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Abstract 

The banking sector is always considered the backbone of a country’s economy. The banking 

industry one of the leading and essential components of the service sector performs very vital 

tasks in the economic growth of a nation. A sound banking system reflects the picture of a 

healthy economy. The Indian banking sector has undergone many drastic changes since the 

economic reforms in 1991. The present structure of the Indian banking sector consists of 12 

public commercial banks, 22 private commercial banks, 46 foreign commercial banks, 56 

regional rural banks, around 1,534 urban cooperative banks, and around 97,000 rural 

cooperative banks and credit institutions. The main motive of this paper is to study the overall 

timely reforms and their impact on the growth of the Indian banking sector. This study found 

that despite the economic crisis Indian banking sector maintained a steady growth. Although 

many reforms for NPA management were enacted still NPA in priority sector lending is high. 

The study concludes that at present reforms are required in the banking sector to compete with 

the recent global changes in the banking world. 
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Introduction 

Banks are the major components of a country’s financial sector. The economic performance of 

any nation lies with the soundness and effectiveness of its banking sector. In general, a bank 

means a financial institution that deals in accepting deposits from the people who want to save, 

providing loans to people in need, and performing financial services. The banking sector is 

always considered the backbone of a country’s economy. Mainly, the banking sector performs 

three basic functions in an economy mobilization of saving from the people, converting those 

saving into an investment, and facilitating the operation of a payment system i.e. providing 

loans to people in need. 

“A good bank is not only the financial heart of the community but also one with an obligation 

of helping in every possible manner to improve the economic conditions of the common 

people" (A. S Rao) 

The Indian banking sector has undergone many drastic changes since independence, but major 

reform in the banking industry comes with the economic reforms in 1991. Initially, the 

Government of India has contributed to the equity of most of the public sector banks with the 

aim to enhance their capital adequacy base and afterwards, it started offering licenses to private 

sector banks with the latest generation technology this way the Government has tried to 

improve the structure of the Indian banking sector. This step proved to be highly successful 

because most of the banks introduced modern technology to excel in the competition by 

opening branches and ATMs across India to acquire customers from their competitors. 

In the year 2017, 27 public sector commercial banks were operational in India after the merger 

of banks the number reached to 12 in the year 2021. To improve the financial and operational 

performance and to enhance the capital base of Indian banks Government has taken the step of 

the merger of poor performing banks. Earlier on 1st April, 2017 GOI merged SBI with its 

associates and then the merger of Dena Bank and Vijaya Bank with Bank of Baroda in the year 
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2019. Recently, the Government of India announced the mega-merger of 10 Public Sector 

Banks into 4 banks which got operational on 1st April 2020 includes  

 

Sl. No Acquirer Banks Merged Banks 

1. Punjab National Banks  Oriental Bank of Commerce and United 

Bank of India.  

2. Indian Bank Allahabad Bank 

3. Canara Bank Syndicate Bank 

4. Union Bank of India Andra Bank and Corporation Bank  

 

The present structure of the Indian banking sector consists of 12 public commercial banks, 22 

private commercial banks, 46 foreign commercial banks, 56 regional rural banks, around 1,534 

urban cooperative banks, and around 97,000 rural cooperative banks and credit institutions. At 

present, the total number of ATMs in India reached 213415. The total assets across the banking 

sector increased to US$ 2.48 trillion in FY21. As per the RBI report, bank credit stood at US $ 

1.47 trillion. 

 

Review of literature 

Mabunni and Sreenivas (2020) examined the impact of banking sector reform on the 

performance of Indian banks. They found that the implementation of reforms in the banking 

sector of India has improved the quality of assets, and risk management strategy, and 

maintained a better capital base. The study suggested that another phase of banking reforms 

will be helpful to further strengthen the ongoing economic reforms by identifying different 

challenges and effective remedies to overcome them. 

Rajput and Goyal (2019) conducted a study on the Indian Banking sector and its importance 

as a major contributor to the economy. They had comprehensively reviewed all feasible 
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dimensions of financial stability in the country across the public commercial banks, private 

commercial banks, and foreign banks. They found that the Indian banking sector had shown a 

positive surge in terms of strength while profitability and asset quality had declined which was 

a major concern.  Further, the study revealed that the liquidity of the Indian banking sector was 

on average and the efficiency of the banking sector was getting better. The study concluded 

that the overall efficiency of the banking sector was satisfactory but improvement is needed.  

Kalyan Bala Nalla (2017) studied the banking sector reforms and their impact on the 

performance of the Indian banking sector. The study found that a large number of people do 

not have access to banking services and this is due to the geographical division of locations. 

