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Abstract
The banking industry in a country is the lifelines of the economy and plays aninfluential role in initiating and supporting
economic growth, especially, in developing countries like India.Banking in India has been operating for a relatively
longer period has resulted in acontraryeffect on the capital adequacy, asset quality and growth of our banks. With the
changing times, new heights have been achieved by banking industry. Technology use has fetched a revolution in banks
operational activities. Over the period, the industry has faced many issues and scams. But still majority of banks are still
doing a wonderful job as they have succeeded in maintaining the people’s trust and confidence. However, with changing
dynamic forces in this industry, it brings many risks to its stakeholders.

In this paper an attempt has been made to identify the emerging issues in banking sector. Present paper is divided into
three parts. First part deals with the brief introduction of banking sector, which includes the introduction and general
issues of Indian banking sector. The second part discusses the contemporary issues faced by Indian banking sector. And
the last part concludes with the suggestions in order to make this sector a great contributor towards the sustainable
economic growth.

Key words: Indian Banking Industry, Risk Management, Financial Inclusion, Employee Retention and Use of
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Introduction
Increasing emphasis on globalisation of the Indian economy has opened up new avenues and challenges for
Indian banks. Financial sector reforms and liberalisation of prudential regulations have thrown in a lot of
opportunities for Indian bank to grow and diversify their areas of business operations. Moreover, globalisation
has ushered in restructuring of the banking and financial sector through a series of mergers and
amalgamations and eventually brought in convergence of different activities and businesses in the banking
sector (Deshpandey, 2001).The Indian banking system has seen a complete transformation during the last
two decades, in sync with the progress made by the real economy. The period saw banks moving beyond
brick and mortar branches to adopt innovative delivery channels including internet banking, ATMs, call
centres, kiosks, Business Correspondents (BCs), etc. New products such as retail banking gained
prominence.

To cater the needs of customers in a better way, various customised products were introduced in the sector in
a useful manner. In today’s competitive world, banks have to be proactive in their approach rather than a
crisis-driven sector. In reality, after every scam our policy makers come with the new guidelines or
regulations.

Every year banks are confronting the issues which are at once familiar and evolving. Both the internal and
external concerns are faced by the banks. It includes the third party relationships, workforce management,
day-to-day operations etc. All these are somewhere interconnected. As we know that banking sector has the
pivotal position in economy and various stakeholders have many expectations from this sector. They
deposit their savings and hard earned money with these banks. Therefore, banks play a critical role when it
comes to the economy sustainable growth.
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The Indian banking sector is faced with multiple and concurrent challenges such as increased competition,
rising customer expectations, and diminishing customer loyalty. The banking industry is also changing at a
phenomenal speed. While at the one end, we have millions of savers and investors who still do not use a bank,
another segment continues to bank with a physical branch and at the other end of the spectrum, the customers
are becoming familiar with ATMs, e-banking, and cashless economy.

Risk management and Financial Consumer Protection:

The emerging area globally is the protection of the customers. During the scams and financial crisis, the
customer class is affected the most and worst hit in the crisis. There are many discriminatory information
issues, lack of transparency in transactions and extra charges with hidden information Product innovations
have not focused on customer requirements and have, instead, aimed at serving the interests of the service
provider.

Impaired Assets: Another issue is the rising portfolio of non-performing assets (NPAs) which is generating
considerable concern.At nearly Rs. 10 lakh crore, India’s pile of bad loans is better than the gross
domestic products of at least 137 countries. But so far, the RBI’s attempts to reduce Non-Performing Assets
(NPAs) in the banking sector have yielded little result. Banks should focus on their risk management
practices during boom time as they are not able to anticipate future declines. Currently, the worst-hit are the
state-owned banks, which dominate the Indian banking system. In March 2017, the average bad loans of PSBs
stood at 75% of their net worth. These bad loans are squeezing banks’ profitability and capital positions,
threatening the health of some of India’s biggest banks. The risk of more and more impaired assets is now a
“Governance” issue for banks as they hesitate in saying ‘no’, except, may be, to small borrowers. Banks
are now required to significantly improve their risk assessment capability and their ability to price risks, so
that they take on only those risks that they understand and can effectively manage.

