lead up to the crucial 
holiday period. 

Bottoming housing market is stabilizing but credit growth remains subdued: From 2012-2017, record low 
interest rates and elevated foreign residential investment drove a housing boom in the Australian property 
market, with growth in dwelling stock overtaking population growth in 2014. In just five years to late 2017, 
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Australian house prices increased almost 50% in just 5 years with major cities such as Sydney and Melbourne 
seeing the largest price increases. However, a correction in the housing market in late 2018 resulted in a 9% 
correction in national prices from Oct-17 to Mar-19 with housing credit growth falling from a previous high of 

  4.9% to just 3.7% in May-19. Over August 2019, housing prices appeared to stabilise as the hardest-hit Sydney 
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Exhibit 9: Bank Dividend Yield 
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and Melbourne markets grew 1.6% and 1.4% respectively. Buyer demand and confidence responded positively 
to lower interest rates and easing credit policy, leading to an 80% and 76% auction clearance rates in Sydney 
and Melbourne (Aug-19, highest since early 2017). However, we note that a 40bps disparity still remains 
between national dwelling stock growth and population growth suggesting that downside risk still exists in the 
housing market. We expect mortgage credit growth to remain subdued as the market remains at the bottom of 
the cycle, with overall housing credit growth at 3.3% to Jul-19 and major banks’ housing credit growth remaining 
weak at 1.5-2%. 

Investors are chasing yield in an increasingly low rate environment: Long-term bond yields in major 
advanced economies have fallen considerably since the GFC, primarily driven by sustained levels of low inflation 
and unusually low term premiums, symptomatic of structural changes in the economy. Simultaneously, yield 
curves have flattened (Australia) and even inverted (U.S.). With 10Y Australian Government Bond yields falling 
below 1% for the first time in Aug-19 (currently 1.09%) and average term deposit rates remaining below 2%, 
CBA’s current dividend yield of 5.4% has become increasingly attractive to yield-hungry investors in a low 
interest rate environment. With CBA offering a stable dividend yield (4.16% to 6.60% over the past five years) 
and its historical implementation of a progressive dividend policy, investors have particularly rewarded CBA, 
driving up its valuation premium ~30% over majors. 

 Industry Dynamics   
Royal Commission brings remediation costs into focus: BRC revealed numerous instances of misconduct 

in the banking industry, including fees charged for no service, conflicts of interest arising from mortgage broker 

remuneration structure and breaches of responsible lending laws. While the benign BRC Final Report saw the 

alleviation of significant regulatory tail risks for banks, the inquiry has seen elevated remediation, risk and 
compliance spend across the industry as banks take steps to remediate customers. The total misconduct cost 

   across major banks and AMP has accumulated to $10bn, with CBA’s costs up to $2.2bn (increasing $1bn in 

Exhibit 10: Post-BRC Wealth 
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FY19) and employing 400 full-time employees to target customer remediation. The banks have shifted focus to 
their core operations and building trust through the implementation of consumer-centric initiatives - CBA’s Better 
Customer Outcomes program involves removing and reducing fees and introducing pre-emptive fee alerts for 
customers. Similar programs have been seen across majors with WBC’s “Get it right, put it right” program and 
NAB’s review of 400 fees across the bank. 
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775 Credit conditions tighten post-Royal Commission: Following the findings from the Hayne inquiry, lending 

standards have significantly tightened as banks impose stricter assessments of mortgages. Banks have turned 
to restricted interpretations of regulatory guidance (such as an increased scrutiny of reported expenses and 
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limitations imposed on equity drawdowns on residential properties), resulting in the fall of ~20% since 2015 in 
maximum loan size to new borrowers. The reduced availability of credit has contributed to the low-growth 
environment in the economy, despite the low interest rate environment. In response to this, APRA removed the 
7% serviceability buffer for authorised deposit-taking institutions (ADIs) to increase borrower’s credit capacity 

  and indirectly stimulate economic growth. CBA responded by lowering its serviceability floor rate from 7.25% to 
5.75%, and increasing its buffer rate from 2.25% to 2.5%. While these changes are likely to increase demand 
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for credit (particularly for first home-buyers) and stimulate volume growth among banks, many risk factors are 
still in place, such as high household debt and subdued income growth. 

APRA and RBNZ to increase regulatory capital requirements: Australian majors are facing pressure on 
capital requirements with proposed regulatory changes from APRA and RBNZ. APRA announced new 
requirements in Jul-19 for major banks to lift Total Loss-Absorbing Capital (TLAC) by 3% of risk-weighted assets 
(RWA) by Jan-24 to reduce the likelihood of taxpayer-funded bailouts in a financial crisis, representing a $13 
billion increase in incremental Tier 2 capital for CBA, increasing CBA’s cost of capital. The RBNZ has proposed 

Pre rate cute & APRA Post rate cuts & APRA lifting the minimum CET-1 required by the four Australian-owned NZ subsidiaries from 8.5% to 16%. With the 
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majority of NZ’s small, agricultural population being serviced by the major Australian banks, the rationale for the 
new requirements is for bank shareholders to bear a greater burden of the risk of losses to protect NZ depositors 
and to ensure banks system sufficiently capitalized to withstand a 1 in 200-year financial crisis. If implemented, 
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the proposals are expected to require the major banks to raise an additional $10-11bn in Tier 1 by 2023. 
However, with APRA and RBNZ’s strained relationship, APRA’s amended APS 222 policy (see Appendix 23) 
will significantly affect the ability of majors to directly inject capital into NZ to meet this requirement by reducing 
the limit on CET1 investment in foreign subsidiaries to 25% (from 50%). We consider this as another incremental 
negative for the banking sector in an environment where there are few positives. 

 CORPORATE GOVERNANCE & MANAGEMENT 

CBA has undergone a significant renewal of its Executive Leadership Team (ELT) following revelations of 
ongoing misconduct and poor corporate governance, which culminated in the departure of former CEO Ian 

Current Proposed Large Bank Proposed Smal     Narev in 2018. Newly appointed CEO Matt Comyn admitted that CBA “has not had the right leadership in the 
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Requirements Requirements past”, and the new ELT has taken steps towards a more robust corporate governance framework, placing 
significant focus on the proper management of non-financial risk, realigning executive remuneration and 
repairing the bank’s damaged relationship with customers and the community. 
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experienced in FY24, when GDP growth dipped to 5.0%. With inflation rates remaining below target levels, 
the RBI is poised to maintain its dovish stance, signaling that low rates may persist in the near term. 
 
Unemployment and Its Influence on Economic Activity: India’s labor market challenges have also played 
a role in dampening economic activity. With unemployment rates hovering around 7.0%, consumer 
confidence remains low, contributing to the overall weakness in demand. However, HDFC Bank's strategic 
focus on rural and semi-urban markets, combined with its expansive branch network of over 8,000 branches, 
has allowed it to tap into underserved markets, providing it with a buffer against the impact of urban 
employment stagnation.  
 
Impact of Consumer Debt and Economic Conditions: Despite low interest rates, the Indian economy faces 
significant challenges due to high household debt levels, currently at around 60% of GDP. This high debt 
burden has reduced discretionary spending, with many households prioritizing debt repayment. Additionally, 
wage growth remains stagnant at around 3.0%, contributing to a subdued consumer sentiment and slower 
retail spending growth. Unemployment remains elevated at 7.0%, further straining consumption and overall 
economic activity. In response, HDFC Bank’s strong CASA ratio of 38% has enabled it to maintain a low-cost 
funding base, which positions the bank well to offer competitive loan products. 
 
Investor Behaviour in a Low Yield Environment: In a low yield environment where fixed-income 
investments provide limited returns, investors are increasingly turning to equities and dividend-paying stocks 
for better yields. HDFC Bank, with a stable dividend yield of 1.2%, has attracted significant investor interest. 
The bank’s strong financial performance, with net profit rising by 37.9% to ₹60,812.3 crore in FY24, 
highlights its resilience and growth potential in a challenging market. Its emphasis on digital transformation 
and expanding its service offerings, including enhanced digital banking and wealth management, positions 
the bank to capture emerging opportunities in the evolving market. 
 
Shifts in Investor Preferences: In this environment of persistently low interest rates, fixed-income 
investments have delivered historically low returns, leading investors to seek alternative assets such as 
equities and dividend-yielding stocks. HDFC Bank, with its 1.2% dividend yield, has become an attractive 
option for yield-seeking investors. The bank’s financial performance, with net profit increasing by 37.9% to 
₹60,812.3 crore in FY24, further strengthens its investment appeal. The stability of its dividend payouts, 
combined with its strong growth prospects in key sectors like housing finance and retail banking, positions 
HDFC Bank as a leading choice for investors looking for long-term, stable returns. 
 
 

Loan and Credit Growth: The Indian banking sector’s loan book continues to expand, with system credit 
growth reaching 13.0% YoY as of September 2024. This growth is largely driven by the personal loans 
segment, reflecting a 21.2% YoY increase, and the MSME sector, which saw a 14.8% YoY rise. Retail 
lending has been a key focus, with banks like HDFC Bank capitalizing on demand in home loans, auto loans, 
and personal credit. However, the growth in unsecured retail loans is tapering as banks adopt more 
cautious risk management practices corporate credit growth, although slower than retail, remains a significant 
contributor to overall loan growth, especially in sectors like infrastructure, telecom, and renewable energy. 
 
Deposit Growth and Funding Challenges: The banking system saw deposit growth of 11.6% YoY, driven 
largely by term deposits, as competition for retail deposits heightened. Banks have increasingly turned to 
certificates of deposit (CDs) as a supplemental funding mechanism to counterbalance slow growth in low-
cost CASA deposits. HDFC Bank outperformed the system average, with deposits growing by 15.1% YoY. 
However, deposit rates have increased in line with the rising cost of funds, squeezing margins across the 
sector.  
 
Net Interest Margin (NIM) Compression: The industry is witnessing NIM compression due to a 
combination of rising deposit costs and moderated loan yields. This is particularly evident as banks are 
compelled to offer competitive rates to attract and retain deposits. NIMs across the sector are expected to 
contract by 5-15 bps in Q2FY25, reflecting the ongoing deposit competition Despite this, banks like HDFC 
Bank are still poised to grow their Net Interest Income (NII), which is expected to rise by 9.4% YoY. 
 
Asset Quality and Credit Costs: Asset quality across the banking sector has generally improved, with gross 
non-performing asset (GNPA) ratios expected to remain stable. GNPAs are anticipated to improve slightly, 
aided by better recoveries and proactive management of stressed accounts. However, slippages are 
expected in specific segments such as microfinance and unsecured personal loans, which have seen 
higher defaults due to economic stresses. Credit costs are forecasted to normalize, and large banks like 
HDFC Bank are expected to see credit costs revert to 1.1% in Q2FY25, down from previous quarters. 
Nonetheless, certain microfinance-heavy portfolios may face elevated stress. 
 
Monetary Policy and Regulatory Changes: The RBI's monetary policy remains accommodative, with the 
repo rate held steady at 6.00% to support economic recovery and credit growth. However, rising inflationary 
pressures and global interest rate trends could push the RBI toward a more cautious approach, which may 
lead to tighter liquidity in the future. Additionally, regulatory measures such as higher risk weights for 
unsecured loans and increased scrutiny of stressed sectors like microfinance are expected to impact banks’ 
risk appetite and lending patterns. 
 

