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Holland Views – HDFC – Price: INR1830; MCap: INR3,068bn (US$44.5bn)

Passage to India
“Everyone keeps looking for the next Michael Jordan on the basketball court, but what
they don't realize is that he's walking up the fairway.” – Phil Knight, Nike CEO, 1996
Like Phil Knight, our search for the next great Franchise is taking us further afield. Lately, we
have found ourselves getting acquainted with India and its financial services sector. Prime
Minister Modi’s radical restructuring of financial services access and provision in India is
unprecedented in its scale and offers proper growth opportunities for well-positioned companies.
This brings us to HDFC (Housing Development Finance Corp) – an Indian Mortgage company1
setup in 1978. Having spent an amount of time studying it, we conclude it is an excellent business.
We now add HDFC to our list of global Franchises and to our valuation watch list hoping to see
it cheaper and/or to become more comfortable with the valuation. We suggest those of our clients
with a global remit might do the same though all our clients might be interested in our discovery
of a new Franchise. What follows is a brief overview of our early research on the business.
In summary:


HDFC today has c.20-25% share of the Indian mortgage market which is growing in doubledigits from what is a low base of mortgage penetration in India.



The company has compounded its book value by 20% cagr since 2001 and the company
plausibly believes its growth prospects remain of the order of 15% pa.



HDFC just published its 40th annual report – i.e. this is a business with a long and proven
track record.
The company was in effect setup by current chairman Deepak Parekh who was instrumental
in creating the firm’s unique culture. Interestingly for us, Parekh is also on the Board of Prem
Watsa’s Fairfax India2 – another great business compounding BVPS at c.17%!



HDFC has a superb corporate culture that stands out a mile – a ‘diamond in the rough’ as
it were of Indian financial services which remains dominated by staid government-owned
organisations.
We think HDFC is to Indian banks what Ryanair is to the European legacy airline industry –
a true disruptor with a steadfast corporate culture that holds the customer at its core.



HDFC’s modus operandi is to be demonstrably by far, the lowest-cost operator (Fig.4) and
it has a significant head start in the market as a technology innovator in banking.



HDFC’s culture can be summed-up thus: Prudent lending + Customer trust + Focus on
Innovation.
“lending eligibility should be based on the borrower’s repayment capacity rather than
the secured property’s value. From the start, HDFC followed this basic underwriting
principle…

HDFC, the India-listed mortgage company should not be confused with ‘HDFC Bank’ which is a NYSE-listed Indian
bank. In fact, the former owns a 21% stake in the latter – worth US$18bn, the stake being a key component of its
valuation.
2 Ticker: FFXDF
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(founder) Parekh told HDFC staff they “should make [the customer] feel that you need
him more than he needs you.” – Harvard Business Review case study of HDFC


As a macro backdrop, we note hugely significant developments in the Indian financial
markets under Prime Minister Modi in recent years on a scale we have not seen in any other
country.
“We expect Mr. Modi to be the Lee Kuan Yew of India!”3 – Prem Watsa, 2014 investor letter
Modi’s reforms have included massive (or as Prem Watsa puts it “unrelenting”) reform which
is opening up the relatively untapped Indian market to efficient financial services provision
via digital technology for India’s enormous population.
Specifically, these reforms include:
 The 2009 Aadhaar Act – a national biometric database based on a 12-digit
digital identity authenticated by fingerprint and retina scans. 270m bank
accounts have already been opened via this massive 1.2bn person database
(c.90% of the population).


The 2016 launch of the so-called India Stack4 – an “ambitious and
controversial project of creating a unified software platform to bring India's
population into the digital age” - Wikipedia



The 2016 Demonetisation (Cash ban) of all 500 and 1000 bank notes

Here is Watsa in more detail on Indian developments:

Source: Fairfax India 2018 investor letter5

Lee Kuan Yew was the first Prime Minister of Singapore, governing for three decades. He is recognised as the nation’s
founding father, with the country described as transitioning from the “third world to first world in a single generation”
under his leadership.
3

4
5

http://indiastack.org/about/

We recommend reading the entire Fairfax India letter here:
http://s1.q4cdn.com/293822657/files/doc_financials/annual_reports/2017/WEBSITE-Fairfax-India-Shareholders'Letter-(from-Annual-Report).pdf
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Disclaimer
This document does not consist of investment research as it has not been prepared in accordance with UK legal
requirements designed to promote the independence of investment research. Therefore even if it contains a research
recommendation it should be treated as a marketing communication and as such will be fair, clear and not misleading
in line with Financial Conduct Authority rules. Holland Advisors is authorised and regulated by the Financial Conduct
Authority. This presentation is intended for institutional investors and high net worth experienced investors who
understand the risks involved with the investment being promoted within this document. This communication should
not be distributed to anyone other than the intended recipients and should not be relied upon by retail clients (as defined
by Financial Conduct Authority). This communication is being supplied to you solely for your information and may
not be reproduced, re-distributed or passed to any other person or published in whole or in part for any purpose. This
communication is provided for information purposes only and should not be regarded as an offer or solicitation to buy
or sell any security or other financial instrument. Any opinions cited in this communication are subject to change
without notice. This communication is not a personal recommendation to you. Holland Advisors takes all reasonable
care to ensure that the information is accurate and complete; however no warranty, representation, or undertaking is
given that it is free from inaccuracies or omissions. This communication is based on and contains current public
information, data, opinions, estimates and projections obtained from sources we believe to be reliable. Past performance
is not necessarily a guide to future performance. The content of this communication may have been disclosed to the
issuer(s) prior to dissemination in order to verify its factual accuracy. Investments in general involve some degree of
risk therefore Prospective Investors should be aware that the value of any investment may rise and fall and you may
get back less than you invested. Value and income may be adversely affected by exchange rates, interest rates and other
factors. The investment discussed in this communication may not be eligible for sale in some states or countries and
may not be suitable for all investors. If you are unsure about the suitability of this investment given your financial
objectives, resources and risk appetite, please contact your financial advisor before taking any further action. This
document is for informational purposes only and should not be regarded as an offer or solicitation to buy the securities
or other instruments mentioned in it. Holland Advisors and/or its officers, directors and employees may have or take
positions in securities or derivatives mentioned in this document (or in any related investment) and may from time to
time dispose of any such securities (or instrument). Holland Advisors manage conflicts of interest in regard to this
communication internally via their compliance procedures.
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