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Indian economic environment is witnessing path breaking reform measures. The financial 

sector, of which the banking industry is the largest player, has also been undergoing a 

metamorphic change. Today the banking industry is stronger and capable of withstanding the 

pressures of competition. While internationally accepted prudential norms have been 

adopted, with higher disclosures and transparency, Indian banking industry is gradually 

moving towards adopting the best practices in accounting, corporate governance and risk 

management. Interest rates have been deregulated, while the rigour of directed lending is 

being progressively reduced.Today, we are having a fairly well developed banking system 

with different classes of banks – public sector banks, foreign banks, private sector banks – 

both old and new generation, regional rural banks and co-operative banks with the Reserve 

Bank of India as the fountain Head of the system.  In the banking field, there has been an 

unprecedented growth and diversification of banking industry has been so stupendous that it 

has no parallel in the annals of banking anywhere in the world.During the last 41 years since 

1969, tremendous changes have taken place in the banking industry. The banks have shed 

their traditional functions and have been innovating, improving and coming out with new 

types of the services to cater to the emerging needs of their customers. 

 

INTRODUCTION 

 

Massive branch expansion in the rural and underdeveloped areas, mobilization of savings and 

diversification of credit facilities to the either to neglected areas like small scale industrial 

sector, agricultural and other preferred areas like export sector etc. have resulted in the 

widening and deepening of the financial infrastructure and transferred the fundamental 

character of class banking into mass banking.There has been considerable innovation and 

diversification in the business of major commercial banks. Some of them have engaged in the 

areas of consumer credit, credit cards, merchant banking, leasing, mutual funds etc. A few 

banks have already set up subsidiaries for merchant banking, leasing and mutual funds and 

many more are in the process of doing so. Some banks have commenced factoring business. 
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THE INDIAN BANKING SECTOR 

  

The history of Indian banking can be divided into three main phases. 

 

Phase I (1786- 1969) - Initial phase of banking in India when many small banks were set up 

 

Phase II (1969- 1991) - Nationalization, regularization and growth 

 

Phase III (1991 onwards) - Liberalization and its aftermath 

 

With the reforms in Phase III the Indian banking sector, as it stands today, is mature in 

supply, product range and reach, with banks having clean, strong and transparent balance 

sheets. The major growth drivers are increase in retail credit demand, proliferation of ATMs 

and debit-cards, decreasing NPAs due to Securitization, improved macroeconomic 

conditions, diversification, interest rate spreads, and regulatory and policy changes (e.g. 

amendments to the Banking Regulation Act). 

 

Certain trends like growing competition, product innovation and branding, focus on 

strengthening risk management systems, emphasis on technology have emerged in the recent 

past. In addition, the impact of the Basel II norms is going to be expensive for Indian banks, 

with the need for additional capital requirement and costly database creation and maintenance 

processes. Larger banks would have a relative advantage with the incorporation of the 

norms.  

 

PERSPECTIVES ON INDIAN BANKING 

 

In 2009-10 there was a slowdown in the balance sheet growth of scheduled commercial banks 

(SCBs) with some slippages in their asset quality and profitability. Bank credit posted a lower 

growth of 16.6 per cent in 2009-10 on a year-on-year basis but showed signs of recovery 

from October 2009   with the beginning of economic turnaround. Gross nonperforming assets 

(NPAs) as a ratio to gross advances for SCBs, as a whole, increased from 2.25 per cent 

in   2008 - 09   to   2.39 percent   in   2009 – 10.  Notwithstanding some knock-on effects 

of   the   global   financial crisis, Indian banks withstood the shock and remained stable and 

sound in the post-crisis period. Indian banks now compare favorably with banks in the region 

on metrics such as growth, profitability and loan delinquency ratios. In general, banks have 

had a track record of innovation, growth and value creation.  However this process of 

banking development needs to be taken forward to serve the larger need of financial inclusion 

through expansion of banking services, given their low penetration as compared to other 

markets.  
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During 2010-11, banks were able to improve their profitability and asset quality. Stress test 

showed that banking sector remained reasonably resilient to liquidity and interest rate shocks. 