HDFC Bank has built a strong reputation for its prudent management and robust corporate governance 
framework, which has played a pivotal role in its consistent financial performance and market leadership. 
The bank adheres to the highest standards of transparency and regulatory compliance, ensuring alignment 
with both domestic regulations and international best practices. The Board of Directors at HDFC Bank is 
composed of a diverse group of individuals, including independent directors, which ensures a broad 
perspective in decision-making processes. The bank complies with the governance requirements outlined 
by the Reserve Bank of India (RBI) and SEBI, maintaining a well-balanced mix of executive and non-
executive directors. This structure enhances oversight and ensures that decisions are made in the best 
interest of shareholders and other stakeholders. 
As of FY24, the bank has further strengthened its governance framework by including directors with vast 
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Significant corporate governance failings in recent memory: Since 2017, APRA, AUSTRAC and the BRC 
have uncovered significant failings of CBA’s corporate governance processes and widespread instances of 
misconduct, particularly in the bank’s wealth and insurance divisions. In Aug-17, AUSTRAC initiated Federal 
Court action against CBA for ‘serious and systemic breaches’ of anti-money laundering and terrorism financing 
laws for its failure to report automated cash deposits greater than $10,000 on 53,700 occasions. CBA settled 
the case paying a record civil penalty of $700m, with Chairman Catherine Livingstone admitting that early red 
flags missed by the Board represented a “significant failing of compliance”. The Royal Commission also raised 
allegations of misconduct, with the bank selling junk insurance to 64,000 customers who were ineligible to claim 
(including students and the unemployed) and CBA’s Financial Planning division charging fees for no service to 
31,500 customers between Jul-07 and Jun-15. APRA’s ‘scathing’ review into governance, accountability and 
culture at CBA reported a “widespread sense of complacency, dismissiveness of regulators” and “lack of 
accountability” within the company, and an ineffective board that lacked zeal and failed to provide oversight. As 
a result of these findings, CBA has implemented remediation programs and customer refunds costing the 
company $2.2bn. CBA’s management has actively responded to the APRA and BRC inquiries with its Remedial 
Action Plan (which has submitted 75 of 156 milestones), and has so far implemented 23 of 76 recommendations 
following the BRC. 

New management team tasked with repairing CBA’s damaged reputation: The new ELT and Board have 
indicated a renewed strategic focus on becoming a ‘simpler, better bank’, with regaining public trust becoming 
a key focus. CBA has increased the implementation of customer-centric initiatives, such as the simplification or 
removal of fees, the development of customer benefits (such as app relaunches and saving tools), as well as 
divesting problematic wealth management (CFSGAM) and insurance (CommInsure Life) businesses. CBA has 
emphasized its focus on prudential management of non-financial risks, strengthening Board accountability and 
oversight by establishing a Non-Financial Risk Committee. In light of compliance failings, CBA has significantly 
increased its risk and compliance spending to 64% of total investment in FY19 (up from 50% in FY18). CBA has 
moved to realign executive remuneration structures to better align with prudent risk management, tying 
significant proportions of group executive performance to the successful delivery of CBA’s Remedial Action Plan 
from FY19 onwards. Catherine Livingstone’s first move in 2017 was to cut fees for non-executive directors by 
20% and executive short-term bonuses to zero, with executives forfeiting a further $100m in remuneration in 
FY19 for their role in CBA’s financial scandals. Going forward, we see the CBA’s board as increasingly risk 
averse, focusing on reducing operational risks and realigning to CBA’s core banking competencies. 

 
 

 

1. CBA is the first to walk the plank amidst overexposure to mortgage lending headwinds  
CBA’s strong performance in RBS has occurred against the backdrop of housing market strength, with 

mortgages comprising 70% of CBA’s loan book (vs 63% for majors) historically driving earnings outperformance 

and delivering an average 14% ROE premium to other majors since 2009. However, the housing market 
correction in early 2019 and weak macroeconomic conditions (unemployment stubborn at 5.2% and flat wage 
growth at 2.3%) have stagnated mortgage credit growth to 3.3% in Jul-19 from its peak of 7.3% in Jul-17. Given 
CBA’s overweight exposure to the housing market, this is set to disproportionately drive earnings headwinds as 
1) intense competition in the mortgage space accentuates pricing pressures, 2) growth driven by the broker 
channel continues at the expense of margins; and 3) asset quality deteriorates, increasing non-performing loans 
(NPLs) and impairment expenses. 

Pricing pressure to continue with intense competition in mortgage space: CBA’s overweight exposure to 
housing leaves its top-line vulnerable to intense market share competition, which will continue to accentuate 
pricing pressure on CBA’s books. As housing credit growth stagnates (down to 3.3% YoY in Jul-19 from 4.9% 
in Sep-18), majors have been cutting fixed rates and increasing cashback incentives to retain market share from 

  growing non-major banks and international PE firm-backed shadow banks (non-ADIs housing credit growth is 

Exhibit 15: Majors’ share of housing 
loans has fallen since 2008 

90% 

 
85% 

 
80% 

 
75% 

 
70% 

 
65% 

 
60% 

at 10.8% YoY vs 2.2% for majors; Exhibit 6). The tightening of lending standards for ADIs post-BRC has 
contributed to aggressive growth of lightly regulated shadow banks through easier terms, cash incentives and 
lower rates (P&I owner-occupied loans 52bps less than majors), attractive to borrowers who are rejected by ADI 
lenders. To defend against growing market share competition (which has seen majors share of mortgage flows 
falling to a record low of 71% in 4Q19; Exhibit 15), CBA has leveraged its large back-book of high margin 

79% mortgages to aggressively discount their front-book – as of Aug-19, CBA (and WBC) have been offering $2000 
cash-back on refinancing, with CBA offering also up to 170bps off the standard variable rate (SVR). While this 

71% has contributed to CBAs above system growth in 2H19 (1.3x system), discounting and switching represented 
a 4bps drag on the NIM in the same period. We expect continued competition in a subdued credit growth 
environment to represent a material headwind on FY20E NIM as CBA pursues its aggressive discounting 
strategy. We also note that despite ultra-low-interest rate environments, 70% of mortgagors are leaving 
repayments unchanged, accelerating loan amortisation (prepayments) and thus placing greater pressure on the 
majors’ market shares. CBA’s overweight mortgage portfolio will render CBA more exposed to pricing pressures, 
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particularly in a lackluster lending growth environment. 

Above-peer home lending growth driven by broker flow is a volume-margin trade-off: CBAs increased 
  reliance on broker flow to drive above-system volume growth will represent a margin headwind, and marks a 

 
 
 
 

 
55% 

 
50% 

 
45% 

 
40% 

 
35% 

 
30% 
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channel originations (1H14-2H19) 
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departure from its traditional competitive advantage in proprietary loan origination. CBA’s above-system home 
lending growth (1.3x system) in 2H19 was driven by above-peer growth in the broker channel, with broker flow 
growth up from 41% to 48% HoH (proprietary sales down 18% HoH while broker sales up by 15%). However, 
this contrasts with CBA’s traditional strategy, having historically limited its reliance on brokers and maintaining 
the strongest proprietary distribution network out of the majors - the two periods prior to 2H19 saw CBA growth 
in proprietary volumes, but home lending growth was below system (1H19 0.9x, 2H18 0.6x). CBA’s 
reacceleration of its presence in the broker channel to drive credit growth in a softening credit environment is 
reminiscent of 2H15-2H16, where we saw CBA increase broker flow to grow market share, before reversing this 
strategy to focus on its proprietary network (Exhibit 16). However, we are not comfortable with these increased 
levels of broker reliance for three reasons: 1) Acceleration in broker sales has been driven by greater levels of 
discounting, which places further pricing pressure on the front-book with CBA offering 160-170bps off the 
advertised SVR for brokers. Increased reliance on broker sales leaves CBA more exposed to front-book 

Source: Company data discounting headwinds. 2) Given the low-rate environment and pricing pressures, now is not the right time in the 
cycle for CBA to be chasing balance sheet growth. CBA’s recent focus on growing its loan book represents an 
inherent volume/margin trade-off and will result in CBA holding a greater stock of low-margin loans on its book. 
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executive directors. This structure enhances oversight and ensures that decisions are made in the best 
interest of shareholders and other stakeholders. HDFC Bank’s board committees, including the Audit 
Committee, Risk Management Committee, and Nomination & Remuneration Committee, play an integral role 
in maintaining the bank's corporate governance framework, with a special focus on risk mitigation and 
regulatory compliance. 
 
Executive Leadership 
HDFC Bank's management team is led by seasoned professionals with significant industry experience. The 
leadership has been instrumental in driving the bank's growth and ensuring that it maintains a high standard 
of customer service, operational efficiency, and profitability. Under the guidance of the senior leadership, 
HDFC Bank has focused on expanding its footprint across India, growing its digital banking services, and 
developing innovative financial products. The executive management also focuses on maintaining 
operational discipline and managing risks efficiently, which is reflected in the bank’s Gross Non-Performing 
Assets (GNPA) ratio of 1.33%. HDFC Bank’s management continues to focus on enhancing shareholder 
value by maintaining a solid capital base and executing strategic initiatives that align with the bank's long-
term goals. 
 
Risk Management and Controls 
HDFC Bank places a significant emphasis on risk management, with its Risk Management Committee 
overseeing the identification, evaluation, and mitigation of risks across various verticals. The bank follows a 
comprehensive risk management framework that covers credit risk, operational risk, market risk, and liquidity 
risk. This is complemented by an internal audit function that reports directly to the Audit Committee, ensuring 
that controls are in place to mitigate operational risks and safeguard the bank’s assets. 
 
Ethical Standards and Compliance 
HDFC Bank is committed to adhering to ethical standards in all its operations. The bank has established a 
robust compliance framework to ensure adherence to all regulatory requirements, and the Whistleblower 
Policy enables employees to report unethical practices in a confidential manner. The bank has also 
implemented strong policies regarding anti-money laundering (AML) and the prevention of fraud. 
 

 

 
 
The bank has cemented its position through a strategic focus on expanding its retail and MSME banking portfolios, driving digital transformation, and 
maintaining robust asset quality. The bank’s consistent growth, coupled with its forward-looking investment in technology and customer service, has 
allowed it to outperform peers and position itself as one of the top financial institutions in India. Below, we delve into the bank’s strategic growth 
pillars and examine the factors driving its success, backed by recent financial reports. 
 
Retail Banking Growth 
Retail banking remains the dominant segment of HDFC Bank’s operations, contributing significantly to the bank’s overall loan growth and profitability. 
As of September 2024, retail loans accounted for a large portion of the bank's total advances. HDFC Bank has capitalized on the growing demand 
for personal loans, home loans, auto loans, and credit cards in India's urban and semi-urban markets. Retail loan growth continues to be 
supported by HDFC Bank's ability to customize products based on customer needs. For instance, in FY24, the demand for home loans surged after 
the bank’s merger with HDFC Ltd., significantly expanding its reach within the housing finance sector. The bank is also a leader in the credit card 

market, with a substantial market share, and continues to see growth despite increased competition from fintech players. 
In particular, the growth in auto loans and personal loans has been instrumental in driving the bank’s retail lending portfolio. Consumers in India, 
especially in metro and urban areas, continue to opt for these loans due to rising disposable income, improved consumer confidence, and a 
favourable lending environment supported by low interest rates. HDFC Bank has leveraged its extensive branch network and digi tal platforms to 
capture a larger share of the market. The bank's focus on tailoring loan products to specific customer segments, along with competitive interest rates, 
has made it a preferred choice among borrowers. 
 