The transaction cost of carrying NPA’s is also a major concern for the Indian banking sector. The operational
efficiency of banks has also decreased and it further causes the addition of non- performing assets in their loan
portfolios.

Financial Inclusion:The extent of financial inclusion in the Indian financial system continues to be low
despite several steps having been taken by the Government and the Reserve Bank of India. Financial
inclusion has become a necessity in today’s business environment. In financial inclusion there is no “one-size-
fits-all” approach. But the banks must recognize three important prerequisites for maximising the benefits of
financial inclusion efforts. One is the holistic approach to provision of financial services, not just credit or
deposit alone. Next is Meeting the needs of small firms and to focus on segments of population excluded by
gender or geographical remoteness. The unbanked masses constitute a unique but important stakeholder
group for banks, even though they may not be bank customers. This is a huge business opportunity for
banks to meet the expectations of this group through financial inclusion efforts. Financial institutions have
to keep a check of various perspectives like environmental concerns, corporate governance, social and ethical
issues while introducing any product. Poor people in the country should be given proper attention to improve
their economic condition. Several initiatives have been done by RBI to achieve greater financial inclusion
over a period of time.

Revolution of Information Technology:Banks must focus on leveraging technology to build new business
models and delivery channels that are tailored to the needs of the targeted population. With the help of
technology it is possible to increase the financial inclusion efforts, provided it is implemented in a planned
manner. But the increasing complexity, flexibility, and difficulty of product and servicing offerings makes the
effective use of technology critical for handling the risks linked with the business. Managing technology is,
therefore, a key challenge for the Indian banking sector. Developing or acquiring the right technology,
deploying it optimally, and then leveraging it to the maximum extent is essential to achieve and maintain high
service and efficiency standards while remaining cost-effective and delivering sustainable returns to
shareholders.Banks may have to go for mobile banking services for a cluster of villages. Alternatively,
technological institutions have to come out with low-cost, self-service solutions/ ATMs. The government and
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the RBI should actively support such research efforts. To face competition it is necessary for banks to absorb
the technology and upgrade their services.

Rigorous Competition:Globalization effect resulted in the forceful competition for the domestic banks. As the
foreign banks opened their branches or subsidiaries in India, it becomes a major challenge for Indian banks to
survive with international standards. RBI regulations have kept the banking industry open for foreign and
private banks over a period of time. Due to lower entry barriers by the authorities, many players like private
banks, foreign banks and non-banking finance companies etc. entered the banking sector. Entry of foreign
banks and new private sector banks hasstarted the high technology revolution. Therefore, banks have to follow
the prompt and efficient customer service for survival and growth in highly competitive environment, which
calls for suitable customer centric policies and customer friendly processes.

Employees’ Retention:Due to high competition in banking industry, revenue is on top priority for
banks.Banking industry has transformed from transactional and customer service-oriented to an increasingly
aggressive environment. But banking employees are often resistant to perform up to new expectations.
Customer centric banking industry fails to retain valuable employees can mean the loss of valuable customer
relationships. Employees are becoming disappointed because of frequent changes in the system. Their
diminishing morale results in less revenue. Banking industry is anxious about employee retention from all
levels, tellers to executives to customer service representatives because competition is always moving in to
hire them away.

Social and Ethical Aspects:Banking industry undertakes the responsibility of social and ethical aspects. But in
practical this is a biggest challenge for banks to consider these aspects in their working. Along with profit
maximization, banks have to support the organizations which have social and ethical concerns.

Security/ Cyber threats: In our new digital India, with the growing penetration of computers and smartphones,
and increasing access to the internet, Indians are taking to digital channels for their banking needs. Due to
which, cybercrime is becoming a greater threat. The RBI classifies frauds as transactions involving any
cheating, negligence, misappropriation of funds, or forged documents. “Not only simple attacks using
phishing, vishing and social engineering, but also increasingly audacious attacks by organised gangs with or
without backing by state players have come to light,” the RBI said. Authorities recommended that banking
industry should invest in defensive software and regularlymeasure the risks at hand, not just for
internalprocesses but also for the outside vendors that the lenders employ.

