
          International Journal of Scientific Research in Engineering and Management (IJSREM) 

                      Volume: 08 Issue: 05 | May - 2024                         SJIF Rating: 8.448                                    ISSN: 2582-3930                                                                                                                                               

 

© 2024, IJSREM      | www.ijsrem.com                                 DOI: 10.55041/IJSREM34274                                      |        Page 1 

Review Paper- “A STUDY ON INTROUDUCTION TO THE BANKING 

SECTOR IN INDIA” 

 

Mr. Vaibhav Dongare1, Mrs. Megha Bhoagwar2 

1PG Student, ARMIET, Mumbai University, 

Dongarevaibhav8@gmail.com 
2 HOD, MMS Department, ARMIET meghabhoagwar@gmail.com 

 

  

Abstract –  

The banking sector in India plays a pivotal role in the 

country's economy, acting as a backbone for financial 

intermediation and economic growth. Over the past 

decade, the sector has witnessed significant 

transformation driven by regulatory reforms, 

technological advancements, and changing consumer 

preferences. 

The banking sector in India is a critical component of 

the country's economy, serving as a catalyst for 

financial inclusion, economic growth, and 

development. This abstract provides a concise 

overview of the key aspects shaping the Indian 

banking landscape. It highlights the regulatory 

reforms undertaken by the Reserve Bank of India 

(RBI) to strengthen the sector's stability and 

resilience, including the implementation of Basel III 

norms and the introduction of frameworks like Asset 

Quality Review (AQR) and prompt corrective action 

(PCA). The abstract also emphasizes the 

transformative impact of digital technologies on the 

banking sector, driving innovation, enhancing 

customer experience, and expanding access to 

financial services. Furthermore, it discusses the 

challenges faced by Indian banks, such as non-

performing assets (NPAs) and stressed assets, and the 

initiatives undertaken to address these issues, 

including the insolvency and bankruptcy code (IBC). 

Despite challenges, the abstract underscores the 

significant growth opportunities in the Indian banking 

sector, fueled by demographic trends, urbanization, 

and increasing financial literacy. Overall, the abstract 

suggests that while the Indian banking sector faces 

both opportunities and challenges, it remains a 

dynamic and integral part of the country's economic 

landscape, poised for continued evolution and growth. 

Keywords – Banking Regulation, Reserve Bank of 

India (RBI), Financial Inclusion, Digital Banking, 

Insolvency and Bankruptcy Code (IBC).  

 

I. INTRODUCTION-   

MEANING: Banks are the most significant players in 

the Indian financial market. They are the biggest 

purveyors of credit, and they also attract most of the 

savings from the population. Dominated by public 

sector, the banking industry has so far acted as an 

efficient partner in the growth and the development of 

the country. Driven by the socialist ideologies and the 

welfare state concept, public sector banks have long 

been the supporters of agriculture and other priority 

sectors. They act as crucial channels of the 

government in its efforts to ensure equitable economic 

development. 

INTROUDCTION: The Indian banking has come 

from a long way from being a sleepy business 

institution to a highly proactive and dynamic entity.  

This transformation has been largely brought about by 

the large dose of liberalization and economic reforms 

that allowed banks to explore new business 

opportunities rather than generating revenues from 

conventional streams (i.e. borrowing and lending).  

The banking in India is highly fragmented with 30 

banking units contributing to almost 50% of deposits 
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and 60% of advances.  Indian nationalized banks 

(banks owned by the government) continue to be the 

major lenders in the economy due to their sheer size 

and penetrative networks which assures them high 

deposit mobilization.  The Indian banking can be 

broadly categorized into nationalized, private banks 

and specialized banking institutions.  

MEANING OF BANK: 

People earn money to meet their day-to-day expenses 

on food, clothing, education of children, housing, etc. 

They also need money to meet future expenses on 

marriage, higher education of children, house building 

and other social functions. These are heavy expenses, 

which can be met if some money is saved out of the 

present income. Saving of money is also necessary for 

old age and ill health when it may not be possible for 

people to work and earn their living. 

