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Abstract 

This study delves into the growth and performance of India's burgeoning banking sector, highlighting its 

pivotal role in driving credit, investment, and infrastructure development. The sector, overseen by the 

Reserve Bank of India (RBI), has evolved through significant regulatory reforms and technological 

advancements. The study underscores the robust network of banks and non-banking financial companies 

(NBFCs) in India, examining their diverse financial services and contributions to economic stability. 

The analysis covers the structure and classification of the banking sector, tracing its evolution from 

nationalization in the late 1960s to the liberalization of the 1990s and the digital transformation in recent 

years. The research explores the impact of innovative initiatives such as digital payments, neo-banking, 

and the rise of fintech on financial inclusion and the credit cycle. It also addresses the challenges posed 

by non-performing assets (NPAs) and the sector's resilience in navigating global economic downturns. 

Key findings reveal the substantial growth in digital infrastructure, with a significant increase in ATMs, 

micro-ATMs, and digital account openings, particularly in rural areas. The study highlights the impressive 

performance of private and public sector banks, with detailed insights into their assets, interest income, 

and market capitalization. Additionally, the rapid expansion of the fintech industry and the digital lending 

market is emphasized, projecting continued growth and innovation in these areas. 

The research concludes that the Indian banking sector is on a robust growth trajectory, driven by enhanced 

infrastructure spending, technological advancements, and strategic government initiatives. These factors 

collectively position the sector to capitalize on emerging opportunities and effectively navigate future 

challenges, ensuring sustained economic growth and financial inclusion. 

 

Keyword: Indian Banking Sector, Financial Inclusion, Digital Payments, Non-Performing Assets (NPAs), 

Fintech Growth 

 

Introduction 

The banking sector plays a pivotal role in fostering credit, investment, and infrastructure, particularly in a 

middle-income economy like India. With a population of nearly 1.4 billion, India boasts a robust network 

of banks and non-banking financial companies (NBFCs) offering a diverse array of financial services to 

individuals, businesses, and small enterprises. Overseeing this sector is the Reserve Bank of India (RBI), 

serving as the primary regulatory authority. 

The RBI, established in accordance with the RBI Act of 1934, classifies the Indian banking sector into 

scheduled and non-scheduled banks. Scheduled banks, meeting certain criteria such as a minimum paid-
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up capital and funds exceeding five lakh rupees, are eligible for loans from the RBI at the bank rate. Non-

scheduled banks encompass the rest. Following a wave of nationalization in the late 1960s, the banking 

landscape diversified in the 1990s with the licensing of private and foreign banks, coinciding with 

economic liberalization reforms. Recent years witnessed a digital transformation in the banking sector, 

driven by the increasing importance of digital payments in tandem with economic growth. Innovative 

initiatives by NBFCs spurred competition and fostered a dynamic FinTech ecosystem. 

India hosts nearly 100 thousand scheduled banks, including approximately 98 thousand rural and urban 

cooperative banks. Private sector banks, numbering 22, hold assets exceeding $800 billion, while twelve 

public sector banks possess assets surpassing $1.5 trillion. Notably, HDFC Bank, a private sector entity, 

leads in market capitalization, followed by the public sector behemoth, State Bank of India. 

Despite a decline in the total value of gross non-performing assets (GNPA) among public sector banks 

from 2019 to 2021, a significant portion of NPAs posed challenges for certain Indian banks. NPAs 

represent loans or advances facing repayment difficulties or delays. In response, in March 2020, the RBI 

mandated a consortium involving State Bank of India, private banks, and private trusts to intervene and 

salvage Yes Bank. 

Banking outreach, coupled with digitalization, has been a focal point of the Indian government. The 

Pradhan Mantri Jan Dhan Yojana, a prominent national initiative, has enhanced accessibility and 

affordability of financial services for underserved segments of society. This scheme allows individuals 

without savings accounts to open one without maintaining a minimum balance. Additionally, the RBI and 

the government have been encouraging banks to expand their footprint into rural areas. As of 2020, bank 

account penetration in India reached approximately 75 percent. The 2023 Union Budget proposed 

establishing digital banking units (DBUs) nationwide to offer various digital banking services and promote 

financial literacy. Furthermore, the RBI is gearing up to launch its ambitious Central Bank Digital 

Currency (CBDC) Project. With digitalization initiatives gaining momentum, online banking penetration 

in India is projected to reach 50 percent by 2025. 

According to the Reserve Bank of India (RBI), India's banking sector is well-capitalized and effectively 

regulated, boasting financial and economic conditions that outshine those of many other nations 

worldwide. Studies on credit, market, and liquidity risks indicate that Indian banks demonstrate resilience 

and have successfully weathered the challenges of the global economic downturn. 

