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Banking is changing very fast especially in the last 5 years. Banking is now less
manually operated but more of data operative. For better customer service,
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depositors and 4 crore borrowers of the commercial banks. Such banks are public
sector banks (21), private sector banks (22), foreign banks (43), Regional Rural and
Cooperative banks (Non-scheduled banks) (3), and now Small Finance Bank and
payment banks.
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non-performing assets has been the hard task for banks to face and endeavour
their best. The list of intentional defaulters in banks, is on increase, resultantly
compelling banks to register F.I.Rs against 1,624 defaulters out of 7,265 till Sept.
2015. The total amount involved in such intentional defaulters were ` 16,601.90
crores. The gross NPAs and net NPAs of all commercial banks were 7.1% and 8%
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for credit card frauds (157), pornographic SMS/MMS (152), threatening e-mail/
SMS (08), hacking (09), Nigerian frauds (01), sweeping evidences (11) and others
(164), complaints numbering 9,508, against commercial banks/RRBs and
scheduled primary cooperative banks were pending before Banking Ombudsman at
the end of Nov. 2015. The largest number or debit cards of Rupay cards were issued
under Prime Minister Jan Dhan Yojana. The total daily transaction average during
2015 has been ` 27 lakhs. All these new things have been dealt with in this book.
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1.1 OBJECTIVE
The reader should be able to understand the evolution of commercial banking in India, the period
of development after nationalisation, the era of economic reforms. Not only this, but the reader could
be able to understand the development of regional rural banks, cooperative banks, land development
banks and local area banks. If development banks’ name is not mentioned then the evolution of banks
could be incomplete, such development banks are IFCI/SIDBI/NABARD/EXIM Bank, etc.

1.2 EVOLUTION OF COMMERCIAL BANKING IN INDIA
In India, the ancient Hindu Scriptures refer to the moneylending activities in the Vedic period.
During the Ramayana and Mahabharat eras, banking had become full-fledged business activity and
during the Manu Smriti period which followed the Vedic period and Epic age, the business of banking
was carried on by the members of the Vaish Community.
Banking is different from moneylending, but two terms have in practice been taken to convey the
same meaning. Banking has four important functions to perform, accepting deposits, other of lending
monies, investment of funds and providing remittance facilities.
During the Moghul period, metallic money was issued and the indigenous bankers added one
more line of money changing to their already profitable business. They started exchanging money
circulating in one part of the country, with the money current in another part of the country making
good margin for themselves. The indigenous bankers could not however, develop to any considerable
extent the systems of obtaining deposits from the public, which today is an important function of a
banker.
The English traders, who come to India in the 17th century, established some contracts with the
indigenous bankers by borrowing founds from them. In 1786, the English Agency Houses had
established the Bank of Bengal at Calcutta. With the advent of modern banking conducted on Western
lines, the indigeneous bankers lost further importance. The English Agency Houses in Calcutta and
Bombay were the bankers to the East India Company and the European merchants in India. They had
no capital of their own and depended mainly on deposits from the public, for finance. These agency
houses failed as they combined banking with trading.
Among the earliest banks established in India, were the Banks of Bengal (1806), Bombay (1840)
and Madras (1843). These banks were also known as “presidency banks”. In 1860, the concept of
limited liability was introduced in banking. These banks (presidency banks) were allowed to issue
notes to a limited extent, but this right was takenover by the government in 1862. In view of limited
liability, several Joint Stock banks were floated. Some of important banks were established during
1860 to 1900, were:


Allahabad Bank Ltd. established on 24.4.1865 at Allahabad city



The Alliance Bank of Simla Ltd.



The Oundh Bank Ltd.