The Reserve Bank of India acts as a centralized body 

monitoring any discrepancies and shortcoming in the 

system.  It is the foremost monitoring body in the 

Indian financial sector.  The nationalized banks (i.e. 

government-owned banks) continue to dominate the 

Indian banking arena.  Industry estimates indicate that 

out of 274 commercial banks operating in India, 223 

banks are in the public sector and 51 are in the private 

sector.  The private sector bank grid also includes 24 

foreign banks that have started their operations here.   

DEFINITION OF BANK: 

A financial institution that is licensed to deal with 

money and its substitutes by accepting time and 

demand deposits, making loans, and investing in 

securities. The bank generates profits from the 

difference in the interest rates charged and paid.   

Bank is a lawful organization, which accepts deposits 

that can be withdrawn on demand. It also lends money 

to individuals and business houses that need it. 

ROLE OF BANKING 

Banks provide funds for business as well as personal 

needs of individuals. They play a significant role in 

the economy of a nation. Let us know about the role 

of banking.  

• It encourages savings habit amongst people 

and thereby makes funds available for productive use.  

• It acts as an intermediary between people 

having surplus money and those requiring money for 

various business activities.  

• It facilitates business transactions through 

receipts and payments by cheques instead of currency.  

• It provides loans and advances to 

businessmen for short term and long-term purposes.  

• It also facilitates import export transactions.  

• It helps in national development by providing 

credit to farmers, small-scale industries and self-

employed people as well as to large business houses 

which lead to balanced economic development in the 

country.  

• It helps in raising the standard of living of 

people in general by providing loans for purchase of 

consumer durable goods, houses, automobiles, etc.  

HISTORY OF BANKING SECTOR IN INDIA 

Banking in India originated in the last decades of the 

18th century. The first banks were The General Bank 

of India which started in 1786, and the Bank of 

Hindustan, both of which are now defunct. The oldest 

bank in existence in India is the State Bank of India, 

which originated in the Bank of Calcutta in June 1806, 

which almost immediately became the Bank of 

Bengal. This was one of the three presidency banks, 

the other two being the Bank of Bombay and the Bank 

of Madras, all three of which were established under 

charters from the British East India Company. For 

many years the Presidency banks acted as quasi-

central banks, as did their successors. The three banks 

merged in 1921 to form the Imperial Bank of India, 

which, upon India's independence, became the State 

Bank of India.  

Indian merchants in Calcutta established the Union 

Bank in 1839, but it failed in 1848 as a consequence 

of the economic crisis of 1848-49. The Allahabad 

Bank, established in 1865 and still functioning today, 

is the oldest Joint Stock bank in India. (Joint Stock 

Bank: A company that issues stock and requires 
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shareholders to be held liable for the company's debt) 

It was not the first though. That honor belongs to the 

Bank of Upper India, which was established in 1863, 

and which survived until 1913, when it failed, with 

some of its assets and liabilities being transferred to 

the Alliance Bank of Shimla.  

NATIONALIZATION OF BANK: 

The RBI was nationalized on January 1, 1949 in terms 

of the Reserve Bank of India (Transfer to Public 

Ownership) Act, 1948 (RBI, 2005b).  

By the 1960s, the Indian banking industry had become 

an important tool to facilitate the development of the 

Indian economy. At the same time, it had emerged as 

a large employer, and a debate had ensued about the 

possibility to nationalize the banking industry. Indira 

Gandhi, the-then Prime Minister of India expressed 

the intention of the GOI in the annual conference of 

the All India Congress Meeting in a paper entitled 

"Stray thoughts on Bank Nationalization." The paper 

was received with positive enthusiasm. Thereafter, her 

move was swift and sudden, and the GOI issued an 

ordinance and nationalized the 14 largest commercial 

banks with effect from the midnight of July 19, 1969. 

