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Abstract 

 

Indian banking system was not  sound at  the t ime o f independence. In 

1949, 2 major act ions were taken with a view of st ructural reforms in the 

banking sector.  Banking regulat ion Act ,  which provided extensive power  

to  RBI over the commercia l banks and another was the nat ionalizat ion o f 

RBI. Banking regulat ion act  provided excessive power the RBI. In a free 

enterpr ise economy, commerc ial banks operate like any other business 

ent it y and gain pr ivate pro fit  so at  the t ime of independence it  was viewed 

that  the freedom of commercial bank was not  in the harmony o f the 

socialist ic pat tern of society,  so they were nat ionalized in 1969 to 

establish the control over these banks.  

The last  decade has seen many posit ive development s in t he Indian 

banking sector.  The po licy makers,  which comprise the Reser ve Bank o f 

India (RBI),  Minist ry o f Finance and related government  and financia l 

sector regulatory ent it ies,  have made several notable efforts to  improve 

regulat ion in the sector.  The sector now compares favourably wit h 
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banking sectors in the region on met r ics like growth, profitabilit y and 

non-performing assets (NPAs).A few banks have established an 

outstanding t rack record of innovat ion, growth and value creat ion.  

This study will at tempt  to  assess the impact  of  pr ivate banks on the 

t radit ional public sector banks and a comparat ive analys is o f their  

working effic iency.  

 

1.1Introduction  

We are living in the fast  changing wor ld.  With new emerging techno logies 

and rapid expansion o f internet  e -mail etc.  excess to  global informat ion 

and knowledge and to commodit y markets wor ldwide is how much easier  

than before,  in a  bit  to  meet  commitments to  internat ional inst itut iona l 

like wor ld bank, IMF, WTO country after country is pulling down barr iers 

to  foreign t rade and investment .  The government  of India has also  

fo llowed suit  with the result  that  quant itat ive rest r ict ions on foreign t rade 

are being dismant led speedily.  On the domest ic front  there are clear  

signals o f pr ivat izat ion and liberalizat ion as licensing is being given up,  

controls are being dismant led, rest r ic t ive laws are being removed and the 

pr ivat izat ion is being used in almost  all sectors.  India is a developing 

economy  with the low growth o f GDP,  low per cap ita income,  rapid 

populat ion growth existence o f dualism, techno logical backwardness etc.  

At  the t ime o f independence it  was a close economy with no FDI, no  

MNC‟s, rest r ict ion on currency movements,  quota raj,  permit  raj,  license 

raj and socialist ic pat tern of economy.  

Indian banking sector was also working in the close economy scenar io.  

Indian banking system was not  sound at  the t ime o f independence. In 

1949, 2 major act ions were taken with a view of st ructural reforms in the 

banking sector.  Banking regulat ion Act ,  which provided extensive power  
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to  RBI over the commercia l banks and another was the nat ionalizat ion o f 

RBI. Banking regulat ion act  provided excessive power the RBI. In a free 

enterpr ise economy, commerc ial banks operate like any other business 

ent it y and gain pr ivate pro fit  so at  the t ime of independence it  was viewed 

that  the freedom of commercial bank was not  in the harmony o f the 

socialist ic pat tern of society,  so they were nat ionalized in 1969 to 

establish the control over these banks.  

 

Pr ivate sector banks have introduced var ious products,  mutual funds 

insurance, share market  etc. and they are coming in retail banking with 

inst ruments o f mobile banking, phone banking, net  banking, ATM‟s,  

credit  card,  debit  card and bill payment s etc.  these are called the new age 

banking companies with advance technology base so lut ions to mult i -  

locat ion, mult i-  branch banking based on anywhere,  anyt ime, anyhow 

so lut ions.  Retail banking in Ind ia has assumed great  importance recent ly 

with a number o f retail banking products available to  the customer.  Off 

the shelf finance so lut ions and opt ions too are availa ble today.  

The int ernet  has been a successful enabler o f retail banking in India.  

Payments are made through the net ,  and demand draft  prepared and sent  to 

customers online.  Phone banking too has become a part  of the retai l 

banking scheme. Gone are the days when rule- bound convent ional banks 

used to  dictate terms to customers.   