The Punjab National Bank Ltd. established in 1895.
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Thus, by the end of year 1900, there were three classes of banks in India, viz.,
1. Presidency Banks, numbering 3, viz., Bank of Calcutta (1806) Bank of Bombay (1840) Bank
of Madras (1843).
2. Joint stock banks, numbering 9
3. Exchange banks or foreign banks, numbering 8
The Swadeshi movement, which started in the early 1900s, gave stimulus to the growth of
indigenous joint stock banks. Some of the banks established during the 1900 to 1910 period were:
1. The People’s Bank of India Ltd.
2. The Bank of India Ltd. (established in 1906)
3. The Bank of Baroda Ltd. (established in 1908)
4. The Central Bank of India Ltd. (established in 1911)
In 1921, the 3 presidency banks were merged, to form the Imperial Bank of India. On the eve of
independence in Aug. 1947, there were 648 commercial banks, comprising 97 scheduled and 551 nonscheduled banks. The number of offices of banks stood at 2,987, with total deposits at ` 1,000 crore
and advances at ` 475 crore.
During 1900 and 1950, the Indian joint stock banks specialized in providing short- term credit,
for trade in the form of cash-credit and overdraft facilities, foreign exchange business, remained the
monopoly of foreign banks. Between 1900 and 1925, many banks failed. The Central Banking
Enquiry Committee was constituted in 1929, it gave reasons for the failure of banks such as:
1. Insufficient capital
2. Poor liquidity of assets
3. Combination of non-banking activities with banking activities
4. Irrational credit policy, and
5. Incompetent and inexperienced directors
On the basis of major recommendations of the Central Banking Enquiry Committee, the RBI Act
was passed in 1934. While in 1949, the Banking Regulation Act was passed, for regulation and
supervision of banks. It gave wide powers to RBI to regulate, supervise and develop the banking systems.
During 1950 to 1969, two important developments took place, first, the all India Rural Credit
Survey Committee, which examined the issue of credit availability at the rural areas, recommended the
creation or a State partnered/sponsored bank entrusted with the task of opening branches in the rural
areas. Accepting this recommendation, the State Bank of India Act, 1955 was passed and the Imperial
Bank of India was renamed State Bank of India. Later in 1959, the State Bank of India (Subsidiary
Bank) Act was passed enabling SBI, to takeover 8 princely state associated banks, as the subsidiaries.
Such banks were:
State Bank of Bikaner*
State Bank of Hyderabad
State Bank of Indore
State Bank of Jaipur*
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State Bank of Mysore
State Bank of Patiala
State Bank of Saurashtra
State Bank of Travancore
(*These two banks merged into one bank) (all 5 associates have been merged with S.B. India
from 01-04-2017)
Secondly, the need about wider diffusion of banking facilities and to change the uneven
distributive pattern of bank lending was realised. The scheme of social control, over banks, was
announced in the Parliament in December 1967. The National Credit Control Council was set up in
1968 to assesses the demand for bank credit, from various sectors of the economy and to determine
their respective priorities in allocation.
At the launch of the First Five Year Plan in 1951, there were 566 commercial banks consisting of
92 scheduled and 474 non-scheduled banks. In 1969, total number of banks declined to 89 out of
which 73 were scheduled and 16 were non-scheduled.

1.3 ERA OF NATIONALISATION AND AFTER (1969 TO 1991)
The Indian banking scene underwent significant changes, during the period 1969 to 1990. The
social control measures of not less than 51% of the directors of the board of a banking company had to
consists of persons with special knowledge or practical experiences in respect of accountancy,
agriculture, rural economy; banking, cooperation, economics, finance, law and SSIs, were not
considered adequate to achieve the desired social and economic objectives. The Government of India,
therefore on 19th July, 1969 nationalised, 14 major Indian commercial banks, by an ordinance, having
deposits of ` 50 crore and above. The objectives of nationalisation were:
An institution such as the banking system, which touches and should touch lives of millions, has
to be inspired by a larger social purpose and has to subserve national priorities and objectives, such as
rapid growth in agriculture, small industry and exports, raising employment levels, encouragement of
new entrepreneur, and the development of the backward areas. The acquisition of ownership of banks
was, thus, to enable banks to play more efficiently the role of a catalytic agent for the economic
growth by extending banking facilities to the most deserving classes.

