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PREFACE

Technology has revolutionised banking industry in India. The industry, which is over 200

years old, has become young and energetic. The general impression that the banking industry is

unfriendly industry, averse to change, which deals only in age-old products, has become a thing of

the past. Technology has dominated this industry. According to a report by the “Confederation of

Indian Industry and PriceWaterhouseCoopers” while banks have traditionally relied on technology

solutions, including the biometric card and the customer relationship management (CRM) software,

use of the telephone, mobile platform, automated teller machines, Internet and television, with the

emergence of technologies like cloud computing and social media, they should now “institute

fundamental technological changes.”

With the help of technology, banks have been able to improve their services by utilising

multichannel service outlets. Banks have introduced new and innovative service products. Even

after retaining the fundamentals of banking, banks have amended operational systems and procedures.

Growing competition and instructions and guidelines of the Reserve Bank has changed the entire

face of this industry. Technology has increased operational efficiency, profitability and productivity

of banks. Banks are able to efficiently manage various risks and deploy surplus funds properly and

profitably.

Banking has become the most preferred industry for employment. To have the best talent,

banks have started campus recruitment, as knowledgeable workforce is the best asset. Looking at

the growing scope of employment potential, many management institutes and universities have

introduced banking either as one of the compulsory or an optional subject. Some universities have

started even postgraduate diploma in banking and insurance and their process of selection is tough.

Some banks have tied up with universities and guarantee placement in banks on completion of the

course. Even Times of India has started courses on banking. The book aims at updating the knowledge

of students pursuing MBA, M.Com., and of those who are interested in knowing the changes that

has taken place or are taking place or may take place in the banking sector due to fusion of technology.
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BRANCH OPERATIONS
AND TECHNOLOGICAL
IMPLEMENTATIONS

Chapter

1

“It is not the strongest of the species that survives, nor the most Intelligent….
But the one that is most is responsive to change” — Charles Darwin

OBJECTIVES
The objective of this chapter is to apprise readers about various activities undertaken by

banks, reasons which lead to implementation of technology and how technology revolutionised
Indian banking industry. The chapter also dwells upon the recommendations of Rangarajan Committees
and directives issued by the Central Vigilance Commission of India which speeded the process of
technology implementations in banks.

Keywords: Banks, Central Vigilance Commission, Economic Reforms, Financial Inclusion,
Mechanisation, Narasimham Committee, Rangarajan Committee, Revolution, Technology
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1.1 Introduction

Banking, one of the oldest industries in India has rich and varied experience. It plays important
role in mobilising monetary resources/capital from various sectors of economy and channelises
them into various economic sectors.

The earliest evidence of banking in India can be traced back from the period of Chanakya,
Kautilya and Charvak. As per Charvak’s philosophy:

Yavya Jeevet, Sukham Jivet, Rinam kritva, ghritam pivet, ‘Bhasmi butasya dehasya,
punaragamanam kutaha’?

The meaning of the verse (shloka) is that, As long as you live, live happily, borrow money and
drink ghee.’ (Purified form of butter) and once the body has turned into ashes after death, it is not
going to come back.” Then how would a creditor recover money? The verse has inherent meaning
“not to forsake comfort, have good diet even by borrowing, as after death a creditor would not be
able to recover his dues?”

This shloka indicates that there existed creditor-debtor relationship even during Charvak’s
period. Prior to the advent of commercial banks in India and even thereafter, activities pertaining
to lending were/are being performed by indigenous bankers, i.e., Mahajans. It would be observed
from the following figures that people in the annual income bracket of less than ` 50,000 are
heavily dependent on money-lenders and their indebtness is as under:1

(a) Banks 13.0%

(b) Moneylenders 39.9%

(c) Other institutional and non-institutional 52.1%
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1.2 Banks and their Role

Banks are financial intermediaries. The core business of a bank is to accept money from
people and to lend to those who need them. Those who borrow from banks are required to pay
interest on the borrowed funds and those who deposit money (i.e., lend to bank) are paid interest.
The difference between what is received by way of interest from borrowers and what is paid to
depositors is bank’s earning. Of course Charvak’s theory “Not to repay” does not work with commercial
banks. The money borrowed has to be repaid; otherwise one is subjected to legal action and foreclosure
norms, unlike indigenous bankers who take law in their own hands.

Foreclosure is a specific legal process in which a lender recovers the balance of a loan from a
borrower by forcing the legal sale of the assets used as security to the loan.

As per Sec. 5(b) of the Banking Regulation Act, 1949 “banking” means the accepting, for the
purpose of lending or investment, of deposits of money from the public, repayable on demand or
otherwise, and withdrawal by cheque, draft, order or otherwise.” It would be observed from Sec.
5(b) of Banking Regulation Act that the Act does not define the term “Banking”, but describes what
activities are undertaken by banks. We can therefore; say that banking is what banks do. Thus as
per Sec. 5(b) of the Act, banking activities can be classified into:

(i) Accepting money, i.e., deposits
(ii) Lending

(iii) Investing the residue in income generating securities/avenues.
It would thus be observed that banks are in the business of intermediation of funds.

In addition to what has been mentioned above, banks also undertake activities mentioned i n
Sec.6 of BR Act.

