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Economic liberalization in early 1990s and the subsequent opening up of the banking sector re
sulted in increased competition and transformation of the sector. Since then, the Indian bankin
g sector has seen unprecedented growth along with a remarkable improvement in its quality of
 assets and efficiency. This is summarized in the graphs alongside.1 
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However, it would be naïve to limit the growth story of Indian banks to these numbers which ar
e just an effect of the transformational change brought about in the way banks operate. From p
roviding plain vanilla banking services before 1990, banks have gradually transformed themsel
ves into universal banks. A number of technology-based initiatives have helped banks to provi
de better quality services more efficiently. Alternate channels such as ATMs, kiosks, internet b
anking, mobile banking and social banking have made ‘anytime anywhere banking’ a norm no
w. Banks have also undertaken various measures, such as the deployment of core banking sy
stem, human resource management systems and enterprise risk management system besides 
carrying out business process re-engineering to improve their performance and productivity. 
Many of the banks have put in place a structured employee performance and development sys
tem. 

Banks have also become more integrated with the economic system and touch the lives of ma
ny more people in more ways than one. There has been a considerable increase in the non-cas
h and non-paper based mode of payments. As of FY12, non-cash payments constituted 91 per
cent in terms of value (from 88 percent in FY10) and 48 percent in terms of volume (from 35 per
cent in FY10). Moreover, the share of payments through cheque in total non-cash transactions 
has come down from 83 percent to 52 percent in volume terms and from 85 percent to 9 perce
nt in value terms during FY06 and FY12, according to a financial daily. 

All these changes have also resulted in Indian banks improving their global standing. There w
ere 20 Indian banks in 2010 in the UK-based Brand Finance’s annual international ranking of to
p 500 banks by brand value. This is as compared with only six in 2007, according to a financial
 daily. 

The growth in banking sector was not restricted to the metropolitan or urban areas. Financial I
nclusion (FI) has been at the forefront of regulators and policy makers in India where approxim
ately half of the population does not have access to banking services. The regulator Reserve B
ank of India (RBI) has encouraged a number of entities/intermediaries — non-banking finance 

                                                            
1 http://stockshastra.moneyworks4me.com/learn/indian-banking-industry-future-prospects-and-sector-
overview/ 
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companies (NBFCs), co-operative banks, regional rural banks, self help groups, business corr
espondents (BCs) and micro finance companies — to serve unbanked areas. 

Several regulatory initiatives, such as mandatory opening of 25 percent of new bank branches 
in unbanked rural centres, liberalizing branch opening in tier III-VI cities and simplified know y
our customer (KYC) documentation requirements for small accounts have helped banks in incr
easing their reach. There have been many success stories of FI wherein banks have acted bey
ond their role of finance providers and have helped communities develop an ecosystem to mai
ntain their earnings and hence, achieve a meaningful and sustainable FI. For example, Aryavar
t Gramin Bank, a regional rural bank sponsored by Bank of India, tied up with Tata BP Solar to 
finance ‘Solar Home Lighting System’ for the village homes in Uttar Pradesh. The bank extend
ed finance of around INR10,000 with INR3,000 as margin money to be contributed by the benefi
ciary. The equated monthly instalment towards the repayment of the loan amount was less tha
n the amount that the villagers had to spend for their kerosene requirements per month. The ar
rangement not only provided a business for the bank but also provided employment to locals (
for the maintenance of solar heaters) and an improved standard of living for villagers making t
hem bankable. The bank’s initiative resulted in 20,000 houses getting solar power. It also mean
t an annual saving of about 192 tanker loads of kerosene.2  

The banking landscape in India has also attracted various foreign banks which have increased
 from 28 in FY08 to 40 as FY12.3 Foreign banks constitute approximately 7.0 percent of the tota
l banking sector’s assets as of FY12. Indian banks have also been aggressive in expanding the
ir global footprints. Collectively, 22 Indian banks operated 244 offices outside India as of Septe
mber 2011 as compared to 18 banks with 112 offices as of September 2006. Some of the bigger
 Indian banks have also acquired banks in other countries including Indonesia, Mauritius and 
South Africa. 