Bank Fraud:Banking regulators are also concerned with the increased number of fraudulent transactions in
banks. And banks are often seen unwilling to report these cases. All corporate loan-related fraud cases get
seasoned for two to three years as NPAs before they are reported as fraud,” the RBI said in the report. In the
last five years, the volume of bank fraud has increased by 19.6% to 5,064 cases.

New payment and finance banks:More and more new payments banks and small finance banks are launching
their operations. Specific segment is being catered by these banks. In future these banks will increase their
share. And when we talk about banks return on investments, they are not making enough profits. Their
shareholders expectations are not met when it comes to return on investment or return on equity.

Due to increasing competition, now banks are concentrating more on customer satisfaction. Nowadays,
customer experience plays an important role. Banks are able to provide the services as demanded by the
customers, especially in regards to technology. Regulatory pressure is increasing continuously and banks are
now required to spend more of the discretionary budget on upgrading their systems and processes to provide
the services to customers. Nowadays, financial technology companies are providing financial services with the
help of software. It has created an enormous challenge for the banks as they are not able to adjust quickly to
the changes like in technology, working operations etc. These types of challenges are certain in future also,
banks need to constantly improve their operations in order to keep up with the fast pace of change in the
banking and financial industry today.
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Mobile Banking: Another contemporary issue faced by banks is “Mobile Banking”. It is definitely trending
upward. More than 55% of adults now use mobile banking, and 81% of mobile deposit users say they are
“extremely” or “very” satisfied with their bank, comparedto 72% for non-mobile deposit users.But when we
talk of remote deposits, usage rates are very low. Banks need to be proactive in marketing and remarketing
the mobile capabilities. And encourage the accountholders to try bank mobile app and use it frequently for
their routine transactions. Most of the young consumers consider the mobile banking a “must have” or “nice
to have” feature. In fact, accountholders who use mobile deposit are less likely to change banking
relationships than those who do not utilize the remote deposit capabilities.

Banks need to start conversations about their mobile app at account opening start. They must help the new
accountholders to download the app and give them proper instructions regarding its safe usage.

In this digital age, creating personal connections is next to impossible for banks. Lesser face to face
interactions made it difficult for banks to maintain good customer relationship. According to data from
Nielsen, accountholders complaint that they face difficulty in resolving their problems as while using online
resolving mechanism, they don’t find the answers that they seek online. If they have not been able to resolve
the queries online, they regularly pick up the phone to do so.

Conclusion:
In the digital age, banks need to be careful while handing the contemporary issues. Banks should go for
transparent and non-discriminatory pricing of assets. It must be ensured that poor do not subsidize the
provision of banking services to the rich. The risk-return trade-off involved in various operations must be
analysed. We usually say that higher the risk more is the return you will get. But banks must study the
systematic and unsystematic risk so that they can take only that risk which is under their control and are in
alignment with the banks and customer long term gains. And while maintaining relationship with
customers and resolving their problems banks can use technology like interactive video ATMs for
distributing costs among branches. And providing access to specialists via video conferencing is another
way to bring specific skill sets into branches.

The business operations of banks should be customer-centric in nature. This should be reflected in all
aspects of banking operations including creation of customized products and services, pricing of services,
delivery channels, etc. Banks should, inherently, be flexible in their operations so that they have the ability
to meet the evolving stakeholder expectations.The culture of efficient risk management needs to be
imbibed in the organization’s ethos so that everyone from the top management to frontline managers in the
field shares a common vision of risk management.Banks are the lifeline of any economy and it is the
collective responsibility of all of us to ensure that we have a strong, resilient and inclusive banking system
geared up to face all domestic and global challenges.In this complex and fast changing environment, the
only sustainable competitive advantage is to give the customer an optimum blend of technology and
traditional service.
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