Profit is necessary for survival and sustaining growth of any commercial institution. It is the
main criteria of judging efficiency and productivity of an organisation including banks. Object of

BANK

Those who have funds Those who need funds
give funds to bank borrow from banks

Business of intermediation
of funds

Figure 1.1: Business of Banking
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every bank is to maximise profit by increasing revenue and curtailing expenses. Banks invest their
residue resources {deposits (–) Statutory Reserves (–) Advances} in income generating securities/
avenues. Profit is also necessary for creating reserves, for meeting exigencies, meeting the risks
involved in banking operations and for payment of dividends to shareholders. Market reputation
depends on the ability of an organisation to earn profit. Banks deploy surplus funds in such a way
that they not only remain safe and liquid but also yield high returns. Banks provide variety of
services to customers to earn profit. After the nationalisation of banks in the year 1969 and 1980
banks were entrusted with the responsibility of socio-economic development, and the objective of
profit took the back seat. However, in the present competitive era despite socio-economic responsibilities
maximisation of profit has become the main criteria for banks.

1.3 Statutory Obligations

Banking activities are governed by the provisions of Banking Regulation Act 1949, guidelines
and directives issued by the Reserve Bank of India from time to time, policies and priorities of
Government of India, economic and social condition of the country, technological and industrial
developments taking place both within and outside the country. Banks do not lend or invest their
entire resources, i.e., deposits as they have to meet certain statutory obligations.

In terms of Sec. 24 of Banking Regulation Act, banks are required to maintain statutory
Liquidity Ratio, and in terms of Sec. 42 of the Reserve Bank of India Act, 1934 have to maintain
Cash Reserve Ratio. RBI regulates CRR and SLR rates. From 9th Feb. 2013, banks are maintaining
CRR of 4% of their demand and time liability. from 14-10-2017, banks are maintaining 19.50%
SLR. For latest rates please visit www.rbi.org.in.

1.4 Banking Activities

Banks are in the business of assets and liabilities ((i.e., advances and deposits). Branches of
banks undertake following activities:

 Accept deposits

 Grant loans and advances

 Provide various ancillary services such as issuing drafts, lockers, safe custody, guarantee
etc., and

 Undertake activities mentioned under Sec. 6 of the B.R. Act of 1949.

Please refer to annexure 1 of the chapter for Sec. 6 of the B.R. Act of 1949

(i) Deposits:

Bank deposits can be classified in to two broad categories, those payable on demand and
those payable after a certain period of time. Deposits held in savings bank account, current account
and overdue deposits are termed as demand deposits as they are payable on demand. No interest is
paid on deposits held in current account. It would be observed from the advertisement mentioned
on page 5 that banks were paying interest on current account in the past.
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With effect from 3rd May 2011 interest on savings bank deposits were increased from 3.5%
per annum to 4% per annum. Vide circular number RBI/2011-12/233 DBOD.Dir.BC.42/13.03.00/
2011-12 dated 25th October 2011, the Reserve Bank of India deregulated the interest on savings
bank deposits. The deregulation guidelines are applicable to savings bank deposits of resident
Indians only. Banks are now free to determine their savings bank deposit interest rates, subject to
the following two conditions;

 First, each bank will have to offer a uniform interest rate on savings bank deposits up to
` 1 lakh, irrespective of the amount in the account within this limit.

 Second, for savings bank deposits over ` 1 lakh, a bank may provide differential rate of
interest if it so chooses, subject to the condition that banks will not discriminate in the
matter of interest paid on such deposits, between one deposit and another of similar amount,
accepted on the same date, at any of its offices.

Vide circular number RBI/2008-09/452 DBOD. No. Dir.BC.128/13.03.00/2008-09 dated 24th
April 2009, RBI directed commercial banks to calculate and pay interest on savings bank accounts
on a daily product basis with effect from April 1, 2010. Thus, the earlier system of calculating
interest on the minimum balances held in account between 10th of the month to the last day of the
month was dispensed with. This change in the method of interest calculation was possible only
with the implementation of technology in banks.

All deposits other than demand deposits are termed as term deposits, i.e., they are payable
only after a certain fixed period. Term deposits are accepted for a minimum period of seven (7)
days and for a maximum period of ten (10) years.

Generally, interest on fixed deposits for a longer duration does not attract higher rate of interest
however, it hovers around the rate of interest applicable on term deposits for a period of 2 to 3
years. This is mainly due to asset liability management.

(Prabuddha Bharata or Awakened India-January 1941)
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RBI deregulated interest on term deposits during the year 1997. Banks are free to quote their
own rate of interest which depends on the period for which deposits are kept. Interest on term
deposit is paid either quarterly or half yearly or at the time of maturity. Periodicity of payment of
interest depends on depositor’s choice. When a depositor desires interest to be paid on maturity,
the interest accrued each quarter is automatically reinvested and the deposit receipt carries the
maturity value of the deposit.

Depending on the fund position, each bank decides its own rate of interest on term deposits
and on the advances portfolio. Though rate of interest is worked out and decided on the basis of
the Assets and Liability position of each bank, however, it is much influenced by the market forces.

