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ABSTRACT 

Indian Banking Industry is the oldest and fast growing industry in the world. The 

position at which Indian banking industry stands today, is not achieved immediately. 

It has gone through many crucial phases. The present paper studies these phases by 

diving the study into two parts; Past & the present of Indian banking industry. The 

past of this industry covers 50 years. These 50 years are further divided into three 

time period groups; 1948 to 1968, 1969 to 1991 & 1992 to 1998 to simplify the study. 

The first period (1948-1968) studies condition of Indian banks before & after 

independence. The second period (1969-1991) is the eye-witness of nationalization of 

19 Indian banks. It studies the impact of nationalization on branch expansion, 

resource mobilization & credit operations of the banks. All these parameters increased 

appreciably after nationalization & we can justifiably conclude that there was 

complete transformation from class banking to mass banking during the period. The 

last period (1991-98) also called the reform period, throws light on banking reforms & 

major components of reforms. It also throws light on Indian banks whose branches are 

working in some foreign countries. The second phase (1999-2008) also called the 

current phase has much importance. During this period, IT was introduced in Indian 

banks. It has completely changed the face of Indian banking industry & productivity 

and profitability of the industry increased. On the basis of the study of past and 

present of Indian banking industry, the paper predicts about the future of Indian 

banking industry which covers issues like Human Resource Development (HRD), 

Information & Communication Technology (ICT) and reduction in NPAs. 

Keywords: - Past, Present & Future Indian Banking Industry 
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INTRODUCTION 

The Indian banking system is unique and perhaps has no parallels in the banking 

history of any country in the world. Today, Indian banking industry is said to be at its 

young stage which has experienced many changes in terms of organizations, 

functions, resource mobilization, socio-economic role, problems & solutions and 

developed itself accordingly. But here is not the end of its growth process. The next 

stage in which it has to enter is the „middle-stage‟. This stage is the most crucial 

because responsibilities of Indian banking will increase as it has stepped forwarded in 

global arena. Banks will eventually gear themselves to cope with greater international 

finance integration with rest of the world. (Rakeshmohan). 

 

In the present paper, an attempt is made to predict about the scope and future of 

Indian banking. For this reason, the paper analyzes in some detail the evolution of 

Indian banking with reference to some distinct phases. The first phase covers the 

period from 1948 to 1968, 1969 to 1991 & 1992 to 1998. These three periods 

constitute the past of Indian banking. The period of information technology beginning 

from 1999 & till the year 2008 may be regarded as the present or the current phase for 

the purpose of this analysis. It is the current phase which provides the basis for 

looking into the future of Indian banking system.  

 

II 

OBJECTIVES 

 To throw light on the past & present of Indian banking industry. 

 To predict about the scope & future of Indian banking industry in the new 

millennium. 

 

RESEARCH METHODOLOGY 

To fulfill the twin objectives of the paper, the paper divides the study into three 

phases. The first phase covers three time period groups; 1948-1968, 1969-1991 & 

1992-1998. This phase is constituted as past of Indian banking industry. To access the 

growth of banking in this period, three common indicators have been selected & they 

are: 

 



IJBEMR         Volume 1, Issue 1 (2010)   ISSN-2229-4848 
 

Sri Krishna International Research & Educational Consortium 
http://www.skirec.com 

- 98 - 

 Total branches 

 Total deposits 

 Total credit 

Simple growth rate formula has been applied to calculate the comparative growth rate 

of Indian banking industry in different periods.                                        

 

                                              Current year – Base year  

             Growth Rate     =      --------------------------------- * 100 

                                                            Base year     

 

The second phase (1999 to 2008) is the eye witness of revolution of IT in banking. 

This period is termed as the present of Indian banking. To throw light on the 

comparative growth of IT in Indian banking industry, an IT index is framed. Further 

profitability and productivity of Indian banking industry is calculated for both phases 

to know the impact of IT on these parameters. For this purpose, average, standard 

deviation and co-efficient of variation is used.  