 

Indian banking sector: setting the stage for future 

The growth in the past two decades has given recognition to the Indian banking sector. It was 
probably one of the few large banking systems which remained unscathed from the 2008 globa
l financial crisis. However, there is a lot more to be done from all the stakeholders to make it a 
truly world-class sector. Some of the key developments which could shape the future direction
 of the sector are discussed in the following sections. 

 

Opportunities ahead: 

Regulatory 
 

Basel III 

India figures among the very few countries which have issued final guidelines on Basel III impl
ementation till date. Further, the Indian Basel III guidelines not only encompass various measu
res to address firm-specific as well as broader systemic risks but also are more stringent with 
aggressive timelines. Some of the key measures include enhancing the quality and quantity of 
capital, managing liquidity risk, valuation practices dealing with pro-cyclicality issues, resoluti
on mechanism, compensation practices, stress testing, disclosures to enhance transparency a
nd reducing systemic risk in derivative markets.  

                                                            
2 Naresh K Joshi, “Use of Alternative Energy Sources: The Experience of Aryavart Gramin Bank,” CAB calling, 
December 2008  
3 Profile of banks FY12, RBI 
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Although RBI has given five years for a gradual achievement of Basel III norms, it seems a tall 
order for many of the banks given their progress even on advanced approaches of Basel II till 
now. The challenges of implementing Basel III in India are further accentuated by the fact that t
he law mandates the Central Government to hold a majority share in public sector banks (PSB
s) which control more than 70 percent of the banking business in India. Further, the high fiscal
 deficit is likely to limit the government’s ability to infuse capital in PSBs to meet Basel III guid
elines which would require approximately INR4,050-4,250 billion over the next 5-6 years. While 
the chances of government reducing its stake below 51 percent in these banks remain bleak, t
he sector is likely to witness some consolidation wherein some of the smaller PSBs will be abs
orbed by larger PSBs. The process of SBI taking over its remaining associates could also be h
astened. PSBs will also be more focused on capital conservation strategies. 

New banking licenses 

Although there has been little progress on the draft norms for issuing new banking licenses in 
the private sector pending a few legislative changes, the entry of new banks could have a signi
ficant impact on the Indian banking system. Given a huge unbanked population, there is surely
 a scope for more banks to operate. Further, FI is expected to be at the top of the regulator’s a
genda while giving new banking licenses. New banks could make a considerable contribution t
o FI similar to what the entry of private sector did to then existing players in early 1990s. 

Subsidiarization and revised norms on priority sector lending 

RBI has been very categorical in allowing foreign banks a larger role in the Indian banking syst
em since February 2005 when it first issued the road map for presence of foreign banks in Indi
a. Although the process got delayed due to the global financial crisis in 2008, the regulator see
ms to be firm on it. RBI, in its discussion paper issued in January 2011, expressed its intent of 
foreign banks operating as wholly-owned subsidiary (WoS) and gradually be treated at par wit
h their domestic peers. While it provides the regulator with better control over these banks, the
se banks in turn will also be better placed to benefit from the large banking potential in India. 
Moreover, in May 2012, the Central Government also facilitated the process by proposing to ex
empt foreign banks from the 30 percent tax on capital gains and stamp duty while converting b
ranches into a new entity. 

In what could be termed a step to move in this direction, RBI mandated foreign banks with 20 a
nd more branches to achieve priority sector targets and sub-targets at par with their domestic 
counterparts. According to the revised guidelines on priority sector lending (PSL) issued in Ju
ly 2012, such foreign banks need to achieve this within a maximum period of five years startin
g from 1 April 2013. The export credit, which earlier used to be the part of foreign banks’ PSL p
ortfolio, has also been excluded from their PSL targets with the exception of the export credit 
given to agriculture and small industries. 

While these changes augur well for the foreign banks and the entire banking sector, they also 
present a number of challenges. Adopting the WoS route would mean that foreign banks will n
ot only have to subject themselves to more supervision but may also have to divest at least 26 
percent stake to domestic investors to comply with the foreign investment norms in a bank in I
ndia. On the other hand, achieving higher PSL targets could affect foreign banks’ profitability i
n short-term. However, given many of the foreign banks’ long-standing presence in India, it als
o presents an opportunity for them to draw upon their global experience to develop innovative 
solutions and delivery models to deliver credit in a cost effective manner to agricultural and ru
ral areas. It would be yet another opportunity for these banks to prove their significance, inspir
e their domestic peers and contribute towards a cause which is close to the heart of regulators
 and policymakers. 

