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FOREIGN BANKS IN INDIA — EMERGING LEADER IN BANKING SECTOR

ASST. PROFESSOR IN COMMERCE
GOVERNMENT ARTS COLLEGE
CHIDAMBARAM - 608 602

ABSTRACT

Indian banking system consists of long tradition and it has been evaluated from various period. Foreign Banks are not new phenomena in Indian bank in system,
Standard Charted Bank started its operation in 1858 and Citi Bank opened its branch in India in 1902. Similarly Hong Kong and Shanghai Banking Corporations
are functioning in India since 1953. Foreign banks in India have brought the latest technology and new banking practices. This helped the domestic banks to
improve their performance and provide better customer service. Operation of foreign banks in India is well planned and effectively managed by the talented
personnel. This study encompasses in its scope an analysis of brief history of Indian banking system, foreign banks in India, distribution of branches and ATM of
foreign banks, advances to priority sectors and financial indicators of foreign banks.

KEYWORDS

Foreign banks, Non Performing Assets, Automated Teller machines, Financial Indicators, priority sector lending.

INTRODUCTION

ank is one of the unavoidable and applicable to almost all the walk of the individuals, industries and governmental activities. Economic growth and

development of the country completely depends on the banking system. Bank is an institution with versatile activates associated with corporate sectors,

socio economic development, and overall growth of the country. A country can perform successfully and provides smooth flow of assistance to their
citizition only through well organized and defined banking system. Indian banking system consists of long tradition and it has been evaluated from various
period. The operations of banks have been determined by leading bank scheme, differential interest scheme, credit authorization scheme, micro finance
scheme, financial inclusion and technology up gradation etc. when the competition is the major trouble; there is a need of reinforcement of the activities and
innovation in their services as worldwide. It happened extensively and accepted by the Indian commercial banks when the foreign banks entered into India. This
study encompasses in its scope an analysis of brief history of Indian banking system, foreign banks in India, distribution of branches and ATM of foreign banks,
advances to priority sectors and financial indicators of foreign banks.

OPERATIONAL DEFINITION

Foreign Banks: Foreign banks in private sector are branches of those banks which are incorporated in foreign countries.

Scheduled Commercial Banks: Scheduled Commercial Banks is one which is registered in the second schedule of the Reserve Bank of India and Scheduled
commercial banks fulfill the conditions of Reserve Bank of India.

Non Performing Assets (NPA): Assets which ceased to yield income of the banks assets remain out of order for two quarters, they become non performing
assets.

Gross NPA : Gross NPA is the amount outstanding in the borrower account, in books of the bank other than the interest which has been recorded and not
debited to the borrower account.

Net NPA: Net NPAs is the amount of gross NPAs less (1) interest debited to borrower and not recovered and not recognized as income and kept in interest
suspense (2) amount of provisions held in respect of NPAs and (3) amount of claim received and not appropriated.

Priority Sector: The concept of priority sector was evolved with the introduction of social control over banks and nationalization of banks. 40% of the total credit
to Priority sector advances.

Spread: Spread is a function of cost of resources and yield on funds deployed. Interest earned includes interest discount on advances and bills income an
investment interest on balances, for simple terms spread means the different between the interests carried to interest expended.

BRIEF HISTORY OF INDIAN BANKING SYSTEM

Banking in India originated in the last decades of the 18th century. The first two banks were The General Bank of India which started in 1786, and the Bank of
Hindustan, both of which are now defunct. Indian banking system is well structured and defined with various regulatory and autonomous bodies. Bank of Bengal
(1809) was the first bank in India and followed by the bank of Bombay (1840), and bank of madras (1843) by the East Indian Company. These banks were also
called as presidency banks. The first entirely Indian joint stock bank was the Oudh Commercial Bank, established in 1881 in Faizabad. It failed in 1958 and next
was the Punjab national bank (1895) followed by the bank of India (1906) , the Canara bank (1906) , the Indian bank ( 1907) , bank of Baroda (1908 ) and many
other banks were established over the periods of times.