 

DATA BASE 

Performance Highlights, Various Issues, IBA, Mumbai 

 

III 

FIRST PHASE: 1948 TO 1998 

IST PERIOD: 1948-1968 BANKING BEFORE NATIONALIZATION 

It is useful to trace briefly the banking situation in India at the time of independence 

of the country in 1947. The country inherited a banking system that was patterned on 

the British banking system. There were many joint stock companies doing banking 

business, and they were concentrating mostly in major cities. Even the financing 

activity of these banks was confined to exports of jute, tea, etc.; and to traditional 

industries like textiles (jute, cotton) sugar. There was no uniform law governing 

banking activity. An immediate concern after the partition of the country was about 

bank branches located in Pakistan and steps were taken to close some of them as 

desired by that country. As a result of mushroom-like growth of banking companies, 
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bank failures were very common in those days. In 1949 as many as 55 banks either 

went into liquidation or went out of banking business. 

 

POST INDEPENDENCE PERIOD 

The first step was to create a legislative framework appropriate for banking in a newly 

independent nation. The Banking Regulation Act passed in 1948 provided the legal 

framework for the regulation of banking system by the Reserve Bank of India (RBI). 

The Act which came into force in March 1949, imposed certain discipline on the joint 

stock companies doing banking business in India. As a result, the banking industry 

came to be organized for the first time on certain uniform parameters. The Act 

prohibited the use of the word „bank‟ by financial companies which were not 

complying with certain minimum requirements i.e. a minimum paid up capital and 

reserves. This stipulation which came into force from March 1952, led to a process of 

weeding out financially weak banks. A number of banks went into liquidation.  

 

The RBI, which was vested with greater powers of control over the banks, started 

collecting data from 1949 on various aspects of banking. There were 620 banking 

companies, big and small, scheduled and non-scheduled, operating mostly in state 

capitals and in urban centres. The total number of branches was 4,263. Toatal deposits 

and advances were Rs. 997 crore and Rs. 518 crore respectively. Investment was Rs. 

376 crore. Imperial Bank of India was the biggest bank in those days with 433 

branches. Besides the Indian banks, there were 15 Exchange Banks (foreign banks) 

with branches in big cities only; and they were dealing mostly with international 

banking i.e. financing the export and import of commodities. 

 

PLAN ERA 

With the introduction of economic planning in 1951, the need was felt for aligning 

monetary and banking activity with the requirements of planning. The first five year 

plan observed that RBI as the central bank should create the machinery needed for 

financing development and ensure that the finance flows in the directions intended. 

The objective was to widen and deepen the flow of agricultural and industrial credit. 

The thrust was on the rejuvenation of the rural economy and the banking system had 

to be geared to this. The branch expansion by banks and increase in rural credit 
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including credit to the small-scale sector became imperative. The All-India Rural 

Credit Survey Committee appointed by the RBI reviewed the rural credit scheme in 

1954 and made a few major recommendations for improving the flow of rural credit. 

On the basis of its recommendations, the Imperial Bank of India was nationalized and 

renamed as State Bank of India (SBI) from July 1955. The new bank was charged 

with the responsibility of expanding its rural branch network within a time frame. 

Thus the first step was taken to induct the commercial banks into rural credit, which 

was till then reserved for co-operative credit agencies who were waging a battle 

against money lenders. As part of the process of geographical expansion of banking 

facilities to meet the credit needs of co-operatives, certain banking companies 

functioning in former princely states were converted in 1959 into subsidiaries of SBI, 

later came to be known as associate banks of SBI. 

 

In 1960, the crash of Palai Central Bank in Kerala, shook the confidence of the public 

in the banking system; and the RBI came out with two schemes to stabilize the 

banking system. One was the establishment of the Deposit Insurance Corporation, to 

insure the deposits of small depositors. The second scheme was the compulsory 

mergers and amalgamations of banks of weak financial structure, with bigger and 

viable banks. Simultaneously, in terms of the Banking Companies (Amendment) Act, 

1963, RBI acquired powers to restrain control over the affairs of banks of particular 

groups of persons; regulate loans, advances and guarantees given by banks and to 

appoint/remove banks, executive personnel. In 1966, the co-operative banking system 

was brought within the statutory supervision and control of RBI. During these years 

Indian banks established overseas branches to increase their participation in external 

trade i.e. foreign exchange transactions. 