Moreover for those people who are availing of banking services their expectations are rising 

with the advanced level of services provided by the bank due to the rapid increase in technology 

and competition. The study concluded that the success of the banking industry can be 

understood only by understanding the challenges and opportunities lying within the banking 

sector in the country.       

Bhaumik et al (2016) investigated the success of banking sector reforms in India. The study 

analyzed the impact of change in monetary policy on the borrowing behaviour of several firms 

under study. The study suggested that private firms which are not affiliated had the weakest 

monetary policy stance during tight policy regimes. The study further found that in tight 

monetary policy regimes, smaller firms are much more affected in comparison to the larger 

firm by monetary policy. 

Rajeev and Mahesh (2010) examined the trend of NPAs in the Indian banking sector from 

various dimensions and discussed the ways to recognition of problems and how self-motivation 

had enabled it to reduce them to a great extent. The study found that public sector banks 

operating in India with the motive of social welfare, and had a successful record of reducing 

NPAs as compared to their counterpart in the private sector.    

Arora and Kaur (2006) explored the financial performance of the Indian banking sector in 

the post reforms era. The study found that the Indian banking sector had shown a positive and 

encouraging response to financial sector reforms. They further stated that the entry of new 
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private commercial banks and foreign banks into the Indian banking industry has created a very 

tough situation to tackle for public banks. 

Research Gap: By going through the previous literature it was observed that most literature 

has only highlighted the recommendation of the committee set up in 1991 for banking sector 

reforms and they completely ignore the recommendation of other committees set up for the 

same purpose. The present study is an attempt to highlight the overall reforms in the Indian 

banking sector and the recommendation of different committees. Moreover, the present study 

also highlights the post-independence progress of the Indian banking sector. 

Objectives of the study     

 To study in brief the evolution of the banking industry in India. 

 To study the recommendation of different committees set up to bring reforms in the 

banking sector. 

 To study the timely reforms in the Indian banking sector and the reason behind them. 

 

 

Methodology 

The present study is fully descriptive and based on secondary data. The data and information 

have been collected from various sources like articles, books, journals, economic survey 

reports, reports published on the RBI website, and other published research works of various 

prominent scholars in the area. Moreover, to get an overall idea of the banking sector reforming 

timely basis, the present study is divided into four phases namely; Evolutionary Phase, 

Foundation phase, Expansion and Consolidation phase and Reformatory phase. The 

timely growth and progress of Indian commercial banks have been shown with help of different 

tables and charts.  

Growth of the banking sector in India 

Evolutionary Phase (Before Independence) 
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Banking services started in India in the last decade of the 18th Century. The rise of the British 

business community in the 17th Century in India and their problem to understand the local 

language widened the road for the establishment of an organized banking industry in India. 

Bank of Hindustan was the first bank founded in Calcutta in the year 1770, followed by the 

general bank of India in the year 1786. At the beginning of the 19th Century, the first three 

presidency banks were established by the East India Company in Calcutta, Bombay and 

Madras. The first presidency bank was the Bank of Calcutta formed in the year 1806 which 

was renamed as Bank of Bengal in the year 1809. The other two presidency banks were the 

Bank of Bombay and Bank of Madras established in the years 1840 and 1843 respectively. 

Later in the year 1921, these three banks were amalgamated and a new bank was formed named 

after Imperial Bank of India. 

In the wake of the Swadesi Movement, several exclusively Indian banks were established such 

as Allahabad Bank in the year1865, Punjab National Bank in the year 1894 which had its 

headquarters at Lahore followed by Bank of India, Bank of Baroda, Canara Bank, and Central 

Bank of India and Bank of Mysore was established between 1906 and 1913. On the 

recommendation of the Hilton Young Commission, RBI came into existence in the year 1935. 

The establishment of RBI as the central bank of India was an important step toward the 

development of the banking sector in the country. During the first phase of the 20th century 

between 1913 to 1948, the growth in the banking sector was very slow and approximately 1100 

small finance banks were there which experienced failure at regular intervals and subsequently 

amalgamated. 

Foundation Phase (Reforms After Independence 1947-1968)  

At the time when India got freedom from British rule, the banking sector of the country was 

relatively small and in an extremely miserable position. People had very low confidence in the 

Indian banking sector. The banking services were only restricted to urban areas and provided 

loans mainly to the trading sector dealing with agricultural produce. The agricultural sector, 

small industries, and self-employed entrepreneurs were deprived of getting banking services 

within the country. Banking services were not available for semi-urban and rural areas which 

constituted a large part of the country. To cope with the deterioration of the banking sector and 

to restructure the operations and activities of the banking sector government of India introduced 
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the Banking companies Act 1949 which was later replaced by Banking Regulation Act 1949. 

