CHAPTER -1

Overview of Indian Banking Industry




CHAPTER -1

Overview of Indian Banking Industry
1.1 Initation

1.2 Turning up of the word “BANK”
1.3 Education of Bank

1.4 Precision of Bank

1.5 Contemparary Indian Banking Configuration and Category of Bank
1.6 The Chronical of Indian Banking:
1.6.1 Earliest Stage: Till 1947

1.6.2 The following Span: 1948 101968
1.6.3 Ternary Stage: 1969 t01991

1.6.4 Quarter Stage: 1991 t02012

1.6.5 Quandary stage: Summary of after 2012 and brief recapitulation of

chronical, pecuniary configuration

1.7 Struggling of Indian pecuniary area:
1.7.1 Nonperforming Resources

1.7.2 Division Banking

1.7.3 Compliancy with Basellll Standards

1.7.4 Technological Progress (Technology Regulatement)

1.7.5 Dispense Banking
1.7.6 Terriorylnsertion

1.7.7 Unification, Admittanceion and Blend

10




1.7.8 Rivalry

1.7.9 Customer service

1.7.10 Corporateauthority
1.7.11 Exploitd of Infrastructure
1.7.12L atest Facel

1.8 Issue and Prospect of Banking Area in India

1.9 Pecuniary Execution of Banks (Gathering Wise)

1.9.1 Pecuniary execution by consolidated balance sheet of commercial bank
1.9.2 Pecuniary execution by pecuniary Execution

1.10 Conclusion




1.1 INITIATION

A satisfactory bank is not only the pecuniary hub society but also dedicated to helping rally
the economic conditions of ordinary people in every possible way. According to A Subha
Rao Pai, the founder of Canara Bank, a bank typically an institution that provides
indispensable banking services like obtaining deposits and granting loans.

To acheive strong grouth while remaining stable in an increasingly unpredictable universal
business environment. The banking arrangement must be efficient and proficient of
addressing latest challenges that may arise from both internal and external sources. Over
the past a number of years, the Indian banking arrangement has achieved remarkable

milestones.

Indian banking has reached even the remote areas of the Territory, showcasing its extensive
reach. For the inclusive progress story of India, this widespread reach is indispensable.
Banks are the primary and remarkable participants in India's pecuniary arrangement. In this
digital age, the banking zone suggests a number of conveniences and services to their
clients, for instance insurance, funding, and wealth regulatement. For these services,
different structures of cooperation have emerged among a number of pecuniary entities.
Despite all these advancements, banks continue to perform their fundamental contribution
of obtaining deposits and lending funds. The banking zone is the backbone of the economy

and one of the key suggestions of a Territory’s progress level.

1.2 Turning up of the word “BANK”

The term "bank" has evolved over centuries and has a rich history rooted in ancient

commerce and finance. Here’s an overview of how the word "bank™ emerged

1. Origins in Ancient Civilizations:




o The ideaof banking can be discern to ancient civilizations, for instance
Mesopotamia, in which temples and palaces conducted pecuniary
transactions, containing loans and deposits.

o Ancient Greeks and Romans also engaged in rudimentary banking
activities. In Greek, "trapezia™ were money changers and lenders who
conducted business on tables (trapeza).

2. Medieval Europe:

o The modern term "bank™ originates from the Italian word "banco," which
means bench or counter. In medieval Italy, money changers and lenders
conducted their business on benches in arcadeplace.

The Lombards, a group of medieval bankers from Lombardy, Italy, were
instrumental in the development of banking applies. They conducted
transactions on benches (bancos), and if a banker failed, his bench was
broken (“"banca rotta"), which is the origin of the word "bankrupt.”

3. Development in Italy:

o The term "bank™ became more formalized during the Renaissance in Italy.
The Medici family in Florence established one of the earliest and most
influential banks.

The term "banca” in Italian evolved to refer specifically to institutions
dealing with money and credit.
4. Spread to Other Languages:

o As banking applies spread across Europe, the term "bank" was adopted in a

number of languages. For example, "bank™ in English, "banque" in French,
and "bank™" in German.
5. Modern Usage:
o Today, a bank refers to a pecuniary institution that accepts deposits from
the public, creates credit, and provides a number of pecuniary services,

containing loans, reckoning services, and wealth regulatement.

1.3“ELUCIDATION OF BANK?”




A bank is a pecuniary entity that takes in deposits from clients and extends loans based on

those deposits. Originally, banks functioned as intermediaries in pecuniary transactions,

handling physical cash directly. However, their contributions have expanded remarkable

over time. Modern banks not only facilitate transactions but also have the aptitude to

produce money through lending activities. The diverse functions and operations of banks

have become so extensive that establishing a universally obtained Precision for a bank has

become increasingly complex.

The term "bank™ has evolved over centuries and has a rich history rooted in ancient

commerce and finance. Here’s an overview of how the word "bank" emerged:

1. Origins in Ancient Civilizations:

@)

@)

The ideaof banking can be discern to ancient civilizations, for instance
Mesopotamia, in which temples and palaces conducted pecuniary
transactions, containing loans and deposits.

Ancient Greeks and Romans also engaged in rudimentary banking
activities. In Greek, "trapezitai” were money changers and lenders who

conducted business on tables (trapeza).

2. Medieval Europe:

@)

The modern term "bank™ originates from the Italian word "banco," which
means bench or counter. In medieval Italy, money changers and lenders
conducted their business on benches in arcadeplaces.

The Lombards, a group of medieval bankers from Lombardy, Italy, were
instrumental in the development of banking applies. They conducted
transactions on benches (bancos), and if a banker failed, his bench was

broken ("banca rotta"), which is the origin of the word "bankrupt."”

3. Development in Italy:

o

The term "bank™ became more formalized during the Renaissance in Italy.