 

There were some qualitative changes in the banking activity during these years. There 

was a shift in the financing of industries; there was a decline in the financing of 

textiles and sugar industries and with the emphasis of the second Five Year Plan on 

heavy industry development, the financing of cement, chemicals, iron and steel and 

engineering industries became prominent. Export financing also attracted attention, 

leading to the setting up of Export Credit Guarantee Corporation in 1964 to 

compensate exporters for the losses they might sustain. There was also shift in the 
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method of lending from security based to capacity-to-produce-and-sell criteria. A 

review of the ownership of bank deposits during this period revealed the nexus 

between business houses and banking companies, indicating the nature of control of 

banks by business houses. 

 

ON THE EVE OF NATIONALIZATION 

Even though Indian banking made considerable progress both functionally and in 

terms of geographical coverage during this period, but there were still many rural and 

semi-urban areas which were not served by banks. Moreover, large industries and big 

and established business houses tended to enjoy a major portion of the credit facilities. 

Vital sectors like agriculture, small-scale industries and exports did not received the 

attention they deserved. Therefore, on July 19, 1969, 14 major Indian scheduled 

commercial banks in the private sector were nationalized to impose social control 

over banks. On April 15, 1980, six more private sector banks were nationalized, thus 

extending further the area of public control over the Indian banking system. The 

objective behind it was to achieve efficient distribution of banking resources in 

conformity with the requirements of the economy and to meet the needs of the priority 

sectors. In this process RBI acquired wider powers in matters of appointment of heads 

of banks, directors on the Boards of Banks and auditors. 

 

The outcome of implementation of social control over banks is that the system of 

credit planning became an integral part of formulation of credit policy. Under social 

control the banking system including smaller banks started gaining strength as 

evidenced by the absence of voluntary and compulsory mergers of banks. Thus, social 

control was a milestone in the evolution of banking policy. 

 

NATIONALIZATION AND AFTER 

The main objectives of nationalization were growth; reduction in regional imbalance 

of economic activity; to make the banking system reach out to small man in rural and 

semi-urban areas; extending banking facilities to areas hitherto not served by banks so 

that they not only mop up potential savings but also meet the credit gaps of 

agriculture, small-scale industries and other neglected sectors of the economy. The 

aim was to bring large areas of economic activity within the organized banking 
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system. The two significant aspects of nationalization were therefore: rapid branch 

expansion and channeling credit according to priorities. 

 

BRANCH EXPANSION 

In terms of branch licensing policy laid down by the RBI the accent was on the 

opening of branches in rural and semi-urban areas, backward regions and under-

banked states so that inter-regional disparities could be reduced. The details of the 

progress of branch network during the period is summarized in the table 1 below: 

 

TABLE 1  

TOTAL BRANCHES 

(Thousands) 

Year Total Branches Growth Rate % Rural Branches Growth Rate % 

1969 8262 - 1833 - 

1980 32419 292.39 15105 724.06 

1991 60220 85.76 35206 133.08 

1998 50066 -16.86 21080 -40.12 

 

The total number of branches increased eight-fold between 1969 and 1991 and the 

bulk of increase was on account of rural branches, which increased from less than two 

thousand in 1969 to over 35 thousand in 1991. But in 1998, branch expansion was at 

negative rate. A substantial part of the increase in branch expansion took place in the 

first decade after nationalization. The impact of this phenomenal growth was to bring 

down the population per branch from 60,000 in 1969 to 14,000. Thus, one of the 

objectives of nationalization i.e. to make banking reach out to small man in rural and 

semi-urban areas, may be said to have been served to a great extent. Even on the eve 

of first banking reforms, the bank branch network was increased but on the eve of 

second banking reforms branch expansion was at negative rate. 

 

RESOURCE MOBILIZATION 

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 plan priorities. The 

magnitude of resources mobilized by the banks during 1969 to 1998 is indicated 

below: 
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TABLE 2 

TOTAL DEPOSITS 

(Rs. Crore) 

Year Total 

Deposits 

Growth 

Rate 

Fixed 

Deposits 

Growth 

Rate 

Saving 

Deposits 

Growth 

Rate 

1969 5173 - 3280 - 1524 - 

1980 37988 634.35 19253 486.98 10937 617.65 

1991 230758 507.45 128768 568.82 56902 420.27 

1998 644118 179.13 3111868 2316.65 134367 136.14 

 

Between 1969 and 1980, total deposits increased seven-fold, between 1980 and 1991 

the increase was six fold and between 1991-1998, the increase was only three-fold. 