 

 

1.2Objectives and Research Methodology  

Objective of the study are as given below:  
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i.  To find out  the scenar io o f Public and Pr ivate Sector Banks in  

India.  

ii.  To evaluate the major init iat ive taken by the pr ivate banks for  

bet ter customer service qualit y.  

iii.  To comparat ive analys is o f the working efficiency o f Public 

and Pr ivate Sector bank.  

Research Methodology  

Research methods can be classified in different  ways, the most  commo n 

dist inct ion is between the quant itat ive and the qualit at ive approaches 

(Myers,  2007
1
).  Quant itat ive approaches were or igina lly used while 

studying natural sciences like:  laboratory exper iments,  survey methods 

and numerical methods. A qua litat ive study is used when the  researcher  

wants to  get a deeper understanding on a specific topic or situat ion. Myers 

(2007)
2
 stated that  the qualit at ive approach was developed in social 

sciences in order to  support  the researcher in studies inc luding cultura l 

and social phenomena. Sources included in the qualitat ive approach are 

int erviews, quest ionnaires,  observat ions,  documents and the researcher‟s 

impression and react ions.  The chosen approach is qualitat ive.   

Qualitative research  t ypically takes the form o f in -depth interviews wit h 

a small number o f respondents.  These interviews may be done one 

individual at  a t ime, or in groups.  Individual int erviews have the 

advantages o f providing very r ich informat ion and avo iding the influence 

of others on the opinion o f any one individual.  Indi vidual int erviews are 

very expensive and t ime consuming, however,  and as a result ,  it  is not 

                                                
1 Myers, M. D. (2007), “Qualitative Research in Information Systems”, MIS Quarterly, vol. 21 No. 2, 

pp.241-242. 

 
2 Ibid 
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likely that  any one research program will interview large number o f 

individuals.  

1.3 Overview of Public Sector Banks  

Kajal Chaudhary and Monika Sharma (2011)
3
 defined that  Public sector 

banks are the ones in which the government  has a major ho lding. They are 

divided into two groups i.e.  Nat ionalized Banks and State Bank o f India 

and its associates.  Among them, there are 19 nat ionalized banks and 8 

State Bank o f India associates.  Public Sector Banks dominate 75% of 

deposits and 71% of advances in the banking industry.   

The Central Government  entered the banking business with t he 

nat ionalizat ion o f the Imper ial Bank Of India in 1955. A 60% stake was 

taken by the Reserve Bank o f India and the new bank was named as the 

State Bank o f India.  The seven other state banks became the subsidiar ies 

of t he new bank when nat ionalised on 19 July 1960.
4
 The next  major  

nat ionalisat ion o f banks took place in 1969 when the government  of Ind ia,  

under pr ime minister Indira Gandhi,  nat ionalised an addit ional 14 major  

banks.  The total deposits in t he banks nat ionalised in 1969 amounted to  

50 crores.  This move increased the presence o f nat ionalised banks in  

India,  with 84% of the total branches coming under government  control
5
.  

Public sector banks account  for bulk of the branches in India (83.98 

percent  in 2011) & deposit s accounts for 77.86% of t he total deposits.  Out  

of t he Ten largest  banks in India 7 are from Public Sector.  Share o f debit  

card is  steady increasing for  both nat ionalized banks & SBI  group & 

declining for pr ivate & foreign banks  

                                                
3
 Kajal Chaudhary and Monika Sharma, “Performance of Indian Public Sector Banks and 

Private Sector Banks: A Comparative Study”, International Journal of Innovation, 

Management and Technology, Vol.2 No.3, pp.249-256 
4
 "Nationalisation of Banks in India". India Finance and Investment Guide. Indiamart. Archived 

from the original on 3 January 2014. Retrieved 29 March 2016. 
5
 Banerjee, Abhijit V.; Cole, Shawn; Duflo, Esther (2004). "Banking Reform in India". India 

Policy Forum (1). 
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The next  round o f nat ionalisat ion took place in Apr il 1980. The 

government  nat iona lised six banks.  The total deposits o f these banks 

amounted to  around 200 crores.  This move led to a further increase in the 

number o f branches in the market ,  increasing to  91% of t he total branch 

network of the country.  

1.4 Private Sector Banks  

The post  1990 era witnessed total investment  in favour of Indian pr ivate 

sector.  The investment  quantum grew from 56% in the first  half of 1990 to 

71 % in the second half o f 1990. This t rend o f investment  cont inued for  

over a considerable per iod o f t ime. These investments were especially 

made in sector like financial services,  t ransport  and social services.  

