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In an announcement to the stock exchanges over the weekend, HDFC Bank stated that the Reserve Bank 
of India (RBI) has lifted restrictions on its business generation activities under its Digital 2.0 program. 
The RBI has removed the ban on the issuance of the new credit cards by the bank earlier. With all the 
restrictions out of the way, the bank is well poised to deliver healthy business growth aided by retail 
segment and continued traction in the commercial segment.  However, the bank been underperforming 
peers on account of the embargo, its focus on the corporate loan book which partially impacted the overall 
revenue growth along with slowdown in the fee income growth and outperformance of its subsidiary, 
HDB Financial Services. In the past decade, the bank had commanded steep valuations than its peers 
which was primarily on account of superior underwriting skills and a small size loan book. Although, the 
bank has been delivering best-in-class return ratios and asset quality, its operating performance has 
deteriorated after the embargo by the RBI. The bank’s overall book grew by 14% y-o-y in FY21 vs. 21% 
in FY20. Its retail loan book moderated to 7% in FY21 versus 15% in FY20. NIM too fell by 10 bps during 
the restrictions period. Further, the bank has been continuously losing its market share in the credit card 
business despite the lifting of the ban on issuance of new credit cards (market share of 22.8% in Jan’22 
versus 23% in Dec’21). 

Summary of events: In December 2020, the RBI had asked HDFC Bank to put on hold all new digital 
launches - products or services including the sourcing of the new credit cards until technical issues due to 
repeated outages in its online platforms were resolved. The management at that time, had highlighted that 
the ban has impacted its business and further added that it would take around 12-15 months to complete the 
technology transformation. It took a set of corrective measures including external auditor for its systems. The 
external audit was conducted during February to April 2021 and the report was submitted to the regulator. 
The curbs were partially lifted in August 2021, where the bank was allowed to issue new credit cards. While 
the restrictions on new card issuances was lifted in eight months, the ban on the digital initiatives were in 
place for over 14 months. 

Loan book growth: HDFC Bank’s overall loan book witnessed a healthy pick up with retail loans gaining 
momentum and continued growth in the commercial book. It had taken a conscious decision to de-risk 
its book during the pandemic and which has thereon helped the wholesale book to grow strongly.  The 
management recently indicated that it intends to revert to faster growth in retail and commercial segment 
going ahead. However, we foresee a faster recovery in the overall mortgages segment of the sector where 
the presence of the bank is still quite low (~6% of the book). Further, the sharp increase in the fuel prices 
and continuing supply constraints for new vehicles may not be favourable for the bank as it has a significant 
presence. Additionally, the bank has been continuously losing its market share in the credit card business 
despite the lifting of the ban on issuance of new credit cards (market share of 22.8% in Jan’22 versus 23% in 
December 2021).

Best in class asset quality:  The bank’s asset quality improved and is now superior among peers. With the 
competition likely to be strong and willingness to expand its market share in the current environment would 
be a challenge for the bank.

Our Call

Valuation – We maintain our Buy rating with an unchanged price target of Rs. 1,973: We believe that the 
bank is on the trajectory of accelerated growth going ahead with the robust advances growth aided by retail 
and commercial segment and better asset quality in the wake of lifting of all the restrictions. We expect the 
bank’s margin to gradually recover over FY23 coupled with growth in the unsecured book. Further, the bank 
now has sufficient drivers in terms of asset quality, reasonable provision buffers and appropriate asset mix 
to drive growth going forward. The bank is well capitalised and can manage asset quality across cycles and 
deliver superior return ratios and reap opportunities from the revival of the economy going ahead. Hence, we 
maintain our Buy rating with unchanged price target of Rs. 1,973.

Key Risks

Any delay in the economic recovery and its impact on the asset quality.

Summary

	� HDFC Bank over the weekend communicated through the exchanges that RBI has lifted the restrictions 
imposed on it, pertaining to new initiatives under digital 2.0. This addresses a key overhang on the 
stock as the bank was unable to continue its role out of new digital initiatives and there on was losing 
on market share to its competitors. 

	� Previously, RBI in December 2020 had barred HDFC Bank to stop all launches of its upcoming digital 
business-generating activities and sourcing of new credit card customers after repeated outages 
at its data centre which impacted operations. The curbs were partially lifted in August 2021, where 
the bank was allowed to issue new credit cards. However, the bar on the digital front continued. 
Eventually, this has now been removed.

	� HDFC bank has further added that it has drawn plans to meet the evolving digital requirements of 
customers during the embargo period. The bank added 2.1 lakh new credit cards m-o-m in January 
2022 and it has 1.6 crore cards outstanding. The bank has demonstrated a healthy traction in the 
loan book growth driven by retail book aided by pick-up in the unsecured segments and commercial 
baking segment. With the removal of the digital embargo, we believe the bank is poised to grow its 
assets with much strong aggression. 