Vide notification number RBI/2014-15/554 DBR No. Dir. BC.87/13.03.00/2014-15 dated
16th April 2015; Reserve Bank of India advised banks that they can pay higher interest rate on
‘non-callable’ deposits. ‘Non-callable’ deposits are those deposits wherein the customers do not
withdraw prematurely. However, this facility is only on deposits of over ` 15 lakh and banks must
disclose in advance the details of interest rates payable. This is applicable only in case of “bulk
deposit”. Banks pay differential interest rate only on bulk deposits. A bulk deposit is always sensitive
to the interest rate and that keeps jumping from one bank to another bank. Thus, deposits can be
close feed in to ‘callable’ and ‘non-callable’categories.

(ii) Advances:

Lending is another important activity of banks. It is the main source of bank’s earning. Around
75% to 80% of bank’s income comes from lending operations. Locational factors play important
role in the type of advances granted by banks. For example, branches in rural areas generally concentrate
on agricultural sector, priority sector and for trading activities. A branch located in an industrial
area finances industries for procuring machinery, raw material or for meeting working capital requirements,
etc.

(iii) Ancillary Business:

In addition to the activities mentioned in {i and ii above}, banks also undertake various activities
such as issuing of demand drafts, mail transfer, telegraphic transfer, banker’s cheque, providing
safe custody and locker facilities, electronic fund transfer facilities, etc. All these activities are the
earning proposition for banks.

(iv) Activities Mentioned under Sec. 6 of Banking Regulation Act, 1949:

In addition to the above mentioned activities, banks also undertake a host of activities mentioned
in Sec.6 of BR Act. Some of these activities include collection business, issuing guarantees, etc.
For Sec. 6 of Banking Regulation Act. {please refer to Annexure-1 of the Chapter}.

1.5 Branch Operations

Banks follow double-entry accounting system. Every debit or credit has a corresponding
credit or debit. Every transaction that takes place in a branch is authenticated and recorded in the
relevant books of account. There are separate set of books for recording a particular category of
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transaction. Since bank transactions can be classified into three categories: (i) cash (ii) transfer
(iii) clearing, all transactions are recorded under the respective three different heads. All cash
transactions, i.e., receipts and payments are recorded in the books of the cashier and in the books
of the officer authorising payment. This is done to ensure proper accounting and checking misappropriation
of funds. It is also considered a method of preventive vigilance.

Cash received by cashier is also posted simultaneously in respective accounts. This helps in
writing and tallying day/cash book and in balancing of books. All books maintained at branches are
balanced (tallied) at a pre prescribed periodical intervals. All transactions, i.e., Cash, Clearing, and
transfer are recorded in different heads. However, with the implementation of core banking, bank
branches have been relieved of all old systems and procedures.

The purpose of mentioning operational procedure is to apprise readers about the accounting
principles followed in banks and to give an idea of the indefinite number of entries generated at
the branch level. With the implementation of technology, the chances of mistake or error in manual
posting of voluminous number of transactional entries have been reduced to a greater extent.

1.6 Necessity of Mechanisation

With the expansion of net work of branches and growth of business, the number of banking
transactions have not only substantially increased but the manual method of keeping and maintaining
records were found to be unmanageable. Manual operations not only delayed customer service but
also adversely affected employees’ efficiency and productivity. Monthly balancing of books, preparation
and submission of periodical returns/statements involved lots of productive time of bank personnel.
Based on the past trend banks were even not able to correctly project the future growth in resources.
Banks were unable to ascertain the exact SLR and CRR requirement, either there was an excess or
shortage. In the event of shortage, banks had to pay penalty and in the event of excess there was no
return of the excess amount. Banks also paid heavily in respect of delay in depositing funds collected
under Government business. Banks were even unable to ascertain the exact amount of floating
funds and utilise them gainfully. With the implementation of OLTAS things have drastically changed.
In addition to what has been mentioned above, there were many other operational issues, which
necessitated implementation of technology in banks. (Please refer to Para 7.8 of Chapter 7 of the
book for OLTAS.)

Liberalisation, privatisation and globalisation of economy in the year 1991 and entry of new
generation private sector banks opened floodgates of competition both from these new generation
private sector banks and from foreign banks. Entry of these new generation private sector banks
resulted into metamorphic changes in the way banking was being done. These banks started operations
with the latest technology and posed threat both to the existing public sector banks and to the old
private sector banks. Since banking operations were undergoing drastic changes, mechanisation
was the only alternative for survival. A combination of these and regulatory and competitive reasons
were the pressing reasons which resulted into total automation in the banking sector. Technology
revolutionised banks working and work culture and changed the face of banking industry.
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1.7 Revolution in Banking

Revolution is radical and fundamental change in the existing system and procedures. It is
renunciation and complete transformation of existing practices and system. As the “Industrial Revolution”
made a major turning point in human history and brought changes, “Green Revolution” in India
increased agriculture production, “white revolution” increased milk production, similarly revolution
in information technology and communication sector made the world a global village. Fusion of
both these sectors, i.e., information technology and communication revolutionised banking and
financial sector in India. During the last 4/5 decades, Indian banking sector has experienced a rapid
transformation. Electronic and information technology have drastically changed the landscape of
banking industry. Technology has become the buzzword. Though Indian banks were late in implementing
latest technology, they computerised their branches, controlling offices, front offices, and back
offices at the shortest possible time and networked branches and offices. Due to fast technology
obsolescence, banks continue to upgrade the installed technology.

