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BANKING SECTOR REFORMS IN INDIA

DR. SANDEEP KAUR
EX. STUDENT
DEPARTMENT OF ECONOMICS
PUNJABI UNIVERSITY
PATIALA

As economy grows and becomes more sophisticated, the banking sector has to develop pari pasu in a manner that it supports and stimulates such the growth.
The banking sector reforms in India were started as a follow up measures of the economic liberalization and financial reforms in the country. Financial sector
reforms in India introduced as a part of the structural adjustment and economic reforms programme in the early 1990s have had a profound impact on the
functioning of the financial institutions, especially banks. The reforms were aimed at to make the Indian banking industry more competitive, versatile, efficient
and productive to follow international accounting standard and to free from the government’s control. Although many improvements have been effected, this
paper argues that the scope of many of these changes has been relatively narrow and predominantly mechanistic. The paper is presenting financial sector
reforms in India, identify the emerging issues and explore the prospects for further reform.

KEYWORDS

Bank Rate, Cash Reserve Ratio, Financial Reforms in Banking Sector in India, Liberalization, Statutory Liquidity Ratio.

INTRODUCTION

ntil the early 1990s, the role of the financial system in India was primarily restricted to the function of channeling resources from the surplus to deficit

sectors. Whereas the financial system performed this role reasonably well, its operations came to be marked by some serious deficiencies over the

years. The banking sector suffered from lack of competition, low capital base, low productivity and high intermediation cost. After the nationalisation of
large banks in 1969 and 1980, the Government-owned banks have dominated the banking sector. The role of technology was minimal and the quality of service
was not given adequate importance. Banks also did not follow proper risk management systems and the prudential standards were weak. All these resulted in
poor asset quality and low profitability. Among non-banking financial intermediaries, development finance institutions (DFls) operated in an over-protected
environment with most of the funding coming from assured sources at concessional terms. In the insurance sector, there was little competition. The mutual fund
industry also suffered from lack of competition and was dominated for long by one institution, viz. the Unit Trust of India. Non-banking financial companies
(NBFCs) grew rapidly, but there was no regulation of their asset size. Financial markets were characterized by control over pricing of financial assets, barriers to
entry, high transaction costs and restriction on movement of funds/participants between the market segments. This, apart from inhibiting the development of
the markets, also affected their efficiency. It was in this backdrop that wide-ranging financial sector reforms in India were introduced as an integral part of the
economic reforms initiated in the early 1990s (Ahluwalia, 2002).
Financial sector reforms in India were grounded in the belief that competitive efficiency in the real sectors of the economy will not be realized to its full potential
unless the financial sector was reformed as well. Thus, the principal objective of financial sector reforms was to improve the allocative efficiency of resources
and accelerate the growth process of the real sector by removing structural deficiencies affecting the performance of financial institutions and financial markets.
The main objective, therefore, of the financial sector reform process in India initiated in the early 1990s had been to (i) remove financial repression that existed
earlier; (ii) create an efficient, productive and profitable financial sector industry; (iii) enable price discovery, particularly, by the market determination of
interest rates that then helps in efficient allocation of resources; (iv) provide operational and functional autonomy to institutions; (v) prepare the financial
system for increasing international competition; (vi) open the external sector in a calibrated fashion; and (vii) promote the maintenance of financial stability
even in the face of domestic and external shocks (RBI, 1991).
The initiation of financial reforms in the country during the early 1990s was to a large extent conditioned by the analysis and recommendations of various
Committees/ Working Groups set up to address specific issues. The process has been marked by ‘gradualism’ with measures being undertaken after extensive
consultations with experts and market participants. From the beginning of financial reforms, India has resolved to attain standards of international best practices
but to fine tune the process keeping in view the underlying institutional and operational considerations (Reddy, 2002).
The major aim of the reforms in the early phase of reforms, known as first generation of reforms, was to create an efficient, productive and profitable financial
service industry operating within the environment of operating flexibility and functional autonomy. While these reforms were being implemented, the world
economy also witnessed significant changes, coinciding with the movement towards global integration of financial services (Government of India, 1998). The
focus of the second phase of financial sector reforms starting from the second-half of the 1990s, therefore, has been the strengthening of the financial system
and introduction of structural improvements.

