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ABSTRACT 

Banking industry is one of the major business undertakings of India and as 

such plays a vital role in the economic development of our country.  Not 

only that it has a social responsibility too to cater to the needs of everyone 

in the country as everybody is equal as evidenced by the ‘one man one vote’ 

principles of our democracy. There was a time when an account holder in a 

bank considered himself to be a privileged person.  But now the banks feel 

privileged when their number of account holders escalates.  That means 

more and more people are enjoying bank services.  Still the question 

remains whether all of those who need banking services are enjoying at an 

affordable cost.  The answer to the question is not definitely ‘yes’.  The 

bank services must reach every one; the tiller, the weaver and the mason.  

Earlier a customer is a customer to one branch, now thanks to the 

development in technology and innovation (especially frugal/indigenous 

innovation) like core banking solution, mobile wallet etc.; he/she becomes 

customer to the banking industry; consolidation is happening everywhere, 

especially in delivery channel, a bank has shrunk to a chip card, and you 

can access any of 2.04 Lakh  ATMs and 1,38,850 branches spread over the 

length and breadth of the country or your smart hand phone device for 

mobile applications.  Now the banking is in the era of ‘banking 

transactions’ to ‘transaction banking’. In the back ground of different 

flavours of banking like unit banking, branch banking, small banks, 

medium sized banks, big banks, cooperative banks, local area banks, 
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payment banks, etc., growth is faster now, but the growth is a positive 

growth or cancerous growth, we have to check.     

The Indian banking industry is witnessing a bleak scenario in its history, in 

terms of its bad loans/debts to the tune of around 10 Lakh  Crore. Some 

may justify it is due to the impact of 2009 slump and the other macro-

economic reasons.  But it’s a question mark of systemically important 

banks, like the nation’s big banks are also saddled with bad loans, in this 

scenario the moot point  we have to contest  is whether it is  ‚too big to fail 

vs. too big to bail out‛ in the name of banking consolidation.  It is the 

probable time to contemplate that we need any change in the current 

banking structure.  The recent announcement of the government that three 

public sector banks will be amalgamated, it is not that we are 

experimenting with the identity crisis of these banks in question, but we 

are talking about the financial soundness of the DNAs of these banks in 

general. In the Policy research, the statement of the problem is that there is 

a strong need for ideological changes in the current banking structure or 

the banking business model in pursuit. The author suggests composite 

banking structure to stitch an innovative business model with operational 

model.    

Keywords: Systemically important banks, consolidation, bail out, 

composite banking structure, unit and branch banking, operational model, 

multi business model (MBM) 

INTRODUCTION: 

Banking industry is one of the major business undertakings of India and as 

such plays a vital role in the economic development of our country.  Not 

only that it has a social responsibility too to cater to the needs of everyone 

in the country as everybody is equal as evidenced by the ‘one man one vote’ 

principles of our democracy. 

There was a time when an account holder in a bank considered himself to 

be a privileged person.  But now the banks feel privileged when their 

number of account holders escalates.  That means more and more people 

are enjoying bank services.  Still the question remains whether all of those 

who need banking services are enjoying at an affordable cost.  The answer 
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to the question is not definitely ‘yes’.  The bank services must reach every 

one the tiller, the weaver and the mason. 

The Reserve Bank of India, the statutory authority is empowered to give 

permission to open new branches.  In addition it plays a triple role, 

supervisory, advisory and corrective, in the establishment, of bank 

branches.  Under Sec 23 of the Banking Regulation Act of 1949 it is 

enjoined on the banks to seek permission from RBI to open new branches, 

to close down existing ones or even for shifting a branch from one place to 

another. 

Let us consider the functioning of the RBI regarding this aspect from the 

year 2005 (the need of Inclusive Growth and the coinage of Financial 

Inclusion) when a Master Circular was issued superseding all earlier 

circulars concerning this Reserve Bank of India, the statutory authority is 

empowered Under Section 23 of the BR Act of 1949 to lay down Branch 

Authorization Policy (BAP).  It has been issuing circulars from time to time 

to meet the emerging conditions and needs in this regard. 

Besides, the higher capital requirement under Basel III will increase the 

pressure on Indian banks to raise capital and can lead to some changes in 

the industry, said Standard & Poor's Ratings Services. The report, titled 

"Indian Banks May Need INR2.6 Trillion of Additional Capital by 2018 as 

They Strive To Meet Basel III Requirements," said banks will face a 

constant need to replenish capital at regular intervals to support their high 

growth. In addition rating agency ICRA said banks would have to mop up 

Rs.3 lakh crore in non-equity debt over the next three years as they 

migrate to the capital intensive Basel-III framework.  