In 1920, three presidency banks were amalgamated and renamed as imperial bank of India under the special act. In 1935, reserve bank of India was constituted
through the reserve bank of India act 1934. In 1955, imperial banks were nationalized and renamed as state bank of India. Due to the socio economic
development of the nation, fourteen major commercial banks were nationalized in 1969 and, six more banks were nationalized in 1980. As at end march 2009,
scheduled commercial banks constitute of 27 public sector banks including seven SBI and its associates, 19 nationalized banks and the IDBI bank. 22 private
sector banks including seven new private sector banks and 15 old private sector banks . Presently there 31 foreign banks are functioning in the country.

ORGANIZATIONAL STRUCTURE OF COMMERCIAL BANKS IN INDIA
Commercial banks

(67)
P 1 < 1 1
Public sector banks Private sector banks Foreign banks
22

L (27) ) (22) (31)

| 1

1 1
(" N\
Nationalized banks SBI and its associates IDBI Bank Itd Old private banks New private banks
(19) L () ) (1) (15) (7)
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FOREIGN BANKS IN INDIA

Foreign Banks are not new phenomena in Indian bank in system. Standard Charted Bank started its operation in 1858 and Citi Bank opened its branch in India in
1902. Similarly Hong Kong and Shanghai Banking Corporations are functioning in India since 1953. However, globalization and economic policies implemented in
late 1980s encouraged many international banks to open their shops here. At almost all the international banks are operating in India.

Foreign banks in India have brought the latest technology and new banking practices. This helped the domestic banks to improve their performance and provide
better customer service. Due to their fast and efficient working style and better customer service foreign banks in India has captured a large customer base.
Foreign banks in India have brought competition among public sector banks in terms or efficiency and customer service. They completed change the way banks
worked in India. Today nearly all domestic banks streamlined their operation by introducing technology and best banking practices.

Foreign banks have an access to international networks and product development which helps to achieve a degree of gross pollination and cross fertilization of
financial ideas and products .Foreign banks help to introduce a high degree of professional management and the market concept into banking. Presence of
foreign banks help in reducing vulnerability to external shocks and also foreign banks help to provide innovations in several product areas such as trade, finance,
payment system currency and interest rate risk management and financial engineering. Foreign banks are introductions of state of art technology and system.

TABLE 1 LIST OF FOREIGN BANK BRANCHES OPERATING IN INDIA -2008

Sr. No | Name of Bank No. of Branches in India
1 AB Bank Ltd 1
2 ABN-AMRO Bank 30
3 Abu Dhabi Commercial Bank Ltd. | 2
4 American Express Banking Corp 1
5 Antwerp Bank Ltd. — 1
6 Bank Internasional Indonesia 1
7 Bank of America NA 5
8 Bank of Bahrain and Kuwait B.S.C | 2
9 Bank of Ceylo 1
10 Bank of Nova Scotia 5
11 Bank of Tokyo-Mitsubishi UFJ Ltd | 3
12 Barclays Bank PLC 5
13 BNP Paribas 9
14 Calyon Bank 6
15 Chinatrust Commercial Bank 1
16 Citibank 41
17 DBS Bank Ltd. 10
18 Deutsche Bank AG 13
19 HSBC Ltd 47
20 JPMorgan Chase 1
21 JSC VTB Bank Ltd. 1
22 Krung Thai Bank Public Co. Ltd 1
23 Mashregbank psc 2
24 Mizuho Corporate Bank Ltd. 2
25 Oman International Bank S.A.0.G | 2
26 Shinhan Bank 2
27 Societe Generale 2
28 Sonali Bank 2
29 Standard Chartered Bank 90
30 State Bank of Mauritius Ltd. 3
31 UBS AG 1
Total 293

Source: Trends and Progress of Banking in India -2008-09
The table reveals that the foreign banks in India in the year 2008. It shows that, there are 293 foreign banks are operating in the country, of which, United
Kingdom based Standard Chartered Bank constituted more branches (90) and followed by Hong Kong based HSBC Ltd (47) USA based Citibank ( 41) and
Netherlands based ABN-AMRO Bank ( 30) .