Limitations of Branching Overseas
During the early years it was not very easy for an Indian bank to open overseas branches, though
the Reserve Bank of India was vested with the powers to allow them to open overseas branches.
Policymakers took into account a number of factors and not all of which are purely commercial. The
process required RBI to consult a number of departments within its own organisation and other
ministries through the nodal finance ministry. Given the multiple considerations, RBI did not attempt
to frame any definitive policy or guidelines in regard to the opening of branches or offices abroad by
Indian banks till almost the onset of the 1980s, according to the nothings in the third volume of the
Reserve Bank’s history.
Many banks which attempted to open offices overseas did not get the regulator’s nod. In 1963-64,
Punjab National Bank as well as Bank of India applied for opening offices in the United States but
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RBI did not grant them permission on the ground that requests could in turn come from US banks to
open offices in India. In 1964, Bank of India sought permission to open offices at Hamburg,
Dusseldorf and Milan but these requests too were turned down on the ground of possible application
of the reciprocity principle, which, at that time, was considered undesirable from the exchange control
angle, i.e., having to permit remittance of profits by branches of foreign banks as well as from the
point of view of its adverse effect on the expansion of business of Indian banks within India.
Three major elements influenced the Reserve Bank’s policy towards Indian banks opening
offices abroad till the early 1970s. First, there was the Question of foreign exchange for meeting the
capital requirements and other expenses connected with the setting up of an overseas offices. Given
the scarcity of foreign exchange reserves, RBI and the government were concerned about the foreign
costs. Second, there was the issue of business potential. This was related to the number of persons
of Indian origin residing in the country in question. The perception was that the branch or office
abroad would grow in size if it was supported by large number of ethnic Indians. Third, there was the
principle of ‘reciprocity’.
Again in 1980, the Government of India had nationalised other 6 banks, each having deposits of
` 200 crore or above. The banks nationalised in 1969 and 1980 were as below:
1. Central Bank of India (estd. 1911)
2. Bank of India (estd. 1906)
3. Punjab National Bank (estd. 1895)
4. Bank of Baroda (estd. 1908)
5. United Commercial Bank (estd. 1943)
6. Canara Bank (estd. 1906)
7. United Bank of India (estd. 1950)
8. Dena Bank
9. Syndicate Bank (estd. 1925)
10. Union Bank of India (estd. 1919)
11. Allahabad Bank (estd. 1895)
12. Indian Overseas Bank (estd. 1936)
13. Indian Bank (estd. 1907)
14. Bank of Maharashtra (estd. 1935)
Banks Nationalised in 1980
15. Andhra Bank (estd. 1923)
16. Corporation Bank
17. Oriental Bank of Commerce
18. Punjab and Sindh Bank
19. Vijaya Bank
20. New Bank of India*
*this bank was merged with PNB in 1990
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Another important structural development was the formation of the Regional Rural Banks (RRBs)
which were started in 1976. Their ownership vests with the sponsoring commercial bank, the Central
Government and the State Government of the area. Under this approach, 196 RRBs were set up.
Major developments in banking in 1970 and 1991 were:
1973-74 Setting targets for priority sector lending.
1974-75 Prescription of norms for lending and working capital limits by Tandon Committee.
1982-83 Prof. Chakrabarty’s report on monitoring system in India Establishment of National
Bank for Agriculture and Rural Development (NABARD)
1985-86 Introduction of MICR Technology
Introduction of Health Code system for bank loans.
1985-86 Permission to banks to float mutual funds.
1988-89 Vaghul Working Group on Money Market.
Establishment of Discount and Finance House of India (DFHI) and the National
Housing Bank (NHB) — Adoption of Service Area Approach.
1989-90 Enhancement of access to call money market, in terms of number of participants.
Establishment of the Small Industries Development Bank of India (SIDBI)
During nationalisation and thereafter, there was wide branch expansion in rural and semi-urban
areas, backward regions and underbanked states so that inter regional disparities could be reduced. The
details of the programme of branch network were as follows:
Year

Total branches

Rural
branches

Semi-urban
branches

1969
1980

8262
32419

1833
15105

3342
8122

1991

60220

35206

11344

(Source: Bank Quest Oct-Dec. 2002 of IIBF)

The total number of bank branches increased eight-fold between 1969 and 1991 and the bulk of
the increase was on account of rural branches, which increased from less than 1,900 in 1969 to over 35
thousands in 1991.
One of the objectives of branch expansion was to mop-up national savings, both actual and
potential and to channel them into investments according to Five Year Plan priorities.
(` in crore)
Year

Deposits Total

Term Deposits

Savings
Deposits

1969

5173

3280

1524

1980
1991

37988
230758

19253
128768

10937
56902

The RBI’s credit policy over the years, laid increasing emphasis on channeling of bank credit to
preferred sectors and borrowers of small means. The credit operations of banks were:
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(` in crore)
1969

1980

1991

Bank Credit
Priority Sector

3729
659

25371
8501

125592
45425

%age of which
Agriculture

18
258

33
3584

36
18157

%
SSI Sector
%

39
347
52

42
3229
37

42
18150
42

Note: Figures are in percentages to vertical totals.