"Banks both public and private sector ones, are expected to issue non-

equity capital bonds of Rs 2.5-3 trillion over the next three years till FY17," 

it said in a statement.  With these norms set to be fully phased in and 

applicable by March 2019, public sector banks will need Rs.2.40-lakh crore 

as equity capital.   

In the midst of asset quality pressure, unless ownership structures, 

banking structures, cost effective alternative business modeling solutions 
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(CEABMS) in terms of Operations, Products, Instruments, Processes are 

improved, raising capital might be a challenge for banks.   

KEY ELEMENTS OF DOMESTIC CAPTIAL FORMATION 

Preferred Savings  Mode

 

Fig.1: Banking on Deposits Source: RBI 

As a prerogative, channelizing ‘full savings’ of the households in to the 

financial system are possible  by all means of marrying, cost effective 

operational models with alternative business models, so that the requisite 

resources that is, the factors of production, for growth engine will be made 

available indigenously, especially the ‘money’ through domestic capital 

formation.  As it is evidenced by the figure 1, Indian households put a 

chunk of savings into bank deposits.   The banking system is could 
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generate and efficiently allocate domestic savings to sustain the investment 

rate of 35 per cent of GDP to achieve the growth of 8 per cent in the 

medium-term.   

LITERATURE SURVEY 

Mike (2000) has criticized, one of the perversities of modern life is the 

tendency to accentuate the negative and ignore the positive.  This is 

particularly the case for globalization and jobs.  The closure of bank 

branches, like those announced by the Bank of Melbourne, is front-page 

news and the focus of public angst. Conversely, the creation of new job, 

such as call centers, are largely ignored or dismissed as ‘sweatshops’. 

These two phenomena, the reduction in bank branches and the growth of 

call centers are driven by the same forces: technological change, 

competition and consumer preferences.   

Prahalad (2004) stated that there is Money at the BOP. The dominant 

assumption is that the poor have no purchasing power (PP) and therefore 

do not represent a viable market. Certainly, the buying power for those 

earning < 2USD per day can’t be compared with the purchasing power of 

individuals in the developed nations.  However, by virtue of their 

numbers, the poor represent a significant latent PP that must be unlocked. 

For ex; all too often, the poor tend to reside in high-cost ecosystems (HCE) 

even within developing countries. In the shanty town of Dharavi, outside 

Mumbai, India, the poor pay a premium for everything from rice to credit. 

For example, the poor in Dharavai pay 600 to 1000% interest for credit 

from local moneylenders.  A bank with access to this market can do well 

for itself by offering credit at 25%.  Although 25% interest might look 

excessive to a casual observer, from the point of view of the BOP 

consumer, access to a bank decreases the cost of credit from 600% to 25%.  

The BOP consumer is focused on the difference between the local 

moneylender rates and the rates that a commercial bank would charge.  

The bank can make a reasonable profit after adjusting for risk (10% over its 

traditional, top-of-the-pyramid customers). It argues later that the BOP 

consumers do not represent higher risk. 

Burgess, Robin and Pandey (2005, p.281) have found that branch expansion 

into rural unbanked locations in India significantly reduced rural poverty.  
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The effect was, at least partially, mediated through increased deposit 

mobilization and credit disbursement by banks in rural areas. 

Quantitatively, the authors found that that rural branch expansion in India 

can explain a 17% reduction in the headcount ratio.  Alternatively, opening 

a bank branch in an additional rural location per 100,000 persons lowers 

aggregate poverty by 4.10 percentage points. 

According to Dobbs, Kevin (2008), the reasons for making changes in bank 

branches are due to requests from employees and customers. Changes 

which are being made include increasing the number of offices where 

customers can speak with bankers privately. 

Matthias (2008) reports on the roles in which bank branches play in 

JPMorgan Chase & Co. According to Cavanagh, the Chief Executive 

Officer (CEO) at J.P. Morgan, the branches support the rest of the 

company.   

Jeff (2008) discusses the impact of micromarketing in the banking industry.  

Micromarketing is defined as marketing that orients a bank’s focus, 

marketing effort, pricing system and message to the local market and its 

characteristics.  Also discussed are one-to-one solicitations from the bank 

to the consumer and the trend of giving more marketing control to 

regional managers. 