The Medici family in Florence established one of the earliest and most
influential banks.

The term "banca” in Italian evolved to refer specifically to institutions
dealing with money and credit.
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4. Spread to Other Languages:

o As banking applies spread across Europe, the term "bank" was adopted in a
number of languages. For example, "bank™ in English, "banque" in French,
and "bank™ in German.

5. Modern Usage:

o Today, a bank refers to a pecuniary institution that accepts deposits from

the public, creates credit, and provides a number of pecuniary services,

containing loans, reckoning services, and wealth regulatement.

In summary, the word "bank™ has its origins in the Italian "banco," reflecting the physical
benches used by medieval money changers and lenders, and has evolved over centuries to

describe modern pecuniary institutions universally.

The elucidation of a bank involves explaining its contribution, functions, and significance

in the economy. Here’s a detailed breakdown:

A bank is a pecuniary institution licensed to accept deposits, provide loans, and

recommenda number of pecuniary services to individuals, businesses, and governments.

Banks play a pivotal contribution in the pecuniary system and the economy.

Functions of a Bank

1. Accepting Deposits:
o Demand Deposits: Accounts like checking accounts in which funds can be
withdrawn without notice.
o Time Deposits: Accounts like savings accounts and fixed deposits in which
withdrawals have certain restrictions.
2. Providing Loans and Advances:
o Personal Loans: Loans given to individuals for personal use.
o Commercial Loans: Loans given to businesses for operational and capital
needs.
Mortgages: Loans secured by real estate.

Credit Conveniences: Overdrafts, credit cards, and lines of credit.

15




Reckoning and Settlement Services:
o Processing Transactions: Facilitating reckoning through checks,
electronic transfers, and other means.
Clearing and Settlement: Ensuring transactions between banks are settled
correctly.
Pecuniary Services:
o Wealth Regulatement: Providing funding advice and managing assets.
o Insurance: Suggesting a number of insurance products.
o Forex: Facilitating currency exchange and international trade finance.
. Jeopardy Regulatement:
o Credit Jeopardy: Considering and managing the jeopardy of loan defaults.
o Arcade Jeopardy: Managing jeopardys related to arcade fluctuations.
o Operational Jeopardy: Ensuring secure and efficient operational
processes.
. Agency Services:
o Acting on behalf of clients for activities like bill reckoning, collection of

dividends, and managing estates.

Types of Banks

1. Commercial Banks:
o Recommenda wide range of pecuniary services to the general public and
businesses.
2. Funding Banks:
o Specialize in services related to pecuniary arcades, for instance
underwriting, mergers and acquisitions, and trading of securities.
3. Central Banks:
o Regulate the banking system, control pecuniary policy, and performas
lenders of last resort. Examples include the Reserve Bank of India (RBI),
Federal Reserve (USA), and European Central Bank (ECB).

4. Cooperative Banks:




o Owned and operated by their members, focusing on serving their members'
pecuniary needs.
5. Development Banks:
o Provide long-term capital for economic development projects.

Importance of Banks

1. Pecuniary Intermediation:
o Banks performas intermediaries between savers and borrowers, facilitating
the flow of funds in the economy.
Economic Progress:
o By providing loans and credit, banks enable businesses to layout money on
and expand, contributing to economic progress.
Pecuniary Policy Implementation:
o Central banks use commercial banks to implement pecuniary policy,
affecting interest rates and money supply.
Pecuniary Aptitude:
o Banks provide a secure place for individuals and businesses to deposit their
money, contributing to overall pecuniary aptitude.
Innovation and Development:
o Banks drive pecuniary innovation by developing new pecuniary products

and services, enhancing economic development.

Regulatory structure

Banks operate inside a regulatory configuration established by central banks and pecuniary
authorities to safeguard their aptitude, integrity, and coherence. Regulations typically cover
phases for instance capital adequacy, liquidity requirements, jeopardy regulatement

applies, and consumer protection.




1.4 PRECISION OF BANK

Taking deposits money from people, intending to lend or layout money on these funds, and
facilitating withdrawals through methods for instance cheques, drafts, orders, or other

channels.

1.5 CONTAMPORARY INDIAN BANKING ARRENGEMENT
CONFIGURATION AND CATEGORY OF BANKS

The structure of the Indian banking arrengement is divided into three zones: public, private,
and bank outside Indias. According to RBI data from 2011, there were 27 public zone
banks, comprising eight state banks and twenty nationalized banks. Additionally, there
were 29 private banks (21 old and 8 latest) and 30 bank outside Indias operating in India.
The advancements in technology and universalization have done to remarkable changes

Indian banking zone.

The Narasimham Committee Report (1991) recommended reforms aimed at enhancing the

operational coherence of pecuniary institutions. As a result of these reforms, the Indian
pecuniary zone has undergone substantial changes from 1991. The entry of private and

bank outside Indias has intensified rivalry for public zone banks.

1.5.1CATEGORY OF BANK IN INDIA

Lis tinging of type of Scheduled bank in India (2022-23)

Public zone bank — 12
Privatized bank — 21
Reckoning bank— 06
Small finance bank- 12
Regional rusticbank— 43
bank outside India — 44




1.6The Chronical of Indian Banking:

Banking applies during this span were substantially different from their European
counterparts. Dishonoring of Hundis was rare, underscoring the trust-based nature of
transactions, which often operated without the requisitefor securities—a ideaheavily
emphasized by British and European bankers. India also had a rich tradition of banking
regulations that evolved alongside its banking applies. The ancient text "Arthashasatra™
even outlined norms for banks facing liquidation, prioritizing state debts over private
creditors in case of bankruptcy. Given this historical background, the chronicle of Indian
banking can be understood in four distinct phases or stages for clarity and comprehension.