The main purpose of this Act was to conduct and control the operational activities of 

commercial banks. Further in the year 1955, the Imperial Bank of India was converted into the 

State Bank of India and its role was redefined to further strengthen the Indian economy by 

facilitating long-term finance to agriculture and industry and extending support to Cooperative 

credits.  

During the initial stage of Independence 566 banks were there out of these 92 were scheduled 

banks and reaming 474 were non-scheduled banks. By the end of 1968, the numbers declined 

sharply and reached only 210 banks and this depicts the strong security concern of the people 

because apart from RBI and SBI other banks were owned by private players.  

Expansion & Consolidation Phase (Nationalization of banks 1969 – 1990) 

The banking sector in India was collapsing at a fast rate between 1947 and 1960 around 370 

banks failed and customers were losing their deposits as well as their faith in the Indian banks. 

On the hand, only large industries and businesses were getting priority in banking services 

while agricultural, small industries, semi-urban and rural people were ignored. To overcome 

these issues on 19th July 1969, the government of India through an ordinance decided to 

nationalize 14 commercial banks having deposits of more than 5 crores. These 14 banks are. 

 

 

 

 

List of 14 Nationalized Banks in 1969 

Sr No. Name of Banks Sr No Name of Banks 

1 Allahabad Bank 8 Indian Bank 

2 Bank of Baroda 9 Indian Overseas Bank 
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3 Bank of India 10 Punjab National Bank 

4 Bank of Maharashtra 11 Syndicate Bank  

5 Central Bank of India 12 UCO Bank 

6 Canara Bank 13 Union Bank of India 

7 Dena Bank 14 United Bank of India 

 

The nationalization of commercial banks was a revolution in the banking sector in India. The 

prime motto behind the nationalization of these banks was to make the banking services reach 

to masses, expansion of bank branches, provide banking facilities to agricultural, small 

industries, and rural areas, and bring a socialist pattern to the banking sector. 

On 15 April 1980 further 6 more commercial banks having a capital of more than 200 crores 

were nationalized to give the government more control on credit delivery and this time with 

the second round of nationalization the government of India kept control of around 91% of the 

banking business of the country. 

The following banks were nationalized in 1980 

Sr No Banks Sr No Banks 

1 Punjab and Sind Bank 4 Corporation Bank 

2 Vijaya Bank 5 Andhra Bank 

3 Oriental Bank of Commerce 6 New Bank of India  

 

Later in the year, 1993 the New Bank of India was merged with Punjab National Bank and the 

number of nationalized banks came down to 19 from 20. In this phase of reform, the birth and 

the growth of directed lending schemes by banks were observed and the spread of banking 

services to the far and wide areas of the country at a great pace was witnessed and that helped 

in the reduction of poverty by employment-generating schemes which were sought to be 
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implemented through commercial banks. Thus, this period was considered the death of private 

banking and the emergence of the social banking system over commercial banking. This phase 

also witnessed the birth of Regional Rural Bank (RRBS) in1975 and NABARD in 1982, both 

of these banks were formed with the prime intention to focus on the priority sector. The fifteen 

years following the banks’ nationalization in 1969 were dominated by the expansion of banks 

at a great pace. As many as 50,000 bank branches were set up, and around 75% of these 

branches were opened in rural and semi-urban areas. Thus, during this phase, a major 

transformation with inclusive significance occurred in the Indian banking system as it assumed 

an extensive mass base and emerged as an important instrument of socio-economic changes. 

 

Growth of Banking Sector in India (1947-1991) 

Periods 1951 1969 1987 1991 

Number of Commercial Banks 

- Schedule banks 

- Non-scheduled banks 

 

92 

474 

 

73 

16 

 

275 

4 

 

272 

4 

566 89 279 276 

Number of Branches 4151 8262 53840 60230 

Deposits of scheduled commercial 

banks (in crores) 

908 4646 107345 201199 

Credit of schedule commercial banks 

(in crore) 

547 3599 64213 121865 

(Sources: IBA 1998 banks statistics) 

 

Reformatory Phase (1991 onwards introduction of IT) 

This phase was a movement toward IT in the Indian banking sector. The introduction of 

Information Technology in the existing banking system has brought a  tremendous change in 
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the banking services in the form of ATMs, Net banking, and Tele-banking. In 1991, the 

Narasimham committee was set up which make an effort to liberalize the banking practices. 

