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PREFACE 
 

“Finance is the lifeblood of business and finance is the wheel of industry”. The entire 
spectrum of the economic activities can be divided into two segments, i.e., real sector and 
monetary sector. The real sector where the production and distribution take place and monetary 
sector which acts as the blood to support the production. In 1969, a landmark was registered in 
the Indian financial sector, when 14 banks were nationalized by the Centre. Though 
nationalization was introduced as a flashy political gimmickry but its gain was reaped only in 
2009. When the banks of developed nations crumbled down, projecting the picture, how a fragile 
financial sector can play havoc in the rest of the economy, Indian bank stood strong, there was no 
public panic at all at the time of global economic meltdown which shocked the world during 
2008-09.  

During the economic meltdown, Indian banking sector not only remain unaffected, but also 
had witnessed many positive development. The policymakers which comprise of the Reserve 
Bank of India, Ministry of Finance, and related government and financial sector regulatory 
agencies have made several notable efforts to improve regulation in the sector. The Indian 
banking industry is well placed as compared to their banking industries in western counterparts. 
At present, Indian banking sector can be favorably compared with most advanced banks in the 
world on the matrices like growth, profitability and non-performing assets. However, improved 
regulation, value creation in the sector remained limited to small part of it. The cost of banking 
intermediation is higher and bank penetration is far lower than the other market. Indian banking 
industry must strengthen itself significantly if it has to support the modern and vibrant economy 
which India aspires to be. A weak banking sector would not be able to fuel continued growth, 
which would harm the long-term health of economy. 

In years to come, banks are expected to play very useful role in economic development, and 
emerging market of India would provide enough business opportunity to harness. Human 
resource management is assuming to be of greater importance. As the banking in India will be 
more and more knowledge supported, human capital will emerge as the finest assets of the 
banking system, ultimately bank is people not figure. The challenges ahead for the Indian banking 
industry is more serious. These require new skills in sales and marketing. Banks will no longer 
enjoy treasury gains, that the decade long decline in interest rate provided. This will expose the 
weaker bank. With increased interest rate, competitions from the foreign bank will intensify, 
which may eat out the vitality of weaker banks of India. Demographic shift resulting from 
changes in age profile and household income, consumer will demand enhanced institutional 
capabilities and services from Bank. 
Looking ahead banks need to identify their key focus and work towards building a comprehensive 
and focused growth strategy for themselves. A bank to meet its social and business objective has 
to develop a clear philosophy based on the school of thought it follows. The cost reduction 
coupled with 



 

 
the economic rationale in operation is the most important concern for the banks today. This 

process brings about considerable difference to their balance sheet. The survival of the bank in the 
teeth of unprecedented competition needs for a defragmentation of its wider customer base. Bank 
has to evolve new techniques to provide personalized services depending on the need and profile 
of the individual customer in defragmentation process there could be a standardized rule to 
recognize customer using multiple services. Standardized rule would recognize similarity in 
various functions and enable the bank to club them together as to provide better services. 
Customer relationship is the prime factor in business, but even more so in service industry. 

Technology has swiftly become a business driver rather than a business enabler. This sector 
has seen phenomenal growth in terms of technology infusion and adoption in the recent past such 
as internet, mobile banking and CRM etc. The application of IT in banking is becoming the order 
of the day. The advent of technology and increasing use of smartphone and tablet based devices, 
the use of Mobile Banking would enable customer connect across entire customer life cycle much 
comprehensively than before. With this scenario, the objectives of mobile banking like building 
relationships.  

The Indian banking system is subjected to tremendous pressure to perform or otherwise their 
very survival would be at stake. Information technology plays an important role in banking 
industry, as it would not only ensure smooth passage of interrelated transactions over the electric 
medium, but also facilitate complex financial product development. The application of 
Information Technology is heading towards a virtual banking. The banking operation at present 
has taken the shape of worldwide banking (WWB) in the line of world wide web (W.W.W.), 
which has eroded the identity of individual bank in the eye of the customer. In modern banking, 
expansion of bank branches, face-to-face contact between the banker and the customer has 
become the thing of the past. In present era, customer would prefer to do all his banking 
operations seating at office or at home.    

As banking in India is becoming more and more knowledge based, human capital is 
emerging as the finest asset of the banking system, the collaboration between banking industry 
and educational institutions, providing the human capital to the industry, is of immense 
importance. 

All these facets have brought banks an even more important entity in the global business 
community. Due to liberalisation, privatisation and globalisation, Indian banks are going global 
and many global banks have their own setups in India. In the days to come, banks are expected to 
play a prominent role in the economic development and the emerging market would provide 
ample business opportunities to harness.  

Thinking through these vital issues is the main motivation for the theme of this conference 
“Emerging Trends in Banking Industry.”  