Networking

Networking is the central nervous system of a bank. It is interconnecting of two or more
computers in such a way so that they can easily share information, files, documents and other data.
A router is installed between the computers and the modem. Router has many ports like LAN,
WAN and Internet. Banks are offering better and prompt delivery channels by networking of branches.
Delivery channels have increased the choices offered to customers to conduct transactions with
ease and convenience. Banks are extensively using technology for risk management, Asset Liability
Management, in decision making process, etc. Technology in banks is no more a means for automating
the processes, but is a faster and cost effective delivery channel of products and services, information
system, housekeeping, internal control administration, etc.

1.8 Changing Faces of Banking: Impact of Technology

Muhammad Yunus (Bangladesh’s Grameen Bank), in his book “Building Social Business”
notes that, “in the sixties, no one was predicting that Internet would take the world by storm; that
laptops, polm-tops, blackberry, ipods, iphones, tablets and kindles would be in the hands of millions.
Even twenty years ago, no one predicted that mobile phones would become an integral part of life
in every village of the world. Evidently, in 1990, we could not foresee the world of 2010; technology
just outpaced our imagination.”2

In the first chapter on ‘Banking Developments and Perspective of Report on Trend and Progress
of Banking in India 2000-2001’, it has been mentioned that “in recent years, the banking industry
has been undergoing rapid changes, reflecting a number of underlying developments. The most
significant has been advances in communication and information technology, which have accelerated
and broadened the dissemination of financial information while lowering the cost of many financial
activities.”3

Technology has changed the entire system of operations across the world and Indian banking
is not an exception. Technology has integrated banking sector with the global financial market.
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There are many significant and notable differences in how banking was done in the past and is
done at present. Technology has helped banks in launching sophisticated products and in accessing
untapped market. It has improved customer care, customer- service, made banking operations transparent
and has reduced the scope of corruption or extending undue favour to particular constituents and
uneven service to others. It has changed the philosophy of business, management, supervision,
control; customer relations, etc. It has made Asset liability management, Risk management, and
Fund management easier. Banks are now in a better position to access and interpret market and
plan future business strategies. Indian Banking has gained reputation and is at par with most of the
top banks of the world. Computerisation has resulted in a spurt in banking activities, anywhere
banking, telebanking, mobile banking, automated teller machines (ATMs), net banking, credit
cards, debit cards, smart cards, call centers, customer relationship management and data warehousing
have totally transformed this industry. Technology has speeded up the operational process and has
improved productivity and profitability of banks. It has made banking flawless, easier, less cumbersome
and convenient for customers. Periodical balancing of books, preparation of statements, taking
out specimen signature cards from the index register for verification of signature while passing a
cheque for payment, time involved in transferring funds from one place to another, getting proceeds
of outstation cheques after many weeks, etc., have become a thing of the past.

Technology has changed the methods of marketing, advertising, designing, pricing and delivery
of financial products and services. It has not only improved the speed but also the quality of
services, reduced transaction costs for banks as well to customers. Banks have realised that it is a
buyer’s market and to remain in business they have to be more customer-friendly and customer
centric. With the implementation of technology, banks have changed their logo, signage, systems
and procedures and the entire approach and outlook of bank personnel have also undergone drastic
changes.

Technology has improved the quantum and quality of financial intermediation. It has given
wide range of choices to customers to select from plethora of services offered by bank in conducting
banking business through telephone, mobile, Internet, ATMs, etc. Information technology and Internet
has bridged the information gap and has encouraged customers to demand financial products and
services instantaneously with the click of mouse. Banks are making available information in respect
of products and services on their site. So that customers can gather all the information from their
website and can compare services, price, etc., offered by a bank with another bank. Technology has
changed the nature of banking and the trend continues unabated. “It is well recognised that technology
holds the key to the future success of Indian Banks since it is information technology which has
brought in a sea change in the way banking is being conducted today — which is but an indication
of the morrow. It would be beyond anybody’s imagination to even think about conducting banking
business anywhere in the country or using a powerful yet simple medium such as the Internet even
from roadside kiosks. But today this is reality — which owes its credit to the rampant exploitation
of IT by banks.”4
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Figure 1.2: IBM 1401-180 Column punched card data processing system and Hand Wang Machiine
(Introduced in 1959, the IBM 1401 enabled smaller business to acquire the benefits of electronic data

processing systems. This “white room” product publicity image shows (from left) the system’s IBM 1402
Card-Read Punch, 1401 Processing Unit, 1403 Printer, and four 720 Magnetic Tape Units)

Those banks which could not afford to install machines outsourced the work. Another significant
development that had a bearing on bank computerisation was the advent of Personal Computers
(PCs) in the 80s and their easy availability — not affordability.

During the mid 80s, banks computerised their operations by installing “Advanced Ledger
Posting Machine (ALPMs) at their branches. These machines had microprocessor-based electronic
devices. They were stand-alone computers, i.e., they were directed towards a particular application
only and were not interconnected for posting (recording) daily transactions (entry) pertaining to
savings bank, current account, cash credit, advances, term deposits, outward clearing, demand drafts,
etc. These machines also worked out products, calculated interest, prepared statement of account,
executed standing instructions and applied service charges etc.