MSME Lending 
In addition to retail banking, HDFC Bank has made significant inroads into the micro, small, and medium enterprises (MSME) sector. Credit to the 
MSME sector saw a 14.8% year-on-year growth as of August 2024, reflecting the bank’s strategic focus on supporting India’s burgeoning small 
business segment. The bank’s commitment to the MSME sector aligns with the Indian government’s push for financial inclusion, which aims to 
increase credit flow to smaller businesses and reduce their dependence on informal sources of funding. HDFC Bank has introduced tailored financial 
products and services for MSMEs, including working capital loans, term loans, and trade finance solutions, which have been well-received by the 
market. The bank's extensive branch network, coupled with its expanding digital reach, has enabled it to penetrate deeper into this sector. MSMEs 
remain an essential growth driver for HDFC Bank, as these businesses contribute significantly to India’s GDP and employment. 
 
Digital Transformation 
Digital transformation has been at the core of HDFC Bank’s growth strategy over the past few years. The bank has heavily invested in upgrading its 
digital banking infrastructure, aiming to improve customer experiences and enhance operational efficiency. HDFC Bank's mobile banking app, 
one of the top-rated platforms in India, has been instrumental in driving customer engagement and transaction volumes. The bank’s focus on digital 
transformation has allowed it to effectively compete with fintech companies and digital-first players that are reshaping the Indian banking sector. 
HDFC Bank’s robust digital offerings, particularly in the areas of digital payments and lending, have made it a key player in India’s digital financial 
ecosystem. The bank’s partnership with fintech companies has allowed it to integrate advanced technologies such as artificial intelligence (AI) and 
machine learning (ML) to offer more personalized banking services. As part of its digital strategy, HDFC Bank has also placed significant emphasis 
on its Unified Payments Interface (UPI) offerings, which have seen rapid adoption across India. UPI, which is now the preferred mode of payment 
for many consumers and businesses, has allowed HDFC Bank to capture a significant portion of the digital payments market. The bank’s ongoing 

investments in its digital platforms, along with its focus on expanding the reach of its mobile banking services, are expected to drive future growth. 
In addition, HDFC Bank’s digital transformation has allowed it to reduce operational costs, improve efficiency, and enhance the speed and accuracy 
of financial transactions. The integration of AI-driven technologies into its digital platform has helped the bank offer seamless, personalized banking 
solutions that cater to the specific needs of its customers. 
 
Branch Expansion and CASA Growth 
While HDFC Bank has embraced digital banking, it remains committed to expanding its physical branch network, especially in semi-urban and 
rural areas. The bank has over 8,738 branches and 20,938 ATMs as of FY24, with plans to further increase its presence in underbanked regions. 
This expansion aligns with the Indian government’s efforts to improve financial inclusion, particularly in rural areas where formal banking services 
remain limited. HDFC Bank’s focus on rural and semi-urban areas has allowed it to tap into markets that are often overlooked by larger banks. The 
bank’s extensive branch network enables it to offer personalized services and cater to the specific financial needs of customers in these regions. 
Moreover, the bank’s commitment to expanding its physical presence has strengthened its deposit mobilization efforts, leading to steady growth in 
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Exhibit 18: 30, 60 & 90+ Days 
Arrears (2000-2019) 
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Exhibit 19: NIM Sensitivity to Interest 
Rate Cuts 
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3) With CBA historically driving its competitive advantage through brand loyalty and franchise strength, we see 
broker-originated loans as lower value and less sticky than proprietary-originated loans. Increasing exposure to 
the broker channel is not aligned to CBA’s core strategy of direct customer relationships and leveraging strong 
proprietary network, and we find it particularly unusual given CEO Matt Comyn’s forthright comments criticizing 
the mortgage broking industry during the BRC considering misconduct relating to trailing commissions and 
conflicts of interest. Considering operational and regulatory risk in the mortgage broking industry, now is not 
the time for CBA to be increasing its reliance on broker flow to drive growth. 

Asset quality is showing signs of weakness, amidst negative equity emerging onto the scene: Arrears 
and negative equity trends are set to place pressure on CBA’s earnings, with rising NPLs signaling an unpriced 
uplift of 4bps in impairment costs (BDD expenses) as a portion of GLAAs to 20bps come 1H20 results (currently 
17bps of GLAA in 2H19) and posing a -3.56% drag on FY20 EPS. CBA’s mortgages with negative equity (NE) 
are currently outpacing system growth and pose heightened default risk (driven by the rising cost of living and 
weak wage growth), increasing CBA’s exposure to deteriorating asset quality trends. 

We see three key trends of particular concern: 1) Currently, 3.5% of CBA’s accounts and 4.5% of balances are 
in a NE position; while the proportion of NE may seem insignificant in isolation, every 5% downward movement 
in house prices leads to a 1.75% increase in NE. CBA is overexposed to WA and QLD relative to other majors 
(~33% of loan portfolio), with the two states comprising 72% of CBA’s total NE mortgages. This concentration 
has increased consumer provisions by 7% ($18m to $274m over FY18-19). CBA’s presence in WA is correlated 
with the acquisition of Bankwest (Oct-2008) which has been heavily impacted by the 6% decrease in WA house 
prices over the past 10 years following the mining boom contraction. 2) CBA has disclosed ~3% of its loan 
portfolio has loan-to-value ratios (LVR) >100% (i.e. mortgages in NE), peculiarly quoted based on volumes as 
opposed to value of loans. Adjusting for value of loans, 4.2% of CBA’s portfolio would be in NE, suggesting an 
understatement of CBA’s exposure unrecognized by the market. CBA’s net mortgage portfolio LVR also 
increased 1.59% over 2H19 to 52.44%, while 2% of its loan book comprised of NE owner-occupied mortgages, 
posing a significant risk as these mortgages typically have higher starting LVRs than investor loans. 3) Australian 
home loan arrears rose to 1.47% in Feb-19 – the highest level in 7 years. The proportion of loans 90 days 
overdue increased to 0.79% while 31-60 days arrears eased to 0.42%, suggesting home loans are shifting to 
longer time periods overdue (53% of total arrears are now 90+ days; Exhibit 18). 

With Australian households the second-most geared in the world at 200% of disposable income, CBA’s asset 
quality trends are highly leveraged to macroeconomic conditions, with further deterioration in the macroeconomy 
posing significant downside risk to earnings. 

2. Interest rate risk is significant, a bleak outlook for sector NIMs and profitability  
Given that until the Jun/Jul-19 rate cuts, Australia’s cash rate has been elevated in comparison to global 

economies, the market has not yet witnessed the impact of record low <1% cash rates and a flattened yield 

curve on the robustness of CBA’s NIM (Exhibit 19). Our higher estimate of the effective lower bound (ELB) in 

Australia vs. international economies (below) is expected to pressure both sides of CBA’s NIM. Whilst market 
expectation of a deepening easing cycle is largely priced into interest rate futures (100% probability of a rate cut 

-0.6%   in Nov-19 and 65% in Mar-20) and was reflected in post-FY19 earnings corrections in early Aug-19, the market 
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has underestimated the disproportionately negative effect of continued low rates as we see that 1) CBA’s lower- 
cost deposit base relative to peers reduces its ability to pass through rate cuts 2) it has limited ability to offset 
reprice mortgage books due to heightened political pressure and 3) the full effect of previous and future rate 
cuts will be felt on CBA’s earnings as hedging benefits of the replicating portfolio run-off. 

Lower cost deposit base: We expect CBA’s higher proportion of rate-inert deposits relative to other majors, to 
leave the bank’s NIM more exposed to falling rates as it will find it increasingly difficult to pass through further 
rate cuts. With rates charged on deposits relatively low compared to other majors (online savings account 
deposit rate is 0.50% vs industry average of 0.85% cf. Exhibit 20), CBA’s NIM trajectory will underperform peers 
as deposits reach a natural zero bound. At the latest pricing change, CBA was unable to pass on the Jul-19 rate 
cuts in full on $160 billion deposits (25% of total deposit book). With the market predicting a deepening easing 
cycle and CBA expecting the Jun/Jul-19 rate cuts to have a continuing 4bps headwind on FY20E NIM, we expect 
the cost of subsequent rate cuts to be non-linear on CBA’s NIM as this pool of rate-inert deposits increase. The 
market is underappreciating CBA’s specific deposit spread risk below a 1% RBA cash rate. 

Pressures limit repricing of mortgage book: Regulatory and political scrutiny following the BRC fallout has 
left limited scope to reprice mortgage books and hold back rate cuts in order to offset headwinds from 
increasingly rate-inert deposits. Since 2008, the majors have only passed ~50% of rate cuts to lenders within 
12 months after RBA rate cuts. Considering the regulatory environment, our view is that mortgage lending 
betas will not remain at such elevated levels as any significant repricing of the mortgage book will be politically 
unpopular. After being heavily criticized for ‘profits before people’, the major banks have been reluctant to 
aggressively reprice their mortgage books, passing through almost 90% of the Jun and Jul-19 cash rate cuts 
(on average holding back only 6 bps of the 50bps rate cut). Further, recent narrowing in the BBSW/OIS spread 
(significantly reducing funding costs) places banks under even greater pressure to pass through rate cuts to the 
borrowers. 

Run-off of replicating portfolio benefits to hit earnings: A sustained low rate environment will mean CBA 
becomes increasingly exposed to a run-off in its replicating portfolios and equity hedges as yields continue to 
decline. CBA currently uses replicating portfolios to hedge against the interest rate exposure of rate-inert 
deposits and capital; while average yields on CBA’s replicating portfolios and equity hedges are currently 2.17% 
and 2.26% respectively, 3Y and 5Y spot rates have already fallen to 0.7% and 0.83% respectively (Exhibit 21). 
With the market having not yet seen the full earnings impacts of lower rates, CBA is exposed to significant NIM 
compression once these hedges roll-forward, with an expected 18.4% downside on FY20E cash NPAT (Exhibit 
28). 

Australian banks are more vulnerable to lower rates due to a higher effective lower bound: The ELB is 
the point of lending unprofitability, where further cuts to the cash rate drives ROE below the cost of equity (COE). 
Here, bank NIMs are squeezed such that lending institutions are discouraged from lending, thereby constraining 
credit supply in the economy. This is known as the ‘reversal rate’ hypothesis (Brunnermeier, 2019). Through a 
reverse engineered dividend discount model (DDM) for CBA, we estimate the ELB for CBA to be ~0.20% (Exhibit 
23), significantly higher than global estimates of ELBs (see Appendix for further comparisons). This conclusion 
is consistent with various idiosyncratic features of the Australian banking system, which renders it more 
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remain limited. HDFC Bank’s focus on rural and semi-urban areas has allowed it to tap into markets that are often overlooked by larger banks. The 
bank’s extensive branch network enables it to offer personalized services and cater to the specific financial needs of customers in these regions. 
Moreover, the bank’s commitment to expanding its physical presence has strengthened its deposit mobilization efforts, leading to steady growth 
in its CASA (Current Account Savings Account) deposits. The bank’s CASA ratio, which stands at 38%, remains a key factor in its ability to 
maintain a low-cost funding base. The strong CASA growth has allowed the bank to offer competitive interest rates to borrowers while 
maintaining healthy margins. As of Q2FY25, HDFC Bank’s deposits grew by 15.1% year-on-year, reflecting its strong franchise in both retail and 
corporate banking. 
 