In 1997 RBI constituted the Khan Committee which also recommended the gradual 

movement of banks towards universal banking. During this phase, another important 

committee, Varma Committee was set up in 1999 and this committee also recommended the 

greater use of IT in weak public sector banks and VRS for 25% of staff at least. The focal point 

of all these committees during this phase was the greater use of Information technology in 

banks to make them healthy and competitive. 

At present, India is swamped with public, private and foreign banks and their ATM stations. 

In terms of CRM, efforts are maintained and carried out to give a quality of services to 

customers. The entire system has become more convenient and swift. More importance is given 

to time than money. All the banks at present in India, both nationalized as well as private banks 

are providing numerous facilities to their customers which include ATM, NetBanking, 

Telebanking, Mobile banking, RTGS, NEFT, Credit cards, Debit cards, D-mat accounts, etc.  

Banks as well as the other financial institutions are now in the domain of information 

technology and computer networking in India. Today the financial sector is in a satellite-based 

Wide Area Network (WAN) that provides a reliable communication framework. 

The Government of India launched the Digital India programme in the year 2015 with a vision 

to transform India into a digitally empowered society and knowledge economy as well as to 

digitize the financial sector. Over the years the digital payment transaction has grown multifold 

from 1004 crore in 2016-17 to 5554 crore in 2020-21. Recently, the Reserve Bank of India 

(RBI) has taken various steps to enhance security as well as reduce fraud in digital transactions.   
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(Source: Ministry of Electronics & Information Technology Government of India) 

As per the recent government of report, BHIM-UPI emerged as the most preferred mode of 

digital transaction platform among the citizens with Rs 41 lakh crore as of FY 2020-21. To 

promote the digital payment transactions Government of India introduces many schemes such 

as the BHIM cashback scheme for individuals, BHIM Aadhaa Merchant Incentive, BHIM-UPI 

Merchant Onboarding scheme and Merchant Discount Rate (MDR) Reimbursement Scheme 

etc.   

 

Summary of Evolution of the Indian Banking sector 

Phase I (1770-1947) Phase II (1947-1969) Phase III (1969-1991) Phase IV(1991 

onwards) 

 Begging of 

Institutional 

banking and 

wake of 

Swadesi 

Movement 

 Banking 

Regulation 

Act 1949. 

 Controlling 

operation 

activities of 

 Nationalizatio

n of 20 SCBs 

in two phases. 

 Direct credit 

programs are 

on the rise. 

 Acceptance 

of 

recommend

ation of 

established 

committees  

1004

2071

3134

4572

5554
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 Birth of Joint-

stock Banking 

companies  

 The formation of 

Presidency 

banks set the 

foundation of 

modern banks  

 Formation of 

exclusive Indian 

banks 

 Introduction of 

deposit banking 

and bank 

branches. 

commercial 

banks  

 Enabling RBI 

to act as the 

central bank of 

the country. 

 Formation of 

State Bank of 

India out of the 

imperial bank. 

 Apart from 

RBI & SBI, all 

banks had 

private 

ownership 

 Introduction of 

social banking. 

 Priority sector 

lending was 

promoted  

 Establishment 

of RRBs 

 Establishment 

of NABARD 

 Expansions of 

bank branches 

in semi-urban 

and rural areas  

 Introduction 

of IT in 

banks  

 Major 

changes in 

prudential 

regulations  

 Deregulatio

n of interest 

rates. 

 Liberalizati

on in the 

banking 

sector, 

private 

players 

were 

introduced  

 Increasing 

the ceiling 

of FDI in 

the banking 

sector. 

 

Progress of Indian Commercial Banks (Rs in crore) 

Year No of Bank Branches No of 

ATMs 

Total Deposits Total credit Total Investments 

1999 64939 1521 761678 378394 289596 
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2001 65919 3000 962618 511434 370160 

2004 67188 12096 1575143 840785 802066 

2007 71747 27088 2696980 1981216 950769 

2010 85090 60153 4752456 3307469 1719185 

2013 106417 114014 7429500 4964200 2613300 

2016 135319 198952 10092700 6650000 3327800 

2019 146106 202196 12887262 9519554 4320270 

2021 150631 213575 15590600 10640811 5419866 

(Source: Reserve Bank of India Statistical Tables) 
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Appointment of Some Major Committees in banking sector reforms over the period: 

Poor performance of public sector banks was continuously increasing and that had become an 

area of concern. To revive the deteriorating conditions of banks government of India appointed 

various committees at regular intervals and many reforms in the banking sector have been 

brought. Some of the major committees and their recommendations are discussed below. 

