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" INTERVIEW ANGLE
¢ "RBI supervises banks but cannot be everywhere; effective bank governance requires strong
internal compliance and an empowered board. Is India's banking-sector compliance culture

adequately independent of management?"

(published May 31 print/Monday edition)

HDEFC Bank’s internal probe reveals ~345 crore paid to Maharashtra SRDC as “differential interest” on bulk
deposits — a potential RBI-regulation violation. The editorial demands full transparency and stronger

compliance governance at India’s largest private bank.

THE ARGUMENT IN ONE LINE

Governance failures at a D-SIB (Domestic Systemically Important Bank) demand full regulatory

scrutiny — not quiet internal resolution.

THE ISSUE

e HDFC Bank’s internal probe found ~X45 crore paid to Maharashtra State Road Development
Corporation (SRDC) as “differential interest” on bulk deposits.

o Ifthis exceeded RBI’'s prescribed deposit rates, it is a regulatory violation.

e HDFC Bank is India”'s largest private-sector bank (by assets, market cap) and a D-SIB.
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RBI"'S DEPOSIT-RATE FRAMEWORK

Rate discipline RBI sets limits on deposit rates to prevent banks from offering special terms to preferred
depositors

Bulk deposits Higher floor; but differential above-prescribed rates to a specific entity = potential violation

Previous RBI banned HDFC Bank from issuing new credit cards (2020) over IT governance

action

WHY IT MATTERS

e D-SIBs are “too important to fail” — their governance failures have systemic implications (SBI +

HDFC are India’'s two D-SIBs).

e Compliance independence requires insulation from revenue pressure — this appears to have broken

down.

UPSC RELEVANCE

PAPER RELEVANCE

GS3 Banking regulation; D-SIBs; RBI supervision; deposit rates

GS2 Regulatory governance; compliance architecture

Prelims D-SIB (Domestic Systemically Important Bank); RBI deposit-rate regulations; HDFC Bank status

Sources: Business Standard, Reserve Bank of India

Source: Governance Questions: HDFC Bank Must Address All Concerns — Ujiyari.com | Free UPSC & State PCS
Editorial Analysis

® KEY ARGUMENTS AT A GLANCE
HDFC Bank’s internal probe revealing ~345 crore paid to
Maharashtra’s State Road Development Corporation (SRDC) as
“differential interest” on bulk deposits raises fresh governance red
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flags at India’s largest private lender, and the editorial demands

that the bank and RBI clarify whether RBI deposit-rate rules were

violated and strengthen internal compliance systems to prevent
recurrence.

(
v SUPPORTING

* Paying a government entity above the prescribed deposit rate — if true — violates RBI
regulations, and the scale (¥45 crore) and specific targeting of a state PSU suggests an
irregular arrangement rather than an administrative error.

* HDFC Bank has faced multiple compliance issues in recent years (including the RBI's 2020
ban on new credit-card issuance and digital-business launches), suggesting a systemic
compliance culture problem rather than an isolated incident.

* As India’s largest private-sector bank (by assets and market cap), governance failures at
HDFC Bank carry systemic risk — lending disruption, depositor confidence, and
regulatory credibility.

\
(
A COUNTER

The bank’s management contends the payments were under a legitimate scheme and that

the internal probe itself demonstrates the board’s governance seriousness; the matter is

being resolved before any regulatory action.
\
(
— WAY FORWARD
Full disclosure to RBI; independent forensic audit of bulk deposit pricing practices;
strengthen compliance function independence; RBI to issue binding clarifications on
differential deposit pricing to government entities.
\
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"Governance failures in large private-sector banks carry systemic risk that goes beyond the

institutions involved." Critically examine with reference to India's banking supervision framework.
(250 words)

INTRODUCTION

Bank governance failures are not merely reputational events — they carry systemic risk when they
involve systemically important institutions. HDFC Bank's internal probe findings, revealing a potentially
irregular deposit arrangement with a state government entity, illustrate the governance deficit that can

develop even in well-capitalised, profitable banks when compliance cultures are weak.

BODY

The RBI's deposit-rate regulations are designed to prevent banks from offering special terms to
preferred depositors — a discipline that protects the integrity of the deposit franchise and prevents
perverse incentives. If HDFC Bank paid above-prescribed rates to Maharashtra’s State Road
Development Corporation to win bulk deposits, it would represent both a regulatory violation and a
symptom of business-over-compliance prioritisation.

HDFC Bank is a Domestic Systemically Important Bank (D-SIB) — any governance failure reverberates
across the financial system. The RBI's 2020 intervention (banning new credit cards over IT governance
issues) showed the regulator can and does act; this episode requires similar rigour.

The broader lesson: compliance functions in large banks must be genuinely independent of revenue-
generating divisions, boards must have active audit and risk committees, and RBI supervision must

move from periodic to continuous surveillance of systemically important institutions.

CONCLUSION

HDFC Bank’s handling of this episode — full disclosure, independent audit, systemic root-cause analysis
— will determine whether the incident is an isolated lapse or a window into deeper governance failure.

The RBI must ensure this is not managed quietly.
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