1.6.1 Earliest Stage: Till 1947

The history of Indian banking until 1947 can be understood through four distinct phases:

1. Ancient and Medieval Span

e Primary Banking Applies: Banking in India can be discern to ancient times with
the presence of rudimentary banking systems in the form of money lending and
trade finance using instruments like Hundis and Chittis.

o Arthashasatra: The ancient text "Arthashaastra,” written by Kautilya (Chanakya)
around the 4th century BCE, provided guidelines for banking operations,
containing dealing with insolvency and prioritizing state debts over private
creditors.

o Temple Banking: Temples and religious institutions also acted as banks, accepting

deposits, lending money, and managing pecuniary transactions.

2. Pre-Colonial Span

o Emergence of Indigenous Banking: Indigenous banking systems flourished with
the establishment of merchant banks and moneylenders (Seths, Shahs, and
Mahajans) who provided credit to traders and merchants.

e Hundis: The use of Hundis, an primary form of bills of exchange, was prevalent

for trade and credit purposes, reflecting a high level of trust in the banking system.
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3. Colonial Span (1757-1947)

Introduction of European Banks: The British East India Company established
the Bank of Hindustan in 1770, marking the beginning of modern banking in India.
Presidency Banks: The three Presidency Banks—Bank of Bengal (1806), Bank of
Bombay (1840), and Bank of Madras (1843)—were established to cater to the needs
of government and European trading interests. These banks eventually merged to
form the Imperial Bank of India in 1921.

Indigenous Banks and Cooperatives: Despite the dominance of European banks,
indigenous banking institutions and cooperative societies continued to operate,
providing pecuniary services to the local population.

Legislation and Regulation: The Indian Companies Performof 1866 and
subsequent banking laws aimed to synchronize banking activities, leading to more

structured banking operations.

4. Towards Independence (1900-1947)

Swadeshi Movement: The Swadeshi movement (1905-1908) inspired the
establishment of Indian-owned banks, containing Bank of India (1906), Bank of
Baroda (1908), and Central Bank of India (1911).

Reserve Bank of India: The Reserve Bank of India (RBI) was established in 1935
to synchronize the issue of banknotes and retain pecuniary aptitude.

Progress of Commercial Banks: The primary 20th century saw the progress of
commercial banks, with a number of new banks being established to support India's
industrialization and economic development.

Challenges and Crises: The Indian zone of banking faced challenges, containing
economic crises, World Wars, and the Great Depression, which impacted their

aptitude and progress.

By 1947, India had a well organized banking system with a mix of indigenous and

European banks, cooperative societies, and a central bank (RBI) to synchronize the




pecuniary sector. This span laid the foundation for the modern banking system that would

evolve in post-independence India.

1.6.2 The following Span:1948 t01968

The span from 1948 to 1968 in Indian banking history was marked by substantial

developments and transformations, setting the stage for the modernization and

nationalization of the zone of banking.

1. Post-Independence Reforms (1948-1955)

Economic Planning: After gaining independence in 1947, India adopted a planned
economic development approach. The government aimed to rebuild and modernize
the economy through a number of Five-Year Plans, with banking playing a pivotal
contribution in financing these plans.

Banking Regulation Act, 1949: The Banking Regulation Performwas enacted to
give supervition to banks in India. The Perform give more powers to the Reserve
Bank of India (RBI) with extensive control over commercial banks, containing
licensing, mergers, and liquidation.

RBI's Contribution Strengthened: The RBI's contribution was strengthened to
performas the central regulatory authority, & it also give ensurance for the
realiability and aptitude of the zone of banking. The RBI was also tasked with
promoting pecuniary inclusion and ensuring that banks catered to the needs of

agriculture, industry, and trade.

2. Expansion and Consolidation (1956-1968)

S.B.1. : The Imperial Bank of India was nationalized in the year 1955 and renamed

as the S.B.l. . This move aimed was that rusticand semi-urban areas can get

banking services and conveniences and support government initiatives.
Social Control of Banks: In the primary 1960s, the government acquaint with the
ideaof social control over banks to safeguard that banking services were aligned

with the socio-economic objectives of the state. This included directives for banks
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to give more priority to segments like agriculture, small-scale industries, and
exports.

Cooperative Banking: The cooperative zone of banking received a boost with the
establishment of cooperative banks to provide credit to farmers and
rusticpopulations. These banks were aimed at promoting pecuniary inclusion and
reducing the reliance on moneylenders.

Commercial Bank Expansion: In this span, the number of commercial bank
branches had been increased substantially, extending banking services to
previously unbanked areas. The focus was on rusticand semi-urban branch
expansion to support agricultural and rusticdevelopment.

Regional RusticBanks (RRBs): The ideaof Regional RusticBanks (RRBs) was
acquaint with to provide credit and pecuniary services to the rusticpopulation. The
establishment of these banks were under the sponsorship of nationalized banks,
focusing on rusticdevelopment.

Deposit Mobilization: Banks actively worked on deposit mobilization by
suggesting a number of savings schemes and encouraging the public to save. This
helped in increasing the pecuniary resources available for lending and funding.
Lead Bank Scheme:This scheme was Acquaint with in 1969, the Lead Bank
Scheme aimed at ensuring district-level coordination between banks and

government agencies for promoting banking and pecuniary services in rustic areas.

Key Challenges and Developments

Agricultural Credit: Despite efforts to increase agricultural credit, challenges
remained in terms of inample outreach, high interest rates, and the requisitefor
collateral. Cooperative banks and rusticbranches of commercial banks aimed to
address these issues.

Bank Failures: Some private banks faced pecuniary difficulties and failures due to
misregulatement and inample regulatory lapse. The requisitefor stronger regulation

and consolidation became apparent.




