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Abstract

The banking industry plays a key role in the economic prosperity of every nation, and India is no different.
With the Indian government projecting a $5 trillion GDP by 2025, it is vital to evaluate the role of the banking
Industry in accomplishing this ambitious objective. India's banking industry, which includes a mix of public,
private, and foreign banks, is rapidly evolving as of which advances in digital banking, financial inclusion
initiatives, and a shift toward infrastructure financing. However, challenges such as NPAs, capital adequacy,
and governance issues persist. This research explores the contributions of the Indian finacial service sector
towards economic growth, with an emphasis on credit facilitation, infrastructure financing, and financial
inclusion. This paper investigates the current health of India's banking industry, the link between banking
performance and economic growth and development, and the actions required to restructure the sector to
achieve it's objective of a $5 trillion economy.
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1. Introduction

India being one of the fastest-growing economies in the world, plans to reach a GDP of $5 trillion by
2025. This ambitious aim needs transformational contributions from several areas of the economy, including
finance. The functioning of the banking sector, which is crucial to capital generation, credit facilitation, and
resource  allocation, has a  direct effect on the nation's growth  trajectory.

Over the last few years the India's banking sector has experienced major reforms, moving from a
mainly state-controlled system to one that includes private, foreign, and digital banks. This reform has resulted
in more effective financial intermediation, higher credit flow, and better access to banking services throughout

the country, including rural regions. However, obstacles like as non-performing assets (NPAs), capital

website: https://kcectrust.org/E-journals/about-journal.php [ 123 |



https://kcectrust.org/E-journals/about-journal.php

MULTIDISCIPLINARY COSMOPOLITAN JOURNAL OF RESEARCH

(\1.'/’ (MUCOJOR)-2583-9829(0Online)

International Peer Reviewed and Referred E-Journal
ISSN: 2583-9829, Volume: 02, Issue: 04, December 2024
insufficiency, and governance concerns continue to limit the banking sector's full potential.
The Indian finacial service industry has been charged with maintaining a flourishing business
ecosystem, encouraging financial inclusion, and funding important infrastructure projects. This essay
examines how the banking industry has contributed to India's economic expansion, with a particular emphasis

on how it might help the nation achieve its goal of being a $5 trillion economy.

2. Indian Banking Sector: A Strategic Pillar for Economic Growth

With more than 100 commercial banks, India's banking industry is essential to supplying the
financial framework required for economic growth. The industry is divided into public and privat sector
banks, foreign banks, and regional rural banks, each of which has a distinct function in the economy.

Public sector banks have chronically controlled the banking system of india and were mainly
responsible for directing loans toward priority sectors, industry, and agriculture. But during the 1990s, when
private and international banks began to appear, the banking industry has changed, leading to increased

competition, better services, and better technology integration.
2.1 Evolution of the Indian Banking Sector

Prior to liberalization (before the 1990s), public banks controlled the majority of the banking industry,
with little involvement from private institutions. Because of the emphasis on public service, these banks

frequently experienced inefficiencies and restricted credit extension to non-priority sectors.

Post-Liberalization (1991- present): In 1991, economic changes allowed private along with foreign
companies to enter the banking industry, which enhanced consumer satisfaction, innovation, and service
delivery. Robust techniques to manage risk, higher capital levels, and more efficient operations were all

brought about by the creation of Basel 1l and 111 standards as well as the updating of RBI rules.

Digital Transformation (2000s-present): With the introduction of mobile banking, UPI, Aadhaar-based
banking, and e-wallets has transformed the way these services are delivered. These developments have
resulted in a boom in financial inclusion, allowing millions of people in rural and semi-urban regions to

access banking services.
3. The Role of Banks in Economic Growth

3.1. Credit to Businesses and Entrepreneurs

The availability of finance is critical to the success of businesses, particularly small and medium-
sized organizations. These enterprises have a substantial impact on employment and GDP growth, making

them critical to the economy's progress. According to data from the Reserve Bank of India (RBI), Indian
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banks extend significant loans to the industrial sector. As of 2022, Indian banks have an outstanding credit

of INR 112 lakh crore, with the majority of it going to manufacturing, services, and retail firms.

