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Abstract - The banks are the lifelines of the economy and play a catalytic role in activating and sustaining economic growth, 
especially, in developing countries and India is no exception. The banking sector is on the cusp of revolutionary change. 
Challenges, if not addressed quickly and adequately, may result in loss of opportunities as and when the economic growth 
starts picking up momentum. In a sense, it has implications for both- the banks as well as for the economy as a whole, 
because a strong banking system is one of the essential pre-requisites in the quest for growth. The competition from global 
banks and technological innovation has compelled the banks to rethink their policies and strategies. The banks are the 
lifelines of the economy and play a catalytic role in activating and sustaining economic growth, especially, in developing 
countries and India is no exception. Powerful forces are reshaping the banking industry. Customer expectations, 
technological capabilities, regulatory requirements, demographics and economics are together creating an imperative to 
change. Banks must not only execute on today’s imperatives, but also radically innovate and transform themselves for the 
future. Our banking system, at the present juncture is, however, facing significant challenges from several quarters. These 
challenges, if not addressed quickly and adequately, may result in loss of opportunities as and when the economic growth 
starts picking up momentum. In a sense, it has implications for both- the banks as well as for the economy as a whole, 
because a strong banking system is one of the essential pre-requisites in the quest for growth. This paper intend to focus on 
the economic landscape and the emerging challenges for the banking system at the current juncture. 
 
 
I. GOVERNMENT 
 
Governments will influence through regulation rather 
than ownership. They will move to privatise state-
owned banks as the impact of politically driven credit 
decisions in the aftermath of the financial crisis is 
more fully exposed. Banks will be increasingly 
pressured on various social responsibility fronts, 
including fees, affordable housing, and anti-money 
laundering. The shadow banking industry – absent 
changes to the rules – will continue to grow to fill as 
much of the gap as it can, perhaps merely pushing 
future problems outside of the regulated industry. The 
pressure on the regulated industry will be particularly 
intense in those markets with growing appetites for 
credit. 
  
II. RISK MANAGEMENT 
 
Risk is inevitable in the banking business and hence, 
a sound risk management framework is the 
touchstone of an efficient bank. The risk management 
effectively aims at balancing the Risk-Return Trade-
off which is "maximizing return for a given risk" and 
"minimizing risk for a given return". The 
responsibility of setting a risk appetite for the bank as 
a whole is that of the Board and the Top 
Management. In practice, however, we seldom see 
the articulation of an objective risk appetite statement 
by the PSBs. If they haven't set out a risk limit for 
each type of risk that the bank runs and an aggregate 
risk appetite for the bank as a whole, how to measure 
and monitor risk? We must understand that risk 
management is integral to the success of the bank and 
hence, the Top Management should strive to put in 

place an efficient risk management framework 
keeping in view the changing market dynamics and 
the regulatory prescriptions. 
  
III. CAPITAL ADEQUACY OF BANKS 
 
Concerns have been raised about the ability of our 
banks to raise additional capital to support their 
business and these concerns are not entirely 
misplaced, especially for the public sector banks. 
Higher level of capital adequacy is needed due to 
higher provisioning requirements resulting from 
deterioration in asset quality, kicking in of the Basel 
III Capital norms, capital required to cover additional 
risk areas under the risk based supervision framework 
as also to sustain and meet the impending growth in 
credit demand, going forward. There is a constraint 
on the owners insofar as meeting the capital needs of 
the PSBs and hence, the underperforming banks are 
faced with the challenge of looking at newer ways of 
meeting their capital needs. The need of the hour for 
all banks, and more specifically, in respect of the 
PSBs, is that capital must be conserved and utilized 
as efficiently as possible. 
  
IV. LCR FRAMEWORK 
 
The Liquidity Coverage Ratio (LCR) regime has 
kicked in for the banks from January 1, 2015 with a 
minimum requirement of 60% to be gradually 
increased to 100% by January 1, 2019 in a phased 
manner. The LCR is a ratio of High Quality Liquid 
Assets (HQLA) to the Total Net Cash Outflows 
prescribed to address the short term liquidity risk of 
banks and the banks would be required to maintain a 
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stock of HQL As on an ongoing basis equal to the 
Total Net Cash Outflows. Presently, apart from 
maintaining LCR at 60%, the banks have to maintain 
SLR of 21.5% of the NDTL. Going forward, as the 
LCR requirements gradually increase, it may be 
desirable to reduce the SLR progressively. Presently, 
there is a special dispensation wherein RBI has 
permitted banks to reckon up to 7% of the SLR 
towards LCR (2% of MSF and 5% under FALLCR). 
Our regulatory department is seized of the issue and 
would take appropriate measures to address this issue 
going forward. 
  