Yet, there were emerging concerns about banking sector stability related to disproportionate 

growth in credit to sectors such as real estate, infrastructure, NBFCs and retail segment, 

persistent asset-liability mismatches, higher provisioning requirement and reliance on short-

term borrowings to fund asset growth  

 

RECENT TRENDS IN BANKING  

 

1)      Electronic Payment Services – E Cheques  

     

Now-a-days we are hearing about e-governance, e-mail, e-commerce, e-tail etc. In the same 

manner, a new technology is being developed in US for introduction of e-cheque, which will 

eventually replace the conventional paper cheque. India, as harbinger to the introduction of e-

cheque, the Negotiable Instruments Act has already been amended to include; 

Truncated cheque and E-cheque instruments.  

 

2)      Real Time Gross Settlement (RTGS)  

            

Real Time Gross Settlement system, introduced in India since March 2004, is a system 

through which electronics instructions can be given by banks to transfer funds from their 

account to the account of another bank. The RTGS system is maintained and operated by the 

RBI and provides a means of efficient and faster funds transfer among banks facilitating their 

financial operations. As the name suggests, funds transfer between banks takes place on a 

„Real Time' basis. Therefore, money can reach the beneficiary instantaneously and the 

beneficiary's bank has the responsibility to credit the beneficiary's account within two hours.   

 

3)      Electronic Funds Transfer (EFT)  

 

Electronic Funds Transfer (EFT) is a system whereby anyone who wants to make payment to 

another person/company etc. can approach his bank and make cash payment or give 

instructions/authorization to transfer funds directly from his own account to the bank 

account of the receiver/beneficiary. Complete details such as the receiver's name, bank 

account number, account type (savings or current account), bank name, city, branch name etc. 

should be furnished to the bank at the time of requesting for such transfers so that the amount 

reaches the beneficiaries' account correctly and faster. RBI is the service provider of EFT.  

 

4)      Electronic Clearing Service (ECS)   

  

Electronic Clearing Service is a retail payment system that can be used to make bulk 

payments/receipts of a similar nature especially where each individual payment is of a 
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repetitive nature and of relatively smaller amount. This facility is meant for companies and 

government departments to make/receive large volumes of payments rather than for funds 

transfers by individuals.  

 

5)    Automatic Teller Machine (ATM)  

Automatic Teller Machine is the most popular devise in India, which enables the customers 

to withdraw their money 24 hours a day 7 days a week. It is a devise that allows customer 

who has an ATM card to perform routine banking transactions without interacting with a 

human teller. In addition to cash withdrawal, ATMs can be used for payment of utility bills, 

funds transfer between accounts, deposit of cheques and cash into accounts, balance enquiry 

etc.   

 

6)     Point of Sale Terminal 

 

Point of Sale Terminal is a computer terminal that is linked online to the computerized 

customer information files in a bank and magnetically encoded plastic transaction card 

that identifies the customer to the computer. During a transaction, the customer's account is 

debited and the retailer's account is credited by the computer for the amount of purchase.  

 

7)      Tele Banking  

 

Tele Banking facilitates the customer to do entire non-cash related banking on telephone. 

Under this devise Automatic Voice Recorder is used for simpler queries and transactions. For 

complicated queries and transactions, manned phone terminals are used. 

 

8)     Electronic Data Interchange (EDI)  

 

Electronic Data Interchange is the electronic exchange of business documents like purchase 

order, invoices, shipping notices, receiving advices etc. in a standard, computer processed, 

universally accepted format between trading partners. EDI can also be used to transmit 

financial information and payments in electronic form.   

 

IMPLICATIONS  

 

The banks were quickly responded to the changes in the industry; especially the new 

generation banks. The continuance of the trend has re-defined and re-engineered the banking 

operations as whole with more customization through leveraging technology. As technology 

makes banking convenient, customers can access banking services and do banking 

transactions any time and from any ware. The importance of physical branches is going 

down.    
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CHALLENGES FACED BY BANK  

 

The major challenges faced by banks today are as to how to cope with competitive forces and 

strengthen their balance sheet. Today, banks are groaning with burden of NPA‟s. It is rightly 

felt that these contaminated debts, if not recovered, will eat into the very vitals of the banks. 