The substantial increase in the total deposits was because of the rise in the term 

deposits and saving deposits, which represents the saving of the community.  

 

CREDIT OPERATIONS 

Given the objective of ensuring adequate credit flow to genuine productive sectors 

and in accordance with plan priorities, banks resorted to extensive credit operations 

after nationalization.  

The credit operations of banks during the period are summarized below: 

TABLE 3 

TOTAL CREDIT 

(Rs. Crore) 

Year Total Credit Growth Rate  Priority Sector 

Advances 

Growth Rate 

1969 3729 - 659 - 

1980 25371 580.37 8501 1189.98 

1991 125592 395.02 45425 434.35 

1998 279771 122.76 95965 111.26 

 

Bank credit increased seven-fold between 1969 and 1980, by five times between 1980 

and 1991 and by three times between 1991 and 1998. During the same period, the 

share of priority sector advances to total advances also increased. 
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Going by the rural spread of bank branches, deposits mobilized and credit extended, 

one could justifiably conclude that there was complete transformation from class 

banking to mass banking during the period. 

 

SOCIAL BANKING 

An important banking development after nationalisation was the emergence of social 

banking i.e. the use of banking as an instrument for promoting socio-economic 

objectives. In the seventies, banking policy was reoriented for securing a progressive 

reduction in income inequalities, concentration of economic power and class 

disparities. For attaining the objectives of social banking, special institutions and 

schemes were sponsored by the Government of India and the RBI. 

 

The introduction of the scheme for priority sector lending was followed by the 

establishment in 1971 of Credit Guarantee Corporation to provide guarantees against 

the risk of default in payment in respect of loans to various categories of small 

borrowers. This was intended to encourage banks to lend to these categories without 

hesitation. A number of innovations were made in the field of social banking and 

large volumes of credit were lent under programmes like 20-Point Economic 

Programme, Integrated Rural Development Programme (IRDP), and programmes for 

self-employment of educated unemployed youth. Many of the poverty alleviation 

programmes   in   the   nature of mass-lending schemes were adopted by the banking 

system for financing. 

 

Though banks penetrated into rural areas, planners were not satisfied with the amount 

of credit extended to weaker sections of the rural society. To ensure that the benefits 

of development percolated sufficiently to the needy, the Government of India came 

out with special programmes like Small Farmers Development Agency, the Marginal 

Farmers Development Agency and Agricultural Labourers Development Agency. It 

was felt that to cater to the needs of these target groups, a separate credit agency was 

necessary.The Narasimham Committee which went into these problems in 1974, 

recommended the establishment of Regional Rural Banks (RRBs). Under the RRBs 

Act, 1975, banks in collaboration with central and state governments set up RRBs in 
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selected regions where the co-operative system was w,eak and where commercial 

banks were  not  very  active. 

 

An important aspect of credit policy during the period was the use of administered 

interest rates to direct the flow of funds to preferred sectors, small borrowers and 

weaker sections of the society. The aim was to make credit available at iow cost to 

the identified  target groups. 

 

PROBLEMS AND CONSOLIDATION 

The phenomenal growth of the Indian banking system over the two decades prior to 

the reforms, gave rise to several problems which became more visible from the mid-

eighties. The rapid and substantial growth rendered the banking system unwieldy. 

Besides, the constraints, both internal and external (to the banking system) under 

which banks were functioning, exposed their several weaknesses. These were: low 

operational efficiency, inadequate capital base, high level of non-performing assets, 

low profitability, unhealthy balance sheets and unsatisfactory customer service. In 

short, the very viability of the banking system came in for scrutiny. 

 

The period 1985-1991   may  be  regarded  as a period of consolidation for the 

banking system. The process of consolidation called for action on several fronts. 