V. ASSET LIABILITY MANAGEMENT 
 
The purpose of ALM is to enhance the asset quality; 
quantify risks associated with the assets and liabilities 
and further manage them. Asset Liability 
Management is deemed necessary because asset-
liability mismatches expose the banks to various 
types of risks i.e., risks of illiquidity and insolvency; 
risks arising from globalisation and deregulation. In 
the context of the Indian economy getting integrated 
with that of international economy and the banking 
system getting exposed to more and more doses of 
transparency, Asset Liability Management 
Committee (ALCO) of the individual banks should 
practically customise and parameterise their 
approaches and actions and strike a balance between 
risk and reward. 
  
VI. ASSET QUALITY 
 
The banking sector’s stressed assets (GNPA s plus 
restructured standard advances) are projected to 
currently be at INR 7500 billion (USD 115 billion) – 
11.3% of total banking sector assets. During the last 
four years, the growth in NPAs has been much higher 
than the growth in advances. The increased incidence 
of corporate frauds in India reflects potentially weak 
corporate governance standards of borrowers, 
inadequate credit risk management capabilities of 
banks, and the inability and/or reluctance of lenders 
to take legal recourse due to what is often perceived 
as a tedious and unwieldy judicial process. This puts 
additional responsibility on Indian banks to do 
thorough due diligence before approving or 
sanctioning loans. The first and the most important 
thing is for the banks to accept that there are gaps in 
the current process that warrant serious attention from 
the board and senior management team. The RBI, 
well aware of this gap, has advised banks that credit 
risk management should receive the top 
management’s attention and the process should 
encompass  : a) Measurement of risk through credit 
rating/scoring; b) Quantifying the risk through 
estimating expected loan losses and unexpected loan 
losses; c) Risk pricing on a scientific basis; and 
d)Controlling the risk through effective loan review 
mechanism and portfolio management. 

 RBI has taken various steps to improve the system's 
ability to deal with corporate and financial institution 
distress. This includes issuance of guidelines on 
"Early Recognition of Financial Distress, Prompt 
Steps for Resolution and Fair Recovery for Lenders: 
Framework for Revitalising Distressed Assets in the 
Economy, detailed guidelines on formation of Joint 
Lenders' Forum (JLF), Corrective Action Plan (CAP), 
'Refinancing of Project Loans', 'Sale of NPAs by 
Banks' and other regulatory measures, which 
emphasized the need for early recognition of financial 
distress and for taking prompt steps for rectification, 
restructuring or recovery, thereby ensuring that 
interests of lenders and investors are protected. 
  
VII. KYC/AML COMPLIANCE 
 
Let me now turn to another very important issue 
which is equally challenging for the private sector 
banks as well and that is, compliance with the KYC/ 
AML norms. A majority of the enforcement action by 
the banking sector regulator in the recent past has 
been on account of these violations. Consistent 
monitoring of transactions is necessary to prevent 
money muling. A few banks in the past have already 
been fined for deficiencies in adherence to 
KYC/AML norms and with our commitment to 
comply with the FATF norms;  forewarning is that 
the frequency and severity of such penalties would 
rise in future. 
  
VIII. CONSOLIDATION 
 
There were several small private sector banks which 
did not satisfy the minimum capital adequacy 
requirement prescribed under the new guidelines. 
Several stratagies were adopted to ensure that either 
they increase the capital within a specified time or 
they get merged with a healthier bank on a voluntary 
basis. The RBI actively encouraged consolidation in 
the private sector banking system, mostly through 
voluntary mergers or acquisitions. Consolidation 
happened mainly due to enforcement of proper 
criteria on ownership and governance. In one case, 
however, merger was imposed, and it was a 
challenging task. 
 
IX. CROSS BORDER BANKING 
 
Most cross-border knowledge transfer of capital, best 
practices and innovations will take place through new 
market entrants, third-party partnerships and 
intermediaries, rather than through cross-border 
banking institutions. This movement is a direct 
response to the localisation of the global banking 
system, and the constraints on deploying capital 
across different jurisdictions. More specifcally, we 
predict a growing mismatch of excess deposits in the 
developed world and banks unable to satisfy 
consumer credit demands in the developing world. 
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X. TECHNOLOGY 
 
We are in the middle of a multiwave trend where 
digital is first focused on optimising current products 
and services. The second wave, where enhanced data 
capture and analysis drives more targeted customer 
offerings and improved services is underway. Mobile 
banking will increasingly disrupt distribution models 
(e.g. instant video conferences with product experts) 
and the payments industry (e.g. P2P mobile 
payments). Technology is making it easier for 
customers to switch banks, making relationships 
much less sticky. This will drive the third wave, 
where banks and their partners develop sophisticated 
profiles on each of their customers. The cases related 
to cybercrimes have grown ruthlessly due to the 
upsurge in mobile devices with internet connectivity. 
Banks across the globe are increasing becoming 
prime targets of distributed denial-of-service (DDoS) 
attacks launched sometimes as a part of the plan to 
distract the security professionals attention to the 
depleting resources, while carrying out some 
additional dangerous activity in parallel like insertion 
of malware, or tampering with the IT assets.  A 
comprehensive threat intelligence technology is 
essential to foster organized and analysed threat 
information about potential or current attacks from 
the organization's perspective. On a national level, 
there is an urgent necessity of building capability of 
inspecting critical infrastructure in critical industry 
sectors before these are deployed in production to 
avoid any malicious intruders by leveraging the 
trusted hardware/software. 
 