« Inflation and Economic Aptitude: The zone of banking also faced challenges
related to inflation and economic aptitude, impacting that some times availaptitude

of credit & better overall economic progress.

By 1968, the Indian zone of banking had made substantial progress in terms of expansion,
regulation, and alignment with the country's socio-economic goals. The groundwork was
laid for further reforms and the eventual nationalization of major banks in the subsequent

span.
1.6.3 Ternary Stage:1969 t01991

The span from 1969 to 1991 is pivotal in the history of Indian banking, marked by
substantial reforms and developments that shaped the sector. Here's an overview of the

major events and transformations during this span:

Nationalization of Banks (1969)

Background and Objectives:

On July 19, 1969, 14 major commercial banks were nationalized by our
government.

The objective was to safeguard greater control over credit delivery, address regional
disparities, promote banking habits, and achieve socialistic goals.

Impact:

Enhanced the reach of banking services to semi-urban areas & rustic areas.
Directed credit towards salient areas like agriculture, small-scale industries, and
exports.

Led to the establishment of more branches and increased the population's

admittance to banking conveniences.




Banking in the 1970s and 1980s

Branch Expansion:

After nationalization, the number of branches of banks has been substantially
increase across India.
The Lead Bank Scheme was acquaint with to facilitate the expansion of banks in

rustic areas.
Priority Sector Lending:

It had been mandatary for the banks to allocate a certain percentage of their lending
to priority segments, which included micro, small and medium enterprises
(MSMESs), & agriculture, and others.

This policy aimed at promoting equitable progress and development.

Introduction of Regional RusticBanks (RRBs) (1975):

o RRBs were established to further extend banking services in rustic areas.
o These banks were aimed at serving the banking needs of the rusticpopulation with

a focus onrusticartisans & small and marginal farmers, agricultural labourers .

Technological Developments:

« Introduction of mechanization and computerization in banking operations began,
although at a slow pace.

« This span saw the initial steps towards modernizing the banking infrastructure.
Nationalization of Banks (1980)

Second Phase of Nationalization:

« In April 1980, six more commercial banks were nationalized.




e This increased the number of nationalized banks to 20 and further strengthened the

public sector dominance in the Indian banking industry.
Challenges and Issues

Non-Performing Assets (NPAS):

In 1980s, the problem of NPAs started surfacing, posing a threat to banks pecuniary
vigor.
The issue of rising NPAs specified the requisitefor better credit appraisal and

observing mechanisms.
Operational Inefficiencies:

o Despite expansion, many banks faced issues related to incoherence, poor
regulatement, and lack of competitiveness.
e The overstaffing and high administrative costs affected the profitaptitude and

coherence of banks.

Pecuniary Sector Reforms (Primary 1990s)

Prelude to Liberalization:

The economic crisis of 1991 and the subsequent liberalization policies set the stage
for comprehensive pecuniary sector reforms.
The Narasimham Committee was appointed in 1991 to recommend zone of banking

reforms aimed at improving coherence and competitiveness.

The span from 1969 to 1991 was marked by substantial government intervention aimed at
achieving broader socio-economic goals through zone of banking reforms. The
nationalization of banks played a pivotal contribution in expanding banking services across
the country and directing credit to priority segments. However, these decades also specified
challenges related to NPAs and operational inefficiencies, which set the stage for

subsequent pecuniary sector reforms in the primary 1990s.
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1.6.4 Quartern Stage:1991 to 2012

Narasimham Committee 1991

Moderate reduction in Statutory Requirements (CRR, SLR): The committee
recommended a gradual decrease in (CRR) and (SLR), which are reserve needed to
bank.

Deregulation of Controlled Interest Rate Structure: It advocated for the
deregulation of interest rates, moving away from a controlled interest rate regime
to allow arcade forces to determine rates.

Changes in Government Security Arcade: Recommendations were made to
reform the government securities arcade to enhance liquidity and coherence.
Initiation of Prudential Norms: Prudential norms and guidelines were acquaint
with to safeguard sound banking applies, focusing on capital adequacy, asset
quality, and jeopardy regulatement.

Entry of LatestPrivatizedBanks: Guidelines were proposed to facilitate the entry
of latest privatized banks, along with liberal policies for international banks
operating in India.

Regulation of nonbanking pecuniary Companies): The committee
recommended bringing NBFCs under the managing purview of the (RBI).
Discard of Devision & licening policy : It suggested abolishing the restrictive
devision licensing policy to promote devision expansion and rally customer

admittance.

Narasimham Committee 1998

1. Reduction of Government Stake in Public Zone Banks (PSBs): The committee
recommended reducing the government's stake in PSBs to enhance their autonomy
and coherence, setting a target of 33%.

Initiation of Capital Adequacy Standards: Capital adequacy standards were
acquaint with for banksto retain sufficient capital to retain their jeopardys, aligning

with international norms.




. Technological Upgradation of Banks: Emphasis was placed on upgrading

technological infrastructure in banks to enhance coherence and service delivery.

. Arcade-Driven Bank Mergers: Encouragement was given for bank mergers

driven by arcade and business considerations, aimed at creating stronger entities.
Legal Reforms: Recommendations were made for legal reforms to facilitate
banking operations and resolve issues related to bad loans.

Separation of Regulatory and Regulatement Functions of RBI: The committee
proposed separating the regulatory and regulatement functions of the RBI to
enhance its effectiveness as a regulator.

Formation of Large Banks: It suggested consolidating banks to form 3 to 4 big
banks with universal presence, 8 to 10 banks with country presence, and regional
banks catering to specific regions.

. Asset Reconstruction Companies (ARCs): The establishment of Asset

Reconstruction Companies (ARCs) was proposed to address the issue of

nonperforming assets (NPAS) in banks.