Banking Commission (1972): it was established in 1969 under the chairmanship of Shri R.G 

Sariya and the commission submitted its report in February 1972. The set-up of this committee 

proved to be very significant for the development of banking in the country. The key 

recommendation of this committee was to set up a Credit Intelligence Bureau as a statutory 

body that will provide adequate and reliable credit information for banks and other financial 

institutions. The main objective behind the recommendation of this commission was for the 

banking sector to work in the fullest possible manner to achieve the desired level of economic 

development for the country.  

J.C. Luther Committee (1976): Luther committee was appointed by the Reserve bank of India 

in the year 1976 to study the profitability, productivity and efficiency, of commercial banks 

operating in the country. After analyzing the various issues relating to planning, budgeting, and 

marketing strategies of commercial banks, the committee recommended the following 
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 To improve the capital base of the banks at least 40% of disclosed profit should be 

transferred to the reserve. 

 To increase the bank's earnings by reducing the expense through cost control. 

  Review the tax laws and procedures from the bank's perspective 

  Restructuring of balance sheet format, efficient improvement in the system and 

strategies which enable effective manpower training and development. 

Tandon Committee (1975): this committee was formed in July 1974 and headed under the 

chairmanship of Mr P.L. Tandon for structuring the guidelines of commercial banks in concern 

with the supervision of bank credit and proper utilization of funds. The main recommendations 

of this committee were 

 Bank credit should  be available in different components  

 A bank should not finance 100 per cent working capital but only a portion should be 

financed  

 Banks should have a close watch on the proper utilization of bank credit 

 Certain criteria are to be used as indices to measure the financial health of a unit. 

Chore Committee (1979): Chore committee headed by Sri K.B. Chore recommended the 

following in their report  

 Continuation of existing credit i.e. cash, loan, and the bill should be retained 

 Withdrawal of bifurcation in the account.  

 The separate credit limit for peak and non-peak levels of requirement. 

 Quarterly submission of statement  

Chakravarthy Committee (1985): This committee was formed for the purpose of reviewing 

the functioning of the monitory system, headed by S. Chakravarty. The main recommendation 

of the committee was related to the amendment of deposits, and lending rates of banks to 

encourage for proper use of bank credit by introducing price competition among the 

commercial banks.  
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Rangarajan Committee (1988): This committee was constituted to review the modernisation 

of the banking industry headed under the chairmanship of Dr Rangarajan in 1988. The major 

recommendation of this committee was the computerization of settlement operations in the 

clearinghouses managed by the Reserve Bank of India, the Operationalisation of MICR 

technology, framing of uniform rules and regulation of clearinghouses, improvement in 

customer services, and introduction of online banking.  

 

Goiporia Committee (1990): This committee was formed to review the customer services in 

Indian banks under the chairmanship of M.N.Gorparia in 1990. The committee presented its 

report in December 1991 with many recommendations. The key recommendations of this 

committee were  

 The committee suggested the working hours should commence 15 minutes before the 

commencement of business hours.  

 The credit limit of outstation cheques should be raised to 5,000.  

  “May I help you” counters should be stared 

 Upgradation of technology and installation of more ATMs.  

Ghosh Committee (1991): This committee was formed to evade customers from the bank’s 

fraud and malpractices. The committee presented its report in 1991 with several 

recommendations in this regard.  

 

Narasimhan Committee: with the introduction of economic reforms in 1991 in India many 

major reforms in the Indian banking sector were also observed in this period. Indian banking 

sector which holds a hefty portion of the flow of money in the economy was in a poor state and 

serious reforms were needed to make it internationally compatible and efficient. For 

investigating all aspects relating to the structure, organization, and operation of the Indian 

banking system the government of India establish two such committees under the chairmanship 

of M. Narasimham in the years 1991 and 1998. Though the recommendation of various 

committees on banking sector reforms were proved significant in the development of the 

banking system in India, remarkable improvements in the banking sector in terms of 

performance and productivity were observed after the recommendations made by the 
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Narasimham Committees, the first phase of recommendations was made in 1991 which is also 

called first-generation reforms and the second phase of recommendations were made in 1998 

these are also called as second-generation reforms. The key recommendations of the 

Narashimham committee were as follows 

 

Phase-I recommendations (1991): 

 To reduce the liquidity ratios i.e. Statutory Liquidity Ratio(SLR) and Cash Reserve 

Ratio(CRR)  

 To deregulate the rates of interest. 

