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The Indian banks are flexible and have even during the global recession fared well. On the 

technology front the Indian banking sector, has over the years adopted a positive approach to 

technology up-gradation and are now poised to compete with the global banking sector. All 

the technology related services like NEFT, RTGS, use of Credit as well Debit cards, mobile 

banking etc. services are available easily. Banks have started deploying core banking, human 

resource management (HRM) and enterprise risk (ERP) management and process re-

engineering etc to improve on their performance and productivity. The Indian banking 

industry is facing numerous problems. The main problem is relating to the Asset Quality - 

Non Performing Assets have piled up and are eating the major portion of the profit earned 

for provisions. The other problem is to comply with the Basel III capital norm. There is still 

two years period to achieve the norm but there are no signs that the bank will be able to 

achieve it without any government support. Besides this there is a problem on the human 

resources development. Bulk of the senior and experienced staff of the bank is on the verge of 

retirement and there is a big vacuum in the middle management cadre. The present burning 

issue of demonetization of the high denomination notes of Rs.500 and Rs.1000 have created 

n’ number of problems. The banks are flooded with deposits and there is sluggishness in the 

off take of the credit, thereby there is a strain on the bank’s profitability. Another Govt. of 

India initiative namely creation of Cashless India will also add to the problems. The banks 

will have to align their staff to meet the new requirement. The banks in the rural area are 

facing the problem of the frequently interrupted power supply thereby stoppage of work due 

to failure of the system. There is another initiative to introduce Goods and Services Tax, by 

July 2017 when the entire established system of indirect tax collection will come under 

pressure. It will also have its impact on the India’s GDP. Therefore, the banks have put forth 

their demand for Central Govt. support for meeting the capital requirements of the public 

sector banks, waiver of TDS on interest upto Rs.50000/-, Waiver of service charges on digital 

transactions as well as Deposit Insurance etc. There is need to consider these demands 

favourably as one has to maintain sound health of the banking sector.  
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INTRODUCTION 

 

Introduction 

 

Current Indian Banking Scenario 

  

 Today, the Indian banking sector comprises of the following banking network of 

different banks:  

 

 Position as of 30.11.2016 

 Public sector banks:    26 

 Private Sector Banks    25 

 Foreign banks     43 

 Regional Rural  Banks  56 

 Urban Coop. Banks           1589 

 Rural cooperative banks        93550 

  

The public sector banks command almost 80 per cent of the market share.  

  

Banks’ performance on business front:  

 During FY06–16, deposits grew at a CAGR of 11.47 per cent and reached 1.46 

trillion in FY16. 

 Strong growth in savings amid rising disposable income levels are the major factors 

influencing deposit growth. 

 Deposits under Pradhan Mantri Jan Dhan Yojana (PMJDY), have also increased. As 

of October 2016, US$ 6,755.5 million were deposited, while 249.8 million accounts 

were opened. 

According to the Reserve Bank of India the Indian banks are adequately capitalized. The 

Indian banks are flexible and have even during the global recession fared well. On the 

technology front the Indian banking sector, has over the years adopted a positive approach to 

technology up-gradation and are now poised to compete with the global banking sector. All 

the technology related services like NEFT, RTGS, use of Credit as well Debit cards, mobile 

banking etc. services are available easily. Banks have started deploying core banking, human 

resource management (HRM) and enterprise risk (ERP) management and process re-

engineering etc to improve on their performance and productivity. Majority of banks are 

insisting on cashless and paperless payment modes. Indian banks have already met the 

recommendations of Basel Committee recommendations phase II and are in the processing 

with complying the Basel committee norms for III phase by 2019.  

 

Key Challenges faced by the Indian banking sector: 

 

Assets quality:  

 

The biggest risk to India's banks is the rise in bad loans. The slowdown in the economy in the 

last few years led to a rise in bad loans or non-performing assets (NPAs). These are loans 
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which are not repaid back by the borrower. Restructured assets too put pressure on a bank's 

profitability. 