Verma Committee (1999)

1.

IT Utilization in Public Zone Banks: Increased utilization of Info Technology
(IT) was recommended to rally operational coherence and customer service in
PSBs.

. Voluntary Retirement Scheme (VRS): A VRS was proposed to rationalize

staffing levels in PSBs, making it available to at least 25% of the bank staff.
Restructuring of Weak Banks: Extents were suggested for the restructuring of

weak public zone banks to enhance their viaptitude and execution.

These recommendations were pivotal in shaping the modernization and coherence of

India's banking zone, aligning it with universal standards while addressing domestic

challenges.




The span from 1991 to 2012 witnessed remarkable reforms in India's banking zone,
characterized by a number of key stages and reforms. Here's a summary of the responses

and additional reform steps taken during this transformative span:
Response to the Reformatory Phase (1991-2002)

1. Reduction in SLR and CRR:
o SLR was reduced to 25% in 2001 from 37.4% in 1992.
o CRR decreased from 15% in December 2001 to 5.5% in January 1992.
Initiation of Capital Adequacy Ratio (CAR):
o Capital Sufficiency Ratio was acquaint with in 1992 the Government
reexploit the banks and by this action it strengthen their pecuniary vigor.
Decrease in Bank Rate:
o Bank rate decreased from 12percentage in October 1991 to 6.5percentage
in October2001.
Deregulation of Interest Rates:
o Interest rates were deregulated in 2001, granting autonomy to bank balance
sheets and allowing them flexibility in setting interest rates.
Implementation of Three-tier Supervisory Structure:
o A supervisory structure based on C.A.M.E.L.S. was acquaint with.

Summary of Additional Reform Steps (2002-2012)

1. Banking Ombudsman Scheme (BOS) Enhancement:

o The Banking Ombudsman Scheme was enhanced between 2002 and 2006
to include regional-rusticbanks and primary-co-operative banks, expanding
its coverage.

2. SARFAESI. Act, 2002:

Performwas enacted in March 2002 to facilitate asset reconstruction and

securitization.

3. Revised Pay Recognition Norms:




o Pay recognition norms were further strengthened from March 2004

onwards, ensuring fair compensation applies in banks.
FDI Cap in PrivatizedBanks Increased:

o In March 2004, the government increased the (FDIL.) limit in
privatizedbanks under the,automatic route,to 74%, containing FII fundings,
subject to RBI regulations.

Formation of BCS.B.I.:

o (BCS.B.l..) was established by the RBI to promote good banking applies

and safeguard fair treatment of clients.
. Jeopardy Based Supervision (RBS):

o Apilot project for Jeopardy Based Supervision (RBS) was initiated in April
2004 to monitor banks based on their jeopardy profiles, enhancing
regulatory lapse.

. CorporateauthorityConfiguration for Private Banks:

o In February 2005, a comprehensive corporateauthorityconfiguration was

acquaint with for privatizedbanks to rally transparency and accountaptitude.

Devision Approval Policy Rationalization:

o The Devision Approval Policy was rationalized and streamlined in

September 2005 to facilitate easier devision expansion by banks.
Increase in Stakeholding Limits:

o In march2006stake was increase uptoK.M.B.to 10%, marking the earliest
instance in which an financier was permitted to hold higher thans 5% in a
privatizedbank.

10. Banking Regulations (Amendment) Bill, 2011:

o The Banking Regulations (Amendment) Bill, 2011 was passed by
Parliament in December 2012, facilitating a number of critical reforms
containing issuance of latest banking licenses, raising voting rights limits,

and extents related to unification of the banking zone.




These reforms were instrumental in modernizing India's banking zone, aligning it with
universal finest applies, improving pecuniaryaptitude, and enhancing the zone's

contribution to economic progress.

1.6.4 Quartern Stage: 1991 t02012

After 2012, the Indian banking zone continued to undergo remarkable reforms and
initiatives aimed at improving coherence, transparency, and pecuniaryinsertion. Here's an

recapitulation of key reforms and progresss:
1. Appointment of Raghuram rajan and pecuniaryZone Reforms:

Raghuram rajan was appointed as the Chief Economic Advisor in November 2008 and later
as the Governor of RBI in September 2013. Under his leadership:

Pecuniary recapitulation of India for 2012-13 recommended fiscal discipline and zoneal
shifts.

The pecuniaryZone Legislative Reforms Commission (FSLRC) in 2011 proposed

comprehensive reforms across banking, insurance, securities, and pensions.

Acquaint with extents like Customer Price Index (CPI) for inflation targeting and initiatives

for pecuniaryinsertion, containing Reckoning Banks and Small Finance Banks.

2. Nachiket Mor Committee:

Established under Rajan's tenure, the committee focused on pecuniaryinsertion and
recommended extents like Universal Electronic Bank Account (UEBA) linked to Aadhar,
which later became PM Jan Dhan Yojana.

3. Pj.nayak Committee:

Formed in 2014, recommended authority reforms for Public Zone Banks (PSBs),
containing setting up Bank Funding Company (BIC) for autonomous lapse and authority

reforms. However, these recommendations were not fully implemented.
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4. Indradhanush Configuration:

Acquaint with by the Modi government to revamp and strengthen PSBs, focusing on

authority, transparency, and capitalization.

Addressed NPAs through the 4R strategy (Recognition, Recapitalization, Resolution, and
Reforms) and promoted mergers of PSBs to enhance their competitiveness.

5. Unification of psbs:

In April 2020, the government merged 10 state-owned banks into 4 entities to strengthen

their balance sheets and rally coherence.

Earlier mergers included reducing the number of PSBs to 12 major entities.