DISTRIBUTION OF BRANCHES OF FOREIGN BANKS IN INDIA

RBI has given guidelines to stretch the banking operation throughout the country by means of opening many branches and as easy mechanism. Average
Population per branches has been reducing from 16000 in 2007 to 15000 in 2009 and it will further reduced to 10000 in the year end 2010.forien banks are
opening their branches only in the urban and metropolitan area . RBI encourages opening new branches by the commercial banks to deliver the banking services
to all the people of the country as their convenient and domestic places.

TABLE 2: DISTRIBUTIONS OF BRANCHES OF FOREIGN BANKS IN INDIA

Year | Rural | Semiurban | Urban | Metropolitan | Total
2005 | - 1 31 219 251
2006 | - 1 37 224 262
2007 | - 2 43 227 272
2008 | -- 2 49 226 277
2009 | 4 4 52 233 293

Source: Trends and Progress of Banking in India
The above table explains that the distribution of foreign bank ranches in India during the period of 2005 -2009. There are 293 branches of foreign banks in India
which includes 233 branches in metropolitan areas, 52 in urban areas and four branches each in semi urban and rural areas .it clearly shows that the foreign
banks have been opening branches every year since its establishment in India.
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ATM OF FOREIGN BANKS IN INDIA

Automated Teller machines (ATMs) are now the heart of banking. Usages of ATMs have substantially increased in India and it is not uncommon to see huge
queues of people in ATMs, especially during off business hours and holidays. ATMs have brought down the work pressure substantially from cash tellers in bank
branches, and many a branches may have deserted looks due to increasing usage of ATMs.

Worldwide, South Korea boasts of having the highest density of ATMs of about 1600 such machines per million of population. The US has 1300 ATMs per million
of people. The two emerging economies — India and China — have a poor record on ATMs density, thanks to the country’s huge population! While China has 55
ATMs per million of population, India has only 28 ATMs per million of population, which is almost half of China. On the number front, China has more than
80,000 ATMs, while, the USA has more than 4, 00,000 ATMs. As on August 2007, number of ATMs in India is exceeding 25,000, and it is expected to have
another 40,000 additions in the next two years.

TABLE 3 ATM OF FOREIGN BANKS IN INDIA

Year | Total Branches | Onsite ATM | Off site ATM | Total ATM
2005 | 251 210 435 645

2006 | 262 232 648 880

2007 | 272 249 711 960

2008 | 277 269 765 1034

2009 | 293 270 784 1054

Source: Trends and Progress of Banking in India
Foreign banks are innovator and leading part of introduction of the technology based services to the customers particularly ATM. There are 43,651 ATM in the
country as on March 2009, foreign banks alone established 1054 ATM which includes 270 on site and 784 off site ATM in the year 2009. Per cent of ATMs to
branches in public sector banks has 49.2, private sectors banks has 172.4 percent and foreign banks has 359.7 per cent. Foreign banks are the sole responsible
to popularize the ATM services to the public widely and delivering the continent services.

FINANCIAL INDICATORS

Commercial banks in India are vibrant sectors which are directly related with the financial system of the country. Success of the banking sector measured only
with help of their financial performance. Banking sectors also need to earn profit to meet their basic and necessary expenditure requirements. How the banking
sectors perform their services with verities of services to attract the customers and making profit. Foreign banks are the profit oriented banks which have to
make huge earnings to their promoters. Financial performance of the banks can be measured with certain parameters such as income, expenditure, spread,
operating profit and net profit. In this regards, how the foreign banks performing in their business successfully even in the aggressive and profound
customarised circumstances are shown in the below table.

TABLE 4 FINANCIAL INDICATORS (Rs. in crore)

Year | Income Expenditure | Spread Operating profit | Net profit
2005 | 13,036.16 | 11,053.79 5129.02 4577.30 1982.37
2006 | 17,662.07 | 14,593.47 7141.33 6658.44 3068.60
2007 | 24,956.06 | 20,370.90 10403.89 | 9599.81 4585.16
2008 | 35004.00 | 28,392.00 13813.00 | 14,047.00 66112.00
2009 | 45,213.00 | 37,703.00 17,506.00 | 20098.00 7510.00