Sainath (2008) has criticized that during last fifteen years Scheduled 

Commercial Bank (SCB) branches in metros doubled. India has seen the 

closure on average of one rural branch of a SCB every single working day 

for the last 15 years. In the same period, bank branches in urban metros 

doubled, opening at a rate of more than one every day. Bankers and 

Officials of the RBI argue that these are not all closures but ‘consolidation’, 

or ‘mergers’ or the creation of satellite offices.  The fact remains, though, 

that there were 4,750 rural branches less in 2007 than at the start of the 

reforms period.  The trend holds through most of UPA years.  Indeed, 2006 

saw the sharpest drop, with 1,503 branches shutting shop at a rate of one 

every six hours, on average.  The rapid decline has pushed more farmers 

towards moneylenders. 
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Tiwari  (2012) found that the state-run banks could soon down shutters on 

many of their unban branches and close ATMs under a finance ministry 

goaded review of operation to identify and close down loss making 

delivery channels to improve profitability. The north block has asked the 

public sector banks to provide details of all the branches that are not 

making profit for the last two financial years, a finance ministry official 

said.  

Chandramouly (2012) discloses that Canara Bank plans to open 600 ultra 

small branches this fiscal. Of these, 300 would be under the parent bank 

and 300 under Canara bank-sponsored regional rural banks,  

Sridhar G (2012 has opined that for effective financial inclusion an 

integrated suite of financial products and services has to be offered, by 

Quoting a study by Ernst & Young. The study, commissioned by the 

associated chambers of Commerce on financial inclusion and insurance, 

said it would be fruitful to integrate micro-credit, micro-remittances and 

micro-insurance, which are the main components of financial inclusion.  

Sinha  (2018) has authored the importance of Growth of financial start-ups 

and fintech companies.  The financial technology ecosystem has emerged 

as one of the hottest sectors in India.  Even global players such as Google 

and WhatsApp are looking to get a slice of this pie.  According to 

NASSCOM, the Indian fintech market is expected to register a CAGR of 22 

percent for the next five years.  A KPMG report states that the transaction 

value for the Indian fintech sector, which was estimated to be 

approximately $ 33 billion in 2016, will reach $ 73 billion by 2020.  

Saha (2018) has enumerated the government’s ambitious plan to merge 

three public sector banks – Bank of Baroda, Vijaya Bank and Dena Bank – 

could take at least one year to complete, banking industry officials said.  

The proposal to merge these banks, seen as long overdue, is being hailed 

by experts as it will provide scale.  The combined entity will become the 

second largest public sector bank, with a balance sheet size of about INR 15 

Lakh crore. 

Jaitley (2018) said, ‚We want to save all the banks.  When you make a 

merger, you want to make sure that the merged entity is a stronger entity.  
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Therefore, our capacity to subsume that weaker bank into the merged 

entity, which will be a stronger bank, is the principal factor that weighs 

with the Government.  Of course, we see the all India expanse and so on...‛ 

Kumar  (2018) commented, ‚The Alternative Mechanism took the view 

that aspirations of the fastest-growing economy have to be supported by 

stronger and globally competitive banks with increased choices to the 

stakeholders.  Accordingly, it was decided to consolidate the three banks.  

Enumerating the benefits, he added that the proposal entailed that the 

amalgamated entity would be the third largest in India.  It would be a 

strong competitive bank with economies of scale.  The entity would also be 

positioned for a substantial rise in customer base, market reach and 

operational efficiency.‛ 

STAKEHOLDERS IN DYNAMIC BANKING STRUCTURE 

PROPOSITION 

 Central banks, Public Sector Banks, Private Sector Banks, Professional 

bodies, market regulators, and other relevant authorities should adopt 

the CPSS- IOSCO Principles for financial market infrastructures and 

apply them consistently. 

Financial market infrastructures (FMIs) that facilitate the clearing, 

settlement, and recording of monetary and other financial transactions 

can strengthen the markets they serve and play a critical role in 

fostering financial stability. However, if not properly managed, they 

can pose significant risks to the financial system and be a potential 

source of contagion, particularly in periods of market stress. Although 

FMIs performed well during the recent financial crisis, events 

highlighted important lessons for effective risk management. These 

lessons, along with the experience of implementing the existing 

international standards, led the Committee on Payment and Settlement 

Systems (CPSS) and the Technical Committee of the International 

Organization of Securities Commissions (IOSCO) to review and update 

the standards for FMIs. This review was also conducted in support of 

the Financial Stability Board (FSB) initiative to strengthen core financial 

infrastructures and markets. All CPSS and IOSCO members intend to 

adopt and apply the updated standards to the relevant FMIs in their 
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jurisdictions to the fullest extent possible.( CPSS-IOSCO – Principles for 

financial market infrastructures – April 2012-www.bis.org) 

 Governments – who have a leading role to play in developing and 

implementing comprehensive, forward looking and sustainable 

national policies- rupay, jandhan yojana, UPI, 

(JAM:Jandhan+Aadhaar+Mobile) 

 The Indian financial industry is looking forward to a push from the 

government for the usage of e-sign to authenticate documents digitally, 

and for complete paperless on-boarding of accounts for all financial 

products including the adoption of e-NACH and DigiLocker 

technologies. 