6. Devision Rationalization and Coherence Extents:

Initiatives like rationalizing devision networks of S.B.l. post-mergers to optimize

operations and enhance reach.

7. Other Reforms:

Pecuniary Ombudsman Scheme enhancement, implementation of SARFAESI Performfor

asset reconstruction, and reforms in authority and jeopardy regulatement applies.

Objectives of Mergers in Indian Banks

The mergers of Indian banks were driven by a number of strategic objectives:

Enhanced pecuniaryStrength: Combining banks aimed to create stronger entities
with rallyd capital bases, better asset quality, and enhanced lending capacity.
Operational Coherence: Rationalizing devision networks and operational processes
to reduce costs and rally coherence in service delivery.

Jeopardy Mitigation: Addressing Nonperforming Assets (NPAS) and stressed assets

through consolidated efforts and resources.
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e Universal Competitiveness: Creating larger banks proficient of competing on a
universal scale, particularly salient for the international banking and
pecuniaryarcades.

Authority and Transparency: Strengthening authority configurations and
transparency in operations through streamlined decision-making processes and

accountaptitude.

Unification and acquisitions in India's banking zone have been instrumental in reshaping
the landscape and enhancing operational coherence. Here's a summary of key unifications

and their benefits:

Unifications and Acquisitions:

1. Unification of Punjab National Bank with Bank of india.
o This mixing aimed to strengthen Punjab National Bank's arcade presence and
operational capabilities.
2. Acquisition of Small Private Banks by Public Zone Banks:
o A number of small private banks have been acquired by larger public zone
banks to expand their reach and customer base efficiently.
3. L.C.I.C.I.'s acquisition of Bank of Madura:
o LC.LC.l. acquired Bank of Madura to gain a rusticand southern arcade
presence, especially in priority zones.
4. ING Vysya Bank's Acquisition by K.M.B.:
o K.M.B.acquired ING Vysya Bank to enhance its business footprint in the

southern states, leveraging on the strengths of both entities.

Benefits of Unification to Banks:

Cost Coherence: Unification reduces operational costs through economies of scale
and streamlined processes.
Geographical Reach: Larger banks can extend their geographical reach, tapping

into latest arcades and customer segments.




Utilization of Expertise: Integration consents banks to leverage each other's
strengths and expertise, enhancing All together operational coherence.

For Jeopardy Mitigation: By Unification the jeopardy of failure has been
minimize for smaller banks, ensuring pecuniaryaptitude inside the merged entity.
Enhanced Product Suggesting: A larger bank can give a wast list of products and
services, benefiting clients & increasing competitiveness.

Rallyd Liquidity Regulatement: Larger capital base and rallyd liquidity
regulatement capabilities lead to better profitaptitude and pecuniaryaptitude.
Reduced Dependence on Government: Merged entities are less reliant on
government capital infusion, ensuring pecuniaryindependence.

For Employee’s Welfare: Unifications are typically structured to safeguard

employees' interests, minimizing job losses and ensuring continuity.

ContamporaryUnification Approval:

The Government of India approved the merger that is mixing or overlaping of

Bankofbaroda, Vijyabank, and Denabank with a number of strategic objectives:

Creating a Large Entity: The merged bank became India's third-largest public zone
bank, enhancing its competitiveness.

Economies of Scale: Achieving economies of scale through consolidated
operations, cost-meritoriousdeposits, and synergies.

Arcade Reach and Coherence: Improving operational coherence, broadening
arcade reach, and suggesting a diverse range of products and services.

Customer Benefits: Providing enhanced services and wider admittance to banking
conveniences across the Terriory.

Technology Integration: All three banks were on the same CBS platform (Finacle),
facilitating smooth integration and operational synergy.

Capital Support: Ensuring ample capital support to strengthen the pecuniaryvigor

and aptitude of the merged entity.




These unifications are pivotal in aligning Indian banks with universal standards, improving
their resilience, and preparing them to navigate the challenges of an evolving economic

environment meritoriously.

The challenges facing the Indian banking zone are multifaceted, encompassing internal and
external factors that require strategic planning and meritoriousregulatement. Here are some

key challenges discussed:
1. Nonperforming Assets (NPA):

Nonperforming assets remain one of the most remarkable challenges for Indian banks.
NPAs adversely impperformthe execution and profitaptitude of banks, requiring vigorous

strategies for their regulatement and reduction.
2. Devision Banking and Business Expansion:

Banks continue to expand their devision networks to enhance business reach. However, the
outsourcing of services by private and bank outside Indias introduces jeopardys that

requisiteto be regulated meritoriously through proper configurations and procedures.

3. Implementation of Basellll Norms:

The adoption of Basellll norms presents regulatory and operational challenges for the
Indian banking zone. These norms aim to rally jeopardy regulatement and resilience but

require substantial capital fundings to comply fully. Key constituents include:

o Capital Adequacy:Basellll mandates higher capital adequacy ratios (CAR), it is
the necessicity for banks that they always retain ample level of capital buffers to
soak up potential pecuniaryshocks.

Jeopardy Coverage: Expanding the coverage of assets those are jeopardy
weighted and enhancing the quality of regulatory capital are critical under Basellll

guidelines.




e Liquidity Requirements: Stricter liquidity regulatement requirements to
safeguard banks can withstand spans of pecuniarystress without compromising

operations.
Challenges in Basellll Implementation:

o Capital Requirements: Reaching increased capital requirements poses
pecuniarystrains, especially for public zone banks reliant on government support
and facing authority challenges.

o Asset Quality and Progress: Balancing the requisitefor capital with progress
aspirations amidst evolving economic conditions and regulatory landscapes.
Long-term pecuniaryPlanning: Planning for sustainable progress while adhering
to Basellll regulations demands meticulous pecuniaryplanning and resource

allocation.

