Private Sector Banks Gain Momentum
iN India as PSU Banks Face Challenges

2019 Greenwich Leaders: Indian Corporate Banking

Indian regulators are now putting in place reforms that may serve as the foundation for the country’s financial sector
for decades to come. However, establishing a stronger risk management structure and building a solid, modern banking
industry is no easy task. Banks, investors and commercial clients should all be prepared to deal with short-term turmoil
as the old order gives way to a new 21st-century banking system.
In this report, we explore key themes surrounding:

1. Current progress and impact of ongoing banking reforms

2. Competitive landscape and outlook: Relative performance of public and private sector banks

3. Greenwich Share and Quality Leaders and Greenwich Excellence Awards

Current Progress and Impact of Ongoing
Banking Reforms

Stressed Assets: Slow Progress to Resolution - The single biggest issue facing the Indian banking sector—and indeed,
one of the biggest issues facing India as a whole—is the health and solvency of the country’s public sector (PSU)
banks. As the accompanying chart from the Reserve Bank of India (RBI) shows, gross non-performing assets (NPAs)
among PSU banks grew to 14.6% of total assets in 2017-18 from 11.7% in 2016-17. This ratio represents a serious threat,
considering that PSU banks represent some 70% of the Indian banking industry.

PERCENTAGE OF GROSS NON-PERFORMING ASSETS BY BANK TYPE
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Note: Private sector banks refer to all privately owned Indian banks including ICICI, HDFC and Axis Bank, Indusind, Yes etc,;
Foreign banks refer to banks headquartered outside of India, including global banks such as HSBC, Citi, StanChart;
Public sector banks refer to all national and state-owned banks in India.

Source: RBI “Report on Trend & Progress of Banking in India 2017-18”; Calculated taking gross NPAs from annual accounts
of respective banks and gross advances from off-site returns (global operations).
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Regulatory actions such as the Central Repository of Information on Large Credits (CRILC) in 2014 and the Asset
Quality Review (AQR) in 2015 actually contributed to an initial increase in reported NPAs among PSU banks by forcing
banks to recognize underperforming loans. These efforts to shore up the sector have been buttressed by even more
direct action from the regulator, including sizable cash infusions and the orchestration of mergers among PSU banks.

It now seems that some of these efforts are bearing fruit. NPA ratios are showing signs of moderating among some
PSU banks in fiscal 2018-2019. In particular, State Bank of India’s gross NPAs fell 23% year-on-year. However, the NPA
issue is far from resolved and, as the ongoing crisis among the country’s non-banking financial companies (NBFCs)
crisis illustrates, there could be many still-hidden minefields for public sector and other Indian banks to navigate before
declaring their balance sheets restored.

The default by IL&FS in August 2018 sparked fears of a wholesale credit crisis triggered by India’s fast-growing ranks
of NBFCs. The magnitude of the event caused a fundamental change in approach by regulators, who have abandoned
their traditional “light-touch” regulation of NBFCs in favor of a more proactive and aggressive approach. Going forward,
the RBI will focus on the linkages between NBFCs and banks, and look to “harmonize” liquidity norms between the two,
while still allowing for differences in business models.

Structural Reforms and Impact - One of the first and perhaps most important reforms enacted by Indian regulators

in their attempt to modernize and stabilize the country’s banking system was the 2016 Insolvency and Bankruptcy
Code (IBC). Although many details of the process are still being worked out, the IBC represents the country’s first real
mechanism for orderly default resolution and asset recovery. The implementation of the new bankruptcy process was a
key first step in addressing the issue of bank NPAs.

While IBC is clearly a step toward the right direction, progress has been slow. The number of actual resolutions is in
single digits, which means a lot of tweaking is required before the process can be called a success.

Competitive Landscape and Outlook: Relative
Strengths of Public and Private Sector Banks

Greenwich Associates interviewed a total of 557 India-based companies and foreign subsidiaries between Q4 2018
and QI 20719. Of these, 149 are large corporates with annual turnover of at least INR 3,000 crores, and 408 are middle
market businesses with turnover between INR 300 crores to 3,000 crores.

We track corporate usage of banking services (among other dimensions) based on their depth of relationship.
‘Lead relationships” refers to the top two (including domestic and international) overall banking relationships
cited by a company.