 

Capital Adequacy:  

 

The Capital Adequacy Ratio measures how much capital a bank has. The heavy provisions 

that the banking industry has to make towards the non performing assets are eating up the 

major chunk of the profit and very little remains to strengthen the reserves and achieve the 

capital adequacy ratio target set out. Public sector banks which have heavy NPAs have to 

depend on the Government of India for pumping additional capital. The govt. has come up to 

some expectation in case of identified banks but it has limitations. Even in the meeting of the 

Bank’s Chairmen with the Central Finance Minster held on the 20
th

 December 2016 the 

public sector banks have clearly indicated that they will need Govt. support to strengthen 

their capital base.  

 

Declining profit:  

 

As a result of NPA provisioning the bank’s profitability is under severe strain. So also the 

tenure of the Bank’s chairmen have shorter duration and they want to show within the overall 

limitations, better performance on profitability front and in the process the quantum of 

several provisions suffers. There is a tendency to differ certain provisions which is harmful in 

the long term.  

 

The amount of late hour working by the bank employees to address the national cause will 

also cost the banks to some extent. Some additional compensation will have to be provided 

for the bank employees. This again will be a drain on profit.  

 

Outflow of trained and senior staff:  
 

Because of the retirement of the trained and experienced staff banks are certainly facing a 

problem of the experienced staff. It will take time to groom the newly inducted young staff to 

fill the man power gap. Particularly there is a vacuum at the middle level management. 

 

Impact of Demonetization of the high denomination notes  

 

On November 8, Indian Prime Minister Narendra Modi announced in a broadcast to the 

nation that Rs500 ($7.40) and Rs1,000 currency notes would no longer be recognized legally 

as currency. This has dramatically changed the canvas of the banking sector. Almost the 

entire staff is working under tremendous pressure to come up to the expectations of the Govt. 

and the general public, in making available the changed notes of high denomination. In a very 

short span of time the banking industry is flooded with the deposits. These deposits started 

earning interest right from the moment when those are deposited in the banks. Initially it may 

be in the low cost deposits but gradually it will be turned into high cost deposits which will 

be a heavy burden to the banks. Because of the sluggish demand for credit the outflow is now 

very slow. This is besides the normal time it takes to complete the process of disbursement of 

loans. (it includes receiving the loan application, processing thereof, sanctioning of the loan, 

documentation and then the final disbursement which at times is in a phased manner 
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according to the progress of the work) It is very time consuming.  Thus to earn interest on the 

money lent it takes longer time. This will be an additional cost to the bank.  

 

Because of the heavy pressure of work the major staff at the branch is attending only to cash 

work as a result the arrears in the other areas are piling up.  

 

The banks will have to shoulder responsibility of ensuring that the Know Your Customer 

(KYC) norms are scrupulously adhered to otherwise they will be held accountable by the 

RBI.  

 

It is true that only after the 1
st
 April 2017 there will be some stability in bank’s deposits and 

they will be able to plan for the deployment of funds. In order to increase the off take the 

banks will have to align their rates of deposits and advances which in the long run may create 

an entrepreneurs’ friendly policies.(reduction in the lending rates). Therefore, for about two 

years the banks will be under various pressures. They have to formulate new schemes which 

will be entrepreneurs friendly.  

 

Banking is a not a static business but a dynamic business. Day in and day out there are 

changes and after the demonetization the changes are coming are very fast that it has become 

very difficult to the bank staff to follow these changes. Within just 44 days of demonetization 

there were 61 new changes that have come in. The network of the banks is spread in such 

remote corners of India that it is difficult to communicate the changes is also a time 

consuming.  

 

The rural branches experience difficulty in getting uninterrupted power supply and 

dependence on the battery back up at times fails. Therefore, the govt. should focus its 

attention on ensuring uninterrupted power supply throughout the length and breadth of India 

as the benefit of the technology will be available only if the power is available as per 

requirement.  

 

New Drive for Cashless India:  

 

In order to expedite the replacement of the old high denomination notes with that of the 

newer one, the Govt. of India has launched a campaign to increase the participation of the 

masses in undertaking cashless transactions using credit/debit cards, cheques, and for minor 

payments in the market number of new electronic gadgets / applications are available. The 

Govt. has also introduced software with the participation of the banks. In order to popularize 

this mode of cash less payments the govt. of India has also announced several incentives like 

regular lottery for those who participate in undertaking cashless transactions. This campaign 

is likely to achieve moderate success and the cashless transactions will in next few months 

increase upto 70 to 80 per cent.  

