
Indian Journal of Accounting (IJA)  1 
ISSN : 0972-1479 (Print)  2395-6127 (Online) Vol. XLIX (1), June, 2017, pp. 01-04 
 
 

INDIAN BANKING: CAN INDIA WITHSTAND THE TRANSFORMATION?  

 

Prof. Arvind Kumar∗ 

Prerna Tripathi ∗∗ 

 
 
 
 
 
 

ABSTRACT 

 The advent of the economic reforms in India that were introduced by the Indian Government in 1991 
brought about some mammoth changes in almost each and every sector of the Indian economy and the banking 
sector was also not left untouched from it. The role of banking industry is of paramount significance as it is one of 
the most essential components of the service industry and this becomes even more important in the case of India 
because firstly, it has a huge population of greater than 1.34 billion1 and secondly, the banking sector has a major 
share in the GDP of India. However, these economic reforms have also generated and paved way for novel players 
that include banks in the public sector, private sector and foreign banks. Our banking system, in the present 
scenario is, however, prone to many challenges which affect them from several spheres and these challenges, if not 
dealt promptly and adequately, may result into loss of opportunities and this could be easily done by making 
optimum use of innovative products and emerging technologies. It has implications for whole of the economy and 
this is due to the fact that a strong banking system is indispensable for the growth of nation’s economy. 
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Introduction  

It has been well said and quoted by someone that development is not possible without challenges. 
If we wish and desire to be developed then we must also face and overcome the hindrances, obstacles 
and challenges which pave the way for success. This saying is true in the case of India as well. Indian 
banking industry has also underwent challenges in the past, there are challenges in the present as well as 
the future will also not be free from it. To begin with the banking scenario in India the foremost 
significant and prominent challenges is that of intense competition within and out of the industry. The 
persistent rise in the competition has also raised the expectation level among the customers. In India 
there are about 27 banks in the public sector, 21 banks in private sector and numerous foreign players. 
This is an evidence of the fact that there exists comparatively large number of banks with sub-optimal 
size and scale of operations.  Another major issue would be inaccessibility of large part of our population 
towards banking facilities especially in rural areas where the locations are fragmented and scattered. 
People should be made aware by letting them know the benefits of using banking services to tap the 
potential market. Balance sheets of the banks should be strengthened so that they could offer some 
resilience to the global turmoil e.g. as had happened in 2008. On the top of it there is a serious issue of 
mounting NPAs that pose to be a threat and a matter of great concern for the Indian banks. This problem 
seems to be uncontrollable and the situation is even worse for public sector banks than other banks. The 
level of distress is not uniform across the bank groups and is more pronounced in respect of public sector 
banks. The Gross Total NPAs for both public and private sector banks as on June 2016 stood at around 6 
lakhs crores2. 
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Parameters which Pose Challenges to the Indian Banking Industry 

• Capital Adequacy: The banking system is capitalized adequately but there are challenges for 
some of the banks. For the system as a whole, the CRAR has been steadily declining and as at the 
end of March, 2015, it stood at 12.70% as against 13.01% as at the end of March 2014. Our concerns 
are larger in respect of the PSBs where the CRAR has declined further to 11.24% from 11.40% over 
the last year. The table below shows CARs of developing economies, Except for India and Russia, 
other emerging and developing economies, including Brazil, China and South Africa, 
demonstrated a decline in their capital adequacy ratios: 

Countries\Years 2010 2011 2012 2013 2014 2015 

Brazil 16.9 16.3 16.4 16.1 16.7 16.4 

China 12.2 12.7 13.3 12.2 13.2 13.0 

India 15.2 13.1 13.1 12.3 12.5 12.7 

Russia 18.1 14.7 13.7 13.5 12.5 12.7 

South Africa 14.9 15.1 15.9 15.6 14.8 14.2 
 

Source: FSI Tables, April 2016 Database, IMF 
Note: Data available for India, China, Russia and Brazil is for year ended December and for South Africa, it pertains to the year 

ended January for the respective years. 
 

Compliance of Know Your Customer and Anti Money Laundering Norms 
Spreading of financial literacy is a huge challenge for the banks and they cannot be absolved of their 

responsibilities in this regard. The deficiency in KYC compliance is a cause of concern for the banks. According 
to the definition, Money mulling1 is another common occurrence which highlights deficiencies in risk 
categorization of customers and monitoring of transactions. Banks have to take necessary and stringent 
measures along with the provision of appropriate penalties for the non-compliance of these norms.  
Balance Sheet Management 

If we have to solve any problem then we must also acknowledge its existence first. In order to add 
strength to the balance sheets, higher provisions need to be maintained. This not only leads to better 
control over tax and the dividend pay-outs, but also adds to the credibility of the financial statements of 
the banks. This in turn helps the banks in the long run because if the investors have positive opinion 
about the management then they would drive up the valuation of the stocks. The board or the top 
management should be proactive about what shape they would like the balance sheet to take in future.  
Risk Management System:  

Banks need to manage risk and return effectively. This balancing should focus upon the Risk-Return 
trade-off which means either ‘maximizing return for a given risk’ or ‘minimizing risk for a given return’. Banks 
need to have differentiated risk based pricing of products and services since every capital has some cost to be 
borne. The utmost responsibility of the Board and the Top Management is to acquire the reliable data. 
High Transaction Costs 

This area also needs to be addressed sharply and control should be exercised over mounting non-
performing assets.  
Information Technology (IT) Revolution 

Information Technology is both a boon and a bane for the developing economies. Therefore, 
emphasis should be on acquiring the right technology then deploying it optimally, and further 
leveraging it to the maximum extent. The efficiency standards should also be maintained. On the other 
hand, remaining cost-effective and delivering sustainable returns to the shareholders should also be the 
top prerogative of the banks. In order to achieve this, banks must also be proactive to adopt technology 
and then acquire significant competitive edge over others.  
Timely Technological up Gradation 

In the current context, in order to face competition it is necessary for the banks to first adopt the 
technology and then upgrade continually.  