Iz

Companies Turn to Private Sector Banks as Public Sector Banks Struggle

Due to their struggles with NPAs and other issues, India’s PSU banks are losing valuable lead banking relationships
with the country’s largest companies. As of 2016, 20% of large Indian corporates said they used at least one PSU bank
as a lead corporate bank, meaning they considered the bank one of their top two corporate banking providers. By 2018,
that share had fallen to just 15%. The bulk of those relationships went to private sector banks. Even when they do retain
their status as a company’s No. 1 or No. 2 credit provider, PSU banks are being cited less often as leading providers for
non-credit products such as foreign exchange and cash management—roles that are being filled most often by private
sector banks.
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This shift is the direct and predictable outcome of the steady improvement in product and service quality on the part
of India’s private sector banks and the continued struggles of the PSU banks—including restrictions placed on certain
public sector banks by regulators.

The one outlier to this trend is State Bank of India. SBI, which has moved faster and made more progress than other
PSU banks to address the NPA issue, actually increased its share of lead corporate banking relationships to 6% of large
companies in 2018 from 4% in 2016. SBI has also posted dramatic gains in “cross-selling” FX and other non-lending
products to companies for which it is a top credit provider.

Leading Indicator: Quality of Relationships

The Greenwich Quality Index (GQJ) is a normalized composite of qualitative ratings of banks by their corporate banking
clients. Metrics that are part of the GQIl composite are listed at the end of the report. Scores mentioned below are the
difference to industry average.

In 2017, the average GQI score for public sector banks was 50 points below the industry average. In 2018, it dropped to
-70 points. Over that same period, the average GQI for Indian private sector banks increased from even with the mean
to five points above the industry average. By way of comparison, the average GQI score for foreign banks competing
in India is 40 points above the mean. The GQI for SBI climbed 10 points from 2017 to 2018.

These are ominous findings for any PSU banks not named State Bank of India. Quality perceptions as quantified in the
GQl are forward-looking indicators. In other words, declining ratings today often signal changes of providers in the
future. Already, Indian companies are turning over corporate banking providers at a rate rarely seen in other markets.
Based on projections at the start of this year, Greenwich Associates estimates that 92% of Indian companies will make
a change to their corporate banking rosters in 2019.

As corporate banking evolves, the oncoming wave of technology could potentially lead to a bleaker picture for PSU
banks. The reason: The corporate banking landscape is being transformed by technology. Banks in every country
are investing millions of dollars in IT—including both customer-facing digital applications designed to make banking
easier for clients, and internal systems made to lower costs and create efficiencies. “Consumed with the NPA crisis,
India’s public sector banks are in no position to make these critical technology investments, and as a result, they are
likely to fall even further behind their domestic private sector rivals and foreign competitors, unless the situation is
addressed urgently,” says Greenwich Associates consultant Gaurav Arora.

See the upcoming Greenwich Report “Future Outlook: Digital Capabilities Will Determine Winners and Losers in
Indian Corporate Banking” for a complete analysis about how technology is transforming the Indian banking sector for
both companies and providers.
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EASE OF DOING BUSINESS: A TOUGH PROBLEM TO TACKLE

Tighter bank regulations and stricter compliance requirements are causing headaches for companies
around the world. Large companies complain about onerous documentation demands that slow
banking functions and make even simple tasks like opening a new account painful. This is especially
the case in India, where a host of sweeping new regulations are shaking up the world of banking and
corporate finance.

“Ease of doing business” now ranks as the No. 2 factor large Indian companies consider when choosing
a bank for cash management—behind only pricing. Indian corporate treasury stakeholders participating
in the Greenwich Associates 2018 Large Corporate Cash Management Study described the situation in
various ways:

In India, banks have a lot of internal
compliance issues. Under the blanket

The documentation process is very intensive. of compliance, they can hide anything.
They want everything in their own format They don’t think from the customer’s
and are not ready to accept anything else. point of view.

They are inflexible in terms of documentation.

N

“Around the world, banks are rolling out tech solutions specifically designed to address this ‘ease of
doing business’ issue by eliminating the worst pain points for corporate clients,” says Greenwich
Associates consultant Winston Jin. “Banks underinvesting in addressing key client pain points risk
being leapfrogged.”