1.4 ERA OF ECONOMIC REFORMS (1992-2003)
The period 1992-2003 may be regarded as the present or the current phase in the evolution of
Indian Banking. Like the phase of 1969-1991, began with a bang, i.e., nationalisation of banks, the
current phase also began towards market-oriented banking, as a result of the introduction of financial
reforms, especially banking reforms, India’s economic reforms programme began as a response to the
macroeconomic crisis that developed in early 1991. The crisis manifested itself in rising inflation, high
level fiscal deficit, low growth and unsustainable current account deficit, and the Gulf War of 1990
precipitated, the balance of payments crisis.
The main plank of economic reforms comprised:
1. Stabilisation of the economy so as to keep under control inflationary and balance of payments
pressures.
2. Deregulation of the real and financial sectors and removal of licence and permit system from
all spheres.
3. Liberalisation of international trade in various sectors to promote competition and efficiency
by removing the high degree of protection enjoyed by the domestic industry, and
4. Integration with world economy, to attract capital and modern technology.
The banking reforms have the specific task of achieving:
1. A suitable modification in the policy framework within which banks operate,
2. Improvement in the financial health and competitive capabilities of banks.
3. Building financial infrastructure relating to supervision, audit and technology, and
4. Upgradation of the level of managerial competence and the quality of human resources.
The basis for banking reforms was proved by the Committee on Financial System (Narasimham
Committee) which made recommendations in November, 1991, for transforming highly regulated
policy to a more market-oriented system.
Such various measures were:
1. Reduction in the pre-emption of funds through lowering of the CRR and SLR from 63.5% to
31.5% (CRR 6.5% and SLR 25%) in Oct. 2001.
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2. Redefining and redesigning directed credit programmes.
3. Dismantling administered interests.
4. Establishment of Discount and Finance House of India, Securities Trading Corporation of
India and Negotiated Payment Settlement System.
5. Improving financial health of banks through prescription of risk weighted capital adequacy
ratios, recapitalisation and restructuring of weak banks.
6. Amendment to the bank branch licensing policy to deal effectively with the loss making
branches.
7. Withdrawing the concept of MPBF and increasing the share of loan segment in banks credit.
8. Setting up of special Debt Recovery Tribunals (DRTs) for improving recovery of bank loans.
9. Norms for floating new private sector banks.
10. Deregulation of interest rates on loans over ` 2 lakh.
Various measure were taken by RBI and Government for economic reforms such as:
1. Introduction of Banking Ombudsman Scheme in 1995.
2. Freedom to banks to decide their Prime Lending Rates (PLR).
3. Introduction of the concept of Local Area Banks.
4. Granting of conditional autonomy to the public sector banks.
5. Revision of capital adequacy norms in 1998-99.
6. Deregulation of interest rates on term deposits.
7. Introduction of Voluntary Retirement Scheme (VRS) in Public Sector Banks resulting in
about 11% reduction of employees in 2001.
There has been a growing presence of private sector banks, more so, after the introduction of
financial sector reforms from 1992. Six new private banks, listed as under, were issued licenses in
1994-95 and 3 more licences in 1995-96 and commenced operations during the same year. Minimum
net owned funds of private banks is ` 300 crore w.e.f. July 2004.
1. UTI Bank Ltd. (Now called Axis Bank)
2. IndusInd. Bank Ltd.
3. ICICI Banking Corporation Ltd.
4. Global Trust Bank Ltd.
5. Centurion Bank Ltd.
6. HDFC Bank Ltd.
7. Times Bank Ltd.
8. Bank of Punjab Ltd.
9. IDBI Bank Ltd.
10. Kotak Mahindra Bank Ltd.
Out of these banks, following banks merged and/or acquired with other banks:
1. Merger of Times Bank with HDFC Bank Ltd., in 1999-2000.
2. Bank of Madura merged with the ICICI Bank in 2000-01.
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3. Centurion acquired Bank of Punjab Ltd., in Oct. 2005 and merged with HDFC.
4. Global Trust Bank Ltd., merged with Oriental Bank of Commerce in 2004.
Private sector banks have been rapidly increasing their presence in the recent times and offering
a variety of newer services to the customers and posing a stiff competition to the group of public
sector banks.
The response of the banks to the reforms has been impressive. The following position was of
public sector banks at the end of March 2001:
1. Capital adequacy 9% required; actual was in excess of 10% in March 2001.
2. Ratio of gross NPAs to gross advances in 1992-93 was 23% reduced to 12.4%.
3. Net Profit of PSB in 1993-94 Loss of ` 4,705 crore while Profit of ` 2,095 crore in
March 2001.
4. Total branches at the end of March 2001, was 65,901.

1.4.1 Period from Year 2004 to Date 2017, New Challenges:
The first phase of financial reforms laid the basis for a sound banking system. Considerable
progress has been made in implementing the reforms and the banking system is now moving towards
the second phase. Nevertheless, the Indian banking system faces several difficult challenges; therefore,
the banks have to reorient their strategies in the light of their own strengths and the kind of market in
which they are likely to operate. Some of the challenges are home-grown, e.g., high cost of doing
business; level of non-performing assets; and low levels of customer satisfaction. Some of the
challenges are external, e.g., phenomenal growth in the volume of capital inflows; integration of
financial markets across the globe. In view of these domestic and international developments, it is
necessary to chart out a path for the development of efficient banking in the new century. There are
several areas of concern which need to be addressed. RBI released only two bank licences during 2004
to 2010 to Kotak Mahindra Bank and Yes Bank and two more licences to IDFC Bank and Bandhan
Bank Ltd. in 2015.