REVIEW OF LITRATURE

Reddy and Reddy (2003) are of the view that the new challenges faced by the banks are forcing to attempt all new things with the same old rigid structure and
system. What required is more managerial and administrative freedom to the management with commensurate and result oriented accountabilities. They
stressed that the banks should move towards professional banking with requisite freedom to operate freely in the market within the regulatory and prudential
framework prescribed by the Reserve Bank of India

Aggarwal and Sharma (2005) analyzed the existing banking environment and suggested the strategies to build up a more strong and vibrant banking system.
They stated that the evolution of banking sector in India is likely to take the form of emergence of universal or quasi-universal banks and therefore, risk
management and development of an appropriate regulatory system will remain the main challenge to be faced by the banking industry in future. Higher
provisioning norms, tighter asset classification norms, lowering of ceiling on exposure to a single borrower and group exposure etc. are among important
measures initiated by the RBI in order to improve the banking sector.

Chakrabarti (2005) has examined that since the beginning of liberalization, the banking industry in India is undergoing a transformation. It has been observed
that interest rate have declined considerably but there is evidence of under-lending by the banks. He has found that over time the performance of banks
improved slightly, while the public sector banks are doing the worst among all banks. He has also investigated that the banking sector as a whole particularly the
public sector banks still suffered from considerable NPAs, but the situation has improved over time. The study revealed that over time, the Indian banking
industry has become more competitive and less concentrated. He has concluded that the new private sector banks are the most efficient though the recent
collapse of Global Trust Bank has raised issues about efficiency and regulatory effectiveness.

Das and Ghosh (2006) investigated the performance of Indian commercial banking sector during the post-reform period. They have evaluated several efficiency
estimates of individual banks using non-parametric data envelopment analysis. They have employed three different approaches, viz. intermediation approach,
value-added approach and operating approach in defining inputs and outputs of banks. It has been observed that different approaches of measuring inputs and
outputs of banks produced divergent sets of efficiency estimates. They have suggested that medium-sized public sector banks performed reasonably well and
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are more likely to operate at higher levels of technical efficiency. The study has observed a close relationship between efficiency and soundness as determined
by bank’s capital adequacy ratio. They have investigated that technically more efficient banks are those that have, on an average, less non-performing loans.
They concluded that most of the inefficiency has stemmed from the under-utilization of valuable resources as well as from current scale of operations.

Misra and Dhal (2010) analyzed the pro-cyclicality of bank indicators with a focus on the non performing loans (NPAs) of India*“s public sector banks. The analysis
demonstrates that banks NPAs are influenced by three major sets of factors, i.e., terms of credit, bank specific indicators relating to asset size, credit orientation,
financial innovations (non-interest income) and regulatory capital requirement and the business cycle shocks. The study found that the terms of credit variables
such as interest rate, maturity and collateral and bank specific variables had significant effect on the banks' non-performing loans in the presence of macro-
economic shocks.

OBIJECTIVES

The major objective of the research paper is to make a simple assessment of the banking sector reforms in India. The thrust of the study is to examine the
reform measures initiated in the banking sector on the recommendations of the Narasimham Committee-l and Il (1991 and 1998) and the impact of those
measures on the Indian banking system. The study also analyse the impacts of reforms upon prudential norms, Cash Reserve Ratio (CRR), Statutory Liquidity
Ratio, Bank Rate. Therefore the important objective of the study is to analyse the impact of banking sector reforms on the advances disbursed to various sectors
of the economy.

HYPOTHESIS

The study is carried out with the hypothesis that the reforms in banking sector transformed the regulated environment into a market-oriented one and induced
competitiveness in banking industry. The introduction of prudential norms improved the financial health and credibility of banks.