Recent years have witnessed the emergence of innovative banking models in India, including payments 

and small finance banks. Moreover, the country has made concerted efforts to expand its banking sector 

outreach through initiatives like the Pradhan Mantri Jan Dhan Yojana and Post Payment Banks. These 

initiatives, alongside significant reforms such as digital payments, the rise of Indian non-banking financial 

companies (NBFCs), and the flourishing fintech sector, have markedly improved India's financial 

inclusion landscape and propelled the credit cycle forward. 

The Indian fintech industry is poised to reach an estimated value of US$150 billion by 2025, solidifying 

India's position as the world's third-largest fintech ecosystem. With over 2,000 Financial Technology 

(FinTech) businesses recognized by the Department for Promotion of Industry and Internal Trade (DPIIT), 

India stands as one of the fastest-growing fintech markets globally, with this number continuing to surge. 

India's digital payments system has undergone remarkable evolution, earning recognition as the most 

advanced among 25 countries. India's Immediate Payment Service (IMPS) stands out as the sole system 

at level five in the Faster Payments Innovation Index (FPII). Furthermore, the Unified Payments Interface 

(UPI) has revolutionized real-time payments and endeavoured to expand its global footprint in recent times 
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Research Objectives 

1. To assess the impact of digitalization on the banking sector in India, focusing on factors such as online 

banking penetration, customer preferences, and financial inclusion initiatives. 

2. To examine the relationship between non-performing assets (NPAs) and the financial performance of 

Indian banks, considering variables such as loan quality, provisioning practices, and regulatory 

interventions. 

3. To investigate the effectiveness of government initiatives, such as the Pradhan Mantri Jan Dhan 

Yojana and digital banking units, in enhancing banking outreach and financial inclusion across rural 

and urban areas in India. 

 

Hypotheses 

1. H1: There is a positive correlation between the level of digitalization in the banking sector and the 

adoption of online banking services by customers in India. 

2. H2: Higher levels of non-performing assets (NPAs) negatively impact the financial performance and 

stability of Indian banks. 

3. H3: Government initiatives aimed at promoting financial inclusion, such as the Pradhan Mantri Jan 

Dhan Yojana and the establishment of digital banking units, have a significant positive effect on 

increasing access to banking services in both rural and urban areas of India. 

 

Research Methodology 

1. Data Collection: Secondary data will be collected from various sources such as annual reports of 

Indian banks, publications from the Reserve Bank of India (RBI), government reports, and academic 

journals. 

2. Data Analysis: Quantitative analysis techniques, including regression analysis, correlation analysis, 

and descriptive statistics, will be employed to examine the relationships between variables and test 

hypotheses. 

3. Sampling: A purposive sampling method will be used to select a representative sample of Indian 

banks and relevant government initiatives for analysis. 

4. Ethical Considerations: The research will adhere to ethical guidelines, ensuring the confidentiality 

and anonymity of data sources and obtaining necessary permissions for data usage. 
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A. As of December 2023, State Bank of India emerged as the foremost public sector bank in India based 

on market capitalization, valued at over 5.4 trillion Indian rupees. Following closely behind was Bank of 

Baroda, with Punjab National Bank (PNB) securing the third position in the rankings. 

 
Source- © Statista 2024 

State Bank of India (SBI), established in 1955 following the Reserve Bank of India's acquisition of the 

majority shares from the Imperial Bank of India, stands as a prominent Indian multinational public sector 

bank and a highly esteemed brand in the nation. Despite boasting a substantial customer base, significant 

deposits, and robust net profits, SBI's market capitalization lagged behind that of the leading private sector 

banks during that period. This divergence may be attributed to perceived fluctuations in the bank's 

performance, potentially impacting investor confidence and market valuation. 
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B. Market Size 

The Indian banking system comprises 12 public sector banks, 21 private sector banks, 44 foreign banks, 

and 12 Small Finance Banks. By December 2023, the country had a total of 1,688,558 micro-ATMs, along 

with 126,205 on-site ATMs and Cash Recycling Machines (CRMs), and 93,671 off-site ATMs and CRMs. 

 
Source- https://www.ibef.org/industry/banking-india 

 

During the first four months of FY23, banks installed 2,796 ATMs, compared to 1,486 in FY22 and 2,815 

in FY21. All new bank account openings in rural India are now conducted digitally, and it is projected that 

digital payments will constitute 65% of all payments by 2026, as per BCG estimates. 

In 2023, the total assets of public sector banks amounted to US$1,686.70 billion, while those of private 

sector banks reached US$1,016.39 billion. Public sector banks accounted for 58.31% of the total banking 

assets, including public, private, and foreign banks. 

Interest income for public sector banks in 2023 stood at US$102.4 billion, while private sector banks 

earned US$70 billion in interest income during the same period. 