1.9 Historical Background of Technology Implementation

If we peep into the history of implementation of technology in banks, it would be the observed
that for meeting the emerging challenges, some of the banks started using technology as early as in
sixties by installing 40 columns (International Computers Ltd. ICL-40) punched card equipment.
The data entered on to punched cards were verified by a second operator prior to its processing.
Other equipment such as sorters, collectors and tabulators were used for preparing and processing
the batches of the punched card. Later on, banks switched over to 180 column punched card data
processing system {IBM-1401} which had high speed card punching and reading magnetic input,
high speed printing, stored programme and arithmetic logical ability.
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These front line offices accounting machines replaced manual posting of entries into bank’s
ledgers. ALPMs became a popular method of branch mechanisation which not only improved
efficiency and functioning of banks but also resulted to a certain extent transparency in operations.
In the initial stages banks outsourced “Software packages” for these applications and customised
them to suit their requirements. Thereafter, some banks started developing their own software for
cash book, general ledger remittances, fixed deposits, bills purchased/discounted, etc.

‘Tandon Committee’ appointed on ‘Customer Service’ in its report (1975) gave guidelines to
banks for the follow-up of credit and recommended computerisation of some functions to avoid
delays in customer service. ‘Until 1983, there was no major breakthrough in mechanisation and
computerisation in the banking industry. Foundation of induction of computer technology in Indian
banking sector was laid down by ‘Rangarajan Committee’s’ two reports in the year 1984 and
1989. Both the reports had strongly recommended computerisation of banking operations at various
levels and suggested appropriate architecture.

In July 1983, the Reserve Bank of India (RBI) appointed a Committee on ‘Mechanisation in
Banking Industry’ under the chairmanship of Dr. Rangarajan, (the then) Deputy Governor of Reserve
Bank of India for drawing up a plan for computerisation and mechanisation in the Banking Industry
over a five year time frame of 1985-89. The focus of the committee was on customer service. The
committee recommended that the process of mechanisation should encompass activities at the
branch, regional and head office levels, with emphasis varying from one level to another.

“In September 1983, an agreement was made between the Indian Bank’s Association and the
All India Bank Employees’ Association for installing electric/electronic machines (other than computers),
microprocessors and mainframe computers to support specified functional areas in branches, zonal
offices and head offices.5

This agreement was a major breakthrough in the introduction of computerised applications
and development of communication networks in banks. Substantial work was done in two years
and the top management realised the urgent need for training, research and developmental activities
in the Banking Technology area. Banks and Financial Institutions started setting up Technology-
based training centers and colleges.

Figure 1.3: ALPM-National Cash Register
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‘Goipuria Committee’ on ‘Customer Service’ (1990) also recommended improvement in the
customer service in banks by improving accounting procedures and maintenance of records at
bank’s branches. Reserve Bank of India has been appointing various committees from time to time
for development of a sound and adequate information system. (Please refer to Chapter 14 of the
book for various committees appointed by the Reserve Bank). On 29th October 1993 major unions
of bank employees signed an agreement with bank management under the auspices of Indian Bank’s
Association for computerisation of all branches having an average voucher load of more than 750
in urban and metro branches. This agreement paved the way for implementation of technology in
banks.

1.10 Mechanisation Model suggested by Rangarajan Committee

The high level committee formed under the chairmanship of Dr. C. Rangarajan (the then)
Deputy Governor, Reserve Bank of India, in its report mentioned that “the main purpose of computerisation
are improvement in customer service, housekeeping, decision making, productivity and profitability.”6

The committee recommended that the process of mechanisation should encompass activities
at the branch, regional office and head office with emphasis varying from one level to another and
suggested two models of branch automation. It suggested that branch level mechanisation should
be implemented under either Model I or Model II of mechanisation. Rangarajan Committee envisaged
that with the mechanisation “customers will get neat and accurate print outs of transactions of
their accounts; all the standing and ad hoc instructions will faithfully be executed and the periodical
interest calculations will be accurate. This would ultimately improve customer service and house-
keeping. As regards housekeeping operations the committee was of the view that once the vouchers
are tallied with the machine listing of transactions in the form of supplementary, the daybook and
general ledger will be posted and balancing of books will not pose any problem. “The safety
procedural checks to protect the customer and the bank will automatically be carried out by the
machine once it is designed for the purpose.”7

(a) Mechanization: Model-I

Under Model-I, the committee suggested installation of stand-alone electronic ledger posting
machines with attached memory modules, a typewriter keyboard, a video screen, two floppy disc
drives and a printer. The machine was for:

 Maintaining primary ledgers and posting transaction entries in them,

 Working out products and interests at periodical intervals,

 Preparing statement of accounts for customers, and

 Listing of standing instructions to be executed in the accounts.

The committee was of the view that on an average each branch may need three or four such
machines and suggested that dedicated functional machines should be developed for different
counters, e.g., one of the machines to be designed to generate daybook and general ledger.
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(b) Mechanisation: Model-II

In the alternate model of mechanisation, Model-II, the committee suggested installation of a
single microprocessor-based system of large capacity. This machine to store all primary ledger
and general ledger accounts, and besides performing all the functions of the electronic ledger-
posting machine described above would print out various statistical returns and statements for branch
level information system.

Both the models provided the customer with error-free accounting, regular statements of
accounts, etc. Considering the contemporary level of computerisation, these were major achievements.

1.11 Rangarajan Committee — (II) on Mechanisation Progress

The Reserve Bank of India constituted another committee in September 1988 under the chairmanship
of Dr. C. Rangarajan (the then) Deputy Governor of RBI for preparing a perspective plan for
computerisation of banks for the period from 1990 to 1994.