RESEARCH METHODOLOGY

The methodology of the present study is very simple and straight one. To achieve the objectives of the study, the use is made of secondary data. The secondary
data has been collected chiefly from the various RBI Bulletins, Statistical Tables relating to Banks in India, Trend and Progress Reports of Banking in India, Annual
Reports of Commercial Banks, Banking Reports on Currency and Finance, Banking Statistics — Basic Statistical Returns (all brought out by the Reserve Bank of
India, Mumbai).

FIRST GENERATION REFORMS

The first phase of reforms, which were introduced in 1992 subsequent to the report of the Committee on the Financial System (CFS), 1992 (Chairman : Shri M.
Narasimham), brought about reduction in statutory pre-emption levels, dismantled the administered interest rate structure, laid down capital adequacy
requirements and other prudential norms such as income recognition, asset classification, provisioning, exposure norms, etc. These recommendations are a
landmark in the evolution of banking system from a highly regulated to more market-oriented system. These reforms introduced since 1992-93 breathed fresh
air in the banking sector. The Reserve Bank of India (2004b) grouped the first phase of reform measures into three main areas: Enabling measures,
Strengthening measures and Institutional measures. They can also be classified into five different groups (a) liberalization measures, (b) Prudential norms, (c)
Competition directed measures, (d) Supportive measures, and (e) Other measures.

(a) Liberalization Measures

(i) Reduction of Pre-emptions

As part of the financial sector reforms, reductions in CRR were effected in April 1992, October 1992 and April 1993. In view of the strong expansionary impact of
the increase in the net foreign exchange assets, Reserve Bank of India had increased CRR from 14 per cent to 15 per cent in three phases: 14.5 per cent on June
11, 1994; 14.75 per cent on July 9, 1994; and 15 per cent on August 6, 1994. As a result of increase in the CRR, resources of scheduled commercial banks to the
tune of Rs. 3700 crore were impounded during 1994-95 thereby moderating excessive monetary expansion. In 1996-97, as inflation rate decreased to single digit
level, the Reserve Bank placed emphasis on the growth objective. Therefore, the CRR was brought down by as much as 4 per cent points. There was further
reduction in CRR by 2 percentage points in eight phases of 0.25 percentage point and each phase released about Rs. 1200 crore into banking system. The CRR
was further raised to 10 per cent on December 6, 1997 and to 10.5 per cent from January 17, 1998.

These increase in CRR impounded resources by about Rs. 5000 crore. In response to the growing pressure on the rupee in the forex exchange market, the
Reserve Bank increased CRR to 11.0 per cent on August 29, 1998. After 1998, there was continuous reduction in CRR and it reached its minimum level of 4.75 per
cent on November 16, 2002 (RBI, 2004b). There was a surge in inflation following the rise in international oil and metal prices. Therefore, RBI increased the CRR
by 50 basis points, in two stages, to 5.0 per cent, thus, brining down the liquidity in the banking system by about Rs. 9,000 crore (Table 1).
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TABLE 1: CASH RESERVE RATIO (CRR)

Effective CRR (%)
April, May 1993 14.00
July, August 1994 15.00
November 1995 14.50
December 9, 1995 14.00
April 27, 1996 13.50
May 11, 1996 13.00
July 6, 1996 12.00
October 26, 1996 11.50
November 9, 1996 11.00
January 4, 1997 10.50
January 18, 1997 10.00
October, November 1997 9.50
January 17, 1998 10.50
April 1998 10.00
August 29, 1998 11.00
May 5, 1999 9.00
April 1, 2000 8.00
July 29, 2000 8.50
August 12, 2000 8.00
March 19, 2000 7.50
December 2001 5.50
June 15, 2002 5.00
November 16, 2002 4.75
June 2003 4.50
January 21, 2005 5.00
December 29, 2006 5.25
January 12, 2007 5.50
November 23, 2007 7.50
October 17, 2007 6.50
October 31, 2007 6.00
November 14, 2008 5.50
January 17, 2009 5.00
November 19, 2010 6.00
February 3, 2012 5.50
March 23, 2012 4.75