 Establishment of a Separate quasi-autonomous body to take over to supervisory 

function of the banks 

 Abolition of direct credit program 

 Assets should be properly classified and banks' and financial institutions' accounts. 

should be fully disclosed. 

 To establish the Assets Reconstruction Fund (ARF) 

 Special debt recovery tribunals should be continued. 

 Abolition of Branch Licensing 

 To permit foreign banks should open offices in India as branches or as subsidiaries. 

 

Phase-II recommendations (1998) : 

 

 Capital Adequacy 

- The minimum capital risk assets ratio should be increased to 10% from existing 8% 

- 5% weight should be maintained for market risk for government and approved 

securities 

- The foreign exchange open position limit should carry 100% risk weight. 

- Commercial risk weight should be 100% government guaranteed. 

 Non Performing Assets 

- Reduction of NPA to 5% by the year 2000, and 3% by the year 2002 and Net NPA 

to Zero per cent by the year 2002 
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- Irregularity in government-guaranteed accounts should be classified as NPA 

- Reduction of Direct credit obligations from 40% to 10% 

- 90 days overdue norms to be applied for cash-based income recognition. 

 Strengthening Banking System 

- Adoption of the stronger banking system in the context of the Current Account 

Convertibility ‘CAC’ which involves a large amount of capital inflow and outflow.  

- The merger of well-performing banks would have a ‘multiplier effect’ on the 

industry. 

- Need for strong and resilient banking and financial system. 

 Narrow Banking concept 

- Those days many public sector banks were suffering from the increase in the Non-

performing assets (NPAs). Even, NPAs of some banks were as high as 20 per cent 

of their assets, for successful rehabilitation of weak banks, the committee 

recommended the ‘Narrow Banking Concept’  

 This concept allowed weak banks to place their funds only in government securities as 

these were safe and risk-free. 

 Bank ownership  

- Banks should be given functional autonomy and government ownership of banks 

should be reviewed.   

- A review of the functioning of the bank's director should also be carried out 

 Review of banking laws  

- The committee felt the urgency to review and amend the main laws that govern the 

Indian Banking Industry such as the RBI Act, Banking Regulation Act, State Bank 

of India Act and  Bank Nationalization Act, etc. 

- Up-gradation of these acts will helps to meet the present needs of the banking sector 

in India. 

In addition to these major recommendations, the committee also recommended some reforms 
in the banking sector such as rapidly computerization, up-gradation of technology, the training 
program for staff, depoliticizing of banks, maintaining professionalism in banking and 
reviewing bank recruitment process etc. 

The following reforms were undertaken on the recommendation of the above committees 
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 Expansion of Banking: new areas of banking have been unlocked like credit card 

facility, leasing, insurance, gold banking, assets management investment banking, etc. 

 Introduction of New Instruments: to facilitate better risk management and flexibility 

new market instruments and technologies like interest rate swaps, cross-currency 

forward contracts, forward rate agreements, and liquidity adjustment facilities for 

meeting day-to-day liquidity mismatch was introduced. 

 Strengthening technology: sound technological infrastructure was reinforced to make 

payment and settlement services safer such as electronic fund transfer, centralized fund 

management, electronic payment system, etc. 

 Risk Management: Appointment of specialized expert committees to assess various 

risks associated and with regular interval personnel skills should be upgraded. 

 Expansion of FDI limit: FDI limit in the banking sector for private banks has increased 

from 49% to 74%. 

 Boost inflow in priority sectors: Microcredit institutions and Self Help Groups were 

encouraged to boost the inflow of credit in priority sectors. 

 Universal Banking: the combined services of commercial banks and investment banks 

within one unit. The government has provided guidelines for the expansion of universal 

banking. 

 NPAs Management: RBI and the central government have taken many measures to 

keep control over the rise of NPAs such as the formation of many Debt Recovery 

Tribunals(DRTs), and Corporate Debt Restructuring (CDR), and Lok Adalats. 

 Expansion of Information Technology: Bank has proposed to deliver the banking 

services via electronic channels. Services like online banking, E-banking, and 

telephone banking have been introduced. 

 Merger and Amalgamation: As the recommendation of banking sector reforms 

committees in May 2005, RBI issued guidelines for the merger and acquisition of 

private sector banks. 