Individual banks were asked to prepare action plans covering organization and 

structure, house-keeping, training, customer service, credit management, recovery of 

loans, productivity and profitability. The banks were asked to introduce, in a phased   

manner, modern' technology in banking operations,  following the recommendations 

of the Rangarajan    Committee on computerisation in banks. Emphasis was 

laid on the financial viability of banks through improvement in profitability, 

strengthening the capital base of banks and allowing them flexibility in several areas 

of their operations. 

 

Although the progress made by the banking system in terms of geographical and 

functional coverage, resources mobilized and credit deployed was laudable, it 

displayed all the characteristics of a   repressed financial system. 
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REGIME OF REFORMS 

Like the second period (1969-1991) which began with a bang i.e. nationalization of 

banks, this period also began with a radical departure from regulated banking 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. However economic reforms 

in the real sectors of the  economy would   not  succeed  without parallel reforms in 

the financial sector. Therefore, a committee was setup under the chairmanship of Mr. 

Narasimham to suggest improvements in the financial sector of the economy. 

 

BANKING REFORMS 

The banking reforms based on-these specific tasks have two aspects; Macro-level 

policy changes and micro-level policy reforms. The former aims at removing external 

constraints on the banking system as a whole and thus creating a climate in which 

banks could function in tune with liberalization. Micro-level reforms, on the other 

hand, are concerned with specifics of individual banks and banks as a whole to enable 

them to overcome internal' constraints on their functioning. 

 

MAJOR COMPONENTS OF REFORMS 

The  basis for  banking  reforms  was  provided by   the Committee on Financial   

System (Narasimham Committee) which made recommendations in November 1991; 

and these recommendations are a landmark in the evolution of banking policy in the 

country, as these transformed the Indian banking system from a highly regulated to a 

more market-oriented system. The major components of banking reforms are outlined 

in the following   paragraphs. 

 

1.  Modifying the Policy Framework was the starting point. The pre-emption of 

banks' resources by way of cash reserve ratio (CRR) and statutory liquidity ratio 

(SLR) was acting as an external constraint on their profitability. This constraint was 

relaxed in two ways. These two ratios together preempted as much as 63.5 per cent of 

banks resources in 1991. The average CRR was reduced to 7.5 per cent by May 2001. 

The SLR was also rationalised into a uniform ratio of 25  per  cent  of net  demand  

and  time liabilities (NDTL) of banks. The interest paid on eligible cash balances 
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under CRR was raised to 6 per cent. Alongside, the Bank Rate was activated in April 

1997 as an effective signal   and  as  a   reference  rate. 

 

There was also the deregulation of the administered structure of interest rates. The 

plethora of lending rates were rationalised and interest rates were made market-

oriented for most of the transactions, the exceptions being the lending rates for small 

borrowers and interest rate on savings bank deposits. A continuous and careful step-

by-step approach has been the main feature of deregulation of interest rates. To 

facilitate the use of open market operations as a monetary instrument, many policy 

changes were made in government securities market with reference to yields, sales 

procedures, network of dealers and maturity patterns. These were supplemented by 

measures to discontinue automatic monetisation of fiscal deficit by phasing out the 

issue of adhoc treasury  bills. 

 

The modifications in the policy framework carried out as part of the reforms have 

paved the way for greater reliance on indirect instruments  of monetary control. 

 

2.  Improving the financial soundness of banks is the second major component. 

In an attempt to maintain profitability, banks developed a tendency to over-extend 

their lending by accepting debtors of low creditworthiness, which has come to be 

known as "adverse selection'.' in 1992, prudential norms and regulations were 

introduced, to ensure safety and soundness of banks and impart greater transparency 

and accountability in operations. Prudential norms introduced relate to income 

recognition, provisioning for bad and doubtful debts and capital adequacy. Prudential 

norms have helped to serve two purposes. One, they have brought out the true 

position of the banking system's loan portfolio, and two, the norms have helped to 

arrest its deterioration. The norms have been progressively tightened since their 

introduction. 