Conclusion: For observing these challenges requires a concerted effort from

banks, authorities, and policymakers to strengthen jeopardy regulatement

configurations, enhance operational efficiencies, and safeguard sustainable

progress. The successful implementation of Basellll norms, alongside
meritoriousNPA regulatement and strategic business expansion, will be
pivotal in positioning India's banking zone for resilience and

competitiveness in the universal economy.
1.7.4 Technological Progress (Technology Regulatement)

Technological advancement is a pivotal challenge and opportunity for the Indian banking

zone. Here are the key phases discussed:

e Core Banking Solutions (CBS): Most banks in India have implemented CBS,
which integrates banking operations across devisiones and enables seamless

transactions. The focus now shifts to enhancing data processing capabilities and




leveraging IT for rallyd regulatement info arrengements (MIS), jeopardy
regulatement, pecuniaryinsertion, and customer relationship regulatement (CRM).
Digital Transformation: There is a growing trend towards self-service options,
that are ATMs, mobile banking, and internet banking. Banks are increasingly
utilizing these channels to enhance customer service and operational coherence.
However, transitioning from a devision-based structure to digital channels requires
vigorous jeopardy considerment applies to mitigate potential technological
jeopardys.

CRM and MIS: Improving CRM through appropriate technological utensils and
enhancing internal coherence through MIS are critical goals for banks.
Meritorioususe of data analytics and automation can streamline operations and rally

customer service levels.

1.7.5 Dispense Banking

Dispense banking is gaining prominence due to the aspirations of the Indian middle class

for home ownership, vehicles, and lifestyle products. Key points include:

Arcade Opportunity: There is a remarkable progress opportunity in dispense
lending, driven by increasing incomes and aspirations for asset ownership included
inmiddle-income group. Banks can exploit on this by leveraging credit data from
agencies and focusing on the specific needs of their target customer segments.

Devision Strategies: To expand their reach cost-meritoriously, banks are focusing
on establishing micro and small devisiones. These devisiones cater to local needs
without incurring substantial operational costs, thus enhancing their arcade

presence.

1.7.6 Rusticlnsertion

Rusticbanking remains pivotal for inclusive economic progress in India. Key future visions

include:




RusticBanking Needs: Rusticclients have specific banking needs for instance
agricultural finance, microfinance, and basic savings products. There is a growing
opportunity for banks to cater to these needs by expanding their presence through
low-cost micro devisiones and leveraging technology to deliver banking services
efficiently.

Infrastructure Progress: Rallyments in rusticinfrastructure, containing roads,
telecom, and electricity, are contributing to the economic progress of rustic areas.
Banks are increasingly focusing on these regions to tap into the growing
rusticwealth and consumer base.

Technology in RusticBanking: Mobile technology is playing a pivotal
contribution in rusticbanking, suggesting cost-meritoriousdelivery channels for
banking services. Banks are leveraging mobile phones as a utensil for
pecuniaryinsertion, enabling rusticclients to admittance banking services

conveniently.

The opportunitiesas well as challenges requires banks to make a strategic approach towards

technological innovation, expand their dispense banking suggestings, and enhance their

rusticoutreach through meritorioususe of infrastructure and digital solutions. These

initiatives will not only strengthen the banking zone but also provide to inclusive economic

progress across India's diverse socio-economic landscape.

1.7.7 Unification, Acquisition, and Merger

Unification and mergers have become strategic imperatives for the Indian banking zone,

driven by capital constraints and intense rivalry. Key points include:

Historical Mergers: Past mergers in the banking zone have typically involved
larger private banks acquiring smaller ones. Examples include I.C.I.C.I's
acquisition of bank of rajasthan and H.D.F.C.'s purchase of Centurion Bank of
Punjab. These mergers aimed to strengthen arcade presence and expand customer

base.




e Public Zone Banks: While mergers have been more prevalent in the private zone,
the government and RBI are increasingly advocating for unifications among
smaller public zone banks. The goal is to create a few large banks that can compete
meritoriously at a universal level.

Strategic Imperative: With no Indian bank R.P.ing in the top 10 universally, there
is a strong push for unification to enhance competitiveness and operational

coherence in the banking zone.

1.7.8 Rivalry

Rivalry in the Indian banking zone is intensifying due to gradual liberalization and entry

of bank outside Indias. Key future visions include:

e Universal Rivalry: Indian banks are facing increased rivalry from bank outside
Indias, especially as they convert into wholly-owned subsidiaries and expand their
footprint in India.

Customer Satisfaction: Success in this competitive landscape hinges on fulfilling
customer needs through quality products, innovative services, and excellent
customer service. Banks must leverage technology, data analytics, and human

resources to deliver superior value and regulate jeopardys meritoriously.

1.7.9 Customer Service

Customer service remains a critical facei for banks catering to diverse customer

preferences:

e Multi-Channel Approach: Banks must safeguard consistency across all service
channels, whether clients prefer traditional devision banking or utilize multiple

channels like online banking and mobile apps.




o Customer Expectations: Providing real-time and accurate info across all channels
is pivotal for enhancing customer satisfaction and loyalty. Banks requisiteto adapt

to fluctuateing customer needs and preferences seamlessly.
1.7.10 Corporateauthority

Corporateauthority is increasingly vigorous in the banking zone, given its contribution in

managing public funds and influencing economic aptitude:

o Key Principles: Good corporateauthority in banks involves accountaptitude,
transparency, and ethical applies. It enhances public trust, regulatory compliancy,
and operational coherence.

Rallyment Initiatives: Banks, especially public zone ones, are under pressure to
strengthen their corporateauthorityconfigurations to reach universal standards. This
includes greater autonomy in decision-making and adherence to ethical norms and

regulations.