Conclusion

Given the current dynamics of the industry and the priorities of the new government, it’s becoming increasingly clear
that restoring India’s banking system to health is a priority. The potential implications could range from privatization/
consolidation, to setting stronger corporate governance structures, to guidance on IT infrastructure upgrades.
The geographic advantage that once secured the franchises of PSU banks in specific regions is being undermined by
technology that allows companies to more easily employ the services of domestic private sector and foreign banks
with a smaller physical footprint. Meanwhile, weak balance sheets and other immediate challenges are preventing PSU
banks from making the long-term IT investments needed to compete for wholesale banking business in the future.

As Gaurav Arora concludes, “Even after recent mergers, it’s apparent that the PSU banks need to consolidate in order
to achieve the scale needed to compete as well as ensure that banks are investing in people/platforms/technology to
effectively compete in the future.”

Greenwich Share and Quality Leaders

The 2019 Greenwich Share and Quality Leaders in Indian Corporate Banking are navigating a stressful and volatile
period of transition, as the consequences of long-needed reform ripple through the marketplace. HDFC Bank and State
Bank of India are at the top of the list of local banks. Each is used for corporate banking services by roughly three-
quarters of large Indian companies. Close behind is ICICI Bank, with a market penetration score of 71%. These three
banks also secure the top spots among middle market banking companies, with HDFC in first place and ICICI and SBI
statistically tied in the No. 2 spot. In terms of Quality, HDFC has differentiated itself from all local bank competitors to
claim the title of 2019 Greenwich Quality Leader®™ in both Large Corporate and Middle Market Banking.
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Among foreign banks, Standard Chartered and Citi are tied statistically with a market penetration of 51%-54% among
large Indian corporates, followed by HSBC at 50%. These banks are the 2019 Greenwich Share Leaders®™ in Indian Large
Corporate Banking Market Penetration—Foreign Banks. In the middle market space, HSBC ranks first, with Standard

Chartered in second and Citi a close third.

Greenwich Share and Quality Leaders — 2019

Greenwich
Share Leader

2019

Indian Large Corporate Banking Market Penetration—Local Banks

Greenwich

Quality Leader

2019

Indian Large Corporate Banking Quality—Local Banks

Bank Market Penetration* Statistical Rank Bank
HDFC Bank 75% T HDFC Bank
State Bank of India 74% 1T

ICICI Bank 71% 3

Indian Large Corporate Banking Market Penetration—Foreign Banks

Indian Large Corporate Banking Quality—Foreign Banks

Bank Market Penetration* Statistical Rank Bank

Standard Chartered Bank 54% T DBS Bank

Citi 51% T Standard Chartered Bank
HSBC 50% 3

Note: Based on 149 respondents. Market Penetration is the proportion of companies interviewed that consider each bank an important provider of corporate
banking services. Market-level leaders are based on Top 3 leading banks including ties. Quality leaders are cited in alphabetical order including ties.

Source: Greenwich Associates 2018 Asian Large Corporate Banking Study

Greenwich Share and Quality Leaders — 2019

Greenwich
Share Leader

2019

Indian Middle Market Banking Market Penetration—

Greenwich

Quality Leader
2019

Indian Middle Market Banking Quality—

Local Banks Local Banks
Bank Market Penetration* Statistical Rank Bank

HDFC Bank 60% 1 HDFC Bank
ICICI Bank 55% 2T

State Bank of India 54% 2T

Indian Middle Market Banking Market Penetration—
Foreign Banks

Indian Middle Market Banking Quality—
Foreign Banks

Bank Market Penetration* Statistical Rank Bank

HSBC 25% 1 Citi

Standard Chartered Bank 22% 2 HSBC

Citi 18% 3 Standard Chartered Bank

Note: Based on 408 respondents. Market Penetration is the proportion of companies interviewed that consider each bank an important provider of corporate
banking services. Market-level leaders are based on Top 3 leading banks including ties. Quality leaders are cited in alphabetical order including ties.