Capital Adequacy and Asset Quality 
HDFC Bank has consistently maintained a robust Capital Adequacy Ratio (CAR), which stood at 19.3% as of FY24, well above the regulatory 
requirement. This solid capital base gives the bank ample room to expand its loan book while maintaining a strong buffer against potential 
economic shocks. The bank’s focus on maintaining a healthy capital position has been a cornerstone of its growth strategy, ensuring that it can 
continue to invest in new opportunities without compromising on risk management. 
In terms of asset quality, HDFC Bank has demonstrated its ability to manage risks effectively, reflected in its low gross non-performing assets 
(GNPA) ratio of 1.33%. The bank’s prudent lending practices and stringent credit risk management framework have enabled it to keep NPAs well 
below the industry average. HDFC Bank has also maintained credit costs at stable levels, with expectations for credit costs to normalize at 1.1% 
in Q2FY25. The bank’s focus on maintaining asset quality and managing credit risk has allowed it to maintain a strong balance sheet. As the Indian 
economy recovers, HDFC Bank is well-positioned to continue expanding its loan book while keeping asset quality intact. 
 
Strategic Merger with HDFC Ltd. 
The merger between HDFC Ltd. and HDFC Bank, completed in FY24, marks a pivotal moment in the Indian financial services landscape, creating 
one of the largest financial conglomerates in the country. This strategic move combined HDFC Ltd.’s dominance in the housing finance sector with 
HDFC Bank’s expansive retail banking network, significantly enhancing the bank’s ability to offer a broader suite of financial products. The merger 
allows for substantial cross-selling opportunities, particularly in home loans, insurance, and investment products, as 85% of HDFC Ltd.’s home 
loan customers have been integrated into HDFC Bank’s liability portfolio. This integration not only bolsters the bank’s deposit base but also allows 
it to offer other banking services to these customers, such as personal loans, credit cards, and wealth management services. The merger has also 
allowed HDFC Bank to strengthen its foothold in the housing finance market, where HDFC Ltd. held a leadership position. With the combined 
expertise in retail banking and housing finance, the bank is now better positioned to meet the growing demand for home loans, particularly in semi-
urban and rural areas. Additionally, the merger has strengthened the bank’s capital adequacy ratio (CAR), which stands at 19.3%, providing it 
with a robust capital base to pursue future growth opportunities. This merger is expected to generate significant synergies across operations, 
reduce redundancies, and improve efficiency, enabling HDFC Bank to leverage its enhanced scale to deliver sustained growth and long-term value 
for its shareholders. Overall, this strategic consolidation not only solidifies HDFC Bank's leadership in the financial services sector but also sets the 
stage for future expansion across India’s diverse markets. 
 
Managing Interest Rate and Margin Pressures 
HDFC Bank has effectively navigated the challenges posed by rising interest rates and margin pressures, which have impacted the banking 
sector in recent quarters. One of the key strategies the bank employs is leveraging its low-cost funding base, supported by a strong CASA 
(Current Account Savings Account) ratio of 38%. This enables the bank to maintain a lower cost of funds compared to its peers, even as the 
cost of deposits rises due to increased competition for funds. Despite industry-wide pressures on Net Interest Margins (NIMs)—expected to 
contract by 5-15 basis points in Q2FY25—the bank’s Net Interest Income (NII) is projected to grow by 9.4% YoY, reflecting its ability to manage 
the balance between deposit growth and lending operations effectively. The repo rate, currently at 6.50%, has put upward pressure on deposit 
rates, compelling banks to offer higher interest on term deposits to attract funds. In response, HDFC Bank has strategically diversified its funding 
sources, increasing its reliance on longer-term, higher-yielding loans, such as home loans and MSME lending, to offset the impact of higher 
deposit costs. Additionally, the bank’s focus on fee-based income and non-interest revenue streams has helped cushion the impact of margin 
compression, further reinforcing its profitability. HDFC Bank’s ability to maintain solid margins, even in a rising rate environment, underscores its 
robust financial management practices and positions it well for continued growth amid fluctuating economic conditions. 
 
Sustainable Finance and Future Outlook 
HDFC Bank’s commitment to sustainable finance has become an integral part of its growth strategy. The bank has been actively involved in 
financing green energy projects, renewable energy infrastructure, and environmentally sustainable businesses. The bank’s focus on sustainable 
finance aligns with global trends and India’s push toward a greener economy. HDFC Bank has also launched green financial products, such as 
loans for electric vehicles and renewable energy projects, to cater to the growing demand for eco-friendly solutions Looking ahead, HDFC Bank is 
well-positioned to benefit from India’s economic growth and increasing demand for financial services. The bank’s continued focus on retail lending, 
digital banking, and expanding its physical presence will be key drivers of future growth. Additionally, the integration of HDFC Ltd. provides the 
bank with significant opportunities to expand its customer base and cross-sell a wide range of financial products. 
 
 
 

Source: Investor Presentation, HDFC Bank 
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Exhibit 30: CBA NIM and AIEA 
evolution 
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1) Lower interest rates for longer means CBA is becoming increasingly exposed to a run-off in its replicating 
portfolios and equity hedges as yields continue to decline leaving CBA further exposed to NIM pressures once 
these hedges roll-forward. The replicating portfolio contributed to a -2bps decline in NIM in FY18 resulting from  
 
a ~200bps decline in both 3-year and 5-year swap rates over the period. Assuming yields on replicating 
portfolios converge with current spot rates, we estimate a potential interest income headwind of $1,554m over 
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the next 3-5 years which is equivalent to a -17.9% reduction on FY19 cash NPAT (Exhibit 29). 

2) The BBSW/OIS spread will no longer provide a significant tailwind. CBA has guided that every 5bps reduction 
in the BBSW/OIS spread translates to 1bp uptick in NIM and since the average BBSW/OIS spread was ~40bps 
in FY19, our analysis finds that the current spot spread of 29bps implies a NIM tailwind of 4bps into FY20E. This 
will not be sufficient to offset contractions in the NIM which we forecast to reach 2% by FY22E. 

Earnings expected to continue downwards trajectory: CBA’s core banking operations have recently shown 
signs of weakness with slowing loan book growth, high and growing operating expenses and lower fee revenue: 

1) Gross, loans and acceptances (GLAAs) growth have tapered from 6.25% in FY15 to 1.63% in FY19 in line 
with a contraction in system credit growth. CBA saw contractions in non-housing lending in FY18 and FY19 of - 
2.00% and -3.56% respectively. Personal loans has declined over past three consecutive years while business 
and corporate loans have declined in the last two. Home lending growth grew at 1.3x system in FY19 but we 
note this was largely driven by the lower quality broker channel. We expect housing grow below trend in the 
medium-term growing at CAGR of 3.84% over FY20-22E in line with RBA expectations of declining dwelling 
investment and a trough in late 2020. Given the weak economic environment, we expect the recovery in non- 
housing lending to be delayed and forecast positive growth in FY22E. 

2) CBA’s cost-to-income (CTI) ratio has inflated to 46.2% in FY19 (41.6% excl. one-offs) largely due to the 
higher customer remediation costs in CBA’s wealth management division ($639m in FY19), increased spending 
in risk and compliance programs ($866m), and greater investment spend into IT (Exhibit 32). Cumulative spend 
on remediation and program costs reached $2,174m in FY19 which consisted of implementing Royal 
Commission recommendations refunding customer refunds for “fees for no service” and mis-sold insurance (see 
Appendix 33). Although CBA has set a strategic goal of obtaining a sub-40% CTI ratio to offset the impact of 
NIM contractions on earnings, no specifics have been given on the time horizon of this endeavour. Moreover, 
an additional 1050 full-time employees (FTEs) were hired in FY19 with 450 FTEs categories as “notable” under 
major compliance and remediation programs. Risk and compliance related investment spend was 64% of total 
investment in FY19 compared to 50% in FY18. We note this increase was at the expense of productivity and 
growth spend which contracted 21% over the same period. This trade-off is surprising given CBA has a strong 
focus in investing in its digital capabilities and experience. Despite CBA categorising the spending on risk and 

Exhibit 32: Jaws and Cost-to-Income Ratio compliance programs as a one-off, we expect expenses in this area to remain elevated and relatively sticky in 
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the short-term given CBA has completed 75 of the 156 milestone commitments of the Remedial Action Plan in 
response to the APRA Prudential Inquiry. Consequently, we don’t see CBA achieving its sub-40% CTI target in 
the near term given it has historically “focused on maintaining a positive jaws ratio… [and] has never being good 
at reducing costs” (Linda Carroll, CBA Investor Presentation FY19) which suggests operating expenses will 
remain stubborn which leaves the Bank particularly exposed to a jaw’s reversal from top line headwinds. 

3) A Du-Pont analysis reveals that CBA’s ROE decline from 18.4% (FY15) to 12.7% (FY19), consistent with the 
trend across the majors can largely be explained reduction in financial leverage which has decreased from 17.0x 
(FY15) to 14.3x (FY19) in line with increase in APRA regulatory CET1 capital requirements to 10.5% of RWAs, 
and a 300bps reduction in the cash NPAT margin over the period. Similarly, CBA’s ROTE has declined from 
23% to 14.5% over FY15-19 due to lowering returns to assets from 1.09% to 0.89% in the same period and 
more prudent capital requirements. 

Source: Company data, SURG estimates 

 

Exhibit 33: Loan Loss Rate & Gross 
Impaired Assets 

 Non-equity Bank Funding  
costs have reached historic lows: CBA obtains non-equity funding from three main sources: retail deposits 

(69%), wholesale deposits and wholesale debt. The funding composition has remained stable since 
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FY08, aside from the large increase in domestic deposits post-GFC when banks sought the stability of term 
deposit funding. New liquidity regulations (e.g. Net Stable Funding Ratio in 2018) also supported CBA’s demand 
for stable funding in recent years. Bank funding costs were elevated through FY18, driven by a rise in the cost 
of wholesale funding indexed to money market rates, offset slightly by reducing costs of retail deposits. A 
significant increase in the BBSW throughout 2018 prompted ANZ, CBA and WBC to lift mortgage rates between 
14 and 16 bps in Aug-18 and Sep-18 in response to increased short term funding costs. However, a sharp 
decline in the BBSW in late FY19 has alleviated funding pressures. The cost of ~66% of CBA’s debt and deposit 
funding is indexed to the BBSW due to interest rate hedging practices. A large share of wholesale funding for 
CBA is sourced from offshore markets in US dollar denominated debt and are hedged using cross-currency 
swaps to reduce interest rate exposure. 