 Anti-Money Laundering Guidelines: To prevent the illegal activities of money 

laundering in the country and to keep a healthy global financial relationship, in 2004 

RBI amend the guidelines on knowing your customer (KYC) principles. 
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 Introduction of Managerial Autonomy: In February 2005, public sector banks have 

been given a managerial autonomy package to make available a playing space with 

private sector banks. 

 Customer services and redressal: In recent years better customer services in the 

banking sector have been witnessed. Establishments of a banking ombudsman for 

customers, advancements in the facilities of credit cards, on time claim settlement of 

deceased depositors etc have improved the banking services. 

 Introduction of Base Rate System in the banking sector: In 2003, RBI introduced 

the system of Benchmark Prime Lending Rate (BPLR) to ensure the reflection of the 

actual cost but due to the lack of transparency, in July 2010, RBI proposed the base rate 

system of lending as the minimum rate of all loans. In October 2010, the base rates 

allowed were between 5.50% to 9%.  

Banking sector reforms and Performance of NPA 

Non Performing Assets (NPAs) in a broader sense can be defined as a loan or advances whose 

payment of interest or repayment of installment of principal or both remains unpaid for a 

specified period. In India, earlier as per Narashimham committee 1991 the specific period for 

advances to become NPAs was four-quarter i.e. 180days later from March 1995 this period 

was set to 90 days which means any interest or principal which remains unpaid for the period 

of 90 days shall be considered as NPAs.  Moreover, the Narashimham committee also 

recommended that based on time, the NPAs of banks and financial institutions should be 

broadly classified into four categories (I) Standard Assets (II) Sub-standard Assets (III) 

Doubtful debts and (IV) Loss Assets 

(i) The loans and advances which remain unpaid for a period of 90 days to 12 months 

should be treated as Standard Assets. 

(ii) The loans and advances which remain unpaid for a period of 12 months to 18 

months should be treated as Sub-standard Assets. 

(iii) Doubtful NPAs are treated to those loans and advances which remain unpaid for a 

period of 18 months to 24 months. 

(iv) If any loans and advances remain unpaid for a period of more than 24 months are 

treated as loss assets.  
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Recovery Mechanism of NPA  

The recovery of NPAs still remains troublesome though many NPA recovery mechanisms 

have been enacted. It was felt that the normal measures for bad loan recovery like the issue 

of notice for enforcement of securities and recovery of dues were very troublesome and 

time-consuming. Therefore to make the NPAs recovery process faster a committee was set 

up under the chairmanship of the late Sri Tiwari in 1981. The committee reviewed the ways 

of recovering NPAs and recommended the setting up of “Special Tribunals” to accelerate 

the recovery process. Later on, in 1991 on the recommendation of the Narashimham 

committee the Government of India set up the Assets Reconstruction Fund (ARF). Based 

on the recommendations of these two committees Debt Recovery Tribunals (DRT) and  

Assets reconstruction companies were set up in the various part of the country. a range of 

measures has been taken to reduce the NPAs including rescheduling and restructuring of 

banks, corporate debt restructuring and recovery through Lok Adalat, Civil Courts, Debt 

Recovery Tribunals, and compromise settlements. In addition, legal reforms were also 

introduced to speed up the process of NPA recovery like the SARFAESI Act, 2002 

SARFAESI ACT 

Traditionally, it was believed that India’s existing legal system was very pleasant towards 

borrowers as it was very slow and ineffective, as a result, once a financial institution gave loans 

to a borrower and if the loan taker failed to pay back its loan amount on due time, the financial 

institutions had no or very little power to bargain in terms of calling its loan back or forfeiting 

the assets securitize at the time of providing the loan. To overcome these issues and give banks 

faster access to justice, in 1993, Debt Recovery Tribunals (DRTs) were established but this 

legal system for recovery of default loans was proved to be time-consuming and burdensome. 

Hence, the need for a fast loan recovery system was felt that provide banks and financial 

institutions with such power to directly auction the securitized assets to recover their bad loans. 

For this purpose, the Government of India formed a committee headed by Shri T.R. 

Andhyarujina in 1999 to look into these matters.    

Based on the recommendations of the Shri T.R. Andhyarujina committee, the Securitization 

and Reconstruction of Financial Assets and Enforcement of Security Interest (SARFAESI) Act, 
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2002 was passed on December 17, 2002. The Act, sections three processes to recover the bad 

loans i.e. NPAs as follows: 

 Securitization. 

 Asset reconstruction. 

 Enforcement of security without court intervention. 