Source: Greenwich Associates 2018 Indian Middle Market Banking Study
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GREENWICH EXCELLENCE AWARDS

For the second year, Greenwich Associates is recognizing excellence in Indian corporate banking. The 2019
Greenwich Excellence Awards identify the top-ranked banks in a series of product and service categories.

Winners are determined by receiving a statistically significant portion of “Excellent” ratings from their middle
market and large corporate clients in India.

Greenwich
Excellence

2019

2019 Greenwich Excellence Awards for Indian Large Corporate Banking
Among More Than 60 Banks Evaluated, 3 Have Distinctive Quality

Communicating Upfront Ease of Doing Business Provision of Proactive Advice
KYC Requirements Citi & Innovative Ideas
Standard Chartered HDFC Bank Standard Chartered
Bank Standard Chartered Bank
Bank

Knowledge of Transaction Knowledge of International

Banking Needs Banking Needs

Citi Citi

Standard Chartered HSBC

Bank Standard Chartered
Bank

20179 Greenwich Excellence Awards for Indian Middle Market Banking
Among More Than 60 Banks Evaluated, 4 Have Distinctive Quality

Communicating Upfront Ease of Doing Business Provision of Proactive Advice
KYC Requirements HDFC Bank & Innovative Ideas
HDFC Bank HSBC HDFC Bank

Knowledge of Transaction Knowledge of International

Banking Needs Banking Needs

Citi Citi

HDFC Bank HSBC

HSBC Standard Chartered

Bank

Note: Based on interviews with 149 corporates with annual revenues of INR 3,000 crores or more for Large Corporate Banking
and 408 middle market companies with annual revenues of INR 300-3,000 crores million for Middle Market Banking.

The findings reported in this document reflect solely the views reported to us by the research participants and do not
represent opinions or endorsements by Greenwich Associates or its staff.
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Greenwich Associates Head of Asia, Gaurav Arora, and consultant Winston Jin, specialize in Asian corporate/transaction banking and
treasury services.

For more information: ContactUsAsia@greenwich.com, Gaurav.Arora@greenwich.com or call +65.6236.0142

METHODOLOGY

From September 2018 to March 2019, Greenwich Associates conducted interviews with 149 Large Corporates and 408 middle
market businesses in India and asked them to name the banks they use for a variety of services, including corporate lending, cash
management, trade services and finance, foreign exchange, structured finance, interest-rate derivatives, and investment banking.

The Greenwich Quality Index (“GQI”) comprises metrics which measure Institutional Relationship Quality and Overall Coverage

(i.e., “People”) Quality. Institutional Relationship Quality factors include “Effective Senior Management Support,” “Ease of Doing
Business,” “Willingness to Lend,” “Most Competitive Pricing,” and “Ability to Communicate Upfront on KYC Requirements.”
Coverage Quality factors include “RM'’s Proactive Provision of Advice,” “Knowledge of Transaction Banking Needs,” “Knowledge of
International Needs,” “Frequency of Visits,” “Timely Follow Up on Requests,” and “Effective Coordination of Product Specialists.”
Study participants were then asked to rate their banks in 14 product and service categories. From September to November of 2018,
Greenwich Associates conducted 149 interviews in large corporate banking with companies in India. Subjects covered included
product demand, quality of coverage and capabilities in specific product areas.

© 2019 Greenwich Associates, LLC. All rights reserved. Javelin Strategy & Research is a subsidiary of Greenwich Associates. No portion of these materials
may be copied, reproduced, distributed or transmitted, electronically or otherwise, to external parties or publicly without the permission of Greenwich
Associates, LLC. Greenwich Associates, Competitive Challenges’, Greenwich Quality Index, Greenwich ACCESS™, and Greenwich Reports' are registered
marks of Greenwich Associates, LLC. Greenwich Associates may also have rights in certain other marks used in these materials.

The Greenwich Quality LeaderSM and Greenwich Share LeaderSM designations are determined entirely by the results of the interviews described above
and do not represent opinions or endorsements by Greenwich Associates or its staff. Such designations are a product of numerical scores in Greenwich
Associates’ proprietary studies that are generated from the study interviews and are based on a statistical significance confidence level of at least 80%.
No advertising, promotional or other commercial use can be made of any name, mark or logo of Greenwich Associates without the express prior written
consent of Greenwich Associates.
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