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 The present paper an initiative to understand the Indian banking sector’s 

growth. Through this paper we tried to focus three phases of growth. It 

includes pre-independent period, post independent period till nationalization 

and finally the economic reforms. Secondary data considered for developing 

the paper and for this purposes various libraries visited by the authors. The 

objectives of the study is to undertake in-depth study on reasons for financial 

exclusion and response of the Prime Minister’s Jana Dhan Yojana ( PMJDY) 

towards financial inclusion initiatives.   
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Back ground of the study 

The Indian banking system has a historical perspective. Although, traditional banking operations 

started much later but during ancient times the concept of banking system was there in its own 

way. Most of the time the rich people considered the temples as the safest place to keep money 

and temple priest was often use these money to provide assistance against certain earnings. May 

that was the first time the people were involved in financial transactions to by utilized the 

financial resources (Gajdhane, 2012).  

The system thus, got its own shape and during the last half of 18th century. The first bank was set 

up in the year 1786 was named as General Bank of India. This was followed by Hindustan Bank, 

which was started its operations during the year 1790. The sector had seen a massive flux of 

establishment of banking company was due to entry of East India Company. As the British 

company expanded its business volume it felt the needs of formal banking system especially for 

business purposes. Till date the flow of credit for personal usage was very limited. The company 

was established the following banks for smooth conduct of trades: 

 The Bank of Bengal (1809) 

 The Bank of Bombay (1840) 

 The Bank of Madras (1843) 

These three banks were called Presidency Banks. The Bank of Hindustan was established during 

the year 1870s. This was followed by Allahabad Bank which was established by Indians started 

operations during the year 1865. Between 1906 to 1913, Bank of India, Central Bank of India, 

Bank of Baroda, Canara Bank were set up. The three Presidency Banks were started operating in 

various trade centers where East India Company had its own business entities. Later, the three 

presidency banks were merged and named it as Imperial Bank of India by an act in the year 

1920s. On the recommendations of Royal Commission on Indian Currency and Finance (1926), it 

was decided to establish one supreme authority to control the banking business in India. The 

recommendations helped to establish Reserve Bank of India. The Reserve Bank of India Act was 

passed in the year 1934 and the organization came into existence in the year 1935.  
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Objective of the studies: 

To understand the various stages of growth of Indian banking industry. 

To undertake research on the financial exclusion and PMJDY. 

Methodology 

Secondary data was considered for this study. 

 Phase I: Indian Banking Sector – Pre – Independence 

The phase one of Indian banking sector was haphazard and the growth was unsystematic where 

the main objective was to provide credits to those sections of the people who are creditworthy. 

The phase had seen growth of banking sectors in terms of number of units not in terms of 

volume of businesses (Sathya S. Debasish & Bishnupriya Mishra 2005). As a result of the same 

the sector had seen uneven growth. The majority of the credit went to industrial sector and most 

of the industrial houses were controlling the banking businesses (Sanketh Arouje 2010) mainly. 

Due to large number of banks but less number of customers, most of these banks were engaged 

in unfair competitions to steal away the businesses of the opponents. As a result of the same 

these banks were became bankrupt very soon. The second important aspect was related to 

disbursement of credits. Most of the time it was observed that the credits were meant for small 

sections of the people who were bankable and at the same time was greater prosperity to repay 

the loan. Although, there was nothing wrong in the approach, but it was simply increased the 

income gap between high end consumers and low end consumers. As the banks were failed to 

oblige the social sector obligations it did not helped the society to a great extent.  

As a result the sector was witnessed lots of changes during this phase. For a long period of time 

Presidency Banks acted as a quasi central bank and later these three banks were merged to form 

Imperial Bank of India which later became State Bank of India in the year 1955. Foreign banks 

too started to arrive, particularly in Calcutta, in the 1860s. The Comptoire d'Escompte de Paris 

opened a branch in Calcutta in 1860, and another in Bombay in 1862; branches in Madras and 

Pondicherry was then followed. HSBC established itself in Bengal in 1869. Calcutta was the most 

active trading port in India, mainly due to the trade of the British Empire, and so became a 

banking centre. The phase also witnessed the establishment of banks under the control of Indian 

players due to massive impact of Swadeshi Movement. But due to operational deficiency and lack 
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of management expertise, most of these banks were failed to sustain for a long period of time. 

The phase 1913 to 1948 approximately 1100 banks were operating in India. But as mentioned 

earlier, most of these banks were focusing on profit motives only as they were in the hands of 

private sectors. The lack of exposure towards social sectors basically created social imbalance.  

 Phase II: Indian Banking Sector – Post Independence till Nationalization 

During this phase the industry was witnessed lots of changes along with strong regulatory 

control from government. Although, RBI was established in the year 1935; but it was vested with 

autonomy and much bigger role after independence for smooth performance of banking industry. 

At the time of independence, India had 600 banks but due to their biased approach towards 

providing working capital loans to large industrial houses, they ignored the small and marginal 

players as well as the agricultural sectors. As India was very much dependent on agricultural 

sector, lack of credit mobilization towards this sector increased negativity. Considering these 

difficulties the government had transformed Imperial Bank of India as State Bank of India 

through bank nationalization policy. This was another initiative which helped the Government to 

achieve the desired growth of the economy. Following were the regulatory activities 

implemented by the Government of India for smooth operation of the banking sector.  