New Dimension
Indian banks operate in a deregulated competitive financial sector. Competitive pressure is
building up for Indian banks both from within and from outside. Competition is likely to intensify in
the coming years within the industry, from NBFCs and from foreign entities. Competition is not just in
terms of number of competitors but in terms of proliferation of innovations, specialised markets, crossborder trade in financial services and capital flows. Our reforms have made progress but we have not
become competitive internationally. We cannot lag behind other countries and we have to transform
the Indian banking system from being a largely domestic one to a truly international one; and this
should enable India to emerge as an international banking centre.
“The worldwide revolution in
information and communication
technology (ICT) has become the
biggest force of change in
banking.”

The worldwide revolution in information and
communication technology (ICT) has become the biggest
force of change in banking. It is a source of productivity
growth and facilitates effective competition. ICT reduces
costs, increases volumes and facilitates customised products.
It plays an important role in the payments and settlement
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system. Technology has opened up new avenues in banking for discharging the same functions in a
cost-effective manner: 24-hour banking, telebanking; internet banking; e-banking. The process of
technological change is just beginning in Indian banking. Even the use of existing technology is at
low levels.
Though RBI and the banks have been taking steps in the last few years, computerisation has been
mostly directed towards accounting and related activities, without emphasis on critical areas relevant
to management and customer-service and customised products. The Indian banking system will have
to redouble its efforts to build the technological infrastructure not only to provide cost-effective and
competitive customer-service but also to achieve international recognition and status.
The level of non-performing assets (NPAs), continues to be high by international standards.
NPAs have become a first charge on banks funds for provisioning and these affect banks performance
by eating into their profitability. The most important condition for improvement in the profitability of
banks is a reduction in the level of NPAs. In fact, it is a precondition for the stability of the banking
system. The response to the efforts at debt recovery and restructuring of assets and other methods has
been slow. The strategies for containing the problem of NPAs should emphasise the strict enforcement
of prudential norms and requirements, transparency and disclosure and the need for legislation which
will make the recovery process smoother. Reforms have to be supported by legal changes for
enforceability of contracts. In any effort to build a banking system of international stature, reduction in
NPAs should be the priority target.

Features: Fourth Phase (2004 to Date)
In tense competition with other Banks/NBFCs and with foreign banks.
Worldwide revolution in information and communication technology, is the biggest force in
banking like 24-hour banking/telebanking/internet banking and e-banking.


Total bank deposits on 31.3.2017 was ` 108.0 lakh crores and total advances was ` 78.75 lakh
crores and total number of branches 129673 and 219688 ATMs at the end of Sept. 2016.



Asset liability mismatches expose the banks to various types of risks, viz., risk of illiquidity
and insolvency, deregulation and globalisation.



Development of relationship banking.



Human resource development most important.



Training to employees from generalist orientation to specialist orientation



Need for ‘economic capital’ rather than the minimum regulatory capital.



Corporate governance, accountability at all levels/transparency and enhancement of image
of the organisation/ethics



New capital adequacy norms, as per BASEL-III, implemented from 0.1.04.2013. .



Banking reforms or the minimum capital requirements of 11.5% is all about wearing the
seat belt (in an aeroplane) as that can minimise the damage.



Financial crises have become regular occurrence. The 2008 credit crises in the US and
Europe and experiences of a crises every 5 to 7 years, the next crash came in 2015,
(Economic Times Mumbai).
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Three private banks via HDFC/ICICI Bank and Axis Bank Ltd. were charged with
converting black money into white money and also non-complinces of KYC Norms in
March 2013.
Total business correspondents was one lakh

The latest details of commercial branches are (in 2017)
Total number of branches at the end of 31.3.2017