 

Related to the improving of financial soundness of banks are the other measures 

such as recapitalization of public sector banks on a selective basis by the 

Government, improved governance in banks and a certain amount of functional 

autonomy to the management of public  sector  banks. 
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3.  Strengthening the institutional framework is another key element of 

banking reforms. (A more competitive environment has also been created for banks so 

as to raise their efficiency and performance. Efficiency is not just operational or 

allocational efficiency but functional efficiency as well. Banks already face 

competition from non-banking finance companies (NBFCs), mutual funds and from 

within the industry itself. While existing banks have been allowed greater flexibility, 

new banks are now being set up in the private sector to provide increased 

competitions In January 1993, RBI announced guidelines for the entry of new private 

sector banks. Approvals have been given for the establishment of new foreign banks 

to set up their operations in India and existing foreign banks have been allowed to 

expand their branch   network.) 

 

4.  Strengthening of supervisory mechanism is essential for a sound banking 

system. There has to be an alert mechanism for monitoring compliance with 

prudential norms and directives of RBI and other regulatory agencies. Therefore, in 

tune with international practices of supervision, a three-tier supervisory model 

comprising onsite inspection, off-site monitoring and a periodical external auditing 

based on CAMELS (capital adequacy, asset quality, management, earnings, liquidity 

and systems  controls)   has  been   put  in   place. 

 

Development finance institutions and non-banking finance institutions were also 

brought into the regulatory ambit of RBI. In terms of the Khanna Committee (1995) 

recommendations and the Amendment in 1997 of the RBI Act, a three-tier 

supervisory framework was introduced in respect of non-banking finance companies 

(NBFCs). The CAMELS approach has been made applicable to NBFCS also. A 

department of non-banking supervision has been created to exclusively supervise 

NBFCs only. 

 

NARASIMHAM COMMITTEE: 1998 

The Government appointed a second high-level "Committee on Banking Sector 

Reforms" headed by Shri M. Narasimham, to review the implementation of the 

reforms recommended by the earlier committee and to look ahead and chart the 
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reforms necessary in the years ahead to make Indian banking strong and better 

equipped to compete effectively in a fast-changing 'environment. 

 

The Committee in its report submitted in April 1998,   made   wide-ranging   

recommendations covering various aspects of banking policy, institutional, 

supervisory and legislative dimensions, The committee came out with 

recommendations with regard to:capital adequacy, asset quality; non performing 

assets (NPAs); directed credit; prudential norms; disclosure requirements; asset 

liability management; earnings and profitability; systems and methods in banks; 

restructuring including mergers and amalgamations; reduction of government and 

RBI shareholding to 33 per cent in the public sector banks; devising effective 

regulatory norms and the review of banking sector laws. These . recommendations 

are being progressively implemented. In follow up of Narasimham Committee's 

(1998) reference to weak banks in the context of restructuring of banks, Verma 

Committee was appointed in 1999 with the specific task of identifying weak public 

sector banks, examining their problems and suggesting strategies for restructuring 

them. The recommendations of the Committee were approved in principle. 

 

REFORMS AND RESPONSE 

The progress of banking reforms in the last ten years has been impressive. The RBI 

made substantial progress in modifying the policy framework for reforms. The 

proportion of banks' resources pre-empted has been brought down. For instance, the 

SLR which was 37.4 per cent in March 1992 came down to 25 per cent in 2001. 

Similarly the CRR which was 15 per cent in January 1992 was brought down to 5.5 

per cent in December 2001. The Bank Rate was reduced from 12 per cent in October 

1991 to 6.5 per cent in October 2001. The interest rate regime has been rationalized 

and in the context of   deregulation,   banks   have   been   given considerable 

operational flexibility and autonomy in April 2001, in determining the rates with the 

approval of their Boards. To restore the soundness of public sector banks, capital 

adequacy ratio was introduced in 1992 and this was accompanied by 

recapitalization of banks by the Government. Between 1992-93 and 1998-99 the 

Government contributed over Rs. 20,000 crore to the capital  of public sector banks. 
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New initiatives were taken to strengthen the supervisory system for banks by moving 

towards consolidated supervision and also towards risk-based   supervision. 