Source: Company data, SURG estimates 
 
 

 

Exhibit 34: Provisions 

Collective Provisions / 
Credit RWAs (RHS) 

Specific Provisions / Gross 

 Asset Quality  
Pockets of weakness in retail portfolios are emerging: While CBA’s asset quality has historically remained 

stable, there are emerging pockets of weakness with gross impaired assets and corporate troublesome debt 

increasing 4bps and 9bps respectively over FY18-19 which will add pressure to the loan-loss rate in coming 
years. In FY19, CBA reported large downgrades in single name exposures particularly in the construction 
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(7.10% of total committed exposures (TCEs)) and retail/wholesale trade sectors (3.16% of TCEs) on the back 
of lower investments into housing development and weakness in discretionary retail. Given the size of its 
mortgage portfolio, CBA’s credit exposure is heavily tilted towards the retail segment which currently accounts 
for 58.9% of TCEs. This leaves the bank particularly vulnerable to lower wages growth, rising essential costs 
and the ongoing housing market downturn. CBA’s 90+ day’s arrears in the retail portfolio has been trending 
upwards since FY17 and has risen to 0.44% of GLAAs in 2H19 compared to 0.30% in 1H16 although this 
remains relatively low compared to the other major Australian banks. The personal loan 90D+ arrears cycle has 
trended up since FY15 with CBA citing emerging stress in Western Sydney and areas of Melbourne. Arrears 
are also facing particular stress in the Northern Territory and Western Australia with ratios rising above ~1.25% 

Source: Company data, SURG estimates since FY18. In response, CBA has lifted its collective provisions to 1.05% of credit RWAs in FY19 compared to 
0.72% 2 years ago (Exhibit 34). On the whole, CBA’s asset quality remains relatively sound however we remain 
to remain elevated over the next three years. 

Deposits continue to be the cornerstone of HDFC Bank’s funding structure. As of Q1FY25, the bank’s total 
deposits reached ₹22.35 lakh crore, marking a 15.1% year-on-year growth. This growth is underpinned by 
strong traction in term deposits, which grew by 19.3% YoY, significantly contributing to the bank’s ability to 
finance loan growth. Despite the rise in term deposits, HDFC Bank maintains a healthy CASA (Current 
Account Savings Account) ratio of 36.3%, providing the bank with a substantial low-cost funding 
advantage.CASA deposits are crucial for keeping funding costs low, as they carry lower interest obligations 
compared to term deposits. In addition to deposits, HDFC Bank actively manages its liquidity through 
wholesale funding, including certificates of deposit (CDs), commercial papers (CPs), and other money 
market borrowings. These instruments provide short-term funding solutions, allowing the bank to meet liquidity 
requirements without heavily relying on equity financing. As of Q1FY25, the bank has strategically tapped into 
these markets to complement its deposit base, especially when demand for credit exceeds the availability of 
deposits. 

As of Q1FY25, the bank reported a Gross Non-Performing Asset (GNPA) ratio of 1.33% and a Net NPA 
(NNPA) ratio of 0.39%, significantly lower than industry average. The bank’s Provision Coverage Ratio 
(PCR) stood at a healthy 71.2%, providing a solid buffer against future potential credit losses. In addition to 
these provisions, HDFC Bank has set aside floating provisions of ₹124 billion and contingent provisions 
of ₹145 billion, ensuring the bank is well-prepared to absorb shocks from any deterioration in asset quality. 
The bank's credit costs have remained stable at 42 basis points in Q1FY25, supported by recoveries and 
upgrades amounting to ₹35 billion. Though slippages during the quarter stood at ₹79 billion, particularly 
from the agricultural sector where the GNPA increased to 3%, the bank remains optimistic about recoveries 
in the upcoming quarters. Furthermore, HDFC Bank’s sectoral asset quality trends remain strong, particularly 
in its retail portfolio, which includes high-growth segments like personal loans, auto loans, and home 
loans. Even with the merger of HDFC Ltd., which brought in a sizable housing finance portfolio, the bank 
has maintained stable trends in this segment. In more sensitive areas such as commercial vehicle 
financing and developer loans, where impairments are typically higher, HDFC Bank has proactively 
adjusted its provisioning, ensuring that these risks are well-managed. The bank’s Risk-Weighted Asset 
(RWA) density improved to 64%, reflecting its focus on lending to higher-rated customers, while its top 20 
exposures have been reduced to 11%, further diversifying its risk profile. 

1) Net Interest Income (NII) Growth and Net Interest Margins (NIMs) 
As of Q1FY25, HDFC Bank’s Net Interest Income (NII) grew by 3.4% QoQ to ₹36,967 crore, indicating the 
bank’s continued ability to expand its lending book despite increased competition for deposits. The bank’s 
Net Interest Margin (NIM) stood at 3.5%, up from 3.4% in Q4FY24, reflecting an improved loan mix that 
prioritizes higher-yielding assets, particularly in the retail and commercial rural banking segments. The 
gradual improvement in NIMs is attributed to the strategic replacement of HDFC Ltd.’s high-cost borrowings 
with lower-cost retail deposits, enabling the bank to reduce its overall cost of funds.  
 
2) Loan Book Growth and Lending Profitability 
HDFC Bank’s profitability is closely linked to the growth of its loan book. In Q1FY25, the bank’s total 
advances increased by 13.0% year-on-year, driven by strong demand for credit across retail, MSME, and 
corporate segments. The bank’s retail loan book grew at a robust pace, supported by continued demand for 
personal loans, home loans, and auto loans, which tend to generate higher yields than corporate loans. 
HDFC Bank’s ability to maintain a diversified loan portfolio has allowed it to optimize yields and enhance 
profitability. As of Q1FY25, the bank’s focus on retail lending helped it achieve better loan spreads, 
supporting the growth in Net Interest Income and maintaining profitability. The bank's Loan-to-Deposit 
Ratio (LDR) stood at 100.8%, reflecting strong credit growth. HDFC Bank is actively working to bring this 
ratio down by accelerating deposit growth, which should further enhance profitability in future quarters. 
 
3) Non-Interest Income 
Non-interest income has emerged as a crucial component of HDFC Bank's profitability. In Q1FY25, the 
bank’s non-interest income increased by 259.8% YoY to ₹35,450 crore, driven by fee income from retail 
products such as credit cards, wealth management services, and digital transaction fees. The bank has 
strategically expanded its fee-based income streams, capitalizing on its strong presence in the digital 
payments space and growing transaction volumes on its UPI and other digital platforms. 
 
4) Cost Efficiency and Operating Leverage 
HDFC Bank has maintained a disciplined approach to cost management, as reflected in its low cost-to-
income ratio of 40%. This operational efficiency is achieved through a combination of strategic investments 
in digital infrastructure and automation, which have helped streamline processes and reduce manual 
overhead costs. The bank’s focus on digital banking and branch expansion also contributed to enhanced 
operational leverage. In Q1FY25, HDFC Bank added 113 new branches, taking its total to 8,851, and plans 
to continue expanding its physical presence to tap into underserved markets. Despite this expansion, the 
bank has managed to keep its operating expenses under control, ensuring that the growth in revenue 
outpaces the rise in costs. 
 
5) Return Ratios and Earnings Growth 
HDFC Bank has consistently delivered healthy return ratios, supported by strong revenue growth and 
prudent risk management. The bank’s Return on Equity (RoE) is projected to remain stable at 14.6% in 
FY25, while its Return on Assets (RoA) is expected to be 1.8%, reflecting its efficient use of capital. The 
bank’s net profit for FY25 is expected to grow by 18.4% YoY to ₹75,834 crore, driven by a combination of 
improved NII, controlled operating expenses, and a stable asset quality outlook. The EPS for FY25 is 
projected at ₹99.4, up from ₹90.0 in FY24, signalling steady earnings growth. 
 

Exhibit 13: NII & NIM Growth 

Source: Company Data 

 

Exhibit 14: Loan Book & LDR 
Ratio 

Source: Company Data 

 

Exhibit 15: Quarterly Results 

Source: Company Data 

 

Exhibit 16: Balance Sheet 

Source: Company Data 

 

Exhibit 17: Cash Flow  

Source: Company Data 
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Exhibit 35: CBA Capital Stack 
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 Capital Management  
Recent divestments leave capital well positioned amongst peers: CBA remains in a strong capital position 

relative to peers with a CET1 ratio of 10.7%, 2bps above APRA’s “exceptionally strong” benchmark of 10.5%. 

Consistent with industry trends, CBA’s string of divestments in its wealth management division has added an 
CET1 Ratio 
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additional c.130bps to its surplus capital position which has enabled them to achieve a pro-forma FY19 CET1 
ratio of 11.8% although they have left a 5% earnings hole. As per our discussion in the investment summary, 
we believe this CET1 figure is overstated given it is highly contingent on the sale of CommLife and BoComm. 
Contrary to the market, we do not expect the divestment to be completed by end of FY20 which was expected 
to release an additional $1.72bn of CET1 capital over the period. Rather we see expect the revised transaction 
pathway of CommInsure to inject 38% of total proceeds ($653m) and leave CBA with a pro-forma CET1 of 
11.4% assuming the successful sale of PTCL. Moreover, CBA’s liquidity coverage ratio (LCR) remains stable 
at 132% above the 100% minimum and has a Leverage Ratio of 5.6% above APRA’s proposed minimum 
requirement of 3.5% for internal rating-based approach (IRB) banks. The combination of organic capital 
generation and divestments in non-core businesses has enabled CBA a degree of capital management flexibility 
and has allowed them to maintain their full year DPS at $4.31 and neutralise their final dividend reinvestment 
program (DRP) in FY19. However, we expect macroeconomic headwinds and deteriorating asset quality to 
increase pressure on capital management initiatives. We note that CBA’s dividend payout ratio (DPR) has 

Exhibit 36: Dividend Payout Ratio 

Basic Cash EPS DPS 

reached 87.6% in FY19 (much higher than management’s target payout range of 70-80%) and expect it to reach 
89% by FY21E as ROE continues its downwards trajectory. A $4.31 full-year dividend reduces the CET1 ratio 
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by ~80bps. 

Excess capital overstated: CBA’s management guided pro-forma CET1 ratio of 11.8% implies a ~$5.89bn in 
surplus capital when viewed against the minimum 10.5% target. As discussed above, the market is pricing in a 
high likelihood of management engaging in a $3bn share buy-back program in early 1H20 once more certainty 
is provided regarding the outcome of RBNZ’s capital review in Dec-19 (in contrast to our view that CBA 
management will not return capital to investors). Although a share buyback will slightly offset the ROE and EPS 
dilution from the recent divestments, our analysis finds that it will not be enough to plug the ~5% earnings hole 
(Exhibit 37). If management delivers capital return, which we see as unlikely (see above), an off-market buyback 
is more likely than the on-market alternative or a special dividend given the notional size, franking credit 
characteristics, and capital gain advantages for shareholders. 