129683

Total mobile holders in India at the end of Dec. 16

103.09 crores

Total mobile banking transactions at the end of 2013-14 were

` 5741 crores

Total deposits/advances at the end of 31.03.2017
Deposits

` 108.23 lakh crores

Advances

` 78.82 lakh crores

New capital adequacy for banks as per BASEL-III from 01st April 2013

11.50%

New bank licences issued in Feb. 2015

Bandhan Bank and
IDFC Bank

First Mahila Bank was opened on 19.11.2013 with ` 1000 crore capital and subsequently, merged
with SBI 31.3.2017
` 1900 crores daily withdrawal and ` 1850 crores daily deposit in banking during Sept. 2013 to
28th Feb. 2014.
More than 84.12 lakh persons have got more than one account in banks during Sept 2013 to Feb.
2014.
Cyber cases – Phising cases were with 3.96 crores customer during 2012-13 in India while in
2013-14 it was 2.32% higher.
Total number of accounts opened under Prime Minister Jan Dhan Yojna were 28.23 crores at the
end of 31.3.2017 with credit balance of ` 63,971.38 crores.
Credit information companies to have the membership of all credit institutions as per RBI (as
well as NBFCs TIMES 10.2.2015)
Total Internet users at the end of Dec. 2016 were 28.2 crores.
First video conferencing bank branch has been opened by IndusInd. Bank in May 2014. This
facility is available 24 hours through their Desk Top/Tablet/Smart phones.
All days open banks in Maharashtra State has been allowed to HDFC Bank/City Bank and Bank
of Japan, to open their branches for all 7 days with the condition that they would remain open in between 9 AM to 10 PM. and employees would not be required to work more than 8 hours per day.
RBI has allowed banks to grant advance of ` 1 lakh against gold jewellery from 30.12.2013
except for agricultural activities. The repayment of such advance would be through bullet system and
NOT BY EMIs
All Stake run banks (PSBs) to raise equity capital from the market subject to the condition that
government stake should not fall below 52% (10.12.2014, ET). The commercial banks need ` 4.6 lakh
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crore - ` 2.4 lakh crore common equity, ` 1.56 lakh crore additional Tier-I and ` 64,500 crore Tier-II
by March 2019.
The RBI has allowed banks to take management control of a defaulting company by converting
their loans into equity through the Strategic Debt Restructuring (SDR) scheme introduced in 2015.
In 2016, the scheme for sustainable structuring of stressed assets also involving conversion of
loans into equity was announced.
Aug. 2016 Insolvency and Bankruptcy code was implemented and NCLT was made as
adjudicating body.
As per suggestion of Banks Board Bureau, the finance ministry has accepted proposal for
offering stock options to their employees, from April 2017. This option can be given by those banks
which have earned substantial profit and have made remarkable progress in managing NPAs.
Total outstanding plastic cards (debit/credit) were 25943784 at the end of Sept. 2016. Total
ATMs at the end of Sept. 2016 were 2,19,688 on 8.11.2016. Demonetisation of higher denomination
of currency notes of ` 1000 and ` 500 in order to control black money and fake currency and to curb
the extremist’s activities with the help of fake currencies, coming from Pakistan.
Ordinance issued in May 2017 empowering the RBI in directing the banks in NPA recoveries and
for faster action in cases of accounts becoming NPA.

New Bank Licenses in Private Sector
RBI has approved a limited number of banking licenses and plans to give licenses from the year
April 2014 to two private parties with regulations.
A probable list of such parties in the above lists those could be parties are excluded which are
having exposure to real estate business. The entry level capital could be with ` 500 crore and to go up
to ` 1,000 crore in 3 years.
Union Finance Minister in 2010-11 budget declared about issuing new bank licences. Thereafter
bank received 25 application out of which 2 applicants withdraw their applications. In February 2014,
RBI issued 2 licences to IDFC Ltd. Mumbai and Bandan (a NBFC) Financial Services Pvt. Ltd.
Kolkata.
In the Union Budget of 2013-14, the then finance minister declared opening of first Ladies bank,
Bhartiya Mahila Bank Ltd., for economic strongness of women in India. As such first such bank was
opened on 19-11-2013 with ` 1000 crore capital and merged with State Bank of India on 31.3.2017.
Asset-liability mismatches expose the banks to various
types of risks, i.e., risks of illiquidity and insolvency; risks
arising from globalisation and deregulation. Risk
management is a continuous process of controlling assets
and liabilities in terms of size, maturities and yields. As
operations in the financial market become varied and
complex, banks have to equip themselves with a variety of skills and appropriate technology. The RBI
has issued guidelines to banks in April 1999, for asset-liability management which would help the
bank management to meet the challenges. Banks are encouraged to prescribe risk parameters and
establish effective control systems. Now the action lies entirely with banks. The general complaint that
customer satisfaction is at low levels needs to be addressed in all seriousness. The effort should be not
“Banks need to develop customer
relationship, which has come to be
known as “relationship banking”.
This is CRM.”
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only to preserve the existing circle of clients, both corporate and individual, but also to enlarge the
client base. Banks need to develop customer relationship, which has come to be known as
“Relationship Banking”. It is concerned essentially with maintaining relations with customers on a
continuing basis. This is CRM and it is not just the relationship built around raising deposits and
making loans, though that is important. CRM goes well beyond that.
Two important aspects of CRM are: One that it does not view customers in totality or in the
aggregate and two the devising of banking products. Regarding the first, customers’ needs and demands
and business styles vary; and it is necessary to consider segments of customers and build customer
profiles to evolve strategies. As banking products are intangible, CRM involves personal selling. As for
the second, once the need for segment approach is recognised, product differentiation becomes
important. The present methods of evolving banking products and then looking around for customers
for those products would not yield the desired results. In short, banking products should be customerbased. Besides, the method of pricing products should also change from cost plus to product quality. To
raise the level of customer satisfaction, banks will have to set up CRM groups or CRM departments.