The National Conference will explore the emerging trends in banking industry with reference 
to: (1) Banking Sector Reforms: Policies and Impact, (2) Banking Products vis-a-vis Consumers,  



  

(3) Technology Trends in Banking, (4) Rural Banking and Financial Inclusion, and (5) Role of 
Educational Institutions in Developing Human Resources for Banking Industry. 

The present national level conference in its humble way is trying to explore all these areas to 
find out lacuna and forte of the Indian banking system. 

We, acknowledge with thanks to the authors for their keen interest in submitting the papers 
to the conference. We sincerely thank the authorities of banks for their valuable support. The 
committee would also like to thank the office bearer of GES. Prin. S.B. Pandit, Chairman; 

Dr. R.J. Gujrathi, Vice-Chairman and Sir Dr. M.S. Gosavi, Secretary for providing valuable 
guidance at every level of conference. The proceedings will be the valuable reference source to 
the academicians, researchers and bankers. 

We sincerely thank Himalaya Publishing House Pvt. Ltd. for bringing out this valuable 
proceedings. 
  (Dr. Mrs. S.V. Sant) 
  Principal 

  (Mr. P.K. Mishra) 
  Organising Secretary 
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 1 Banking Sector Reforms and the   
  Basel Norms 
 

Dr. Sameer Thakur 
Siddharth College of Commerce and Economics, Mumbai. 

 
INTRODUCTION 

India embarked upon the process of liberalisation since 1991. In view of this, it was 
unrealistic to keep the banking sector tied to the government. So, the country undertook various 
financial sector reforms and banking reforms were a part of these. As our economy became more 
integrated with the rest of the world economy, it became necessary to adopt internationally 
accepted financial regulatory norms to ensure the stability of the banking system. These are the 
Basel norms recommended by the Basel Committee on Banking Supervision (BCBS). 

This paper is divided into four parts, the first being the introduction. The second part looks at 
the banking reforms in general, while the third outlines the Basel norms and compliance by India. 
The fourth part concludes by discussing the future outlook and ideas like Basel III and IFRS.  

BANKING REFORMS IN INDIA 

Reform measures related to freeing interest rates, reducing reserve requirements and 
removing several preemptions in credit allocation to certain sectors. Reforms were carried out in 
stages. Sachs, Varshney and Bajpai (2000), Rao (2008) and many others have has discussed the 
reforms. 

As a part of the reforms programme, initially there was infusion of capital by Government in 
public sector banks, which was subsequently followed by expanding the capital base with equity 
participation by private investors up to a limit of 49 per cent. Diversification of ownership, while 
retaining public sector character of the banks has led to greater market accountability and 
improved efficiency without loss of public confidence and safety.  

The RBI has largely moved to indirect tools of monetary regulation, activating open market 
operations, Repos/reverse repos and the LAF. The gamut of changes in market development 
included introduction of newer instruments, establishment of new institutions and technological 
developments. 

Institutional reforms have also reshaped the financial marketplace. A high-powered Board for 
Financial Supervision (BFS), constituted in 1994, supervises and banking companies, financial 
institutions and non-banking companies. A Board for Regulation and Supervision of Payment and 



 

Settlement Systems (BPSS) does the same for payment and settlement systems, sets standards for 
existing and future systems, authorises the payment and settlement systems and determines criteria for 
membership.  

The system has also progressed with transparency and disclosure standards. Disclosure 
requirements on capital adequacy, profitability ratios and details of provisions and contingencies 
have been expanded to include several areas such as foreign currency assets and liabilities and 
lending to sensitive sectors. The range of disclosures has been increased. Preparation of 
Consolidated Financial Statements (CFS) has been mandated by the Reserve Bank for all groups 
where the controlling entity is a bank.    

The CRR and SLR were gradually reduced during the economic reforms period in India. The 
CRR and SLR were reduced from the earlier high level of 15% plus incremental CRR of 10% and 
38.5% to today’s 6% and 24% respectively. The resulting liquidity has improved profitability.  

The interest rates of commercial banks were also deregulated. Banks can now fix the lower 
and upper limit of interest on deposits. These measures have resulted in more freedom to 
commercial banks in interest rate regime.  

In order to induce professionalism in its operations, the RBI fixed prudential norms for 
commercial banks. It includes recognition of income sources, classification of assets, provisions 
for bad debts, maintaining international standards in accounting practices, etc. It helped banks in 
reducing and restructuring Non-performing Assets (NPAs).  

Capital to Risk-weighted Asset Ratio (CRAR) was introduced in 1992. It resulted in an 
improvement in the capital position of commercial banks, almost all the banks in India has 
reached the Capital Adequacy Ratio (CAR) above the statutory level of 9%.  