By addressing these challenges meritoriously, the Indian banking zone canmore clear its
competitiveness, adding customer satisfactoryservices, and get long term progress while
adhering to universal finest applies in corporateauthority. These initiatives are pivotal for
navigating the evolving economic landscape and reaching the expectations of diverse

stakeholders.

1.7.11 Exploitd of Infrastructure

Infrastructure progress in India presents both a substantial opportunity and a challenge for

the banking zone:

e Funding Projection: The Planning Commission forecasts infrastructure funding
to grow remarkablely, with the XlIth Five-Year Plan estimating over Rs. 40 lakh
crore. This zone is critical for long-term economic progress and requires substantial

long-term exploitd.




e Banking Zone Challenge: Despite the vast opportunities, providing long-term
exploitd for infrastructure projects remains challenging for banks due to their

typical short-term funding structures.
1.7.12 Latest Phases

Contamporaryprogresss in the banking zone include:

o Latest Banking Licenses: The RBI has been authorized to issue latest banking
licenses under the Banking Regulations (Amendment) Bill 2011. This initiative
aims to increase rivalry in the banking zone, with 26 applications received for latest
licenses.

Impact: The issuance of latest licenses will intensify rivalry among banks, leading
to innovations in products and services while enhancing All togetherzone

dynamism.

1.8 Issues and Prospects of the Banking Zone in India

The Indian banking zone faces a number of challenges and opportunities in the current

economic landscape:

o Challenges:

o Nonperforming Assets (NPAs): High NPAs continue to affect bank
execution and profitaptitude.
Coherence and Productivity: Improving operational coherence remains
pivotal amidst competitive pressures.
Customer Satisfaction: Reaching evolving customer expectations and
enhancing service delivery across all channels.
Technological Advancement: Embracing and meritoriously implementing
latest technologies to rally service suggestings and operational coherence.

e Opportunities:




Infrastructure Exploitd: Capitalizing on the growing infrastructure zone
by providing long-term exploitd solutions.

Corporateauthority: Strengthening authority applies to enhance
transparency, accountaptitude, and regulatory compliancy.

Dispense and SME Lending: Focusing on dispense and SME zones to
drive progress and mitigate jeopardy.

Technology Adoption: Leveraging technological advancements for more
attractive customer relationship, operational coherence, and jeopardy

maintanance.

These challenges meritoriously seizing opportunities, Indian banks can navigate the
complexities of the universalized economy, enhance their competitiveness, and provide

remarkablely to the Terriory's economic progress.
1.9.1 Pecuniary Execution by Balance Sheet

e Asset Progress: The whole combine balance sheet of scheduledcommercial banks
(SCBs), excluding (RRBs), grew by 12.2% in 2022-23, marking the highest
progress rate in nine years. This expansion was primarily driven by vigorous
progress in bank credit, which experienced its fastest pace of expansion in over a
decade.

Deposit Progress: Deposits also saw increased progress, albeit lagging behind
credit progress, leading to a higher reliance on borrowings for funding needs,
particularly noticeable among Public Zone Banks (PSBs).

1.9.2 Pecuniary Execution by pecuniaryExecution

« Interest Income and Expenses: SCBs experienced a rise in both interest income
and interest expenses during 2022-23, following a reversal in the interest rate cycle.
Interest income from loans and advances grew by 24.0%, while income from

fundings increased by 14.6%. Concurrently, interest expenses rose by 18.1%.




e Net Interest Margin (NIM)of banks increased by 36.basis points to reach 3.8% in
2022-23. This rallyment was driven by higher interest income progress outpacing
the increase in interest expenses.

Profitaptitude: SCBs witnessed an rallyment in profitaptitude standard. return
onassets (RoA) and return onequity (RoE) both rallyd in 2022-23, supported by
higher income and lower provisions and contingencies. Lower slippages, alongside
increased write-offs, upgrades, and recoveries, provided to a decline in jeopardy
provisions, thereby boosting net profits.

Asset Quality: Asset quality suggestions showed rallyment as the Provision
Coverage Ratio (PCR) increased to 75.3% by September 2023, reflecting enhanced
resilience against potential credit losses.

The execution of Indian commercial banks in 2022-23 specifys a recovery and
strengthening of pecuniarystandard compared to previous years. Vigorous credit progress,
coupled with rallyments in asset quality and profitaptitude, underscored the resilience of
the banking zone amidst evolving economic conditions. Moving forward, continued focus
on prudent jeopardy regulatement and leveraging technological advancements will be

pivotal for sustained progress and aptitude in the zone.

1.10 Conclusion

The progress story of banking zone over the last tenyears has indeed been impressive,

characterized by consistent double-digit progress despite a number of challenges. Key
factors contributing to this progress include vigorous regulatory configuration, adoption of
technology, customer-centric banking applies, and the All together expansion of the Indian

economy.

However, contamporary years have posed remarkable challenges for instance economic
slowdown, currency depreciation, and universal pecuniaryuncertainties stemming from
crises in Europe and America. Despite these adversities, the Indian banking zone has

demonstrated resilience compared to many other developing nation.
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The reserve bank of India is doing very salient and crutial contribution in strengthening the

banking zone through timely extents for instance allowing entry of privatizedbanks,
primary recognition of bad loans, regulatory flexibility, legal reforms, and implementation
of Basellll norms. These efforts have been pivotal in enhancing the aptitude and coherence

of Indian banks.

Looking ahead, there remains scope for further extents in the current economic
environment to fortify the banking zone. With concerted efforts from the government, RBI,
bank regulatement, employees, and clients, the Indian banking zone is poised to achieve
latest heights and navigate the challenges of a universalized world meritoriously.
Continued focus on innovation, regulatory reforms, and customer satisfaction will be key

to sustaining progress and resilience in the future.