	� The stock trades at 2.8x/2.4x its FY2023E and FY2024E book value. It has corrected by 20% from the 
high of Rs. 1,724 which offers a good opportunity at lower levels. Hence, we maintain a Buy with an 
unchanged price target of Rs. 1,973. 
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Shareholding (%)

Promoters  25.8 

FII  37.5 

DII  23.0 

Others  13.8 

Price performance
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Company details

Market cap: Rs. 7,94,338 cr

52-week high/low: Rs. 1,724 / 1,292

NSE volume:  
(No of shares)

71.9 lakh

BSE code: 500180

NSE code: HDFCBANK

Free float:  
(No of shares)

437.8 cr

Valuation Rs cr

Particulars FY21 FY22E FY23E FY24E

NII  64,880  73,547  87,588  1,00,680 

PAT  31,116  36,454  44,283  51,039 

EPS (Rs.)  56.4  66.1  80.3  92.6 

BVPS (Rs.)  369.5  429.2  509.5  602.1 

P/E (x)  25.6  21.8  18.0  15.6 

P/B (x)  3.9  3.4  2.8  2.4 

RoA (%)  1.9  2.0  2.1  2.2 

RoE (%)  16.6  16.6  17.1  16.7 
Source: Company; Sharekhan estimates

HDFC Bank
Digital embargo lifted

Bank Sharekhan code: HDFCBANK

Reco/View: Buy  CMP: Rs. 1,442 Price Target: Rs. 1,973 
á Upgrade  Maintain â Downgrade

Source: Morningstar
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Charts

Segment- wise mix (%)

% FY16 FY17 FY18 FY19 FY20 FY21 Q1FY22 Q2FY22 Q3FY22

Retail  42.8  44.6  46.8  45.7  43.3  40.3  39.2  40.4  40.0 

Home Loans  6.9  6.9  5.5  6.3  6.4  6.2  6.3  6.3  6.3 

Kisan Gold Card  4.8  4.7  5.3  4.7  4.4  4.2  4.1  4.7  4.4 

Unsecured 

Credit Cards  4.4  4.7  5.5  5.7  5.8  5.7  5.3  5.7  5.8 

Personal Loans  8.0  9.0  10.9  11.3  11.6  10.5  10.4  10.5  10.6 

Vehicle Loans

Auto  10.8  11.2  11.6  9.8  8.4  7.4  7.3  7.9  7.6 

CV/CE  3.2  3.5  3.6  3.5  2.9  2.5  2.4 

Two Wheelers  1.2  1.1  1.3  1.2  1.0  0.8  0.7  0.8  0.7 

Gold Loans  1.0  0.9  0.8  0.6  0.5  0.6  0.6  0.7  0.7 

Loans against securities  0.3  0.3  0.3  0.2  0.2  0.2  0.2  -  - 

Others  2.3  2.3  2.1  2.2  2.0  2.2  1.9  3.8  3.8 

Business Banking  5.4  6.5  8.2  7.0  6.5  6.3  6.4  4.5  4.6 

Domestic Corporate  44.3  45.3  41.9  44.4  47.4  50.7  51.4  51.5  52.0 
Source: Company; Sharekhan Research
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Outlook and Valuation 

n Sector outlook – Green shoots of credit growth, stronger banks placed better  

System-level credit off take grew modest by 7.89% y-o-y in the fortnight ending February 11, 2022 showing that 

credit growth held strong after the festive season. On the other hand, deposits continue to hold strong which 

rose by 9.11%, which indicate a healthier economic scenario. Moreover, the RBI’s accommodative monetary 

policy stance, resulting in surplus liquidity, provides succor in terms of easy availability of funds and lower 

cost of funds for banks and financials. Going forward, corporate exposure is likely to be a function of asset 

quality, client profile, as well as an economic recovery. At present, we believe the banking sector is likely to 

see increased risk-off behaviour, with tactical market share gains for well-placed players. We believe large 

banks, with a strong capital base and asset quality (with high coverage and provision buffers), are better 

placed to take-off once the situation normalises.

n Company outlook – Strong fundamentals to continue 

We believe structural growth drivers are in place for HDFC Bank, helping it gain market share, aided by 

operational efficiencies and best-in-class asset quality. Going forward, we see growth outlook improving on 

credit cost and growth, even though medium-term challenges remain. The bank has built strong provision 

buffer, which work as a strong bulwark against probable future risks. Notably, the franchise continues to be 

one of the best-managed and strongest business models and needs to be seen from a long-term perspective. 

Overall, asset quality looks sanguine, with its calibrated growth and strong underwriting and assessment 

capabilities and healthy digitalisation benefits adding to the moat of its business strength. HDFC Bank’s 

sufficient buffer of floating provision and contingent provisions along with comfortable capitalisation levels 

(CAR ratio at 19.5%) are additional positives. We believe HDFC Bank’s business quality and franchise strength 

will help it tide over near-term challenges.

n Valuation – We maintain our Buy rating with an unchanged price target of Rs. 1,973

We believe that the bank is on the trajectory of accelerated growth going ahead with the robust advances 

growth aided by retail and commercial segment and better asset quality in the wake of lifting of all the 

restrictions. We expect the bank’s margin to gradually recover over FY23 coupled with growth in the unsecured 

book. Further, the bank now has sufficient drivers in terms of asset quality, reasonable provision buffers and 

appropriate asset mix to drive growth going forward. The bank is well capitalised and can manage asset 

quality across cycles and deliver superior return ratios and reap opportunities from the revival of the economy 
going ahead. Hence, we maintain our Buy rating with an unchanged price target of Rs. 1,973. 