 Professional/Research  bodies : IBA, IIBF,NIBM,IBRDT,NASSCOM, 

FICCI,CII 

 International and regional institutions (including financial 

institutions) –www.cgap.org, www.smallbusinessisbigbusiness.org., 

have a key role in providing resources, including innovative cost 

effective micro finance. 

BENEFITS, MEASURING AND IMPORTANCE 

In the branch banking system, every bank, as a single legal entity having 

one board of directors and one group of shareholders, operates through a 

network of branches throughout the country.  

In other words, branch banking consists of a few big banks with numerous 

branches spread over wide geographical areas.  These branch banks 

operate under their head offices. Branch banking is also known as 

"delocalized banking".  But this so called colonial banking structure has 

sub-optimal performance in scaling/bringing down banking divide that is, 

wide disparities still pervasive across India and within states in terms of 

access to financial services. India's six largest cities have 11 per cent of the 

country's bank branches. At the other end of the scale, there are four 

districts in the North-Eastern region with only one bank branch each. 

Focused efforts to enhance branch presence and availability of credit are 

extremely critical. The bottom 50 scoring districts in India have only 2,861 

loan accounts per lakh of population, which is nearly one-third of the all 

India average of 8,012.  To put in nut shell, only one in two Indians has 
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savings account and only one in seven has access to formal institutional 

banking credit. 

COST EFFECTIVE ALTERNATIVE BUSINESS MODELING

SOLUTIONS- MULTI DELIVERY CHANNEL

Delivery Channel Transaction Cost (Average/Approx)

Brick & Mortar Rs. 45

Automated Teller Machine/Brown Label 
ATM/White Label ATM/Intelligent TM

Rs.20

Click & Mortar Rs.6

Mobile/Hand Phone/Hand Held Re.1

Fig. 2.  Banking on Transaction Costs, Source: Compiled by the author 
 

To overcome this, robust omnipotent and omnipresent banking eco system 

should be designed, developed  and sustained through Multi Business 

Models (MBMs) in the lines of Composite Banking Structures (CBS) as 

shown in Fig.3 as per the demography or twelve different biodiversity, 

Payment Banks, Small Finance Banks, Branchless Banking Units/Hand 

Held Biometric Transaction Terminals, Ultra Small Banks of archaic Public 

Call Office model with foolproof ICT/SMAC-Big Data, Block chain, 

Artificial Intelligence, Robotics-humanoid, application to desist any 

untoward event shaking the ideology of banking to the last mile 

connectivity. One of the most exciting outcomes of SMAC technologies is 

how they have leveled the playing fields. From Amazon AWS to Google 

Tensor-flow, advanced technology is now available to even a mom-and-

pop local grocery store. The biggest advantage of cloud computing is that 

they no longer need to make huge investments in hardware and software.  

Data is only useful when it is analyzed properly in the right way to convert 

into employee engagement. The Pradhan Mantri Jan Dhan Yojana 
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(PMJDY) has promisingly brought down the transaction cost to the 

range of Rs.6 to 8, which is highly efficient for low ticket size business 

transactions.  To categorically measure the optimal success of this 

initiative, a concurrent research has to be conducted at the field level 

than on a post mortem basis. Digital Business Transformation (DBT) 

is an ‚organizational change through the use  of digital technologies 

and business models to improve performance‛.  In other words, what 

are important are not the digital technologies themselves.  The real 

focus is on transforming the business; technology only serves to 

support the new business model (NBM).  Disruption is about the 

combination of Technology and Business Model Innovation (T+BMI). 

Digital Disruptors create value in radical ways (for instance PAYTM), 

cost value-cheaper or free (Open Source), experience value 

(satisfaction, thrill, ecstasy) and platform value (wider network, for 

instance in banking, composite structure of branch banking and unit 

banking business model).   

COMPOSITE/MOTLEY BANKING STRUCTURE 
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