Jayaprakash Narayan, a national leader of India, 

described the step as a "masterstroke of political 

sagacity." Within two weeks of the issue of the 

ordinance, the Parliament passed the Banking 

Companies (Acquisition and Transfer of Undertaking) 

Bill, and it received the presidential approval on 9 

August 1969. A second dose of nationalization of 6 

more commercial banks followed in 1980. The stated 

reason for the nationalization was to give the 

government more control of credit delivery. With the 

second dose of nationalization, the GOI controlled 

around 91% of the banking business of India. Later on, 

in the year 1993, the government merged New Bank 

of India with Punjab National Bank. It was the only 

merger between nationalized banks and resulted in the 

reduction of the number of nationalized banks from 20 

to 19. After this, until the 1990s, the nationalized 

banks grew at a pace of around 4%, closer to the 

average growth rate of the Indian economy.   

 

• Central Bank of India  

• Bank of Maharashtra  

• Dena Bank  

• Punjab National Bank  

• Syndicate Bank  

• Canara Bank  

• Indian Bank  

• United Bank of India  

• UCO Bank  

• Bank of India 

 

II. OBJECTIVE 

Objectives of Banking Sector in India 

The objectives of the banking sector in India 

encompass various aspects, reflecting its role as a 

facilitator of economic growth and development. Here 

are some key objectives: 

Financial Inclusion: Ensuring access to banking 

services for all segments of society, including rural 

and underserved areas, through initiatives such as Jan 

Dhan Yojana and Aadhaar-enabled payment systems. 

Stability and Security: Maintaining the stability and 

security of the financial system by implementing 

robust regulatory frameworks, risk management 

practices, and cybersecurity measures. 

Efficient Intermediation: Facilitating efficient 

intermediation between savers and investors by 

mobilizing savings and channeling them into 

productive investments. 

Credit Allocation: Allocating credit efficiently to 

productive sectors of the economy, including 

agriculture, small and medium-sized enterprises 

(SMEs), and infrastructure projects, to foster 

economic growth and employment generation. 

Customer Service and Satisfaction: Providing high-

quality customer service and enhancing customer 
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satisfaction through innovative products, digital 

banking channels, and personalized services. 

Financial Literacy: Promoting financial literacy and 

awareness among customers to enable informed 

financial decision-making and safeguard against 

financial fraud and mis-selling. 

Compliance and Governance: Upholding high 

standards of compliance, transparency, and corporate 

governance to build trust among stakeholders and 

maintain the integrity of the banking system. 

Innovation and Technology Adoption: Embracing 

innovation and leveraging technology to enhance 

operational efficiency, reduce costs, and improve 

service delivery. 

NATURE OF BANKING IN INDIA: 

A banking company in India has been defined in the 

banking companies act, 1949.as one “which transacts 

the business of banking which means the accepting, for 

the purpose of lending or investment of deposits of 

money from the public, repayable on demand or 

otherwise and withdraw able by cheque, draft, order or 

otherwise.”   

Most of the activities a Bank performs are derived 

from the above definition. In addition, Banks are 

allowed to perform certain activities which are 

ancillary to this business of accepting deposits and 

lending. A bank's relationship with the public, 

therefore, revolves around accepting deposits and 

lending money. Another activity which is assuming 

increasing importance is transfer of money - both 

domestic and foreign - from one place to another. This 

activity is generally known as "remittance business" in 

banking parlance. The so-called forex (foreign 

exchange) business is largely a part of remittance 

albeit it involves buying and selling of foreign 

currencies.    

 

 

 

FUNCITIONS OF BANKING 

Functioning of a Bank is among the more complicated 

of corporate operations. Since Banking involves 

dealing directly with money, governments in most 

countries regulate this sector rather stringently. In 

India, the regulation traditionally has been very strict 

and in the opinion of certain quarters, responsible for 

the present condition of banks, where NPAs are of a 

very high order. The process of financial reforms, 

which started in 1991, has cleared the cobwebs 

somewhat but a lot remains to be done. The 

multiplicity of policy and regulations that a Bank has 

to work with makes its operations even more 

complicated, sometimes bordering on illogical. This 

section, which is also intended for banking 

professional, attempts to give an overview of the 

functions in as simple manner as possible. Banking 

Regulation Act of India, 1949 defines Banking as 

"accepting, for the purpose of lending or investment of 

deposits of money from the public, repayable on 

demand or otherwise and withdraw able by cheques, 

draft, and order or otherwise." 