                                                 
1  A money mule or sometimes referred to as a "smurfer" is a person who transfers money acquired 

illegally (e.g., stolen) in person, through a courier service, or electronically, on behalf of others. The mule is 

paid for their services, typically a small part of the money transferred. 
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Privacy and Safety 
The top most priority of the banks must be the privacy of customer’s information and safety of their 

savings. This in turn helps in influencing customers’ behavior in the choice of payment methods. There are 
areas which pose perils of security in e-banking are credit risk, liquidity, market, interest rate and legal risk. 
Global Banking, Employee Retention and Financial Inclusion 

Now-a-days, banks have gone global so it must be the prerogative of the banks to retain its loyal 
employees. 
HR Management 

This is an area where most of our banks, especially the PSBs, are found lacking. In their eagerness 
to expand their core business they tend to forget the relevance of human expertise which drives their 
business in a sustainable manner. In order to have the requisite manpower with right amount of 
knowledge and expertise the banks have to pay attention and proper hiring policies have to be adopted.  
Standardization and Capacity Build-up  

Capacity build up is defined as the "process of developing and strengthening the skills, instincts, 
abilities, processes and resources of the organizations to survive, adapt, and thrive in the fast-changing 
world." Standardization and uniformity in transaction handling enables uniform customer experiences.  
Growth of Banking 

The technological progress is the prime reason for the sustained growth of the Indian banking 
industry. The competition has been increased with the advent of foreign banks that have also acted as 
technological innovators. 

 
Social and Ethical Aspects 

There are banks which proactively undertake the responsibility to bear the social and ethical 
aspects of banking. This is a challenge for commercial banks to consider these aspects in their working. 
Banks not only have the objective of profit maximization, but also have to support the organizations with 
social concerns and perform their social responsibilities.  
Rural Market 

Though Indian Banking is quite mature in terms of terms of quality of assets and capital 
adequacy, product range, supply and reach, tapping the potential of rural India still remains a challenge 
especially for the private and foreign banks. In, Indian banks are considered to have clean, strong and 
resilient balance sheets as compared to other banks in comparable economies. 
Enhancing Corporate Governance 

Banks have fiduciary duty towards their depositors as well as the shareholders. They also target 
at maximizing shareholder value. Therefore, good Corporate Governance of banks is not only desirable 
but mandatory. Furthermore, banks are important participants in the system of payment and settlement 
and thus corporate governance is highly relevant for them.  
Knowledge Society  

These are those societies that are well educated, and who therefore rely on the knowledge of their 
citizens to drive the innovation, entrepreneurship and dynamism of that society's economy. Knowledge 
and accumulation of novel ideas are required to keep the organizations ahead. Apart bridging the gap 
between rich and poor, the deprived and underprivileged class of the country should be focused in order 
to better their economic condition. In India, for example, RBI has initiated several measures to achieve 
greater financial inclusion.  
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Emerging Challenges  
With the change in times there are some challenges that have emerged and should also be 

addressed adequately. These are highlighted as under: 

• There is deceleration in the economic growth which in turn impacts the expansion of banking sector.  

• Asset quality has to be maintained, non-performing assets have to be controlled and advances 
have to be restructured.  

• Capital Augmentation and maintaining prudential capital is to be focused. 

• Profitability has to be maintained.  

• Financial inclusion & Direct Benefits Transfer in the respective accounts is the key. 

• Implementation of Basel III effectively and efficiently. 
Opportunities 

These are those favorable conditions which once tapped may become the biggest strength. 
Therefore, banking sector has the following opportunities like entering into new businesses, developing 
innovative styles of working, improvement in the efficiency levels, delivering higher levels of customer 
satisfaction through service etc. Banking industry’s opportunities includes:   

• Growth in economy   

• Deregulation in banking   

• Enhancement in banks   

• Low government-set credit rates and  

• Larger customer checking account balances.  
Conclusion  

Banks are many but success will be crowned to those who will identify the scope in the 
opportunities and take unmistakable steps to leverage upon these opportunities. The latest example of 
this could be Prime Minister Jan Dhan Yojna Scheme which was a challenge turned into opportunities. 
Besides this, banks as the key players in the country’s financial system who carry the responsibility of 
supporting economic growth. 
Suggestions 

On going through the text in detail the suggestions could be that the existence of the banks should 
be diverse so that the market share could be enhanced. Therefore, more and more of Indian nationalized 
and private sector banks must spread their wings towards global markets. There should also be rules to 
improve asset quality, liquidity, recovery and the balance sheets of banks. Encouragement has to be given 
to mergers, consolidations and entry of new players to bring competition, innovation and productivity in 
the industry. Benefits of economies of scale should be reaped. Bank licensing procedures should be 
simplified and focus should be on asset–liability management. Increased usage of technology in banking is 
the key here. Greater focus on financial inclusion will also be fruitful. In a nutshell, there should be steps 
which foster the transparency in removing the structural bottlenecks so that the Indian banking industry 
stands in competition with the bests in the world.  
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