Previously,  the Indian market  were ruled by the government  enterpr ises 

but  the scene in Indian market  changed as soon as t he markets were 

opened for investments.  This saw the r ise o f the Indian pr ivate sector 

companies,  which pr ior it ized customer 's  need and speedy service.  This 

further fuelled compet it ion amongst  same industry players and even in  

government  organizat ions.   

The private-sector banks in India  represent  part  of the indian banking 

sector that  is made up of both pr ivate and public sector banks.  The 

"pr ivate-sector banks" are banks where greater parts of state or equity are 

held by the pr ivate shareho lders and not  by government .  

Banking in India has been dominated by public sector banks since the 

1969 when all ma jor banks were nat ionalised by the Indian government .  

However,  since liberalizat ion in government  banking po licy in the 1990s, 

old and new pr ivate sector banks ha ve re-emerged. They have grown 

faster & bigger over the two decades since liberalizat ion using the latest  
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techno logy,  providing contemporary innovat ions and monetary tools and 

techniques
6
.   

The pr ivate sector banks are split  into two groups by financial re gulators 

in India,  o ld and new. The o ld pr ivate sector banks existed pr ior to  the 

nat ionalisat ion in 1969 and kept  their independence because they were 

eit her too small or specia list  to  be included in nat ionalisat ion. The new 

pr ivate sector banks are those  that  have gained their banking license since 

the liberalizat ion in the 1990s.  

The importance o f pr ivate sector in Indian economy has been very 

commendable in generat ing employment  and thus eliminat ing poverty.   

1.5 Results and Discussions  

The major effect s that  have come due to the pr ivate banks may be given 

below:  

i . Increased qualit y o f life  

i i . Increased access to  essent ial it ems  

i i i . Increased product ion opportunit ies  

iv.  Lowered pr ices of essent ial items  

v.  Increased value of human cap ital  

vi .  Improved social life o f t he middle class Indian  

vi i .  Decreased the percentage o f people living below the poverty line in  

India  

                                                
6 Introduction to private sector banks, http://www.info2india.com/finance/banks/private-banks, accessed in 

June 2015. 
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vi i i .  Changed the age old percept ion o f poor agr iculture based 

country to a rising manufactur ing based country  

ix.  Effected increased research and development  act ivit y and spending  

x.  Effected bet ter higher educat ion facilit ies especially in technica l 

fields  

xi .  Ensured fair compet it ion amongst  market  players  

xi i .  Disso lved the concept  of monopoly and thus neutralized market  

manipulat ion pract ices  

Comparative Analyses of Public  and Private Sectors Banks  

Operating Profit Margins of select Banks  

The operat ing pro fit  margin is  a t ype of pro fitabilit y rat io  known as a 

margin rat io .  The informat ion with which to calculate the operat ing pro fit  

margin comes from a company's income.  

Operat ing Pro fit  Margin = Operat ing Income / Sales Revenue.  

Figure 1: Operating Profit Margins of select Banks  
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Source: Fundamental Analys is o f Se lected Public and Pr ivate Sector 

Banks in Ind ia
7
 

Net Profit Margin (NPM)
8
  

The net  profit  margin,  also known as  net  margin,  indicates how much net  

income a company makes with total sales achieved. A higher net  pro fit  

margin means that  a company is more efficient  at  convert ing sales into  

actual pro fit .  The net  sales part  of the equat ion is gross sales minus al l 

sales deduct ions,  such as sales allowances.  The formula is:  

 

Net Profit Margin = (Net profits / Net sales) x 100  

Figure 2: Net Profit Margins  

 

Source: Fundamental Analys is o f Selected Public and Pr ivate Sector 

Banks in Ind ia
9
 

 

 

                                                
7
 Amarjot Kaur Sodhi, Simran Waraich, “Fundamental Analysis of Selected Public and Private 

Sector Banks in India”, NMIMS Management Review, Vol.43, pp. 32-48. 
8 Ibid 
9 Ibid 
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Return on Equity (ROE)  

Return on equity measures a corporat ion's pro fitabilit y by revealing how 

much profit  a company generates with the money shareho lders have 

invested. ROE is expressed as a percentage.  