Source: RBI Bulletin (Monthly), various issues, published by RBI, Mumbai.
In line with government’s objective of reducing fiscal deficit to a level consistent with macro-economic stability, the Narsimham Committee recommended that
the SLR be brought down in a phased manner to 25 per cent over a period of 5 years. Consistent with the anticipated decline in the center’s borrowing
programme, the SLR was reduced to 30 per cent on an incremented basis in April 1992 and a further reduction of 0.75 per cent point in the SLR of 38.50 per cent
on the base net demand and time liabilities were announced in October 1992. SLR further reduced from 34.75 per cent to 33.75 per cent in two phases: 34.25
per cent from 20 August, 1994 and 33.75 per cent from 17 September, 1994. The SLR further reduced to 25 percent in October, 1997 (RBI, 2004b) and it remains
stable for rest of the period (Table 2).
TABLE 2: STATUTORY LIQUIDITY RATIO

Effective SLR (%)
April 3,1992 38.50
January 9, 1993 38.25
February 6, 1993 38.00
March 6, 1993 37.75
August 21, 1993 37.50
September 18,1993 | 37.25
October 16, 1993 34.75
August 20, 1994 34.25
September 17,1994 | 33.75
October 29, 1994 31.50
End of March, 1995 29.30
October 1997 25.00

Source: RBI Bulletin (Monthly), various issues, published by RBI, Mumbai.

In order to control inflation, which arose because of Gulf crisis, Bank rate was increased from 11 per cent to 12 per cent effective from October 1991. In the
context of changes in the various economic parameters since raising of the Bank Rate in October 1991 from 11 per cent to 12 per cent and with a view to make
Bank Rate an effective signal rate as well as reference rate, with effect from the close of business on April 15, 1997, the Bank Rate was decreased by 1 per cent
point to 11 per cent per annum and further to 9 per cent in October 1997. The Bank Rate was increased by 2 percentage points to 11 per cent with effect from
the close of business on January 16, 1998. This measure was designed to address specifically the unusual movements in the foreign exchange market. After
1998, Bank Rate was decreased continuously to 6.0 per cent on April 29, 2003 (RBI, 2004b). Again In order to control inflation, Bank rate was increased from 6
per cent to 9.50 per cent effective from March 2012.This measure was mainly introduced to increase the growth rate of the economy (Table 3).
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TABLE 3: BANK RATE

Effective Bank Rate (%)
July 1991 11.00
October 1991 12.00
April 1997 11.00
June 1997 10.00
October 1997 9.00