 

Even if this much of success is achieved this will again lead to realignment of the staff 

particularly cashiers and a few officers as they may turn out to be surplus. Of course their 

services can be used in other departments. But in some banks like the State Bank of India the 

cashiers are recruited as cashiers as such and therefore there will be difficulty in absorbing 

the surplus cashiers. By imparting training they can be used in the other than cash work.  
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There is one more aspect relating to cashless transactions. When the business community 

uses a swipe machine for cash less transactions it will adversely affect the bank’s interest 

income. In the normal course the business community requires one or two days (at least on 

Saturday and Sunday) to deposit their sale proceeds received in cash. But now these credits 

will be on the same day and thereby the business community will be paying less interest on 

their CC/OD account, and bank’s profitability will affect to some extent.  

 

Revision of the costing of bank services:  

 

The changes that are offing when stabilized the banks will have to carry out the costing 

exercise of the various services and revise its service charges to ensure that the bank is not 

out of pocket.  

 

It will be appropriate to take a note of the demands of the Chairmen of the banks with the 

Central Finance Minister held on the 20
th

 December 2016. The banks chairmen have 

demanded:  

 

 Additional capital support to the banks in the public sector. 

 Digital turnover should be freed from all types of taxes 

 Deposit insurance should be freed from service tax. 

 To reduce the lock in period for tax relief from five years to one year. 

 Interest on Deposits upto Rs.50000 be freed from Tax Deduction at Source. 

(Already the private sector banks have raised this demand with the Govt.) 

 

Of course these are the demands on which finance ministry will take decision in due course 

of time. But these demands indicate the concerns of the banking sector. 

 

Already the Central Govt. has sanctioned capital support to the 13 public sector banks to the 

tune of Rs.22,915 crores and about 75 per cent of it has been disbursed. 

 

Introduction of GST  

 

The Constitution (122nd) Amendment Bill has been passed by both the houses. The Goods 

and Services Tax (GST), the biggest reform in India’s indirect tax structure since the 

economy began to be opened up 25 years ago, at last looks set to become reality.  The 

objective is to streamline all the different types of indirect taxes and implement a “single 

taxation” system. The main expectation from this system is to abolish all indirect taxes and 

only GST would be levied. As the name suggests, the GST will be levied both on Goods and 

Services. GST is a tax that we need to pay on supply of goods & services. Any person, who is 

providing or supplying goods and services, is liable to charge GST. There are number of 

benefits of this GST. The tax structure will be made lean and simple.  

 

This GST will be likely to be introduced from July 2017. In fact this was to be introduced 

from 1
st
 April 2017 but because of the demonetization exercise it has gone on the back stage. 

But the government is committed to introduce it at the earliest.  
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This again is an area, which is likely to adversely impact the Indian economy as it will be a 

radical change in the direct tax system. For any change there will be opposition from the 

established bureaucracy.  The experts have already opined that the introduction of GST is in 

the long run in the interest of the common man and that the prices will decline. But in the 

short turn the prices will shoot up. Therefore, this exercise will also have an adverse impact 

of the Indian economy and the experts fear that the GDP will fall. At the current state of 

economy India will be paying high cost of these two moves.  

 

Future outlook  
 

In course of ensuring 3 years period i.e. upto 2019 the banks will be compiling the 

requirement of Basel III standards and will make it stronger. Banks will have to initiate key 

measures for improving the quality of its asset base, liquidity risk management, improving 

the customer services and achieving their satisfaction, introducing full transparency and 

disclosure. The banks will have to curtail down the transaction costs and at the same time 

take care that they do not fall sick because of the various drain on their profitability.  

 

It is hoped that there will be a decision on introduction of FDI in banking sector wherein the 

bank will cut down its share in capital of the PSUs to 51 per cent. If it happens then again 

there will be sea change in the bank’s approach towards the customer service, newer 

customer friendly products will be introduced.  

The Indian banking sector has proved its metal in the past by performing well against all the 

adversities whether it is global recession or anything else. Indian Banks will no doubt come 

up to the expectations of the masses.  
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