 

The response of the banks to the reforms has been impressive. The banks have been 

adjusting very well to the new environment, though gradually. As at the end of March 

2001, 23 out of 27 public sector banks had capital adequacy in excess of 10 per cent, 

the prescribed ratio being 9 per cent. 15 nationalised banks fell into this category i.e. 

exceeding 10 per cent. There has been considerable reduction in non-performing 

assets (NPAs).The ratio of gross NPAs to gross advances which was 23 per cent in 

1992-93 declined to 12.4 per cent by March 2001. Net NPAs to net advances was 6.7 

per cent in 2001. Net profits of public sector banks amounted to Rs. 2095 crore in 

2001 as against a net loss of Rs. 4705 crore in 1993-94. Deposits mobilised increased 

four-fold between 1992 and 2000, the share of time deposits being 80 per cent in 

2000. Credit deployed in 2000 showed a fourfold increase over 1991. The share of 

credit to priority sector in total bank credit was a little over 30 per cent. In 1992-93, 

the first post-reform year, 12 out of 27 public sector banks reported net losses; by 

March 2001 only 2 banks recorded net losses. The striking feature of the banking 

system during 1991-2001 is its continuing branch expansion. By March 2001 there 

were 65,901 branches and the share of rural and semi-urban branches together was 70 

per cent indicating the wide reach of the banking system. There is little doubt that the 

benefits of the \ banking   reforms have been considerable. 

 

GLOBALIZATION & INDIAN BANKING INDUSTRY 

As a response to LPG policy enacted in 1991, globalization of Indian banks took at 

greater pace. The number of Indian banks working in some foreign countries has 

increased to large extent after 1991. 

 

Table 4 listed the public sector and new private sector banks working at abroad. It is 

crystal clear from the table that the number of Indian banks working abroad is 

increasing at faster rate. 

 

Indian banking industry has 28 public sector banks, 13 banks out of it have branches, 

subsidiaries, representative offices and joint venture banks working in some foreign 
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countries. The present share of public sector banks at abroad is 87 pc and that of new 

private sector banks is 13 pc. Out of public sector banks, Bank of Baroda had the 

largest share (29 pc) in 2006-07, followed by State Bank of India (26 pc) & Bank of 

India (14.50). These banks have 56, 50 and 28 branches respectively working in some 

foreign countries. Similarly, among new private sector banks, HDFC Bank had the 

largest share (8.81 pc); it has 17 branches at abroad.  

Table 4 

List of Indian Banks Operating in Global Market 

Name of Bank  Total Branches %age Share in global 

Market 

 2005-06 2006-07 2005-06 2006-07 

Public Sector Banks 151 168 87.79 87.05 

1. Allahabad Bank 1 2 0.58 1.03 

2. Andhra Bank 1 1 0.58 0.52 

3. Bank of Baroda 51 56 29.65 29.00 

4. Bank of India 26 28 15.12 14.50 

5. Bharat Overseas Bank 1 N.A 0.58 - 

6. Canara Bank 3 4 1.74 2.07 

7. Indian Bank 3 3 1.74 1.55 

8. Indian Overseas Bank 8 9 4.65 4.66 

9. Punjab National Bank 6 7 3.49 3.63 

10. State Bank of India 45 50 26.16 25.91 

11. Syndicate Bank 1 1 0.58 0.52 

12. UCO Bank  5 6 2.91 3.11 

13. Union Bank N.A 1 - 0.52 

New Private Sector Banks 21 25 12.21 12.95 

14. Axis Bank 1 4 0.58 2.07 

15. Centurian Bank of Punjab 

Ltd. 

2 1 1.16 0.52 

16. HDFC Bank Ltd. 1 1 0.58 0.52 

17. ICICI Bank Ltd. 15 17 8.72 8.81 

18. Industrial Bank Ltd. 2 2 1.16 1.04 

Total 172 193 - - 
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Thus, as a response to LPG policy, Indian banks are increasingly making inroads in 

the foreign market. But at the same time, they face various challenges regarding new 

products & services, technology, etc. which need to remove to make Indian banking 

industry competitive internationally.  

 

IV 

2
ND

 PHASE: 1999-2008 

IT ACT 2000 

The first serious effort of computerization and mechanization in the banking industry 

was drawn up in 1983-84. But a major breakthrough in this respect came in 1999 with 

the enactment of IT Act. It has brought revolution in the banking industry. The Act 

provided legal sanctity to electronic commerce and lays down penalties for hacking 

and other crime. India becomes the 12
th

 country in the world to have an IT bill in 

place for recognizing digital signature and facilitating e-commerce. The banks appear 

to be on fast track for IT based products and services. It has radically altered the 

traditional ways of doing banking business.  