Source: Trends and Progress of Banking in India
In the year 2009, income of the foreign banks in India amounted to Rs. 45,213 crore as against Rs. 13,036.16 crore in the year 2005. Expenditure also has been
increasing according to their business volume. It has amounted to Rs. 37,703 crore in 2009 as against Rs. 11,053.79 crore in 2005. Foreign banks earned
remarkable operating profit and net profit which amounted to Rs. 20,098 crore and Rs. 7510 crore respectively in the year 2009. Spread of the foreign bank also
achieved in effective manner which amounting to Rs 17,506 crore. It concludes that the foreign banks in India during the study periods 2005 to 2009 performed
well and attracted comfortable earnings with innovative and technology based services to the customers.

ADVANCES TO PRIORITY SECTOR LENDING

The description of the priority sector was formulated in 1972 and in the year 1974, public sector banks were advised 33.3 percent of their net credit to the
priority sector by the end of March 1979. In 1978, private sector banks were also advised to lend a minimum of 33.3 per cent of their total advances to the
priority sector by the end of March 1980. Foreign banks in India were also advised to progressively increase their advances to priority sector to 15 per cent of
their net bank credit by end march 1992. In n1993, this target was again increased to 32 per cent to net bank credit to be achieved by March 1994. And it has
divided into two sub targets of 10 per cent in respect of SSI and 12 per cent for export was fixed.

TABLE -5 ADVANCES TO PRIORITY SECTOR LENDING (Rs. in crore)

Year | SSI(Rs) | % Exports (Rs) | % Total(Rs) | %

2005 | 6907 10.2 | 12,339 18.3 | 23,843 35.4
2006 | 8446 9.6 17,102 19.4 | 30,449 34.6
2007 | 11,648 10.3 | 20,714 18.3 | 37,835 33.4
2008 | 15,489 12.2 | 28,954 22.7 | 50,254 39.5
2009 | 18,138 11.2 | 31,511 19.4 | 55,483 34.3
Average 10.7 19.6 35.5

Source: Trends and Progress of Banking in India

Foreign banks are contributing to the economic development of the country particularly to the MSME and export sectors over a period. SSI sector advances by
the foreign banks are almost above the target level of 10 per cent of the net bank credit except in the year 2006 and advances to export sectors averagely
recorded to 19.6 per cent which is above the target level of 12 per cent of their net bank credit. Overall advances to priority sectors lending accounted on 35.5
per cent averagely which is more than the target level of 33.3 per cent of the foreign banks.

As regards the amount of advances to SSI constitutes to Rs. 18,138 crore in 2009 as against rs.6907 crore in 2005 and exports amounted to Rs. 31,511 crore in
2009 as against Rs.12, 339 crore in 2005. As on whole the total priority sector amounted to Rs. 55,483 crore in 2009 as against Rs.23, 843 crore in 2005. It is
concluded that foreign banks are providing more lending to the priority sector particularly to the exports oriented activities.

NPA AS PERCENTAGE OF ADVANCES
Non performing assets are one of the very crucial problems in the banking sector which distress the overall growth and profitability of the commercial banks.
keeping in view the fact that the chances as well as the extent of recovery of NPA reduces overtime, the RBI took several measures in recent years to expedite
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recovery of NPA by banks strengthening the various channels of NPA recovery such as debt recovery tribunals, lok adalats, corporate debt restructuring
mechanism and the Securitisation And Reconstruction of Financial Assts and Enforcement of Security Interest Act 2002. Foreign banks are effectively managing
the NPA since its operation in the country through harsh and forced mechanism.

TABLE 6 NPA AS PERCENTAGE OF ADVANCES
Banks Gross NPA Net NPA

2008 | 2009 | 2008 | 2009
Nationalized Bank 2.1 1.8 0.7 0.7
SBI 2.6 2.6 1.4 1.5
Private sector banks | 2.5 2.9 1.2 1.5
Foreign banks 1.8 4.0 0.9 1.7
Average 2.6 2.8 1.1 1.4

Source: Trends and Progress of Banking in India
The above table indicates that the NPA of commercial banks in the year 2008 and 2009. Gross NPA is high in SBI (2.6) and low (1.8) in foreign banks in the year
2008. but in the year 2009, grass NPA was high (4) in foreign banks due to global financial crisis and poor performance in export sectors .As regards the net
NPA , nationalized banks recorded low(0.7) and foreign bank recorded high (1.7) . Average net NPAis 1.1 and 1.4 respectively in the year 2008 and 2009.