The committee submitted its report in November 1989, and all its recommendations were
accepted by RBI.

Recommendations

The committee recommended a road map for computerisation over the next five years. The
Committee recommended the following road map for computerisation over the next five years,

 Around 2000 to 2500 large branches located at high activity (urban and metropolitan)
centers to be fully computerized;

 Regional Offices/Zonal Offices/Head Offices;

 Inter and intra bank transactions using the BANKNET set up by the RBI; and

 Installation of a network of cash dispensers/ATMs at strategic locations such as airports/
railway stations etc., on a shared basis by banks.

The Committee also made studied recommendations on the ‘Single Window Concept’ ‘all
bank credit cards’, credit clearing/GIRO system, office automation, etc. In fact, this report was the
most comprehensive road map for Bank Automation considering the state of the technology at that
time.

GIRO is the short form of General Interbank Recurring Order. It is an automatic mode of
payment in which funds are automatically transferred from the consumer’s account to the
creditor’s account and creditor is notified when transfer is effected.

Considering the state of technology at that time this report was the most comprehensive for
bank automation. On the basis of recommendations of Rangarajan Committee-(II), the second
phase of technology implementation commenced in early 1990s and total branch automation (TPA)
was implemented. This automated both the front end operations within its own local database
allowing multiple users.
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1.12 Narasimham Committee-II

Narasimham Committee (April 1998) in its ‘Report of the Committee on Banking Sector
Reforms’ also dwelt upon the issues in technology upgradation in banks. In its report (Paras 4.38
to 4.70 - Chapter IV) the committee mentioned that “No area of commercial activity has been more
influenced by the ongoing revolution in information and communications technology than the
banking and financial systems. Information Technology and Electronic Funds Transfer system
have emerged as the twin pillars of modern banking development. Not only have the services or
products offered by banks moved way beyond conventional banking, but access to these services
has become a round the clock round a week — a routine phenomenon. Most global banks can
today be accessed on phone via. PC, via. Internet or through ATM or kiosk 24 hours a day, 7 days
a week.”8 However, the requisite success could not been achieved due to following reasons:

 Inadequate bank automation.

 Not so strong commercially-oriented interbank platform.

 Lack of a planned, standardised, electronic payment systems backbone.

 Inadequate telecom infrastructure.

 Inadequate marketing effort.

 Lack of clarity and certainty on legal issues

 Lack of data warehousing network.

 With a very low level of old mainframe technology systems, India is poised to leapfrog
several stages that other developed nations had to go through due to a fragmented and
incremental approach. (Source: Reserve Bank of India Committee on Technology Upgradation
in the Banking Sector)

1.13 Economic Reform: Third phase of Mechanisation

In early 1990s, Indian economy experienced major policy change. The new economic reform,
popularly known as Liberalisation, Privatisation and Globalisation (LPG model) aimed at making
the Indian economy as fastest growing economy and globally competitive. Liberalisation of the
economy in July 1991 brought sea changes in the banking system. From a totally regulated environment,
banks gradually moved into a market-driven competitive system. Reserve Bank permitted establishment
of banks in the private sector. These new private sector banks started their operations with the
state-of-the-art technology. Entry of these banks resulted in a paradigm shift in the ways of banking
in India. These banks opted for a single centralised database for all their branches, which was
possible due to availability of good network infrastructure. Commercial banks realised the threat
from these new generation private sector banks and understood that their survival depended on
upgradation of systems and procedures and attitudinal modification of staff. The arrival of foreign
banks with their superior state-of-the-art technology-based services also pushed Indian banks to
follow suit by going in for the latest technologies so as to meet the threat of competition and retain
their customer base. Thus, the third phase of technology upgradation began in the mid and late
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1990s. Technology revolutionised the entire operations, systems and procedures and provided a
reliable management information system, which was hitherto missing in banks. It changed the
contours of marketing of financial products. Globalisation also extended national boundaries to
vast new global markets. Increasing integration of financial markets compelled banks and financial
institutions to adopt global benchmarks and to benchmark themselves against the best in the world.

Recommendations of various committees on mechanisation have been discussed in Chapter
14 of the book.

Importance of technology in banking was also felt due to the growing competition and increasing
awareness level of customers and their expectations. With the latest technology, banks switching
over to automated banking and ambience which matched foreign and new generation private sector
banks.

1.14 Impact of Directives of Central Vigilance Commission on
Mechanisation

Vide letter No. 8(I)(h)/98(2) dated the 27th November, 1998, the Central Vigilance Commission
on ‘Improving Vigilance Administration in Banks’ directed that ‘All the banks must ensure that
70% of their business is captured through computerisation before 1.1.2001. As this issue is directly
related to improving vigilance administration in the banks, this will not be an issue to be negotiated
by the bank management with the unions. This principle will be applicable mutatis mutandis to all
concerned with the computerisation of the clearing houses.’

The pace of computerisation in the Public Sector Banks (PSBs) received a fillip with the
guidelines issued by Central Vigilance Commission (CVC) mandating Public Sector Banks to
computerise at least 70% of their business by December 2000. This prompted banks to work out a
strategy to computerise their business within a shortest period of time. The CVC directive at one
stroke enabled banks to get over the opposition from bank unions towards computerisation. It was
not only computerisation of operations but CVC also took care of security aspect and in its communication
mentioned, “At the time of computerisation, we should also take care of the need for encryption as
well as safety in banking operations so that computer frauds are not encouraged.”