Developing corporate bond markets 



4  

 

Developing corporate bond markets is an important link in a well developed financial market. A
lthough the government has taken some steps to develop it, a lot more needs to be done. Whil
e creditworthy borrowers may benefit from lower borrowing costs in the corporate bond marke
ts, which are lower than the average banking base rate, banks are also likely to lend more to s
mall and medium enterprises which have limited sources of funding. 

 

 

Social 

India is poised to become the youngest country in the world. By 2050, India would have 62 per
cent of working population or 1.94 billion people in the age group of 15-64 years.  They will be t
he wealth creators and deciders of investments in financial instruments.4 

Unique Identification (UID) project 

Among the many initiatives taken by the government and regulator to promote FI till date, UID 
project is likely to have a significant impact. Given that about half the population of approxima
tely 1.2 billion is out of the organized banking, it can prove to be transformational and make a 
big difference to FI. While it would provide banks with a single document to meet their ‘know y
our customer’ (KYC) norms which has been one of the major hurdles for banks being unable t
o expand their footprints, it is also expected to reduce the banks’ cost (of approximately INR20
0 per customer) to verify a new customer enabling them to reduce their overall costs of bankin
g with unbanked people, says an financial daily. 

Further, it is expected to give banks an access to a large untapped customer base as the whol
e range of government payments (under subsidies, wages and benefits under various govern
ment welfare schemes) will be routed through banks. The large volume of payments is likely to
 give banks enough business to make banking with the bottom of pyramid a profitable proposi
tion. A successful collaboration among various stakeholders — government, Unique Identifica
tion Authority of India (UIDAI), banks and other intermediaries — could unleash the true potent
ial of UID. For example, the Karnataka Government and banks in the state are making efforts to
 utilise the ‘Aadhaar' data to speed up the process of implementing FI. The State Government a
nd banks have joined hands to roll out Aadhaar-enabled banking products to reach out to the 
various sections of the society as well. UIDAI is also developing a FI portal to actively interact 
with banks for an effective roll out. With UIDAI aiming for 600 million enrolments by early-2014,
 it is expected to be a game changer. 

Technology 

Social media 

Social media is a group of Internet-based applications that allow the creation and exchange of 
user-generated content. It constitutes collaborative projects, blogs, micro-blogs, content com
munities, virtual worlds and social networks. Banks have been remarkable in adapting to new 
service delivery channels such as ATMs, Internet banking and mobile banking with social medi
a being the latest addition. It adds another dimension for banks to manage their relationship wi
th customers. It already had an audience of over 45 million users in India in 2011, which is exp
ected to grow to over 88 million by the next year with over 75 percent of the audience under th
e age of 35.5 Although the banks in India have been a little late in using the social media, they 
have been making fast progress on this front. Some of the banks have already moved beyond 
using the social media for non-transactional services to provide transactions in a secured envi
ronment. Although gauging the return on investment in social media can be challenging, the ri

                                                            
4 UN Population Division, United Nations 
5 “Social media in financial services,” KPMG in India paper 
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sks can be mitigated by implementing a carefully drafted plan identifying performance paramet
ers and monitoring the same. 

Peaking into the future 

These developments along with many other policy initiatives, such as new banking licenses an
d adopting IFRS, are expected to bring in a transformational change in the banking landscape i
n India. The pace of change could be much quicker and dramatic than what is anticipated by m
any. 

With increasing volume and complexity of the banking business, it would be imperative for the
 regulator to move gradually towards more offsite monitoring than the onsite one. Technology 
would play a much larger role in the overall supervision of the banking system. In fact, there ar
e likely to be transformational change in the entire regulatory system for financial services sec
tor where the changes have been more additive (having new legislation and new regulators for
 various sub-sectors in the financial services sector as and when required). Given the significa
nt overlap between various sub-sectors (and hence legislations and regulators), the Financial 
Sector Legislative Reforms Commission, headed by former Justice BN Srikrishna, has suggest
ed a large scale consolidation among various regulators in its approach paper. It is expected t
o lead to reduced intermediation cost, benefit from the economies of scale and consistent trea
tment across sub-sectors. The Commission is also expected to re-write more than 60 legislatio
ns pertaining to the sector. 