MAIJOR FINDINGS

Indian banking system is one of the well organized and regulated system which concentrates to socio economic development of the nation and also it brings the
capital formation to the industrial sectors from the public through the savings and investment. Foreign banks are transformed the traditional function of banking
services into technology based. The following are the major findings of the present study.

Foreign Banks in India always brought an explanation about the prompt services to customers. After the set up foreign banks in India, the banking sector in India
also become competitive and accurative.

Foreign banks are one of the dominant and emerging sectors in overall development of the country. presently there are 293 foreign banks are operating in the
country, off which, United Kingdom based Standard Chartered Bank constituted more branches (90) .

Foreign banks are concentrating to major cities and urban areas of the country to open more braches. There are 293 branches of foreign banks in India which
includes 233 branches in metropolitan areas, 52 in urban areas.

Foreign banks are the pioneer of the introduction of innovative and technology based services to the customer .The first ATM was installed by the HSBC bank in
1987 and now there are 43,651 ATM in the country as on March 2009, foreign banks alone established 1054 ATM which includes 270 on site and 784 off site
ATM in the year 2009.

During the study periods 2005 to 2009, foreign banks were performed well and attracted comfortable earnings.

As on whole the total priority sector advances by the foreign banks amounted to Rs. 55,483 crore in 2009 as against Rs.23, 843 crore in 2005.

Average gross NPA of foreign banks were 2.6 and 2.8 and Average net NPAis 1.1 and 1.4 respectively in the year 2008 and 2009.

SUGGESTIONS

Banking sectors become an unavoidable part and partial of the human being which is initiated from ancient periods. Over long decades, it transformed and
gradually upgraded with modern technology and instruments. Now banking in the country is one of efficient arrangements which facilitate savings, investments,
delivery of financial services and socio economic development of the country. Hence the banking system should be flattering channalised through universal
literature, because only 40 per cent of the people covered by the banking services.

Indian economy forced to meet the global competition due to globalization, during the initial periods; it was struggled but it slowly reinforced and ready to meet
the comprehensive challenges. In this regards, banking sectors underwent certain threats as well as opportunities from the foreign banks in India.

Foreign banks provides innovative products through modern technology to their customers, it was new to the Indian banking sectors particularly to the public
sector banks. Consequently the public sector banks were competent to updates themselves to meet the global competition.

Information technology plays a key role in the foreign banks which is well integrated with all kind of innovations. Hence they can provide speed and quality of
services to the customers without any delay. It is highly influenced and creates healthy atmospheres in the Indian banking industries.

As per the RBI guidelines, banking services should be reached to almost all the people by 2012. For that, concept of financial inclusion has been introduced in an
affordable cost of services. Foreign banks opened only four branches in the rural areas, it may increase in future because , rural areas are becoming the
economic centre due to industrialization and establishment of special economic zones .

Operation of foreign banks in India is well planned and effectively managed by the talented personnel. Quality of man power is good rather than quantity in
foreign banks whereas in the public sector banks poor man power with lack of control. Man power expenditure is very high in the public sector banks while
compare to foreign banks which lead to affect the overall profitability position of the banks. Hence the public sector banks should learn and adopt the man
power polices of foreign banks.

CONCLUSION

Approaches of public sector banks with the customers and public are hardly and even in certain stages, banking personnel refuse to render services. In many of
the public sector banks are functioning only because of the benefit of their employees and not for the public. But in the foreign banks, every employee has an
accountability to perform certain level of profitability. Foreign banks also contributing to the economic development of the country. These banks also achieved
the target of priority sector lending to 35.5 per cent of their net bank credit. Above all formulation of best practices, introduction of innovative products,
implementation of modern technology are possible only with help of the foreign banks. Hence there is a need of more foreign banks in the country to become
the super power in the world.
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