January 16, 1998 11.00
March 19, 1998 10.50

April 3,1998 10.00
April 29, 1998 9.00
April 3, 1999 8.00

January 1, 2000 7.00
October 23,2001 | 6.50
October 29, 2002 6.25

April 29, 2003 6.00
March 16, 2012 9.50
April 20, 2012 9.00

Source: RBI Bulletin (Monthly), various issues, published by RBI, Mumbai.
(ii) Deregulation of Interest Rates
Prior to the reforms, interest rates were a tool of cross-subsidization between different sectors of the economy. To achieve this objective, the interest rate
structure had grown increasingly complex with both lending and deposit rates administered by the RBI. As far as advances are concerned, there were as many as
20 administered rates in 1989-90. In regard to the regulated interest rate structure, the basic thrust of Narasimham Committee was that real rates of interest
should be positive and concessional interest rates are a vehicle for subversion. Following reform measures, the various rates of interest are now market
determined.
The lending rate for loans in excess of Rs. 200,000 that account for over 90 per cent of total advances was abolished in October 1994. Banks were at the same
time required to announce a prime lending rate (PLR) which according to RBI guidelines had to take the cost of funds and transaction costs into account. For the
remaining advances up to Rs. 200,000 interest rates can be set freely as long as they do not exceed the PLR (Arun and Turner, 2002; RBI, 2004a; Shirai, 2002).
On the deposit side, there has been a complete liberalization for the rates of all term deposits, which account for 70 per cent of total deposits. The deposit rate
liberalization started in 1992 by first setting an overall maximum rate for term deposits. From October 1995, interest rates for term deposits with a maturity of
two years were liberalized. The minimum maturity has subsequently lowered from two years to 15 days in 1998. Thus, the term deposit rates were fully
liberalized in 1997 (RBIs, 2004a). Scheduled Commercial Banks have now the freedom to set interest rates on their deposits subject to minimum floor rates and
maximum ceiling rates. The four per cent differential interest scheme has been officially withdrawn. Though the Committee recommended reduction of target
for priority sector advances from 40 per cent of total credit to 10 per cent, the Government did not agree to it.
(b) Prudential Norms
The report of the Narasimham Committee was the basis for the strengthening of prudential norms and the supervisory framework. Starting with the guidelines
on income recognition, asset classification, provisioning and capital adequacy the RBI issued in 1992-93, there have been continuous efforts to enhance the
transparency and accountability of the banking sector. The improvements of the prudential and supervisory framework were accompanied by a paradigm shift
from micro-regulation of the banking sector to a strategy of macro-management (RBI, 2004a). The main objective of prudential norms is the strengthening
financial stability of banks.
Adequate capital is one of the pre-requisites for the efficient working of banks. In the pre-reform period, there were no capital adequacy requirements and
some banks were seriously undercapitalised. Hence, the Basle Accord capital standards were adopted in April 1992. It was prescribed that banks should achieve
a minimum of 4 per cent capital adequacy ratio in relation to risk weighted assets by March 1993. The 8 per cent capital adequacy ratio had to be met by foreign
banks operating in India by the end of March 1993; Indian banks with a foreign presence had to reach the 8 per cent by the end of March 1994, while purely
domestically operating banks had until the end of March 1996 to implement the requirement (Joshi and Little, 1997; Shirai, 2002). Before arriving at the capital
adequacy ratio of each bank, it is necessary that assets of banks should be evaluated on the basis of their realizable value. As per the recommendations of the
Narasimham Committee, banks cannot recognize income (interest income on advances) on assets where income is not received within two quarters after it is
past due. The committee recommended international norm of 90 days in a phased manner by 2002.
Another measure for ensuring transparency is the new prescription given for asset classification. After the introduction of reforms, the assets are now classified
on the basis of their performance into four broad groups, namely, (a) standard, (b) sub-standard, (c) doubtful, and (d) loss assets. Adequate provision is required
to be made for bad and doubtful debts (substandard assets). Detailed instructions for provisioning have been laid down. In addition, a credit exposure norm of
15 per cent to a single party and 40 per cent to a group has been prescribed. Banks have been advised to make their balance-sheets transparent with maximum
‘disclosure’ on the financial health of institutions. Further, provisioning standards which were left to the discretion of banks in the pre-reform period have been
enhanced and tightened after the reforms. On outstanding substandard assets, 10 per cent general provision was made in 1992. On loss assets the provision has
been 100 per cent. On secured portion of doubtful assets, the provision has been 20 to 50 per cent.
(c) Competition Directed Measures
The RBI announced guidelines for opening of private sector banks as public limited companies in January 1993. The conditions for opening of new private sector
banks were: (a) capital of Rs. 100 crore, (b) moderate technology, and (c) head office at a non-metropolitan centre. In January 2001, paid-up capital of these
banks was increased to Rs. 200 crore which has to be raised to Rs. 300 crore within a period of 3 years after the commencement of business. The promoters’
share in a bank shall not be less than 40 per cent. The new generation private sector banks have brought about a paradigm shift in service standards and set new
benchmarks in terms of application of technology, speed in delivery of services, channels, and a high order of marketing orientation. These banks have been
providing stiff competition to public sector banks and old private sector banks with their updated technology like electronic banking and compelled these banks
to fall in line with new private sector banks. Foreign banks have also been permitted to set up subsidiaries, joint ventures or branches.
Banks have also been permitted to rationalize their existing branches, spinning off business at other centers, opening of specialized branches, convert the
existing non-viable rural branches into satellite offices. Thus, the deregulating entry requirements and setting up new operations have benefited the Indian
banking system from improved technology, specialized skills, better risk management practices and greater portfolio diversification (RBI, 2004a).
(D) Supportive measures
In the reform process, the supervisory system has been streamlined and RBI evolved a risk-based supervision methodology with international best practices. In
the pre-reform period, the RBI supervisory consisted of only on-site inspection, but after the reforms, both on-site inspection and off-site surveillance are
followed. New Board of Financial Supervision has been set up within the RBI to tighten up the supervision of banks. The system of external supervision has been
revamped with the establishment of the Board of Financial Supervision in November 1994 with the operational support of the Department of Banking
Supervision. In tune with international practices of supervision, a three-tier supervisory model comprising outside inspection, off-site monitoring and periodical
external auditing based on camels (Capital Adequacy, Asset Quality, Management, Earnings, Liquidity and System Controls) has been put in place. Special
Recovery Tribunals were set up in 1993 to expedite loan recovery process. The recent Securitisation and Reconstruction of Financial Assets and Enforcement of
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Security Interests (SARFAAESI) Act, 2002 enables the regulation of securitisation and reconstruction of financial assets and enforcement of security interests by
secured creditors. The Act will enable banks to dispose of securities of defaulting borrowers to recover debt (RBI, 2004a).