Different banks adopted different techniques to achieve the objective — while some banks
went in for total branch automation (TBA), others continued with the stand-alone-version of branch
automation.  Vide letter No. 99/VGL/10 dated the 22nd January 2003 regarding ‘Improving Vigilance
Administration in Banks’, Central Vigilance Commission directed banks to achieve 100% computerisation
by December 2004.

“In recent times there is growing acceptance all-round that full computerisation along with
networking would enable dissemination of information and exchange among banks for more efficient
credit control and would also help in containing ‘money laundering’ operations and frauds which
are viewed with great concern by law enforcement agencies worldwide. All these have a vital bearing
on regulatory and vigilance administration. Accordingly, the Commission in terms of the powers
vested in it, vide Government of India’s Resolution dated 04.04.1999, directs that all public sector
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banks may continue the computerisation drive and ensure full (hundred per cent) computerisation
of their business by 31.12.2004.”

The guidelines of CVC expedited the pace of computerisation in public sector banks and
resulted in a centralised database of customers by adopting a core banking solution.

1.15 Central Bank: Reserve Bank of India

Reserve Bank of India supervises, controls banking operations, controls money supply, regulates
credit etc., and issues directives to banks on various issues from time to time. RBI stipulates reserve
requirement and does both on site and off site supervision. For supervision and control it requires
periodical data and returns. For effective supervision and control not only correct data is needed
but its timely submission is must. RBI appointed various committees for implementation of technology
in banks and gave guidelines and directives based on the recommendations of committees. Implementation
of technology in commercial banks in India has to a greater extent made it easier for the central
bank of the country to monitor bank’s affairs microscopingly and in taking timely corrective measures.

1.16 Financial Inclusion and Technology

Despite commercial banks opening branches in rural areas, establishment of Regional Rural
Banks, Local Area Banks, a good portion of the population do not have access to banking sector.
Out of the population of over 1.25 billion three fourth of the population live in 6,38,588 villages
with population ranging between 800 to 5000.

On Sept. 24 2013 RBI Deputy Governor K.C. Chakrabarty informed that only 40,000 villages
had a bank branch. According to news appearing in Times of India.indiatimes.com Business India
Business News Nov 12, 2016, 40% of India is outside the “ambit of formal banking, that is, without
a bank account, as conceded by the Centre on June 1, 2016. As per RBI Circular No. RBI/2014-
15/77 DBOD No. BAPD.BC.7/22.01.001/2014-15 dated 1st July 2014 there were 375 under banked
districts in India and 296 under banked states.

Finance has become an essential part of an economy for development of the society as well
as economy of the nation. National Sample Survey Office (NSSO), Ministry of Statistics and Programme
Implementation has been regularly conducting nationwide surveys on various socio-economic subjects.
According to National Sample Survey Office (NSSO) 59th Round

 51.4% of farmer households are financially excluded from both formal/informal sources.

 Of the total farmer households, only 27% access formal sources of credit; one third of this
group also borrowed from non-formal sources.

 Overall, 73% of farmer households have no access to formal sources of credit.

 Across regions, financial exclusion is more acute in Central, Eastern and North-Eastern
regions. All three regions together accounted for 64% of all financially excluded farmer
households in the country. Overall indebtedness to formal sources of finance of these
three regions accounted for only 19.66%
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The word ‘Financial inclusion’ was coined by former Reserve Bank of India (RBI) governor
Y.V. Reddy in 2005. Financial Inclusion, broadly defined, refers to universal access to a wide
range of financial services at a reasonable cost. These include not only banking products but also
other financial services such as insurance and equity products and household access to financial
services.

“Financial inclusion may be defined as the process of ensuring access to financial services
and timely and adequate credit where needed by vulnerable groups such as weaker sections and low
income groups at an affordable cost” (The Committee on Financial Inclusion, Chairman: Dr. C.
Rangarajan).9

“Financial Inclusion is the process of ensuring access to appropriate financial products and
services needed by all sections of the society in general and vulnerable groups such as weaker
sections and low income groups in particular at an affordable cost in a fair and transparent manner
by mainstream institutional players.”10

(Address delivered by Shri S. S. Mundra, Deputy Governor, Reserve Bank of India at the BRICS
Workshop on Financial Inclusion in Mumbai on September 19, 2016)

Financial inclusion is making available the banking services at an affordable cost to disadvantage
and low income groups. It is important for generating sustainable growth. For bringing more people
under banking fold, RBI has amended branch licensing policy. Banks are now using technology
like mobile phones to reach low income customers. Government has given directives that social
security payments and wages under National Rural Employment Guarantee Scheme Act, (NREGA)
are to be made directly in the account of beneficiary through electronic transfer. RBI has advised
banks to have no frill account, with minimum or nil balance for the benefit of those who do not
have a bank account. Even prime minister has launched Jan Dhan Yojana a gigantic task of enrolling
over 6.0 crore (75 million) households to open their account. The scheme will provide ‘universal
access to banking facilities’ with inbuilt accident insurance cover of ` 1 lakh and RuPay Kisan
Card.

