
Nothing new under the sun 
 
Peter Bevelin is a master in extracting critical passages from great books. He organizes these 
key passage into themes. Some of the advantages of the theme-based organization are easy 
lookup, easy recall, and it helps our associative brain as themes act as the central node on 
which we can hang other ideas and experiences. Peter Bevelin organized the passage below 
under the theme “History often repeats itself”. 
 

There is nothing new under the sun. It has all been done before... Mr. Mac, the most practical 

thing that you ever did in your life would be to shut yourself up for three months and read 

twelve hours a day at the annals of crime. Everything comes in circles...The old wheel turns, and 

the same spoke comes up. It’s all been done before, and will be again. - A Few Lessons from 

Sherlock Holmes 

 
Everything was going fine for the NBFC industry in India. No multiple is high enough. Growth 
will come to your rescue even if you end up paying a very high multiple. These were the 
narratives told by investors until last week. The story changed after IL&FS started defaulting on 
its obligations. Now people are worried about how NBFCs will manage the liabilities side of the 
balance sheet. 
 
Our brain overweighs the present situation and extrapolates it to the future. This is the reason 
why no multiple is high enough until last week. And no price is cheap enough today. There is 
nothing new under the sun. It has all been done before. I came across this gem while reading 
the past annual reports of Kotak Mahindra Bank. Uday Kotak wrote these lines in 2008. It is a 
gem that should be read, reread, and reflected upon. 

 
FINANCIAL SERVICES: TIME TO TRANSFORM 

 

The financial services industry developed to serve the real world. Along the way, the world of financial 

services got a life of its own to the point where it almost forgot its core purpose of serving the real 

sector. Global financial institutions have become money juggernauts with excessive leverage, where 

proprietary trading, in many cases, far outstrips client businesses. It is said that nothing exceeds like 

excess. Naturally, a correction was in order and we saw it kick in around August 2007 with the U.S. 

subprime crisis. 

 

We live in an unbelievable world. On the one hand, we are on the edge of a global recession with 

interest rates in the U.S. down to 2% Fed rate. On the other hand, the price of oil is around $125 a 

barrel. The question uppermost in the mind of most people is whether the high price of oil is a 

sustainable new reality or just another bubble. 

 

The high levels of commodity prices are leading to a global shift of economic power to the Middle East 

and Russia. And this puts a great strain on countries like India, whose fragile current account and weak 
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fiscal situation (mainly on account of subsidies) bring it under pressure. It is against this backdrop that 

the history of the financial services industry is being rewritten. 

 

I see the following trends taking shape: 

 

1. Cushion of capital will be the key. The global financial sector will undergo reduction in leverage 

with its inevitable pressure on ROE. 

 

2. Back-to-basics banking, where the focus is on spread and credit quality, is here to stay.Money 

will be a scarce commodity than before. The ability to identify and manage risk will determine 

success and failure. 

 

3. Stability of the liability side of the balance sheet for financial institutions is another important 

change. Excessive dependence on concentrated wholesale sources will be dangerous. Broad- 

based funding sources will be important. 

 

4. Martin Wolfe in the Financial Times said that the biggest danger for banks is "bankers". 

Compensation will move to longer-term orientation, and towards ownership versus cash. 

 

5. Culture of firms will determine success. Integrated firms will have higher probability of success. 

 

We could see a new world order with possible new sets of winners in the financial industry. In this 

context how do we, at Kotak, position ourselves for a potentially new order? Let us take a look at some 

of the key points: 

 

CUSHION OF CAPITAL 

 

Our consolidated capital adequacy is at 20% and the bank's standalone is at 18.7%. However, our model 

focuses on value. This is reflected in our ROE, at 22.3%, among the highest in the industry. We have to 

use our capital judiciously. 

 

BACK TO BASICS AND STABILITY 

 

Let's get back to basics. The heart of the financial sector is to recognize the needs of the real world and 

to serve the real world. At Kotak, our focus is clearly on the customer and the simple business called 

spread. 

 

On the deposits side, it's about raising CASA (current accounts and saving accounts) and on the lending 

side, it's about managing risk well. If we go back for a moment to the early days of car finance in India, 

we were only the second player to enter the market. We used to borrow at 16% and lend at 26%. I am 

not saying those days will return but my point is, those spreads were possible because scarcity of 

resources was the single biggest issue. 



Like any other commodity, money is likely to become scarce, and I hope not too scarce, because that will 

squeeze the economy. The challenge is to maintain spread and credit quality at the same time. Our net 

NPA ratio, (excluding distressed assets division) at 0.33%, is among the lowest in the industry. 

 

We plan to be at around 275 branches by March 2009 organically.Our focus is on strategic expansion. 

On the liability side of the balance sheet, our primary customers are broad-based individuals from 

India's burgeoning mass-affluent class. We don't chase volume for the sake of volume and this is 

reflected in our Net Interest Margins (NIMs) at 5.6% consolidated and 5.4% standalone Bank. 

 
How should an investor think about the current NBFC situation? Like human begins, all 
industries and companies in that industries undergo challenges. This is not new. Don’t believe 
me? Find out one industry that didn’t face any challenge over a 20 year period. What will 
happen is stronger players emerge out even stronger, and the weaker ones die. This is how 
evolution works. 
 
How long will the recovery take? I don’t know. I am spending my time learning about business 
and not looking at day to day price movements. NBFCs that can withstand the current stress will 
emerge out stronger. 
 
As Sherlock Holmes said, there is nothing new under the sun. The right thing for investors to do 
is not to overweigh the current situation. Instead, one should learn from history and focus on the 
long term. Let time sort out the winners and losers. Once the dust settles, we will know which 
companies have moats and which ones are boats. 
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