(E) Other Measures

At the end of the 1980s, operational and allocative inefficiencies caused by the distorted market mechanism led to a deterioration of public sector banks’
profitability. Enhancing the profitability of public sector banks became necessary to ensure the stability of the financial system. The restructuring measures for
PSBs were threefold and included recapitalization, debt recovery and partial privatization (Reddy, 2002).

Due to directed lending practices and poor risk management skills, India’s banks have accrued a significant level of NPAs. Prior to any privatization, the balance-
sheets of PSBs have to be cleaned up through capital injections. In the fiscal years 1991-92 and 1992-93 alone, the Government of India provided almost Rs. 40
billion to clean up the balance- sheets of public sector banks. Between 1993 and 1999 another Rs. 120 billion were injected in the nationalised banks (Reddy,
2002). In 1993, the SBI Act of 1955 has amended to promote partial private shareholding. The SBI became the first public sector bank to raise equity in the
capital markets. After the 1994 amendment of the Banking Regulation Act, public sector banks were allowed to offer up to 49 per cent to their equity to the
public (Guha-Khasnobis and Bhaduri, 2000). There are number of other recommendations of the Narasimham Committee such as reduction in priority sector
lendings, appointment of special tribunals for speeding up the process of loan recoveries, and reorganisation of the rural credit structure, all of which need
special attention as these recommendations have far-reaching implications both in terms of structure of the financial system and also the financing required to
implement them3.

The Committee proposed structural reorganisation of the banking sector which involves a substantial reduction of public sector banks through mergers and
acquisitions.

SECOND GENERATION REFORMS

In order to initiate the second generation of financial sector reforms, a committee on Banking Sector Reforms was formed in 1998 under the chairmanship of M.
Narasimham. The Narasimham Committee Report-Il placed greater focus on structural measures and improvement in standards of disclosure and levels of
transparency in order to align Indian standards with international best practices. The second generation reforms could be conveniently looked at in terms of
three broad inter-related issues: (a) measures to strengthen the banking system, (b) streamlining procedures for upgrading technology and human resource
development, and (c) structural changes in the system.

(a) Measures To strengthen The banking system

(i) Capital Adequacy

The committee set new and higher norms of capital adequacy. For strengthening the banking system, the Committee recommended an increase in the minimum
capital to risk assets ratio to 10 per cent by 2002 from its present level of 8 per cent. The RBI should have the freedom to increase the capital adequacy norm in
respect of specific banks if in its judgments the situation warrants such increase.

(ii) Assets Quality NPAs and Directed Credit

The Committee recommended that the average level of net NPAs for all banks have to be brought down to below 5 per cent by the year 2000 and to 3 per cent
by 2002 for all banks. However, banks with international presence should reduce gross NPAs to 5 per cent by 2000 and 3 per cent by 2002. On the other hand,
net NPAs should be reduced to 3 per cent by 2000 and 0 per cent by 2002. The Committee also recommended the asset be classified as doubtful if it is in the
substandard category for 18 months in the first instance and eventually 12 months and loss if it has been identified but not written off. Expressing concern over
rising NPAs, the committee suggested the idea of the setting up an Asset Reconstruction Company to tackle the problem of huge NPAs of banks.