1.17 Summary

With the implementation of technology the entire manual operations of banks became a thing
of the past. Of course the gestation period involved in switching over from manual to technology-
based operations was too long and the transformation was not that smooth. Liberalisation, privatisation
and globalisation (LPG) of the economy opened floodgates of competition with the new generation
private sector banks and foreign banks, which started operation with the state-of-the-art technology
and were equipped with latest technology.

These perforce compelled bank to switch over to technology which was necessary for their
survival. Recommendations of various committees and directives of CVC was another factor which
boosted the process of implementation of technology in banks. The future of banking lies in information
technology. It has helped banks to look into the ever increasing needs of customers and has helped
in increasing organisational efficiency and productivity. It has brought sea changes in the way
banking was conducted in yesteryears.
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Technology has brought fundamental changes in the functioning of banks. It has created new
business models and processes and distribution channels. It has created new culture in banking
and has helped banks in maintaining flawless accounts, helped banks in reconciliation, generating
Management Information System, Internet banking and in providing multiple services and has
changed the landscape of business. It has enabled the efficient, accurate and timely management
of increased volume that comes with larger customer base. It has facilitated the movement of class
banking to mass banking.

Computerisation is expensive and needs huge investment in hardware and software and subsequent
maintenance. The rate of obsolesce in respect of hardware and software is fast. Electronic and
information technology have brought swift changes in the working of banks. The two letters which
has changed the way businesses operate has been IT as an acronym for information technology. IT
has become such an essential ingredient of one’s way of life in today’s world that it is difficult to
imagine a world without IT. And no other sector has benefited to such an extent as the financial
sector, with the banking sector in particular, from the inroads may by IT.

1.18 Self Assessment Questions

1. What is the role of technology in the functioning of banks? Please discuss.

2. What led to mechanisation of banking operations?

3. What were the recommendations of Rangarajan Committee in respect of mechanisation of
services provided by banks?

4. What do you understand by financial inclusion and why is it necessary?

5. What was the impact of economic reforms in the banking sector?

6. What were CVC directives on computerisation?
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Annexure 1- Sec. 6 of Banking Regulation Act, 1949

6. Forms of business in which banking Companies may engage.–
(1) In addition to the business of banking, a banking company may engage in any one or

more of the following forms of business, namely:—

(a) the borrowing, raising, or taking up of money; the lending or advancing of money either
upon or without security; the drawing, making, accepting, discounting, buying, selling,
collecting and dealing in bills of exchange, hundis, promissory notes, coupons, drafts,
bills of lading, railway receipts, warrants, debentures, certificates, scrips and other instruments,
and securities whether transferable or negotiable or not; the granting and issuing of letters
of credit, traveller’s cheques and circular notes; the buying, selling and dealing in bullion
and specie; the buying and selling of foreign exchange including foreign bank notes; the
acquiring, holding, issuing on commission, underwriting and dealing in stock, funds,
shares, debentures, debenture stock, bonds, obligations, securities and investments of all
kinds; the purchasing and selling of bonds, scrips or other forms of securities on behalf
of constituents or others, the negotiating of loans and advances; the receiving of all kinds
of bonds, scrips or valuables on deposit or for safe custody or otherwise; the providing of
safe deposit vaults; the collecting and transmitting of money and securities;

(b) acting as agents for any Government or local authority or any other person or persons;
the carrying on of agency business of any description including the clearing and forwarding
of goods, giving of receipts and discharges and otherwise acting as an attorney on behalf
of customers, but excluding the business of a 1[managing agent or secretary and treasurer]
of a company; 1. Subs. by Act 33 of 1959, S. 4, for “managing agent (w.e.f. 1-10-1959).

(c) contracting for public and private loans and negotiating and issuing the same;

(d) the effecting, insuring, guaranteeing, underwriting, participating in managing and carrying
out of any issue, public or private, of State, municipal or other loans or of shares, stock,
debentures, or debenture stock of any company, corporation or association and the lending
of money for the purpose of any such issue;

(e) carrying on and transacting every kind of guarantee and indemnity business;

(f) acquiring and holding and generally dealing with any property or any right, title or interest
in any such property which may form the security or part of the security for any loans or
advances or which may be connected with any such security;

(g) undertaking and executing trusts;
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(h) undertaking the administration of estates as executor-trustee or otherwise;

(i) establishing and supporting or aiding in the establishment and support of associations,
institutions, funds, trusts and conveniences calculated to benefit employees or ex- employees
of the company or the dependents or connections of such persons; granting pensions and
allowances and making payments towards insurance; subscribing to or guaranteeing moneys
for charitable or benevolent objects or for any exhibition or for any public, general or
useful object;

(j) the acquisition, construction, maintenance and alteration of any building or works necessary
or convenient for the purposes of the company;

(k) selling, improving, managing, developing, exchanging, leasing, mortgaging, disposing
of or turning into account or otherwise dealing with all or any part of the property and
rights of the company;

(l) acquiring and undertaking the whole or any part of the business of any person or company,
when such business is of a nature enumerated or described in this subsection;

(m) doing all such other things as are incidental or conducive to the promotion or advancement
of the business of the company;

(n) any other form of business which the Central Government may, by notification in the
Official Gazette, specify as a form of business in which it is lawful for a banking company
to engage.

(2) No banking company shall engage in any form of business other than those referred to in
subsection (1).
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