HRD: Rigidities
Human resource development (HRD) is the most important need for a service industry like
banking. The banking industry being largely in the public sector, certain rigidities developed in HRD
within the banking system. Apart from being the preferred employer for the educated manpower,
public sector banks followed a hierarchical structure, which gives preference to seniority over
performance. Besides, the banks continued, until recently, their generalist orientation in the matter of
recruitment. In the result, the best talent especially specialist, could not be attracted. The approach to
human resources management in banks will have to change in tune with the fast-changing banking
environment at home and abroad. While it is difficult to bring about radical changes in the staff
structure in the near future, public sector banks can effect improvements in the existing practices of
recruitment, training and redeployment. The focus must shift from generalist orientation of the staff to
specialist orientation, i.e., the ability to imbibe and absorb technology. Information technology is an
area where HRD is now critical. There is also the urgent need for training for upgradration of different
types of skills, for redeployment, for changing the mindset and attitudes. It is time that banks revamp
their HRD departments and evolve appropriate policies to make the best use of their primary asset, i.e.,
human resources.
There are issues in supervision and regulation with
which the banks will have to be very much concerned in the
days ahead. The banks should have to prepare for tightening
of prudential norms as the new Basel Accord becomes
effective. The earlier Basel Accord (1988) gave recognition
mainly to credit or the principal risk. Since then a number of events have taken place including the
East Asian crisis, which brought to light the inadequacy of the 1988 arrangement, as it did not
recognise market risks and operational risks. It also did not distinguish between different types of
exposures with different dimensions of risk. According, to the new capital accord, banks would have
to provide capital in terms of “economic capital” rather than the minimum regulatory capital. The
concept of economic capital covers all risks embedded in the banks’ balance sheet. Again in terms of
the accord, supervision involves moving from the transaction-based approach to a risk-based approach,
to determine the level of risk that each bank is exposed to. Bank managements will therefore have to
“The focus must shift from
generalist orientation of the staff to
specialist orientation, i.e., the ability
to imbibe and absorb technology.”
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develop internal capital evaluation according to their risk profile. Risk weights are being constantly
revised to take into consideration additional sources of risk.

Corporate Governance
Corporate governance is assuming greater importance in the banking sector today as a result of
certain unhealthy developments. The main focus in corporate governance is how to enhance
shareholder value; and this needs to be achieved in a legal and ethical manner leading to contribution
to business prosperity. The major ingredients of good corporate governance would be accountability at
all levels, transparency and enhancing the image of the organisation in the eyes of the public.
Corporate governance underlines the belief that the public good should be placed above the private
good and that corporate resources cannot be used for personal benefit. Ethics is a part of good
governance. Ethics apart, good governance is concerned with observing rules and regulations,
guidelines and clean corporate practices. Public sector banks (Now 21 since 01.04.2017 after the
merger of SBI associates into SBI) have to pay considerable attention to corporate governance in the
context of deregulation, prudential norms, risk-based supervision and globalisation. As part of the
ongoing reforms, bank managements and their boards have been given greater autonomy. It is very
important that greater vigilance over adherence to prescribed rules, norms and regulations is exercised.
It is only then that autonomy for banks would be meaningful.
The response groups in the banking system are banks, RBI, the government and the customers,
and the onus is on them to raise Indian banking to international standards.

1.4.2 Towards Building High Performing Organisations
High performing organisations (HPO) are organisations that produce extraordinary results which
extend beyond customer-service and shareholders’ gains. These are the centres of constructive
innovation where people learn, achieve and grow to commit themselves for the excellence in
performance of the organisation. In the pursuit of excellence, they invariably experience various
setbacks at different points of time. They do consistently display the ability to sustain performance
overtime and over changing market circumstances. Their record of achievements will have a positive
slope over decades and even more significantly, they produce benefits for all stakeholders inclusively–
not for the benefit of management at the expense of employees and shareholders or for employees and
shareholders at the expense of suppliers and the clientele they serve.
The right people are the origin and the end of the HPO. This means that aligned, teamed,
energised, capable and pioneering people create HPO and reciprocally these organisations attract,
nurture and develop these people. This inter-relationship is circular and self-sustaining. An HPO never
acts in a way that compromises this relationship and that essentially is the secret of success of an HPO.
Their planning in terms of structure, strategy, systems, procedures and facilities are well directed
towards enhancement of customers ‘delight, which automatically takes care of organisations’ growth
in volume, enhancement in productivity and accomplishment of the desired goals and milestones. An
HPO is an efficient organisation of efficient persons which is decisive, dynamic, resilient and
responsive to people’s aspirations and expectations.
What makes a bank a high performing bank? What needs to be done to turn an efficient bank into
a high performing bank? How to overcome the constraints and convert them into business
opportunities? What set of concerted efforts are needed to address and redress the multifarious issues
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that operate within the organisations? What is expected from the government and the regulators that
decide the external environment within which they operate? In order to seek answers to these
questions, this paper makes an attempt to take stock of the macroenvironment in which Indian banks
operate and to make a brief strengths, weaknesses, opportunities and threats (SWOT) analysis of
public sector banks (PSBs) that would give an insight into their working and put forth a set of
pragmatic broad strategies that might lead them to become more efficient and march towards
becoming HPO.