XI. PRODUCT INNOVATION 
 
As the Indian banks moved gradually towards 
universal banking and as they positioned themselves 
as financial service providers, banking business had 
been redefined that in view of intense competition in 
the business environment, the banking sector 
emphasised on product innovations over service 
innovations. Therefore, to stay ahead in the race, 
banks will have to leverage technology for innovative 
product development including developing 
sophisticated financial products. Interestingly the 
Indian banking market is seeing discontinuous growth 
driven by new products and services that include 
opportunities in credit cards, consumer finance and 
wealth management on the retail side, and in fee-
based income and investment banking on the 
wholesale banking side. Thus, the challenge for 
Indian banks is on how to assess the needs of their 
clientele and offer customised products to meet their 
satisfaction. 
 
XII. FOCUS ON CUSTOMER SERVICE 
 
The expansion of banking services and diversification 
of ownership has led to both enhanced efficiency and 

systematic resilence in the banking sector. However, 
there are legitimate concerns with regard to the 
banking practices which tend to exclude rather than 
attract vast sections of population, particularly 
pensioners, self-employed and those employed in the 
unorganized sector. Banks have been bestowed with 
several privileges, especially of seeking public 
deposits on a highly leveraged basis. It is, therefore, 
imperative that they provide banking services to all 
segments of the population on an equitable basis. 
With the RBI’s initiative, the Indian Banks 
Association has prepared a model “Fair Practices 
Code” which is a public document enlisting thing that 
a customer can expect from the concerned bank. The 
bank will have to concentrate more on customer 
service. 
 
XIII. ENHANCING CORPORATE 
GOVERNANCE 
 
For financial stability, banks need to have sound 
corporate governance not only in the level of the 
individual banks, but it is also a critical ingredient at 
the system level. Effective risk management systems 
determine the health of the financial system and its 
ability to survive economic shocks. Research shows 
that many risk management failures are due to 
breakdown in corporate governance which arises due 
to poor management of conflicts of interest, 
inadequate understanding of key banking risks and 
poor board oversight of the mechanisms for risk 
management and internal audit. Therefore, it can be 
said that corporate governance is the foundation of 
effective risk management in banks and thus the 
foundation for a sound financial system. 
 
XIV. SOCIAL AND ETHICAL ASPECTS 
 
There are some banks, which proactively undertake 
the responsibility to bear the social and ethical 
aspects of banking. Apart from profit maximization, 
commercial banks are supposed to support those 
organizations, which have some social concerns. 
Social banks try to invest their money only in 
endeavours that promote the greater good of society, 
instead of those, which generate private profit just for 
a few. The main difference between mainstream 
banks and social banks that mainstream banks are in 
most cases focused solely on the principle of profit 
maximization whereas, social banking implements 
the triple principle of profit-people-planet. 
 
XV. FINANCIAL INCLUSION  & BEYOND 
PMJDY 
 
Banking the unbanked (urban and rural) will become 
a primary policy objective in both developed and 
emerging markets, as governments seek to reap the 
economic benefits of broader access to financial 
services for their populace. Flow of individual 
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savings, albeit howsoever small combined with flows 
from direct benefit transfer would be crucial to give 
an initial push to keep these accounts active while 
extending productive/need-based credit would be the 
second crucial step. The onus is upon all of us to 
ensure that the window of opportunity that has been 
presented by the opening of such a large number of 
accounts, is not put to waste by allowing the accounts 
to turn inactive. A major challenge for the banks 
would be to manage their banking correspondent 
model effectively. The problems relating to their 
viability, governance, cash management, linkage and 
oversight from a base branch need to be quickly 
addressed. The entire financial inclusion ecosystem 
must progressively develop, if the momentum 
gathered under the PMJDY exercise has to be 
sustained for all-round benefit of all stakeholders. In 
the light of Government policies, one of the 
challenges before Indian banks is to redesign their 
business strategies so as to incorporate specific plans 
to promote financial inclusion of low income group 
by treating it as a business opportunity as well as a 
corporate social responsibility. In January 2006, 
banks were permitted to utilise the services of non-
governmental organisations (NGOs / SHGs), micro-
finance institutions and other civil society 
organisations as intermediaries in providing financial 
and banking services through the use of business 
facilitator and business correspondent (BC) models. 
The BC model allows banks to do ‘cash in - cash out’ 
transactions at the location of the BC and allows 
branchless banking. At present, it may appear that 
taking banking to the unprivileged and unbanked 
sections may not be profitable but gradually it can 
emerge as commercial profitable business. 
 