 

As a culmination of the implementation of the recommendations of Saraf Committee, 

Shere Committee and Vasudevan Committee, today transactions of all large branches 

of banks have been fully computerized; banks have moved in the direction of inter-

branch and inter-bank connectivity. 

 

IT & INDIAN BANKING INDUSTRY 

Computerization in banking was introduced with the objectives to improve customer 

services, better house keeping, faster decision making and increase in productivity 

and profitability. It is the extensive use of technology that enable banks to satisfy 

adequately the requirement of customers. Further, IT is also helping in cutting costs 

by providing cheaper ways of delivering products to customers. The younger age 

group customers are much more amendable to using electronic delivery channels 

rather than visiting physical branches. Banks have been cautious in launching new 

services using IT. The comparative growth of IT in two phases is shown in table. 
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Table 5 

IT Index 

 

Statistical Measures Pre-IT Period Post-IT Period Average gap b/w 

two periods 

Average 41.36 45.24  

      3.38 S.D. 1.84 1.11 

C.V.  4.45 2.45 

 

The average gap of 3.38 pc clearly shows that growth of IT is comparatively high in 

the current period. Now, the question arises is whether IT is positively affecting the 

profitability and productivity of banks or not? The answer to this question is given in 

table 6 & 7. 

Table 6 

Profitability 

 

Statistical Measures Pre-IT Period Post-IT Period Average gap b/w 

two periods 

Average 0.59 0.92  

       0.33 S.D. 0.16 0.15 

C.V.  27.11 16.30 

 

It is clear from table that average profitability of banking industry has increased from 

0.59 pc in the pre- IT period to 0.92 pc in the post-IT period indicating the positive 

affect of IT on profitability of banks.   

Table 7 

Productivity 

 

Indicators Pre-IT Period Post-IT Period Average gap b/w 

two periods 

Deposits/E 0.84 1.90 1.06 

Credit/E 0.41 1.15 0.74 

Business/E 1.24 3.05 1.81 

 

Three indicators have been undertaken to show whether IT is positively affecting the 

productivity of employees in the banking industry or not. It is clear from the table that 
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in case of all indicators, mean gap is positive showing positive impact of IT on 

employee productivity. 

 

THIRD PHASE: BEYOND 2008  

NEW CHALLENGES 

Financial reforms in the first phase and IT Act in the second phase 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 

third phase. Nevertheless, the Indian banking system faces several difficult 

challenges; therefore, the banks have to re-orient 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 homegrown, 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. 

 

NEW DIMENSION 

Indian banks will have to 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, specialized markets, cross- 

border 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 world wide 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 customized products.  
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It plays an important role in the payments and settlement 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, 

computerization has been mostly directed towards accounting and related activities, 

without emphasis on critical areas relevant to management and customer service and 

customized 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),though declining in recent years, 

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 emphasize 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. 

 

Asset-liability mismatches expose the banks to various types of risks i.e. risks of if 

liquidity and insolvency; risks arising from globalization 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 
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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 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 recognized, 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 customer-based. 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 
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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 

recognize 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 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 in recent   years.  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 

organization in the eyes of the public. Corporate governance underlines the belief that 
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the public good should be placed above the private good and that   corporate   

resources cannot be used for personal benefit. Ethics is part of good governance. 

Ethics apart, good governance is concerned with observing rules   and   regulations, 

guidelines     and     clean corporate   practices.   Public sector   banks    have   to    

pay considerable attention to corporate governance in the context of deregulation, 

prudential norms, risk-based supervision and globalization. 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. 

 

VI 

INFERENCE 

The main inference of the study is that bank nationalization, banking sector reforms 

and IT Act are the major factors that enabled Indian banking industry to see the light 

of the day. As present study deals with past and present developments of banking 

industry, it is mainly useful for students, banking industry itself and other 

organizations.  

 

VII 

CONCLUSION 

On the basis of the study of past & present of Indian banking industry, we may 

conclude that various reforms introduced in Indian banking industry have made 

progress but we have not become competitive internationally. We can not 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.  
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