The Indian government has launched a number of programs to boost finance availability for SMEs
and start-up businesses. The Pradhan Mantri Mudra Yojana (PMMY), which commenced in 2015, intends to
offer microfinance to small enterprises. As of 2022, more than 28 crore loans adding up to over INR 15 lakh
crore were disbursed under the scheme, supporting entrepreneurs throughout the country.

3.2. Financial Inclusion and Access to Banking Services

Improvment in the financial inclusion of the country has been a crucial driver of India's economic
progress. A sizable segment of India's population has been way long excluded from the official banking
system, particularly in rural regions. The World Bank estimates that by 2021, over 80% of Indian people
would have access to a bank account, up from 35% in 2011. The government's flagship initiative, the
Pradhan Mantri Jan Dhan Yojana (PMJDY), which was introduced in 2014, has played an remarkable role
in increasing financial inclusion. By 2022, over 47 crore PMJDY accounts had been established, giving

millions of Indians access to elementary services of bank including savings accounts, insurance, and credit.

The intentional grail behind increasing financial inclusion is not just to provide access to banking
services, but also to provide the groundwork for broader economic activity. More individuals have access to
finance, which allows them to invest in enterprises, education, health, and housing, resulting in increased

consumption and higher economic production.
3.3. Banks as Catalysts for Infrastructure Development

Infrastructure development is a pivotal component of India's economic growth strategy. Investments
in transportation, energy, and urban development create jobs and boost economic activity. Banks, through
different lending arrangements, play a significant role in funding infrastructure projects. According to the
Ministry of Finance, more than INR 100 lakh crore would be invested in infrastructure development in the
next few years as part of the National Infrastructure Pipeline (NIP). Indian banks are supposed to play a
pivotal role in financing these projects.

Furthermore, huge PSBs such as the SBI and PNB have long been the principal funders of
infrastructure projects. In 2021, SBI alone had sanctioned over INR 1.8 lakh crore for infrastructure

financing, covering sectors such as roads, railways, and renewable energy.
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3.4. Supporting the Digital Economy

India is witnessing a digital revolution, which has resulted in a substantial shift in how all these
services are provided and consumed. Digital banking, enabled by systems such as the UPI system, has
emerged as a critical component of India's financial ecosystem. According to the National Payments
Corporation of India (NPCI), the sum total of UPI transactions in FY 2023 was INR 125 lakh crore, a

substantial rise over prior years.

Banks in India are progressively using digital technology to improve customer experience, service
delivery, and operating expenses. Customers may use digital banking services to access their accounts,

transfer funds, and apply for loans via their cell phones.
4. Challenges Facing the Indian Banking Sector

Despite the positive strides made by India’ s banking sector, several challenges hinder its ability to

provide backbone support to the economy fully. Some of these challenges include:
4.1. Non-Performing Assets (NPAS)

Amongst the most critical issues that Indian banks are facing is the issue of non-performing assets
(NPAs). NPAs are loans that borrowers fail to repay, which causes banks to lose money. As of March 2022,
Indian banks' gross NPA ratio was 5.9%, with public sector banks being the most afflicted. Nonperforming
assets (NPAs) not only decrease banks' capacity to lend, but also damage investor trust in the monetary

system.

The government has already applied many steps to combat NPAs, including the Insolvency and
Bankruptcy Code (IBC) and a recapitalization program for public-sector banks. The IBC enables the
settlement of stressed assets, resulting in faster recovery of bad debts. However, progress has been gradual,
and tackling the NPA issue remains a top concern for the pecuniary industry.

