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During Q2 2024, LBA established a new position in HDFC Bank, one of the premiere Indian banking 

institutions. Our analysis suggests the company can grow EPS by more than 11% CAGR for the 

next 5 years. 

 

HDFC Bank announced a merger with its parent entity HDFC Limited in April 2022, which was 

finalized in 2023. The market did not favorably view the terms of the transaction and punished the 

stock. The merger brought in assets from HDFC Limited which negatively impacted the funding mix 

of the bank in the near term. The key concern for investors was whether HDFC Bank could maintain 

the profitable growth rate that had been generated in the past. 

 

LBA Investment Thesis:  

Next 3-5 Years 

• LBA’s proprietary research suggests 

that HDFC Bank will continue to 

deliver on its profitable growth by 

regaining its superior funding mix 

over the medium term. HDFC Bank 

has accelerated its push to expand its 

physical presence by opening more 

than 3,000 branches in the last 5 

years.  

• Approximately 60% of HDFC Bank’s 

branch network is less than 10 years 

old. With the help of its expanded 

branch footprint, HDFC Bank is now 

adding almost 1 million clients per 

month. As these branches and 

customer relationships mature, they 

bring in stable and low-cost deposits. 

For instance, branches with 5-to-10-

year vintage grow by ~3x vis-à-vis the 

branches with less than 5-year 

vintage, which will be used to replace 

higher cost wholesale funding, 

helping HDFC Bank regain its 

superior funding mix and hence it’s 

peer leading profitable growth.  
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• The current low penetration of banking and credit markets in India; domestic credit relative 

to private sector as a % of GDP for India is at 50%, roughly half of the world average at 96% 

and a third of the developed country average of 148%. 

 

Source – World bank, St Louis Fed, LBA analysis 

• Another important tailwind is the long-term market share gain from Government-owned 

(PSU) banks which came into being after the nationalization in in the late 60’s. In the early 

90’s, a few private owned banks were given licenses including HDFC Bank. Since then, the 

market share shift from PSU banks to private owned banks has been impressive. 

 

 

• Our analysis also suggests the merger offers potential for revenue synergies as ~70% of 

HDFC Limited’s customers (~ 5 million customers) were not banking with HDFC Bank. The 

merger brings along significant stakes in other industry-leading and profitable financial 

services such as life insurance, general insurance, mutual funds etc. 
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• HDFC has typically traded at a lofty valuation around 4-5x book value.  We recently met with 

their management team, and thoroughly understood their business model and plans, When 

the opportunity presented itself earlier this year as the valuation came under duress due to 

systematic market volatility, we were able to add it at only 2.5x book, or about half its historical 

valuation.  

 

Source – FactSet, LBA Analysis 

Conclusion:  

Our analysis suggests HDFC Bank is a suitable addition to our portfolio since 

we believe it offers the combination of quality and growth without materially 

increasing the risk profile of the portfolio. LBA is highly price sensitive, and 

we try to maximize the margin of safety in our portfolio by acquiring 

companies at reasonable valuations. 

 

 

All dollar references in the text are U.S. dollars unless otherwise indicated.  

A list of all purchases and sales made during the past year can be provided on request. The transactions mentioned in this document do not 

represent all the securities bought or sold in the fund during the quarter. 

The information and opinions expressed herein are provided for informational purposes only, are subject to change and are not intended to 

provide, and should not be relied upon for, accounting, legal or tax advice or investment recommendations. Any companies mentioned herein 

are for illustrative purposes only and are not considered to be a recommendation to buy or sell. It should not be assumed that an investment 

in these companies was or would be profitable. Unless otherwise indicated, information included herein is presented as of the dates 

indicated. While the information presented herein is believed to be accurate at the time it is prepared, Letko, Brosseau & Associates Inc. cannot 

give any assurance that it is accurate, complete and current at all times.   

Where the information contained in this presentation has been obtained or derived from third-party sources, the information is from sources 

believed to be reliable, but the firm has not independently verified such information. No representation or warranty is provided in relation to the 

accuracy, correctness, completeness or reliability of such information. Any opinions or estimates contained herein constitute our judgment as 

of this date and are subject to change without notice.  

Past performance is not a guarantee of future returns. All investments pose the risk of loss and there is no guarantee that any of the benefits 

expressed herein will be achieved or realized. 

This presentation may contain certain forward-looking statements which reflect our current expectations or forecasts of future events 

concerning the economy, market changes and trends. Forward-looking statements are inherently subject to, among other things, risks, 

uncertainties and assumptions regarding currencies, economic growth, current and expected conditions, and other factors that are believed 

to be appropriate in the circumstances which could cause actual events, results, performance or prospects to differ materially from those 

expressed in, or implied by, these forward-looking statements. Readers are cautioned not to place undue reliance on these forward-looking 

statements. 

This document cannot be transmitted without prior approval from Letko, Brosseau & Associates Inc. 
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