III. SWOT ANALYSIS –  

Strengths:   

Robust Regulatory Framework: The banking sector in 

India operates under a strong regulatory framework set 

by the Reserve Bank of India (RBI), ensuring stability, 

transparency, and accountability. 

Large and Diverse Customer Base: With a population 

of over 1.3 billion people, India offers a large and 

diverse customer base for banks to serve, including 

urban, rural, and semi-urban populations.  

Weaknesses: 

Asset Quality Concerns: Non-performing assets 

(NPAs) and stressed assets continue to pose challenges 

for Indian banks, impacting profitability, capital 

adequacy, and investor confidence. 

Financial Inclusion Gap: Despite efforts to promote 

financial inclusion, a significant portion of the 

population remains unbanked or underbanked, 
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especially in rural and remote areas, limiting the reach 

of banking services. 

Opportunities: 

Digital Transformation: The ongoing digital revolution 

presents opportunities for banks to enhance customer 

experience, improve operational efficiency, and tap 

into new revenue streams through digital banking, 

fintech partnerships, and innovative product offerings. 

Rural and MSME Financing: There is significant 

untapped potential in financing rural development 

projects, micro, small, and medium-sized enterprises 

(MSMEs), and infrastructure projects, providing 

avenues for credit expansion and revenue growth. 

Threats: 

Economic Uncertainty: Economic volatility, both 

domestically and globally, poses risks to the banking 

sector, including fluctuations in interest rates, currency 

volatility, and market disruptions. 

Regulatory Changes: Changes in regulatory policies, 

capital requirements, and compliance standards can 

impact banks' profitability, operational flexibility, and 

cost structures.  

 

IV. RECENT BANKING DEVELOPMENTS-  

The Indian banking sector has witnessed wide ranging 

changes under the influence of the financial sector 

reforms initiated during the early 1990s. The approach 

to such reforms in India has been one of gradual and 

non-disruptive progress through a consultative 

process. The emphasis has been on deregulation and 

opening up the banking sector to market forces. The 

Reserve Bank has been consistently working towards 

the establishment of an enabling regulatory framework 

with prompt and effective supervision as well as the 

development of technological and institutional 

infrastructure.  

Persistent efforts have been made towards adoption of 

international benchmarks as appropriate to Indian 

conditions. While certain changes in the legal 

infrastructure are yet to be affected, the developments 

so far have brought the Indian financial system closer 

to global standards.   

V. CONCLUSION –  

We are very close to the vision of a sound and well-

functioning banking system. It is fair to say that despite 

a turbulent year and many challenges, we have made 

some progress towards this goal. There has been 

progressive intensification of financial sector reforms, 

and the financial sector as a whole is more sensitized 

than before to the need for internal strength and 

effective management as well as to the overall 

concerns for financial stability. At the same time, in 

view of greater disclosure and tougher prudential 

norms, the weaknesses in our financial system are 

more apparent than before. There is greater awareness 

now of the need to prepare the banking system for the 

technical and capital requirements of the emerging 

prudential regime and a greater focus on core strengths 

and niche strategies. We have also made some progress 

in assessing our financial system against international 

best practices and in benchmarking the future 

directions of progress. Several contemplated changes 

in the surrounding legal and institutional environment 

have been proposed for legislation.  

The NPA levels remain too large by international 

standards and concerns relating to management and 

supervision within the ambit of corporate governance 

are being tested during the period of downturn of 

economic activity. The structure of the financial 

system is changing and supervisory and regulatory 

regimes are experiencing the strains of 

accommodating these changes. Certain weak links in 

the decentralized banking and nonbank financial 

sectors have also come to notice. In a fundamental 

sense, regulators and supervisors are under the greatest 
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pressures of change and bear the larger responsibility 

for the future. For both the regulators and the 

regulated, eternal vigilance is the price of growth with 

financial stability.   

We should strive to move towards realizing our vision 

of an efficient and sound banking system of 

international standards with redoubled strength. Our 

greatest asset in this endeavor is the fund of technical 

and scientific human capital formation available in the 

country. The themes which are being covered in this 

Conference under structural, operational and 

governance issues should help in defining the road 

map for the future.      
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