 
Source: Company data, SURG estimates 

 
 

Exhibit 37: Buyback EPS Impact Bridge 

 

CBA well capitalised to meet APRA proposal but RBNZ proposal relies on divestment success: In light 
of the recent developments in APRA’s Total-Loss-Absorbing-Capital (TLAC) proposal of a benchmark total 
capital ratio of 18% (i.e. an additional 3% in Total Capital), CBA will need to generate additional Tier 2 Capital 
to lift its current capital ratio of 15.5% to the new target by 2024 although we note management doesn’t expect 
these changes to have a material impact on capital. Our analysis finds that for CBA to achieve a target the new 
APRA Tier 2 buffer of 5%, the bank will be required to raise an additional ~$9.89bn in subordinated debt based 
on CBA’s FY19 $453bn RWAs. This equates to ~$1.98bn p.a. in subordinate debt raising for CBA to achieve 
the additional 218bps by 2024. CBA expects this proposal to “decrease the senior funding requirement… 
although the ultimate cost is not yet known given the pricing of the instruments will be impacted by the change 
in market supply of new issuance by the Australian banks”. However, APRA expects the additional subordinated 
funding to increase bank of capital by less than 5bps. In terms of the RBNZ’s proposed capital changes, 
management has guided that the impact to be ~NZ$3bn in additional CET1 capital and is not expected to change 
Level 2 CET1 and manageable at Level 1 CET1 (within APS222 capacity limits). However as per our analysis 
in thesis point three, CBA’s ability to meet the proposed changes is highly sensitive to the success of its 
divestments. 

VALUATION 
 

 

Our target price of $70.08 was derived as the weighted average of a combination of intrinsic and relative 
valuation methodologies including the residual income model (RIM) [30%], dividend discount model [10%], and 
relative valuation [60%]. Given the peculiar financial structure of a bank which requires a unique treatment of 
debt, interest and regulatory capital, equity-side valuation approaches and multiples were deployed to 
incorporate the effects of financing directly. 

 Valuation | Residual Income Model  
Our two-stage Residual Income Model (RIM) inclusive of franking credits valued CBA at $66.88 per share 

assuming a forecast and terminal cost of equity of 8.83% and 9.51% respectively, a terminal growth rate of 

2.30% (Exhibit 39). A forecast horizon of three years was used given the maturity of the business and to reduce 
forecast inaccuracy that accompanies a longer time horizon. Residual income represents the excess return that 
can be generated by the bank’s invested capital above the cost of capital itself and was calculated by forecasting 
cash earnings and deducting capital charges by multiplying the cost of equity by the book value of equity in each 
period. Terminal residual income value was estimated using the perpetuity growth formula. 

Cash Earnings: Mortgages, personal and business loans were projected relative to system credit growth trends 
to reflect softer domestic economic conditions. We estimate the average yields on each loan and deposit 
category and calculate the respective spread to BBSW. Given our expectations of two further rate cuts by the 
Mar-20, we forecast yields on home, business and personal loans to taper to 13bps, 81bps and 27bps into 
FY22. Given the limited scope for CBA to reprice their deposit books, we forecast a 5bp reduction in transaction 
deposit rates, 8bps reduction in saving deposit rates, and 21bps reduction in term deposit rates. Collectively, 
we project NIM to contract by 10bps to 2.00% into FY22. We are bearish on management’s ability to achieve a 
sub-40% CTI in the near term and forecast CTI to trend towards to 42.9%% into FY22E. We expect asset quality 
to deteriorate with upticks in the loan loss rate from 16bps in FY19 to 20bps in FY22E. An effective tax rate of 
28.30% was assumed over the forecast period by weighting the Australian and New Zealand statutory tax rates 
by FY19 geographical cash earnings split. Overall, we forecast cash NPAT to continue its downwards trajectory 
at a CAGR of -0.54% over the next three years. 

Residual Income: Annual capital charges were calculated by applying a cost of equity of 8.83% and 9.51%, 
forecast and terminal respectively (see Appendix 18) to the average of the current and previous year’s ordinary 
shareholder’s equity balance. Residual income was then derived for each period by subtracting each year’s 
capital charge from the respective cash NPAT. Terminal value of residual income was estimated using the 
perpetuity growth formula assuming a terminal growth rate of 2.3% (see Appendix 19). By dividing the implied 
equity value of the firm by 1,770m the number of shares outstanding, we arrived an equity valuation of $51.86 

12.0%   

Exhibit 38: Valuation Matrix 

Valuation Matrix 

Method Weighting 
Share 
Price 

Residual Income Model 30% $66.88 

Dividend Discount 
Model 

10% $73.42 

Relative Valuation 60% $71.12 

P/BV vs ROE 
Regression 0% $53.81 

Target Price  $70.08 

Premium / (Discount) to last close -12.19% 

 Exhibit 39: Valuation Assumptions 

Global Assumptions Forecast Terminal 

Risk-free Rate 1.72% 2.49% 

Beta 1.07 1.08 

Market Risk Premium 6.65% 6.50% 

Cost of Equity 8.83% 9.51% 

Terminal Growth Rate  2.30% 

 Exhibit 40: Residual Income Model 

Residual Income Model - Base Case 

Residual Income Terminal Value 22,925 

Current Ordinary Shareholder's Equity 68,450 

PV Terminal Residual Income 17,785 

Sum of PV Residual Income 5,564 

Equity Value 91,799 

Implied Share Price $51.86 

Terminal Franking Credits 27,849 

PV Terminal Franking Credits 21,605 

Sum of PV Franking Credits 4982 

Franking Credits Value 26,587 

Franking Credits Value per share $15.02 

Shares Outstanding 1770.24 

Implied Share Price $66.88 

Premium / (Discount) to last close -16.2% 

 

VALUATIONS 
 

Dividend Discount Model                                                                                                                                                                                   
HDFC Bank's valuation incorporates key projections from the Dividend Discount Model (DDM), which forecasts significant growth in profits and 
dividend payouts over the coming years. The bank’s profit after tax is expected to rise sharply from ₹557,152 million in 9M FY2025 to 
₹1,343,256 million by FY2029, reflecting a compound annual growth rate (CAGR) of 23.8%. This growth trajectory is matched by an increasing 
payout ratio, which is projected to rise from 12% in FY2025 to 90% in the terminal year, showcasing the bank’s ability to distribute a larger 
portion of its profits to shareholders as it matures. Consequently, dividend payments are expected to grow from ₹66,858 million in FY2025 to 
₹1,050,167 million by FY2029, reflecting a significant increase in shareholder returns. Over this period, the bank’s profitability, driven by strong 
earnings and a more favorable loan mix, supports a higher dividend payout. By applying the appropriate discount rate to these projected dividends, 
the present value of these future cash flows forms a substantial part of the bank’s intrinsic value. The terminal value, based on the ₹1,166,852 
million profit and a 90% payout ratio, underscores the bank's capacity to sustain substantial dividend growth beyond FY2029.  
 
 
 

Source – screener.in, alphaspread 

Source – screener.in, alphaspread 

 

HDFC Bank maintains an excellent capital management framework, ensuring that it remains well-capitalized 
and capable of withstanding market fluctuations while supporting its growth trajectory. The bank’s capital 
position is governed by its commitment to maintaining strong capital ratios in line with Basel III requirements 
and ensuring an optimal balance between risk-weighted assets (RWA) and capital adequacy. As of Q1FY25, 
HDFC Bank reported a Capital Adequacy Ratio (CAR) of 19.3%, which is comfortably above regulatory 
norms. The bank’s Tier I ratio stood at 17.3%, with a Common Equity Tier 1 (CET-1) ratio of 16.8%, further 
reinforcing its capital strength. 
 
Tier II Capital and Provision Buffers 
In addition to maintaining strong Tier I capital, HDFC Bank also utilizes Tier II capital, which accounts for 
2.0% of its CAR. A key feature of the bank’s capital management strategy is its emphasis on creating a 
strong provisioning buffer to protect against potential risks. The bank holds a floating provision of ₹124 
billion and a contingent provision of ₹145 billion, providing a solid cushion against any deterioration in 
asset quality. In FY24, HDFC Bank created a counter-cyclical floating provision buffer of ₹109 billion, 
which qualifies as Tier II capital and strengthens the bank’s balance sheet. This provision can be invoked 
only with the Reserve Bank of India’s (RBI) approval, reflecting the bank’s conservative approach to 
managing risks. 
 
Managing RWA Density and Credit Growth 
HDFC Bank has focused on optimizing its risk-weighted assets (RWA) by targeting high-quality lending. As a 
result, the bank’s RWA density improved to 64% in FY23, down from earlier levels, reflecting a shift toward 
lending to higher-rated corporates and retail customers. However, the recent increase in risk weights for 
unsecured advances by the RBI led to a slight uptick in RWA density to 68% in FY24. Despite this, the bank 
has been able to maintain a balanced approach to growth, with advances increasing by 13.0% YoY as of 
September 2024. 
 
Post-Merger Capital Position and Synergies 
The successful merger with HDFC Ltd. has significantly impacted HDFC Bank’s capital structure, introducing 
new challenges and opportunities. The merger brought in approximately ₹4 trillion in borrowings, with a 
substantial portion of these being high-cost borrowings. To manage this, HDFC Bank has embarked on a 
strategic initiative to replace HDFC Ltd.’s higher-cost borrowings with lower-cost deposits. As of Q1FY25, the 
bank had successfully reduced its borrowings by ₹600 billion, with ₹250 billion of this reduction occurring in 
the June quarter alone. The bank aims to replace an additional ₹600 billion of high-cost borrowings during 
FY25, which is expected to further improve its capital efficiency and support profitability. 
 
Focus on CASA and Liquidity Management 
HDFC Bank continues to prioritize increasing its Current Account Savings Account (CASA) ratio, which 
stood at 36.3% as of Q1FY25. Although there has been a slight decline in the CASA ratio post-merger due to 
significant outflows from current accounts, the bank remains focused on improving its deposit mix to enhance 
liquidity and reduce funding costs. The replacement of high-cost borrowings with retail deposits has been a 
key part of this strategy, ensuring that the bank can maintain a strong liquidity profile while enhancing 
profitability. HDFC Bank’s Liquidity Coverage Ratio (LCR) stood at 123% in Q1FY25, comfortably above 
the regulatory requirement. 
 

Exhibit 18: Financial Ratios  

Source: Company Data 
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Exhibit 43: CBA P/BV vs ROE Time 

Series Regression 
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Exhibit 44: Global Banks P/BV vs 

per share exclusive of franking credits. By assuming CBA continues to fully frank their dividends into the future, 
we value franking credits at $15.02 to arrive at our final RIM valuation of $66.88 per share (Exhibit 40). 

 Valuation | Dividend Discount Model  
The DDM is highly relevant to CBA given it is a regulated ADI with regulatory capital requirements and dividends 

are the more appropriate valuation measure of cash flows compared to free cash flows. Furthermore, CBA has 

not cut its full-year DPS since the GFC satisfies the DDM requirement of a stable stream of dividend payouts. 
We forecast CBA to retain its current DPS of $4.31 over the next three years before entering terminal growth 
at 2.30%. By assuming a cost of equity of 8.83% and 9.51%, in the forecast and terminal periods respectively, 
we obtain an implied share price of $73.42 inclusive of franking credits (Exhibit 41). 

 Valuation | Relative Valuation  
Our multiples analysis yielded a relative valuation of $71.12 per share derived from analysis of P/E and P/BV 

multiples of the comparable set. The five listed retail banks were selected as appropriate comparable given 

the fairly homogenous operating models and capital structures (a function of regulatory requirements) of 
Australian retail banks, with growth prospects relatively consistent across incumbent banks due to the banking 
industry’s maturity. Equity multiples were considered most appropriate for valuing banks given that enterprise 
values and EBITDA are not easily calculated due to the difficulty in defining debt for a financial institution. 