Peer Comparision

Particulars
CMP (Rs 
/ Share)

MCAP  
(Rs Cr)

P/E (x) P/B (x) RoE (%) RoA (%)

FY22E FY23E FY22E FY23E FY22E FY23E FY22E FY23E

HDFC Bank  1,442  7,94,088  18.0  15.6  3.4  2.8  16.6  17.1  2.0  2.1 

ICICI Bank  698  4,82,337  23.6  21.1  3.0  2.7 13.5 13.7 1.7 1.7

Kotak Mahindra Bank  1,791  3,49,714  44.4  37.9  5.0  4.4 11.9 12.4 2.0 2.0
Source: Company, Sharekhan estimates
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About the company

HDFC Bank is the largest private sector bank with a pan-India presence. The bank has been designated by 
the Reserve Bank of India (RBI) as a domestic systemically important bank (D-SIB), underlining its importance 
in the financial system. HDFC Bank caters to a wide range of banking services covering commercial and 
investment banking on the wholesale side and transactional/branch banking on the retail side. The bank’s 
loan book is well balanced between retail and wholesale loans. As a business entity, HDFC Bank continues 
to deliver steady performance with well-maintained margins and conservative asset-quality performance.

Investment theme

HDFC Bank is among the top performing banks in the country having strong presence in the retail segment 
with strong asset quality and best-in-class margins. Not only the bank, but its strong and marquee parentage 
enjoy arguably the strongest brand recall in the country, which is at a significant competitive advantage in 
the Indian banking space. Buoyed by a strong brand appeal, impressive corporate governance, and strong 
management team (consistency in performance and best-in-class granular clientele) has enabled HDFC bank 
to be a long-term wealth creator for investors, and the above factors still hold true. The bank continues to 
report consistent margins and advances growth over the years across various credit/interest rate cycles and 
has been able to maintain its asset quality too, which is indicative of the strong business franchise strength 
and leadership qualities. We believe the bank has a strong business model and is relatively well placed to 
tide over near-term challenges.

Key Risks

Any delay in the economic recovery and its impact on the asset quality.

Additional Data

Key management personnel 

Mr Sashidhar Jagdishan Managing Director/CEO

Mr Jimmy Tata Chief Risk Officer

Mr Srinivasan Vaidyanathan Group Chief Financial Officer

Mr Vinay Razdan Chief Human Resources Officer

Mr Ashish Partharsarthy Treasurer

Ms Ashima Bhat Head - Finance & Strategy
Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)

1 Capital Group Cos Inc/The 4.4

2 SBI Funds Management Pvt Ltd 3.5

3 LIFE INSURANCE CORPORATION OF INDIA 2.1

4 Morgan Stanley 2.1

5 EUROPACIFIC GROWTH FUND 2.0

6 FMR LLC 1.7

7 FIL Ltd 1.5

8 ICICI PRUDENTIAL Life Insurance Co Ltd 1.3

9 UTI Asset Management Co. 1.2

10 Schroders PLC 1.1
Source: Bloomberg

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Understanding the Sharekhan 3R Matrix

Right Sector

Positive Strong industry fundamentals (favorable demand-supply scenario, consistent 

industry growth), increasing investments, higher entry barrier, and favorable 

government policies  

Neutral Stagnancy in the industry growth due to macro factors and lower incremental 

investments by Government/private companies

Negative Unable to recover from low in the stable economic environment, adverse 

government policies affecting the business fundamentals and global challenges 

(currency headwinds and unfavorable policies implemented by global industrial 

institutions) and any significant increase in commodity prices affecting profitability.

Right Quality

Positive Sector leader, Strong management bandwidth, Strong financial track-record, 

Healthy Balance sheet/cash flows, differentiated product/service portfolio and 

Good corporate governance.

Neutral Macro slowdown affecting near term growth profile, Untoward events such as 

natural calamities resulting in near term uncertainty, Company specific events 

such as factory shutdown, lack of positive triggers/events in near term, raw 

material price movement turning unfavourable

Negative Weakening growth trend led by led by external/internal factors, reshuffling of 

key management personal, questionable corporate governance, high commodity 

prices/weak realisation environment resulting in margin pressure and detoriating 

balance sheet

Right Valuation

Positive Strong earnings growth expectation and improving return ratios but valuations 

are trading at discount to industry leaders/historical average multiples, Expansion 

in valuation multiple due to expected outperformance amongst its peers and 

Industry up-cycle with conducive business environment.

Neutral Trading at par to historical valuations and having limited scope of expansion in 

valuation multiples.

Negative Trading at premium valuations but earnings outlook are weak; Emergence of 

roadblocks such as corporate governance issue, adverse government policies 

and bleak global macro environment etc warranting for lower than historical 

valuation multiple.
Source: Sharekhan Research 
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