4.2. Regulatory Challenges

The Reserve Bank of India (RBI) regulates India's banking system, establishing regulations and
standards to guarantee financial stability. However, the banking sector has regulatory compliance issues,
notably in capital adequacy, bad loan provisioning, and Basel 111 implementation. These laws, while vital for

financial stability, can be difficult for smaller banks that struggle to achieve rigorous capital requirements.

Furthermore, the implementation of new rules or modifications in current policies frequently creates
confusion and compliance concerns for banks. Balancing regulatory obligations with the desire for

expansion and innovation is a difficult challenge for the banking industry.
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4.3. Cyber security and Digital Transformation

The fast move to digital banking, as well as the growing dependence on technology, provide a
challenge in terms of providing adequate cyber security. As India transitions to a digital economy, cyber
assaults and data breaches become increasingly common. Banks must make significant investments in cyber

security infrastructure to secure sensitive consumer information and avoid fraud.

The rapid boom in digital transactions has increased banks' vulnerability to cybercrime. In FY 2022,
the RBI recorded over 5,000 cyber fraud incidents worth INR 300 crore. Strengthening cyber security
standards and raising customer awareness are critical to preserving confidence in the digital banking

ecosystem.
4.4. Capital Adequacy and Funding

Indian banks, in specific of the public sector banks, confront capital adequacy issues. Although the
RBI has made it compulsory that the banks maintain a certain capital ratio, many public sector banks require
extra capital infusions to achieve these standards. The government has been recapitalizing public sector

banks to improve their capital bases, although this is still a difficulty.

In addition, the banking sector is seeking to diversify its funding sources. Non-banking financial
organizations (NBFCs) and private banks, for instances, have been more involved in lending to housing and
consumer loan sectors. However, the Indian banking industry continues to have challenges in sourcing

sustainable and long-term capital to meet the expanding credit demand.
5. Pathway to a $5 Trillion Economy

To achieve the set target of $5 trillion economy, essential sectors i.e. infrastructure, manufacturing,
services, and technology must expand at a steady pace. The banking sector must play a demanding role in
aiding this expansion by providing sufficient funding, promoting digitization, and increasing financial
inclusion. The initiatives listed below can help the banking industry contribute more successfully to India’s

economic goals.
5.1. Increased Credit Flow to Priority Sectors

Banks should prioritize lending to essential industries with the potential to produce significant
development and employment. This include manufacturing, agriculture, and infrastructure. The
government's Atmanirbhar Bharat project and the National Infrastructure Pipeline offer considerable
prospects for banks to invest in these industries.
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5.2. Promoting Financial Inclusion

India's banking industry must continue to prioritize financial inclusion to guarantee that all segments of
society have access to financial services. The success of initiatives such as PMJDY should be used to
increase access to credit, insurance, and other financial services, especially in the rural, backward and

disadvantaged regions.
5.3. Digital Transformation

Digital banking can have a peculiar role in reducing costs, improving access to services, and
enhancing customer experience. The government’ s strong emphasis for a Digital India, along with the
widespread adoption of UPI and mobile banking, should be supported by banks. Ensuring effective cyber

security measures and technical innovation will be vital to the expansion of digital banking.
5.4. Strengthening Governance and Reducing NPAs

Reducing NPAs will boost the lending capacity of banks and restore their profitability. Addressing
this issue requires the implementation of efficient asset resolution processes alongside the improvements to

bank governance structures.
5.5. Encouraging Innovation and Start-ups

Banks should focus on creating an entrepreneurial ecosystem by lending to start-ups and new firms.
The success of programs like Start-up India and the availability of venture capital can be boosted by

increased cooperation from the moneyary industry.
6. Conclusion

The catastrophe of India's banking industry is crucial to the country's goal of becoming a $5 trillion
economy. The banking industry may be a strong driver of economic growth by guaranteeing easier access to
credit, enhancing financial inclusion, encouraging digital banking, and tackling issues like non-performing
assets. Indian banks have the capabilities of making a substantial contribution to the country's economic
transformation and assist in achieving its inspirational objective with sustained reforms and investments in

technology, governance, and customer service.
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