During the nineties, commercial banks were granted greater operational freedom. Banks 
have freedom in opening new branches, upgrading the extension counters, closing down existing 
branches and they get liberal lending norms. They are no longer required to provide new 
employment because of government compulsions. 

The banking sector became diversified, during the economic reforms period. Banks were 
allowed to start new services and products. Many banks have entered areas like merchant 
banking, mutual funds, insurance, venture capital, etc.  

BASEL NORMS 

The Basel Committee on Banking Supervision (BCBS) is a committee established by the 
central banks of the Group of Ten countries. Headquartered in Basel, its objective is to enhance 
understanding of and improve the level of banking supervision. The BCBS provides a framework 
of regulatory and supervisory norms which will tend to improve financial soundness and solvency 
of banks, even under adverse economic conditions. It must be noted that the BCBS has no powers 
or authority to enforce these norms and they are merely recommendations as such. However, an 
increasing number of countries have adopted these norms, partly if not in to. 



  

The first set of guidelines was the Basel Accord of 1988 (or Basel I) enforced by the Group 
of Ten countries. For the first time, assets of banks were to be classified into different categories 
on the basis of their riskiness. Banks of nations which accepted the Accord were expected to hold 
capital at least upto 8% of the risk-weighted assets. In line with this, the RBI introduced the 
concept of CRAR in 1992. By now, banks have CRAR over 12%, while the private and foreign 
banks often exceed 15%. To ensure supervision, the Board for Financial Supervision (BFS) was 
set up by the RBI in 1994. Since August 1997, the Department of Banking Supervision (DBS) 
and Department of Non-banking Supervision (DNBS) function under the direction of the Board 
for Financial Supervision (BFS). There is an Annual Financial Inspection (AFI) for banks which 
is based on internationally adopted CAMEL model modified as CAMELS, i.e., capital adequacy, 
asset quality, management, earning, liquidity and system and control. 

The BCBS released, "International Convergence of Capital Measurement and Capital 
Standards: A Revised Framework" in 2004. This is popularly known as Basel II. BCBS (2004) is 
based on three mutually reinforcing pillars — minimum capital requirements, supervisory review, 
and market discipline. Under Pillar 1, the framework offers three distinct options for computing 
capital requirement for credit risk and three other options for computing capital requirement for 
operational risk depending on to the stage of development of bank's operations. The approaches 
available for computing capital for credit risk are Standardised Approach, Foundation Internal 
Rating Based (IRB) Approach and Advanced Internal Rating Based Approach. The approaches 
available for computing capital for operational risk are Basic Indicator Approach, Standardised 
Approach (TSA) and Advanced Measurement Approach (AMA). 

Basel II has divided capital into three constituents, viz., Tier 1, Tier 2 and Tier 3 capital. As 
per BCBS (2006), Tier 1 is the core capital or basic equity comprises of issued and fully paid 
equity stock as well as non-cumulative preference stock. Besides this, published reserves from 
post-tax retained earnings are also a part of Tier 1 capital. Tier 2 or supplementary capital 
comprises of undisclosed reserves, revaluation reserves, general provisions/general loan-loss 
reserves, hybrid capital instruments and subordinated term debt. Some undisclosed reserves may 
be of the same quality as published reserves, but due to their lack of transparency they are 
considered as part of Tier 2 capital. Most of the components in Tier 2 are subject to conditions 
and must be verified and approved by the supervisory authorities. But banks may also, at the 
discretion of their national authority, employ Tier 3 capital consisting of short-term subordinated 
debt for the sole purpose of meeting a proportion of the capital requirements for market risks, 
subject to certain conditions. At least 50% of a bank’s capital base must comprise of core capital, 
with the remaining as Tier 2, but Tier 3 may only be used for market risk. There too, at least 
28.5% must be core capital. 

India adopted the basic Basel II framework by 2009. As per RBI (2009), banks may apply 
for the AMA and advanced IRB approaches earliest by April 2012. Banks are already preparing 
for Basel III. 

 



 

FUTURE OUTLOOK 
By 2014, India will adopt the IFRS for accounting. This will involve a change in accounting 

standards. As mark to market becomes the norm, valuation norms will change dramatically. The 
revised Basel III (2011) document was released in June. This focuses on areas like quality of capital 
base, enhancing risk coverage, promoting countercyclical buffers and introducing a leverage ratio. 
Some types of instruments may no longer qualify as capital. According to ToI (2012), CRISIL 
estimates that banks may need to raise anywhere between ` 1.4 to ` 2.7 trillion of equity capital by 
2017 to meet the Basel III capital adequacy guidelines. However, Indian banks seem well placed to 
adopt the new guidelines in the staggered 2013-2017 timeframe. Some other estimates put a 
timeframe till 2019. 

It must be recognised that Indian banks have come a long way from the pre-liberalisation era 
and today the banking and financial system is on par with banks anywhere. 
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