P/E1yr fwd. was given 50% weighting, reflecting the importance of bottom-line earnings in driving value for banks. 
1-year forward cash earnings were used to provide a forward-looking valuation baking in market expectations 
of subdued earnings and NIM compression as well as regulatory (RBNZ, APRA) changes in capital 
requirements, with cash earnings used to exclude the effect of one-offs (e.g. discontinued operations). CBA 
trades at a forward P/E of 16.68x, representing a 33% premium to the comparable set median of 12.54x which 
implies share price of $68.23. While CBA has historically traded at a 13.65% premium to peers, CBA’s inflated 
P/E ratio highlights its stretched valuation. Distortions in P/E ratios may arise depending on differences in how 
conservative or aggressive peers are in their loan loss provision policies, however, CBA’s peers operate with 
similar loss provision policies, supporting the use of this multiple. 

P/BV: was given a 50% weighting and considered appropriate to value financial services firms as banks’ balance 
sheets are a key driver of earnings. The P/BV multiple provides greater explanatory power for financial services 
firms (vs. non-FS firms) given that banks’ assets and liabilities are periodically marked to the market. Thus, 
book value equity is more likely to reflect market value and a stronger relationship between P/BV and ROE is 
expected, providing insight into market expectations of growth and risk. We arrived at a median P/BV of 1.28x 
for the comparable set implying a share price $74.01, with CBA currently trading at a 50% premium over peers 
at 1.92x. 

Premium: While we believe that CBA’s current valuation of 16.68x earnings and 2.03x FY19 book value is 
stretched, we note that CBA has historically traded at a premium relative to other banks: 13.7% on a P/E basis 
and 39% on a P/BV basis since 2009. With ROE being a key driver of both P/E and P/BV multiples, this historical 
premium is partially explained by CBA’s superior ROE which has historically been 24% higher than majors; 
FY19 ROE of 12.5% still represents a 14% premium over other majors. In addition to delivering superior returns 
to shareholders, CBA’s historical trading premium is also driven by reputational factors. CBA has garnered its 
reputation as a high-quality business, becoming a market darling for both retail and institutional investors as it 
holds the largest share of Australian residential mortgages, delivers consistent dividend yields and has excellent 
brand awareness. We expect CBA’s P/E and trading premium to narrow from current levels and converge to 
historical levels. Our view is that while CBA’s earnings trajectory is expected to decline over the forecast period, 
ROE headwinds will be industry-wide and thus CBA’s reputational and operational strengths will continue to 
drive a premium. Thus, we have applied this historical P/E premium of 13.7% and P/BV premium of 38% yielding 
an implied share price of $71.12. 

 Valuation | P/BV vs ROE Global Banks Regression  
Given that profitability is a fundamental driver of a banks’ value and market capitalization, a firm’s P/BV is 

2.5x 
ROE Regression 

theoretically correlated to its ROE. We regressed the P/BV multiple against ROE for major diversified 
+++qacommercial banks with total assets greater than $500bn and primary operations in Australia, New 
Zealand, 
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Canada and the United States to determine the relative valuation of CBA and the other major banks in a global 
context (see Appendix 17). Our regression analysis of 13 global banks yielded an R-squared of 42.8% 
demonstrating sub-optimal explanatory power and found CBA to be significantly overvalued compared to North 
American peers where its current P/BV of 2.03x is much greater than its predicted P/BV of 1.37x at its FY19 
ROE of 12.2% (Exhibit 44). The average P/BV of our North American and other majors peer group was 1.42x 
which means CBA currently yields a 41.6% premium. The regression analysis values CBA at $53.81 per share. 
However, given a fair portion of the variance, 57.3%, is explained by factors other than the ROE such as different 
regulatory capital requirements and competitive dynamics, we do not include this valuation approach in the 
triangulation of our target share price. Our developed markets bank regression is an alternative provided in 
Appendix 17. 

0.0% 5.0% 10.0% 15.0% 20.0% 

Return on Equity 

 
Source: Capital IQ, SURG estimates 

  INVESTMENT RISKS 
 

 

   [V1] Valuation Risk | Sensitivity, scenario and simulation analyses  
A sensitivity analysis was performed to flex the key drivers of CBA’s share price. We find a 100bps 

improvement in CBA’s CTI over the forecast period corresponds to a $1.07 increase in the share price, 

representing a 1.45% upside to our RIM valuation. An improvement of 100bps to credit growth across the period 
led to a 2.57% upside to $68.21. A scenario analysis was conducted to evaluate the significance of changes 
in macroeconomic conditions on our valuation. Our bull scenario assumes a more favorable domestic 
economic environment with greater demand for credit, management able to achieve their sub-40% CTI target 
within the next three years, and the bank able to maintain a 2.10% NIM pressures from low rates, yielding a 
share price of $86.28 representing a 8.11% upside on last close. Our bear case scenario assumes economic 
conditions deteriorate to worse than expected levels accompanied by RBA cutting rates beyond 0.50% nearing our estimated ELB of ~30%, an elevated CTI ratio with difficulties to achieve absolute cost reduction. By 

$62.85 $68.75 $71.37 
assuming flat GLAAs growth into FY23, the NIM declining to 1.80% and an elevated CTI of ~43%, we obtain a 

Overvalued 

R² = 0.581 

FY19 
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Exhibit 45: Monte Carlo Simulation 
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Exhibit 41: Dividend Discount Model 

Dividend Discount Model - Base Case 

Terminal Value of Dividends 108,300 

PV Terminal Dividends 84,019 

Sum of PV Forecast Dividends 19,373 

Equity Value 103,392 

Implied Share Price $58.41 

Terminal Value of Franking Credits 27,849 

PV Terminal Value Franking Credits 21,605 

Sum of PV Forecast Franking Credits 4982 

Franking Credits Value 26,587 

Franking Credits Value per Share $15.02 

Shares Outstanding 1,770 

Implied Share Price $73.42 

Premium / (Discount) to 1m VWAP -8.0% 

 

Exhibit 42: Market Multiples 

Ticker P/E (1YF) P/BV (1YF) P/TBV (1YF) 

CBA 16.68x 1.92x 2.21x 

ANZ 11.68x 1.28x 1.38x 

WBC 12.74x 1.54x 1.86x 

NAB 12.54x 1.49x 1.66x 

BOQ 12.04x 0.95x 1.20x 

BEN 13.97x 0.96x 1.35x 

Median 12.54x 1.28x 1.38x 

Adjusted 14.26x 1.78x 1.38x 

Implied Price $68.23 $74.01 $49.94 

Weightings 50% 50% 0% 

Price  $71.12  

 

Weighted Average Cost of Capital                                                                                                                                                                                   
The Weighted Average Cost of Capital (WACC) analysis for HDFC Bank includes key inputs that determine the bank’s cost of funding and overall 
risk profile. The WACC is a crucial metric as it reflects the blended cost of both equity and debt, weighted by their respective proportions in the 
bank’s capital structure. The long-term bond rate is estimated to range between 6.9% and 7.4%, while the equity market risk premium ranges 
from 8.3% to 9.3%, indicating the additional returns required by investors to compensate for the risk of holding equity in HDFC Bank. The adjusted 
beta of 1.01 to 1.04 shows that the bank’s stock volatility is slightly higher than the market, reflecting its sensitivity to broader market movements. 
The cost of equity is calculated between 15.3% and 17.6%, factoring in the equity risk premium and the adjusted beta. On the debt side, HDFC 
Bank’s cost of debt is relatively low at 5%, and after adjusting for taxes, this contributes to a more favourable cost structure. The tax rate used in 
the WACC calculations ranges from 25.0% to 25.2%, in line with corporate tax rates in India. The debt-to-equity ratio is stable at 0.59, indicating a 
balanced capital structure where debt constitutes a significant, but not overwhelming, part of the bank’s financing. After accounting for these 
variables, the after-tax WACC is estimated between 11.0% and 12.4% 
 
 

 

Peter Lynch Fair Value                                                                                                                                                                                    
HDFC Bank’s fair value, calculated using the Peter Lynch Fair Value model, is based on its impressive 5-year average earnings growth rate of 
23.7% and a TTM EPS of ₹89.33. Applying these figures, the fair value of HDFC Bank is estimated at ₹2,117.66. This valuation indicates a 
significant upside potential from its current market price, driven by strong historical growth in net income. For instance, the bank’s net income 
increased from ₹272,539 million in FY20 to ₹640,620 million in FY24, marking a substantial rise with a CAGR of 23.7% over this period. 

 

Recommendation                                                                                                                                                                                                            
Dividend Discount Model (DDM): This model forecasts HDFC Bank’s future dividends based on projected profits and payout ratios. With profits 
expected to grow from ₹557,152 million in 9M FY2025 to ₹1,343,256 million by FY2029, and payout ratios rising from 12% to 90%, the model 
captures the bank’s ability to generate substantial dividends. These dividends, when discounted to present value, suggest strong long-term value 
for shareholders. 
WACC Analysis: The after-tax WACC is estimated between 11.0% and 12.4%, reflecting the blended cost of equity and debt financing. This 
discount rate is used to assess the bank’s future cash flows, ensuring that both risk and return are accounted for in the overall valuation. 
Peter Lynch Fair Value: Using a 5-year average earnings growth rate of 23.7% and a TTM EPS of ₹89.33, the fair value is calculated at 
₹2,117.66. This model emphasizes the relationship between earnings growth and valuation, indicating that HDFC Bank is currently undervalued 
and has significant growth potential. 
Relative Valuation: Sell side brokerage firms use a relative valuation approach, factoring in HDFC Bank’s P/E ratio of 15.9x FY25E and P/BV of 
2.2x FY25E. These multiples, in line with the bank’s peers, suggest a target price range between ₹1,850 and ₹1,900. 
 