Another major anxiety before the banking industry is the high transaction cost of carrying 

Non Performing Assets in their books. The resolution of the NPA problem requires greater 

accountability on the part of the corporate, greater disclosure in the case of defaults, an 

efficient credit information sharing system and an appropriate legal framework pertaining to 

the banking system so that court procedures can be streamlined and actual recoveries made 

within an acceptable time frame. The banking industry cannot afford to sustain itself with 

such high levels of NPA‟s thus, “lend, but lent for a purpose and with a purpose ought to be 

the slogan for salvation.”  

 

The Indian banks are subject to tremendous pressures to perform as otherwise their very 

survival would be at stake. Information technology (IT) plays an important role in the 

banking sector as it would not only ensure smooth passage of interrelated transactions over 

the electric medium but will also facilitate complex financial product innovation and product 

development. The application of IT and e-banking is becoming the order of the day with the 

banking system heading towards virtual banking. 

 

As an extreme case of e-banking World Wide Banking (WWB) on the pattern of World Wide 

Web (www) can be visualized. That means all banks would be interlinked and individual 

bank identity, as far as the customer is concerned, does not exist. There is no need to have 

large number of physical bank branches, extension counters. There is no need of person-to-

person physical interaction or dealings. Customers would be able to do all their banking 

operations sitting in their offices or homes and operating through internet. This would be the 

case of banking reaching the customers. 

 

Banking landscape is changing very fast. Many new players with different muscle powers 

will enter the market. The Reserve Bank in its bid to move towards the best international 

banking practices will further sharpen the prudential norms and strengthen its supervisor 

mechanism. There will be more transparency and disclosures. In the days to come, banks are 

expected to play a very useful role in the economic development and the emerging market 

will provide ample business opportunities to harness. Human Resources Management is 

assuming to be of greater importance. As banking in India will become more and more 

knowledge supported, human capital will emerge as the finest assets of the banking system. 

Ultimately banking is people and not just figures. 

 

India's banking sector has made rapid strides in reforming and aligning itself to the new 

competitive business environment. Indian banking industry is the midst of an IT revolution. 

http://www.mbaknol.com/business-finance/role-of-information-technology-it-in-the-banking-sector/
http://www.mbaknol.com/business-finance/role-of-information-technology-it-in-the-banking-sector/
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Technological infrastructure has become an indispensable part of the reforms process in the 

banking system, with the gradual development of sophisticated instruments and innovations 

in market practices.   

 

FUTURE OUTLOOK 

 

Everyone today is convinced that the technology is going to hold the key to future of 

banking. The achievements in the banking today would not have make possible without IT 

revolution. Therefore, the key point is while changing to the current environment the banks 

has to understand properly the trigger for change and accordingly find out the suitable 

departure point for the change. 

 

Although, the adoption of technology in banks continues at a rapid pace, the concentration is 

perceptibly more in the metros and urban areas. The benefit of Information Technology is yet 

to percolate sufficiently to the common man living in his rural hamlet. More and more 

programs and software in regional languages could be introduced to attract more and more 

people from the rural segments also. 

 

Standards based messaging systems should be increasingly deployed in order to address cross 

platform transactions. The surplus manpower generated by the use of IT should be used for 

marketing new schemes and banks should form a „brains trust' comprising domain experts 

and technology specialists.   

 

CONCLUSION  

 

Indian banking system will further grow in size and complexity while acting as an important 

agent of economic growth and intermingling different segments of the financial sector. It 

automatically follows that the future of Indian banking depends not only in internal dynamics 

unleashed by ongoing returns but also on global trends in the financial sectors. Indian 

Banking Industry has shown considerable resilience during the return period. The second 

generation returns will play a crucial role in further strengthening the system. The banking 

today is re-defined and re-engineered with the use of Information Technology and it is sure 

that the future of banking will offer more sophisticated services to the customers with the 

continuous product and process innovations. Thus, there is a paradigm shift from the seller's 

market to buyer's market in the industry and finally it affected at the bankers level to change 

their approach from "conventional banking to convenience banking" and "mass banking to 

class banking". The shift has also increased the degree of accessibility of a common man to 

bank for his variety of needs and requirements. Adoption of stringent prudential norms and 

higher capital standards, better risk management systems, adoption of internationally 

accepted accounting practices and increased disclosures and transparency will ensure the 

Indian Banking industry keeps pace with other developed banking systems.  
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