(iii) Prudential Norms and Disclosure Requirements

The Committee recommended moving to international practice for income recognition and brought down to 90 days norms in a phased manner by 2002 from
the level of 180 days norms. In future income recognition, assets classification and provisioning must apply even to government guaranteed advances. Banks
should pay greater attention to asset liability management to avoid mismatches.

(B) Systems and Methods in Banks

The Committee recommended a number of measures for internal control system. The internal control systems which are internal inspection and audit, including
concurrent audit submission of controls returns by banks and controlling offices to higher level offices, risk management system, etc. should be strengthened.
There are recommendations for recruitment of skilled manpower, introduction of computer audit, revision of operational manual and its regular updating
including an additional whole time director on the board of the banks, etc.

(C) Structural Issues

The Committee is of the view that the convergences of activities between banks and DFIs (Development Financial Institutions), the DFIs over a period of time
convert themselves into banks. There would be two forms of financial intermediaries: banks and non-bank financial companies. Mergers between banks and
financial institutions need to be based on synergies and location and business specific complementarities of the concerned institutions. Merger of public sector
banks should be emanated from the management of banks, the government playing supportive role. Mergers should not be seen as bailing out weak banks.
Mergers between strong banks and financial institutions have been for greater economic and commercial sense.

FINDINGS

Following are the major findings from the discussions made above:

1. The period 1992-2003 has witnessed a radical departure from regulated banking towards market-oriented banking. The reform measures laid the basis for
sound banking system and considerable progress has been made in implementing the reforms. The response of banks to the reforms has been impressive.
The banks have been adjusting very well to the new environment, though gradually.

2. As a consequence of reforms, several new trends have been emerging in Indian Banking. Earlier deposits mobilized and outstanding figures of deposits
were yardsticks for measuring performance. Today, strength of balance sheet is considered important.

3. The need for restructuring the banking industry in tune with reforms was felt greater with the initiation of the reforms measures in 1992. The reforms have
enhanced the opportunities and challenges for the commercial banks making them operate in a market-led competitive environment.

4.  The financial health of banks improved due to prescribed prudential norms. Almost all banks improved their Capital Adequacy and Asset quality during the
period of study.

SUGGESTIONS

The commercial banks need to focus on the following suggestions and build required capabilities to cope up with the challenges of the dynamic banking
environment.

CONCLUSION

The Indian banking system has witnessed a significant transformation in recent years. The Narasimham Committee Report provides the blue print for banking
reforms in India. It has been observed that the banking sector has provided a mixed response to the reforms initiated by the RBI and the Government of India
since the 1991. To a large extent the banking industry in India has been able to meet the role envisaged for it by these reforms. In the end, it can be rightly said
that the future of Indian banking is both challenging and exciting. Even though the challenges are great, the Indian banking system is optimistic in facing the
challenges head-on by adopting proactive changes. Thus the banking sector reforms, which were implemented as a part of overall economic reforms, witnessed
the most effective and impressive changes resulting in significant improvements within a short span.

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE, IT & MANAGEMENT

A Monthly Double-Blind Peer Reviewed Refereed Open Access International e-Journal - Included in the International Serial Directories
WWWw.ijrcm.org.in

160



VoLUME No. 2 (2012), I ssue No. 8 (AUGUST) | SSN 2231-5756
SCOPE FOR FURTHER RESEARCH

During the field survey, it occurred that there is scope for further research in the following areas.

1. A study to evaluates the performance of all public and private banks separately as a first step and compare the relative performance of two groups as the
next one in response to reform measures initiated within the broader framework of Banking Sector Reforms.

2. Astudy to examine the challenge of NPAs in the Post-reform Period identifying causes and consequences thereof and to suggest remedies to overcome the
NPA menaces.

3. Astudy to examine the profitability of Commercial Banks in pre and post-reform periods.

4. A study of the impact of Reforms on the banks leading to reorganization of inter and intra-bank group mergers and acquisition and strategic advantages
thereof.
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