XVI. INDIAN BANKING IN 2022 -3 
POTENTIAL PATHS FOR THE SECTOR  
 
Scenario 1—Containment and contraction: If the 
Indian banking sector continue to maintain the status 
quo, the crisis situation will continue, with falling 
growth in corporate loans, high non-performing 
assets (NPAs), and continued polarization of the 
sector. As a result, the sector is likely to contract and 
move further into the realm of unprofitability. Indian 
banking may then become unable to meet the 
financing needs of the growing economy. 
 
Scenario 2—Unsustainable expansion: A short-term 
fix is possible through external capital infusion to 
cover potential stressed assets losses and provisions. 
This may temporarily revive sector growth, but 
without making major structural changes, this growth 
would be unsustainable in the long run. 
 
Scenario 3—Structural transformation: Long-term 
change and value creation is possible but only with 
sector-wide reforms and a complete reinvention of 

traditional business models. This report explores in 
detail the changes needed to make this possible. 
 
Breaking the shackles—a blueprint to transform the 
sector. 
A comprehensive reinvention of the Indian banking 
industry is possible only with both structural changes 
in the sector as well as individual bank-level 
transformation and innovation. The report proposes a 
three- point blueprint of change covering actions both 
at the industry and individual bank level. 
 
Structural reforms agenda for the industry to address 
the major challenges affecting banks across the 
country. 
a)Develop a systemic solution to the stressed-asset 
challenge by leveraging partnerships with private 
asset management companies (AMC) and private 
capital and expertise to maximize value for the banks. 
b) Drive a dramatic structural overhaul of Indian 
banking through multiple measures, from 
consolidating select PSBs, to leveraging public-
private partnerships to strengthen capabilities, to 
exploring the opportunity to bring in private capital in 
state-owned banks. 
c) Strengthen the Indian capital markets to meet 
corporate funding needs through bonds and 
securitization opportunities. 
 
Transformation agenda for the banks to drive 
efficiency and profitable growth 
a. Transform existing business models to 
address the core business segments—from corporate 
banking to MSME to mass market, to become more 
efficient in credit assessment and service delivery. 
b. Drive digitization to dramatically drive 
down costs, by building scalable IT platforms that 
seamlessly integrate the front- and back-end 
applications with external data ecosystems. 
c. Create a bedrock of robust enterprise risk 
management and greater transparency, through a 
quantitative perspective on risk health assessment. 
Innovation agenda to disrupt and expand into new 
opportunity areas, as well as tap into the emerging 
channels to reach and service the customers. 
a. Capture value from the emerging 
ecosystems, where banks can expand beyond their 
traditional domains and take over the ecosystems 
orchestrator role in the coming integrated network 
economy. 
b. Embed advanced analytics capabilities, to 
drive greater business value, efficiency, and enhanced 
customer service delivery through “hands off the 
wheel” decision making. This will require banks to 
build distinctive analytics capabilities in technology, 
people, and to deploy these assets in high-priority use 
cases. 
c. Shift to an agile organization structure, 
moving away from the traditional silo-ed and 
vertically segregated structures and operationalizing 
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agile cross-functional squads. Solving the critical and 
complex challenges facing the Indian banking sector 
will require concerted action from all stakeholders. 
Only a truly transformative execution supported by 
structural reforms can enable Indian banking master 
the new realities. 
 
CONCLUSION 
 
The banking sector is on the cusp of revolutionary 
change. In the next few years,  we will see a much 
more varied set of banking institutions using 
information and technology to their fullest, a healthy 
public sector banking system, distant from 
government influence but not from the public 
purpose, and a deep and liquid financial markets that 
will not only compete with, but also support, the 
banks. Such a vision is not just a possibility, it is a 
necessity if we are to finance the enormous needs of 
the real economy. As India resumes its path to strong 
and sustainable growth, it is the RBI’s firm 
conviction that the Indian banking sector will be a 
supportive partner every inch of the way. Over the 
years, it has been observed that clouds of trepidation 
and drops of growth are two important phenomena of 
market, which frequently changes in different sets of 
conditions. It is evident that post liberalization era has 
spread new colors of growth in India, but 

simultaneously it has also posed some challenges. 
This article discussed the various challenges and 
opportunities like rural market, transparency, 
customer expectations, management of risks, growth 
in banking sector, cross border banking, 
environmental concern, social, ethical issues, etc. 
Banks are striving to combat the competition. The 
competition from global banks and technological 
innovation has compelled the banks to rethink their 
policies and strategies. 
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