Regulatory Framework and Banks
The regulatory framework in which commercial banks operate strongly influences their standalone
financial strength which often improves when there is a bank regulator with credible and demonstrated
enforcement powers and this appears to hold good in case of India. Indian banking sector operates
mainly under the regulatory and supervisory framework of the Government of India and the Reserve
Bank of India (RBI). It is significant to note that the government and the regulators in India are focused
and committed to establish a strong, robust and efficient banking sector that should subserve the
national objective of higher productivity, inclusive growth, equal distribution of wealth and greater
redistributive justice. The contours of reforms in banking are the testimony to this commitment.


Reform measures came in small quantum each time and never hurried to implement in one go.
It was a ‘gradualist approach’ to liberalisation.



Reform policies are being implemented as a continuous ‘ongoing process’ and not as a ‘onetime event’.



Banking reforms were never done in isolation but were introduced in tandem with the overall
reform process encompassing reforms in fiscal, trade and industrial sector.



Regulators focused on creating enabling environment to banks to overcome the external
constraints and operate more flexibly.



Only after having dismanded the operational barriers facing the banks, efforts were made to
move over to the phase of institutional strengthening.



Only after having confirmed that banks had gained strength, measures were initiated to give
operational independence to banks to manage their internal affairs including that of raising
capital from the public to augment capital base.



The efficiency bar was raised upwards for banks and they were asked to upgrade their
procedures, practices and disclosure norms to match with the best global banking standards
and practices.



Now banks are being prepared to take up much higher challenges in the impending era of full
convertibility of rupee and face up global risks as well.



The modality of opening up of domestic banking sector to foreign banks has been finalised.
The process of globalisation of Indian banking and integration of Indian banks with the world
economy is being envisaged during this phase. This would be the crucial and challenging
period for banks.



In the coming decade, the size of operation of a bank will be an important criterion to reap the
benefits of economies of scale and face the vicissitudes of global banking. One can visualse a
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series of mergers, acquisitions and takeovers in the entire gamut of Indian banking leading
towards convergence and consolidation of business.
It is crucial to notice that in the entire reforms agenda, regulators have not lost sight of the
significance of the social commitments of banks and their role in bringing the redistributive
justice. The guidelines on inclusive growth and financial inclusion and the thrust on Micro
August, sector and loan availability between ` 1000 to ` 5000 to poors under P.M. Jan Dhan
Yojna August, 2014 are testimony to the unstinted commitment of the government to the poor
and ‘have-nots’ and the need to bring them in the mainstream economy.
 The PSBs have remained as the catalysts of the financial sector and efforts are made to
nurture and promote them to become still stronger. PSBs would continue to play a dominant
role in the whole edifice of banking and act as significant players in India’s growth story.
 The RBI as the bankers’ bank has borne the onerous task of providing the requisite protective
cover and insulating the Indian banks from the global economic shocks. This is evident from
the RBI’s contextual strategies during the Asian Currency/Credit Crises that had ransacked
the South-East Asian economies over a decade ago and also during the recent US subprime
mortgage crises that led to global liquidity and credit crises.
 The crux of the matter is that banks owe a great deal of their success to the protective
umbrella and the safety canopy that the government and RBI have provided to them. It is this
safety net that has acted as the underlying strength of Indian banks. The environment in which
banks have prospered is progressive yet conservative, stable, resilient and compatible with the
domestic and global economic compulsions.
 The regulators have not only played the role of prudential regulators but also that of the
guardian of the financial sector, the major component of which is the banking sector.
Going forward, RBI endeavours to strengthen the regulatory and supervisory framework. RBI is
continuously reviewing and refining the prudential requirements for banks keeping in view the
developments of financial institutions, international practices and experience gained. Progressive
strengthening of the regulatory and supervisory framework has been the key element in promoting the
financial viability and stability of the Indian banking sector.


1.4.3 SWOT Analysis of Public Sector Banks
A brief analysis of swot of PSBs as detailed below will give an insight into their strong areas and
the opportunities that are open to them to become stronger in future. Simultaneously, efforts have to be
made to address their weaknesses and threats they face and plug them to enable them to emerge stronger.

Strengths
 A strong domestic banking sector that has withstood various financial crises and wide range
of reforms and restructuring.
 Excellent institutional superstructure comprising extensive branch network and decentralised
controlling offices.
 Highly effective outreached infrastructure that can reach up to even the remotest beneficiaries
with population of 2000 persons in villages of the country, belonging to all income classes
and social status.