 

The SARFAESI Act, 2002 was formed to allow banks and financial institutions to sell 

securitized properties when the borrowers fail to repay their loans. SARFAESI Act helps in the 

efficient recovery of non-performing assets, manages the problem of liquidity and reduces the 

mismatch of assets and liability by forfeiting the securitize assets. Thus, this act is proved to 

be very significant for the betterment of the country’s economy. This act also gives power to 

banks and financial institutions to utilize the services of ARCs/SCs for a faster recovery of 

dues from the defaulters to reduce their NPAs. The RBI continuously encourages financial 

institutions to use the provisions of the SARFESI Act. 

The trend of NPAs in Indian Commercial Banks 

Year Gross 

NPA 

(Rs in 

Crore) 

Net 

NPA(Rs in 

Crore) 

Gross NPA in Percent of 

Total Assets 

Net NPA in Percent of 

Total Assets 

2003 68714 32764 4 1.9 

2005 58300 21414 2.9 0.9 

2007 50486 20100 1.5 0.6 

2009 68328 31564 1.3 0.6 

2011 97973 41799 1.4 0.6 

2013 194053 98693 2 1 

2015 323335 175841 2.7 1.5 
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2017 791791 433121 2.7 3.1 

2019 936474 355076 5.6 2.1 

2021 837771 258228 2.4 0.75 

(Source: Reserve Bank of India Statistical Tables) 

 

 

 

 

 

Some of the Major Reforms of the Indian Banking sector in recent years. 

 Banking law (Amendment) Bill, 2011 was enacted and that has smoothed the way for 

the entry of foreign banks and foreign investment in the country. The entry of the new 

players has created a competition that resulted in enhancing the efficiency of Indian 

banks. 

 Introduction of JAM (Jan-Dhan, Adhar, and Mobile) after 2014 and the establishment 

of Small Finance Banks (SFBs) to accomplish last-mile connectivity in the process of 

financial inclusion drive. SFBs had accumulated Rs 82,488 crore and extended loans 

of Rs 90,576 crore to small and marginal farmers.  
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 The establishment of SHGs and microfinance institutions helped to boost the flow of 

credit to the priority sector 

 Adaptation of liberal branch licensing policy  

 RBI issued proper guidelines for Priority Sector Lending Certificates (PLCs) to meet 

the priority sector lending targets. 

 RBI allowed permission to the banks to hold additional reserves linked to property 

holdings, foreign currency translation reserves, and deferred tax assets up to 35,000 

crores (state-run banks) and Rs5,000 crores (privately owned banks) to increase their 

capital holds. 

 Launching of mission Indradhanush for PSBs by the Government in the year 2015 to 

resolve the issues faced by Public sector Banks.    

 More than 217 million bank accounts have been opened and around 174.6 million 

RuPay debit cards have been issued under Pradhan Mantri Jan Dhan Yojna (PMJDY). 

These newly opened accounts have accumulated deposits of around Rs 37000 crore 

(US$ 5.53 billion) 

 To deal with stressed assets of banks a special fund under the National Investment and 

Infrastructure Fund (NIIF) has been created in 2015. 

 Payment banks were introduced as a new model of banks, conceptualized by the 

Reserve bank of India in 2015. These banks were allowed to accept a restricted amount 

of deposit which later increase to Rs 1, 00,000.   

 To provide the financial assistance a provision of Rs 15,000 crore (US$ 2.2 billion) has 

been made in the Union Budget 2016-17 as interest subvention to reduce the burden on 

farmers in loan repayment. 

 The introduction of the 4Rs strategy of Recognition, Resolution, Recapitalization, and 

Reforms has resulted in the decline of NPAs. 

Conclusion:  

The banking sector reforms were undertaken to improve the overall performance of the Indian 

banking sector as well as to modernize the banking system of the country. At present the Indian 

banking sector is mature enough in terms of availability, product range, and reach. Although 

the availability of private and foreign banking services in rural areas is still a matter of concern. 
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The key reforms in the banking sector were introduced in the year 1991 to cope with the adverse 

effect of the ongoing economic crisis in the financial sector and to enhance the strength of the 

bank. After the success of the first-generation banking reform, the Government of India gave 

much importance to another major reform in 1998 which was known as the second-generation 

banking reforms. Overall growth in the Indian banking sector was observed in terms of 

deposits, banks credit and investment. Several initiatives have been taken by the government 

of India to reduce the NPAs but the collection of doubtful loans still remains a matter of concern 

for Indian banks and financial institutions. NPAs in the priority sector are still higher in 

comparison to the non-priority sector. At present, reform is required in the banking sector to 

compete with the global changes in the banking world that will help to identify the challenges 

within and necessary remedies to overcome.     
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