 Implementation of Banking Regulation Act, 1949 

 Nationalization of State Bank of India, 1955 

 Nationalization of SBI subsidiaries, 1959 

 Insurance cover extended to deposits, 1961 

 Nationalization of 14 major banks, 1969 

 Creation of Credit Guarantee Corporation, 1971 

 Creation of Regional Rural Banks, 1975 

 Nationalization of seven banks with deposits of Rs. 200 crore, 1980 
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It was felt that only establishing SBI was not going to fulfill the purpose of social sector 

development. The geographical coverage of the people was vast and the demands for credit to 

unbanked areas were also very high. As people are belonging belongs to unbanked areas, till date 

they are not in a position to get the desired finance. The Indian economy still depends heavily on 

the agricultural sector, thus lack of credit to this sector ultimately affect the overall economic 

growth. Just after independence, the general belief was that the banks should play more active 

role for the development of the Indian economy by accelerating the financial resources to the 

needy segment. The concept of priority sector lending had been initiated by the RBI and it 

became statutory norms to be followed by each and every banks operating in India. To achieve 

the desired goal the government was introduced the bank nationalization policy after the 

announcement of social sector policy during the year 1967. This was followed by Bank 

Nationalization Policy in the year 1969. The Government nationalized 14 largest banks of that 

time by increasing the share from 33% to 86%. The basic objectives were to expand the bank 

branches to needy segment of the society and channelization of credits to the needy segment 

(Reddy, 2002b, p. 338). In the year 1980s six more banks were nationalized. The aim of the 

second wave of nationalization was to ensure smooth flow of credits for priority sectors and 

rapid expansion of bank branches. The government was determined to reach to the lowest 

segment of the economy that was remained unbankable till date. The reach and expansion 

ultimately helped the sectors to achieve the desired growth which the country was looking for.  

 Phase III: Indian Banking Sector – Economic Reforms 

Indian economy witnessed the wave of free market economy after the congress government led 

by Mr. P. V. Narashima Rao, who introduced the policy of liberalization, privatization and 

globalization. Going with the global trend, Government of India was in favour of opening up the 

economy so as to bring more competition in the market. The restrictive trade practices had been 

replaced by opens market economy where all the firms were allowed to play a level playing field. 

The growing demand of consumers and increasing linkage with global market effectively shifted 

the closed economy towards open economy. The movement helped to improve the banking 

services as it was able to create sufficient demand for various types of banking products and 

services. The RBI played an effective role to provide license to new generation banks. The move 
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was opened up the door for private sector banks. These banks were managed to implement 

product differentiation with the help of new age technologies. One such bank was Global Trust 

Bank which later merged with Oriental Bank of Commerce. Subsequently, other private sector 

banks like Axis Bank, HDFC Bank, ICICI Bank etc. were established and these new age banks 

helped to change the banking service operations. The rapid expansion of other sectors also 

raised the demand for credits. The economic liberalization thus opened the opportunity for the 

banking sector to a great extent.  

The banking sector which was remained unprofitable and inefficient started showing 

improvements with the changing economic conditions.  Despite large number of deposits, the 

banking sector is able to reach small parts of the Indian economy. The sectoral performance 

although helped a lot but this has mainly absorbed by the new age banking sectors. Public sector 

banks were remained unprofitable for quite sometimes. The new age banks rightly understood 

the changing demand of the consumers and started implementing the services with the help of 

modern technologies. This has also able to improve the operational efficiency of the banks. The 

rapid application of technology helped to reduce the cost of operations as well.  

The reforms that were undertaken as recommended by the Narsimham Committee can be 

discussed in brief below: 

Statutory Pre – emption 

The CRR limit which was raised to maximum permissible limit of 15% during 1991, was reduced 

subsequently to 4.5% during the year 2003. Due to the effect of liberalization the demand for 

money supply increased and the same can be seen through the reduction of CRR rates. This 

reduction helped the bank to provide more credits as banks have to keep less amount of money 

with the RBI as CRR. The increased flow of money supply in the economy certainly improved the 

purchasing power of the people.  

Priority Sector Advances 

The committee was recommended that the priority sector advances as one of the major reasons 

for underperformance of public sector banks. The committee recommended to reduce the 

quantum of loan amount from the existing 40% to 10%. Although, this was an important 

recommendation but the same was ignored as this was the main agenda for nationalization of 
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banks. The sectoral advanc remained same. However, the scope of the sector had been expanded 

by including the IT companies. 

Liberalization of Interest Rates 

The liberalization of interest rate was the one of the primary recommendation of the committee. 

As interest rates were the main source of earnings for banks proper fixation of the same will help 

to improve the operational efficiency of the banks. The lending rate for loans in excess of Rs200, 

000 that account for over 90% 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 Rs200,000 interest rates can be set freely as long as they do not exceed the PLR 

(Arun and Turner, 2002b, p. 437; Reserve Bank of India, 2004a, p. 15; Shirai, 2002b, p. 13). On 

the deposit side, there has been a complete liberalization for the rates of all term deposits, which 

account for 70% 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 was subsequently lowered 

from two years to 15 days in 1998. The term deposit rates were fully liberalized in 1997. As of 

2004, the RBI is only setting the savings and the non-resident Indian deposit rate. For all other 

deposits above 15 days, banks are free to set their own interest rates (Reserve Bank of India, 

2004a, p. 11; Shirai, 2002b, p. 13f).  

Entry Barriers 

As per the recommendations of the committee, the RBI was planned to reduce the entry barriers 

of private or foreign banks.  The lowering entry barriers helped to open the sector for these 

players and subsequently improved the market competition. The increased efficiency of the 

banks helped to serve the customers in a better manner.  

Concluding observation 

The operational deficiency and lack of management expertise was major issue in the initial stage. 

During the second period the industry was witnessed lot of changes along with strong regulatory 

control from government. The aim of second wave of nationalization was to ensure smooth flow 

of credits for priority sector and rapid expansion of banking branches. 
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In the third phase ,the new age banks rightly understood the changing demand of the consumers 

and started implementing the services with the help of modern technologies. This has also able 

to improve the operational efficiency of the banks. The rapid application of technology helped to 

reduce the cost of operations as well.  
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