Service delivery is another area which is expected to change significantly in coming years. Wh
ile there is already a gradual shift from branches to a variety of alternate channels, the near fut
ure is expected to witness many more innovative channels with increased emphasis on existin
g alternate channels to serve entire range of customers. There is likely to be more acceptabilit
y of banking using mobile devices and social networking sites. A conducive regulatory and pol
icy framework is expected to provide banks with a considerable scope for ‘out of the box’ thin
king to reach out to potential customers in non-conventional ways.  

A case in point would be the entry of large retail companies if the foreign direct investment in r
etail is implemented. Retail companies, such as Walmart and Tesco, which have significant ex
perience in selling financial services through their retail stores worldwide, are expected to chal
lenge existing players on their home turf with their non-conventional business models in sellin
g financial services. 

With banks using multiple channels to serve their customers, there would be a greater need to 
synchronize all those multiple channels on real time basis. Further, there is a requirement of g
reater co-ordinated effort among banks to serve untapped markets, in order to build a scale by
 sharing infrastructure. 

How will these changes shape the banks in future? 

Banking sector has opportunities to grow in the future and which bank will emerge as a winner
 will be shaped by demographic and technology enablers. As a famous quote goes, “The futur
e belongs to those who prepare for it today.” The changes to the banking landscape discussed
 above would require the future banks to adapt to the changing market dynamics. 

Banks of future would have to be nimble and lean organizations with technology integrated to 
support a sustainable and scalable business. The banks need to have a flexible organization st
ructure with decentralized decision making to reduce the turnaround time for various processe
s and quickly respond to the changing market dynamics in a highly competitive scenario. This 
is especially true when a number of new entities including non-banking finance companies (N
BFCs), large corporate houses and micro finance institutions (MFIs) get a banking license with
 the main mandate of financial inclusion. Many of these entities will have a significant experien
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ce in Indian markets (especially rural markets) and could deploy path-breaking business mode
ls based on their experience and understanding of the Indian populace. 

In order to serve potential customers in unbanked areas, banks should be willing to experimen
t with various business models to build a scalable and profitable business. Technology resour
ces would have to be shared to reduce cost and used to serve suitably to serve a variety of cu
stomers from high net worth individuals to poor people. 

At the same time, banks of future need to understand the technology-savvy Generation ‘Y’ cus
tomers, design products accordingly, and change the way they interact, communicate and dist
ribute products to such customers. This is where technology can play a part of an angel and h
elp banks understand consumers’ need. Although technology has been extensively used in a 
number of areas, such as operations, risk management, customer outreach, regulatory compli
ance and reporting among others, its role in reducing costs and bringing in efficiencies could 
be very important in the coming years.  

Banks will have to deploy and/or re-deploy their majority of employees in sales and marketing 
roles to cross-sell services to existing customers. There will be an increased demand for skille
d personnel from other disciplines in banking. Banks will have to use data analytics tools to ga
in insights from their existing customers’ data to increase their business and customer loyalty.
  

One of the prominent ingredients for the success of a bank will be its ability to partner with mu
ltiple agencies — technology providers, UIDAI, BC organizations, white label ATM provides — t
o increase its business profitably. 

The Indian banking landscape is expected to evolve to have regional as well national players. 
Except for only a few large banks having pan-India presence, many of the mid and small banks
 would specialize in certain functions/regions in diverse Indian markets. Rather than every ban
k trying to do all the banking functions throughout the country, banks are likely to identify thei
r core competence and build on that. 

 

Conclusion 

India is expected to remain a land of opportunity both for domestic and foreign banks alike ov
er the next few decades. It has 145 million households outside the organized banking which is 
the largest worldwide. Out of its 600,000 villages in India, only 140,000 are covered in formal ba
nking as of March 2012. With an increasing per capita income, favorable demographics and fac
ilitative policy and regulatory environment to promote more inclusive growth, the country is ex
pected to be a fertile ground for banks to prosper. 

However, there are plenty of ‘Known Unknowns and Unknown Unknowns’. A bank that avoids ‘
one-size-fits-all products’, acts as a knowledge banker, provides all financial needs at a click, i
s fundamentally strong, manages risk and adheres to global regulations, harness IOS and And
roid platforms to the fullest, design better, faster and convenient delivery channels will no dou
bt be called a successful bank which can ride on unknowns. 