Based on a thorough analysis of multiple valuation models and broker recommendations, we assign a target price (TP) of ₹1,950 for HDFC Bank. 
The Dividend Discount Model (DDM), projecting strong profit growth from ₹557,152 million in FY2025 to ₹1,343,256 million by FY2029, 
alongside increasing payout ratios from 12% to 90%, highlights the bank’s capacity for substantial dividend generation. The Peter Lynch Fair 
Value model further supports this, estimating a fair value of ₹2,117.66, driven by a 23.7% 5-year average earnings growth rate and ₹89.33 TTM 
EPS. Meanwhile, broker reports estimate target prices of ₹1,850 to ₹1,900, reflecting strong fundamentals and earnings growth, with a P/E ratio 
of 15.9x FY25E and P/BV of 2.2x FY25E. Factoring in these models, along with the after-tax WACC of 11.0% to 12.4%, our blended analysis 
points to a mid-term target price of ₹1,950 
 

INVESTMENT RISKS 

 
[V1] Valuation Risk                                                                                                                                                                                  
Peter Lynch Fair Value model assumes an impressive 23.7% 5-year average earnings growth, but this may be challenged by economic 
slowdowns, changes in competitive dynamics, or regulatory shifts, which could lead to actual growth rates falling below these estimates. Similarly, 
the Dividend Discount Model (DDM) relies on the assumption that the payout ratio will rise significantly from 12% in FY2025 to 90% by the 
terminal year, which may be difficult to achieve if the bank faces increased capital requirements, regulatory interventions, or slower-than-expected 
earnings growth. Additionally, HDFC Bank is currently trading at premium valuation multiples, with a P/E ratio of 15.9x FY25E earnings and a P/BV 
of 2.2x FY25E, which raises the risk of a potential downside if growth fails to meet expectations. Any macroeconomic headwinds, such as slower 
credit growth or rising interest rates, could prompt a re-rating of the stock. The bank’s capital adequacy ratio (CAR) stands at 19.3%, but rising 
costs, such as an increase in the cost of deposits to 5.1% by FY25E, could pressure profitability and affect the valuation. 
, 
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Exhibit 48: Net Interest Margin 
Sensitivity 

FY20E 

Source: SURG analysis 

 
Exhibit 46: Risk Matrix 
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If management can achieve absolute cost reductions ahead of schedule, investors are likely to drive upside 
from 1) positive earnings news and 2) increased confidence in management’s future ability to deliver cost 
savings. Although CBA’s CTI target of 40% is ambitious given the current CTI of 46.2%, a cost-out program is 
currently being undertaken with McKinsey. Yet, akin to NAB’s 6,000 job cuts across 5 years returning ~$1.21bn, 
a CBA cut of 6,000 FTE leads to an impact of ~7% on CTI Valuation Impact: Our scenario analysis prices in 
bullish CTI news of a $74.65 share price (vs $70.53 RI base), if a major $0.5bn is achieved in cost  

                      
 

Despite intense political, customer and regulatory pressure, CBA could plausibly proceed to reprice variable 
rtes on both their front and back mortgage books to reduce a NIM contraction. There is no legislation preventing 
the pass through of RBA rate cuts and thus increasing the NIM margin for CBA. Management could employ 
this strategy to sustain bottom line earnings and contain a DPR escalation. Valuation Impact: A bullish upside 
of ~15bps hold-back on variable rates across 3 years marginally inflates the price target to $71.49. 

Mitigant: Management’s ambition to remain a prudent and customer-oriented business mitigates the risk of 
brazen repricing. Matt Comyn’s comments during the BRC that the bank had not been properly led in the past 
highlights a newfound emphasis on remediating customers. 

 

In the upside case that RBA delays on its prerogative to achieve 2-3% inflation, as indicated by recent 
commentary on a reactive response to stubborn unemployment, inflation and sluggish growth, banks will see 
NIM pressures ease. As decomposed in above (page 5), this would lead to a proportionately less severe 
outcome for CBA relative to the majors, given its high variable rates proportion in the front book and back book. 
Notably, a rate cut is priced in at 100% in November by interest rate futures, accompanying a (65%) probability 
of a further 25bp reduction in Mar-20. We note in order for the RBA to hold off two cuts, wage growth needs to 
tick up to 2.4%, consumer spending needs to climb, and new housing price data needs to reverse 4-5% on its 
9% correction coupled with positive YoY tax return figures funneling through across the Sep-Oct 2019 period. 
We expect the Westpac-MI Consumer sentiment index to remain steady, yet an uptick will compound this upside 
risk. Relaxed political pressure for banks to pass on full rate cuts would also ease the NIM squeeze. Valuation 
Impact: Our bull-case analysis assumes the RBA deploys one rate cut before CY19 ends which results with a 
less pronounced EPS downgrade in FY20 of -2.2% yielding a positive adjustment in our valuation of $0.83. 

Mitigant: As the RBA remains heavily data driven, all leading indicators support the case for monetary policy 
intervention. The timing of the cuts may stretch beyond 6 months, yet the impact will continue to face heavy 
pressure from the political sector to pass on cuts. In any form, the current levels already dangerously sit above 
our calculated Australian ELB tipping point, and CBA’s NIM is facing pressure on both sides. 

 
 

Exhibit 50: 10-Year Average MoM 
Housing Growth Rates 
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Dwelling prices in Australia rebounded in August, with Sydney and Melbourne driving 1.6% and 1.4% MoM 
growth respectively – the largest monthly rise since March 2017. This was driven by the surprise re-election of 
the Coalition government and dovish rhetoric from the RBA. The market is expecting a recovery across 
2H2019 and 2020, given the recent policy stimulus in APRA’s abolishment of the 7% serviceability interest 
rate floor, expected to lower mortgage rates and translate into higher borrowing for prospective buyers. 
Sydney’s dwelling prices, which have declined ~15% over 2017-18, rebounded 0.3% over two weeks post-
election, as buyer demand increased auction clearance rates. This is a turnaround in contrast to the falling 
residential housing market for almost two years, rallying positive sentiment in CBA’s home lending presence. 
Valuation Impact: We proxy a rapid housing turnaround to system credit growth upside, sensitized via our 
Monte Carlo simulation (Exhibit 45), yielding an upside of $71.37 on the 90 th percentile of housing price 
growth. 

Mitigant: Despite an uptick in the market, housing prices in capital cities remain well below 2017 peaks (-5.2% 
YoY), and the 1.6% MoM growth in Sydney is supported by August’s seasonal lift (Exhibit 50). Residential 
construction also remains weak over 2019, given building approvals declined at -9.7% MoM across July. August 
growth, as seen in Exhibit 50, is merely transient, and the housing market will remain subdued, particularly as  
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A key firm-level risk for HDFC Bank stems from its credit risk exposure, particularly in the retail and 
commercial segments. The bank’s Gross Non-Performing Assets (GNPA) stood at 1.24% as of FY24, with 
Net NPA at 0.33%, indicating relatively stable asset quality. However, the bank’s increasing focus on 
unsecured retail loans and the agricultural sector presents heightened risk, especially in case of an economic 
downturn. Regulatory changes, including higher risk weights on unsecured advances, further amplify credit 
risk exposure. The bank has taken proactive steps by maintaining provision coverage ratios (PCR) at 
71.2% to mitigate potential losses 

Another significant risk is the capital adequacy and increased Risk-Weighted Assets (RWA) post-merger 
with HDFC Ltd. The bank’s capital adequacy ratio (CAR) declined slightly to 18.8% in FY24, down from 
19.26% in FY23, partly due to the higher RWA intensity of 68%. As the bank integrates the operations of 
HDFC Ltd., managing capital adequacy under Basel III norms remains a challenge. This is critical for 
maintaining liquidity buffers and meeting regulatory requirements 

Source – Squirera Research, Geojit HDFC Reports 

HDFC Bank also faces liquidity risks, particularly following the merger. The Liquidity Coverage Ratio 
(LCR), while robust at 117.35% in FY24, reflects the bank’s need to manage liquidity effectively, especially 
during periods of market stress or significant deposit outflows. The bank has been replacing high-cost 
HDFC Ltd. borrowings with lower-cost retail deposits, but any disruptions in deposit mobilization could 
strain liquidity 

Source – Squirera Research 

Exhibit 49: Loan Impairment  

Loan 
Loss Earnings Price Delta 

Source: SURG analysis 

[M2] Market Risk | Mortgage turnaround via a housing rebound 
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Technical Analysis 
 

Indicators                                                                                                                                                                              

 
Indicator  Value Action 

RSI (14) 66.441 Buy 

STOCH (9,6) 78.931 Buy 

STOCHRSI (14) 60.516 Buy 

MACD (12,26) 10.88 Buy 

ADX (14) 57.756 Sell 

Williams %R -26.194 Buy 

CCI (14) 59.1199 Buy 

ATR (14) 7.4071 Less Volatility 

Highs/Lows (14) 5.0928 Buy 

Ultimate Oscillator 66.745 Buy 

ROC 0.822 Buy 

Bull/Bear Power (13) 6.384 Buy 

 
 

Source – Squirera Research, Geojit HDFC Reports 

 

Source – Squirera Research, Geojit HDFC Reports 

 

HDFC Bank is exposed to significant market risks, particularly related to interest rate fluctuations and 
foreign exchange volatility. These risks are critical as the bank holds substantial Government securities 
(SLR) and other fixed-income investments in its portfolio. Any sharp reversal in interest rate trends could lead 
to marked-to-market losses, especially in its Held-for-Trading (HFT) and Available-for-Sale (AFS) 
portfolios. The bank’s exposure to interest rate risk is further emphasized by its Net Interest Margin (NIM) 
was reported at 3.4% for Q3 FY24, and any adverse interest rate movements could negatively affect this key 
profitability metric. HDFC Bank’s involvement in foreign exchange markets and derivative transactions to 
hedge against currency risks introduces another layer of market risk. The bank’s foreign exchange book is 
subject to fluctuations in currency exchange rates, and despite hedging mechanisms, counterparty risk 
remains an area of concern, particularly in volatile global markets. Additionally, the cross-currency swaps 
and futures contracts the bank engages in create potential exposure to both interest rate and currency 
mismatches. The bank’s Liquidity Coverage Ratio (LCR) of 117.35% as of FY24 reflects its ability to 
manage short-term liquidity needs. However, in times of financial stress or market volatility, maintaining this 
liquidity position could become more challenging, particularly if there is a tightening of liquidity conditions 
globally. Moreover, the overall interest rate environment, driven by inflation and monetary policy changes, 
poses risks to the bank’s asset-liability management and its profitability. With the merger of HDFC Ltd., the 
bank's balance sheet has grown significantly, increasing its sensitivity to market risks. The increased size 
and complexity of its treasury operations mean that managing interest rate risk and currency risk will be 
crucial in maintaining profitability.   

 

Name Simple             Exponential 

MA5 1701.86 Sell 1699.27 Buy 

MA10 1695.84 Buy 1696.71 Buy 

MA20 1689.89 Buy 1688.26 Buy 

MA50 1666.22 Buy 1679.64 Buy 

MA100 1679.99 Buy 1679.72 Buy 

MA200 1695.61 Buy 1681.84 Buy 

 

The technical indicators for HDFC Bank suggest a bullish outlook, with multiple metrics 
signalling buying strength and upward momentum. The Relative Strength Index (RSI) 
stands at 66.441, nearing the overbought territory but still indicating strong buying 
momentum. This is reinforced by the Stochastic Oscillator (78.931) and Stochastic 
RSI (60.516), both of which are in bullish territory, confirming that the stock has strong 
momentum without yet being overbought. 
 
The Moving Average Convergence Divergence (MACD) at 10.88 further adds to the 
bullish sentiment, signalling that the stock's short-term momentum is well above its 
longer-term momentum, a clear buy signal. Additionally, the Williams %R at -26.194 and 
Commodity Channel Index (CCI) at 59.1199 are both signalling "Buy," as they indicate 
the stock is trading above its typical range, but without reaching extreme overbought 
conditions. 
 
However, one cautious note comes from the Average Directional Index (ADX) at 
57.756, which suggests a very strong trend but issues a "Sell" signal, indicating that the 
trend might be becoming overextended. This could mean that while the trend is strong, 
traders should be cautious of a potential reversal or correction. 
 
Volatility, as measured by the Average True Range (ATR) at 7.4071, suggests less 
price fluctuation, making the stock more stable in its movements. This is a favourable 
sign for investors looking for steadier price action. Furthermore, the Highs/Lows (14) at 
5.0928 and the Ultimate Oscillator at 66.745 both signal bullish momentum, further 
supporting the overall positive sentiment. 
 
The Rate of Change (ROC) at 0.822 and Bull/Bear Power (6.384) continue to point 
toward buying pressure in the market, indicating that HDFC Bank is showing strength 
against bearish forces and is poised for upward movement. 
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