Return on Equity = Net Income / Shareholder's Equity  

Figure 3: Return on Equity  

 

Source: Fundamental Analys is o f Selected Public and Pr ivate Sector 

Banks in Ind ia
10

 

Earnings per share (EPS)  

Earnings per share is  t he port ion o f a company's pro fit  that  is allocated to  

each outstanding share o f common stock, serving as an indicator of th e 

company's profit abilit y.  It  is o ften considered to  be one o f the most   

important  var iables in determining a stock's value.  Higher the EPS, higher  

is t he pro fitabilit y o f the company. EPS is calculated as:  

 

EPS = net income / average outstanding common sh ares 

                                                
10 Ibid 
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Figure 4: Earnings per share (EPS)  

 

Source: Fundamental Analys is o f Selected Public and Pr ivate Sector 

Banks in Ind ia
11

 

Compound Annual Growth Rate (CAGR)  

The Compound Annual Growth Rate (CAGR) is the mean annual growth 

rate of an investment  over a specified per iod of t ime longer t han one year.  

It is a business and invest ing specific term for the geometr ic progressio n 

rat io  that  provides a constant  rate o f return over  the t ime per iod. It  is  

part icular ly useful to  compare growth rates from different  d ata sets such 

as revenue growth of companies in t he same industry.  

 

 

 

                                                
11 Ibid 
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Figure 5: CAGR 

 

Source:  Fundamental  Analysis of Sel ect ed Publ ic  and Pr ivate Sect or  Banks in India 12 

Suggest ions for improving the customer services by the banks,  Malik & 

Prakash(2008)
13

,  The researcher also gave some suggest ions as given 

below:  

i)  The extension o f services to  rural parts will enhance the customer  

base and vo lume o f t ransact ions o f the bank. It  will facilit ies the 

bank to reap the benefit s of large scale operat ions.   

ii)  In order  to  speed up the banking t ransact ions o f the customers,  

necessary steps have to  be init iated by the banks for creat ing 

awareness among the customers and to  educate them regarding the 

ut ilizat ion of var ious e-banking services and facilit ies.  The first  

suggest ion is to the o ld pr ivate sector banks must  possess a 

professional at t itude, which was lacking in these banks.  

iii)The bank o fficia ls should maint ain a good rapport  with the 

customers; this will develop a social banking environment .  

                                                
12 Ibid 
13 Ibid 

International Journal of Business Administration and Management. ISSN 2278-3660 Volume 7, Number 1 (2017), 
                                           © Research India Publications http://www.ripublication.com 

114



iv)  The banks have to  focus more on CRM. It  will enhance the customer  

sat isfact ion and maintain a sustained relat ionship with the 

customers in the long run and enhance the customer loya lty.  

v)  Appropr iate promotional st rategies have to  be init iated by the banks 

with a view to mot ivate the customers to make use of the var iety o f 

products offered by the banks.   

vi)  At present  the new pr ivate sector banks have made impact  on the 

business of the o ld pr ivate banks.  Therefore the o ld pr ivate banks 

must  equip it self to  face the r ising compet it ion fr om the new pr ivate 

sector banks in India.  

1.6 Conclusions  

Banks being an important  group of financial organizat ions of our economy,  

act  as the back-bone of economic growth and prosper ity.  These banks are,  

therefore, treated as the instruments for  convers io n of stat ic credit into 

dynamic credit.  In terms of the role of Public  and Pr ivate Sector Banks in a  

planned economy, they may be dist inguished from other financial  

ins t itut ions in as much as the former ass ist in the implementat ion of  

Government plans  by providing the s inews of development. Pr imarily,  the 

banks perform functions of a technical nature including the fulfilment of 

credit requirements as per Government‟s economic plans and control ling the 

utilizat ion of these credits according to planned pr ior i t ies.  

 

The researcher has applied the different  rat ios and found s ignificant  of debt  

to equity, other assets to total assets, fixed assets to total assets, fixed assets  

to Networth and other liabilit ies  to total assets. In terms of profitabil ity,  

Major ity of the banks has registered above the benchmark (more than one 

per cent) on ROA, Equity paid up to Networth, Return on capital employed 

and depos its to total assets. It has been observed that the banking sector in 
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India has responded very pos it ively in the  field of enhancing the role of  

market forces regarding measures of prudential regulat ions of accounting,  

income recognit ion,  provis ioning and exposure and introduction of  

CRAMELS supervisory rat ing system.  Though the Pr ivate banks  are doing 

bet ter, yet a ll the banks has to take necessary s teps to improve the over al l  

performance of the banking sector.  
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