India's digital lending market experienced a compound annual growth rate (CAGR) of 39.5% over the past 

decade. The digital consumer lending market is forecasted to exceed US$720 billion by 2030, constituting 

nearly 55% of the country's total digital lending market, which is projected to reach US$1.3 trillion. As 

per the Reserve Bank of India's Scheduled Banks' Statement, deposits across all scheduled banks surged 

by Rs. 200.6 lakh crore (US$2,414.15 billion) as of January 26th, 2024. 

https://www.ijfmr.com/
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Finding 

1. Robust Capitalization and Regulation 

● According to the Reserve Bank of India (RBI), the Indian banking sector is well-capitalized and 

effectively regulated. 

● The sector has demonstrated resilience against global economic downturns, with studies indicating 

strong performance in credit, market, and liquidity risks. 

2. Innovative Banking Models and Financial Inclusion 

● The rollout of innovative banking models, including payments and small finance banks, has been 

significant. 

● Initiatives such as the Pradhan Mantri Jan Dhan Yojana and Post Payment Banks have expanded 

banking outreach. 

● Major reforms like digital payments, neo-banking, and the rise of NBFCs and fintech have enhanced 

financial inclusion and stimulated the credit cycle. 

3. Expansion of Digital Infrastructure 

● As of December 2023, India had 1,688,558 micro-ATMs, 126,205 on-site ATMs and CRMs, and 

93,671 off-site ATMs and CRMs. 

● Banks added 2,796 ATMs in the first four months of FY23, reflecting a significant increase from 

previous years. 

● Digital account openings in rural India have reached 100%, with BCG predicting digital payments will 

grow to 65% by 2026. 

4. Financial Performance of Banks 

● In 2023, the total assets of public sector banks were US$1,686.70 billion, while private sector banks 

held US$1,016.39 billion in assets. 

● Public sector banks accounted for 58.31% of the total banking assets. 

● Interest income for public sector banks reached US$102.4 billion in 2023, compared to US$70 billion 

for private sector banks. 

5. Growth in Digital Lending and Fintech 

● India's digital lending market grew at a CAGR of 39.5% over the past decade. 

● The digital consumer lending market is projected to surpass US$720 billion by 2030. 

● The Indian fintech market attracted US$29 billion in funding across 2,084 deals from January 2017 to 

July 2022, ranking second globally in deal volume. 

● By 2025, the fintech market is expected to reach Rs. 6.2 trillion (US$83.48 billion). 

6. Digital Payments Advancements 

● India's digital payments system is among the most advanced globally. 

● The Immediate Payment Service (IMPS) is the only system at level five in the Faster Payments 

Innovation Index (FPII). 

● The Unified Payments Interface (UPI) has revolutionized real-time payments and is expanding its 

global reach. 

7. Banking Sector Growth Drivers 

● Enhanced spending on infrastructure, rapid project implementation, and continued reforms are set to 

further drive growth in the banking sector. 

● Businesses are increasingly turning to banks for their credit needs, indicating robust growth prospects. 
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● Technology upgrades and improved customer services are priorities for banks to enhance customer 

experience and maintain competitiveness. 

 

8. Significant Deposit Growth 

As of January 26, 2024, deposits across all scheduled banks surged to Rs. 200.6 lakh crore (US$2,414.15 

billion). 

Road Ahead 

Looking ahead, increased investment in infrastructure, expedited project execution, and ongoing reforms 

are anticipated to propel growth in the banking sector. These developments indicate a promising outlook, 

as burgeoning businesses increasingly rely on banks to meet their credit requirements. Technological 

advancements have ushered in the era of mobile and internet banking services, while the integration of AI 

and automation is delivering unprecedented value. Furthermore, Blockchain technology is driving 

innovation across industries and is poised to continue doing so. 

The banking sector is prioritizing the delivery of enhanced services to clients and upgrading its 

technological infrastructure to enrich customer experiences and maintain a competitive edge. 

In recent years, India has witnessed a surge in fintech and micro financing. Digital lending in India surged 

from US$75 billion in FY18 to an estimated US$1 trillion by FY23, fueled by a five-fold increase in 

digital disbursements. The Indian fintech market has attracted US$29 billion in funding across 2,084 deals 

from January 2017 to July 2022, representing 14% of global funding and ranking second in deal volume. 

By 2025, India's fintech market is projected to reach Rs. 6.2 trillion (US$83.48 billion). 

 

Conclusion 

The Indian banking sector is poised for significant growth, driven by robust capitalization, effective 

regulation, and a resilient response to global economic challenges. The sector has seen the emergence of 

innovative banking models and substantial reforms, particularly in digital payments and financial 

inclusion, which have enhanced its outreach and operational efficiency. 

Technological advancements, such as mobile and internet banking, AI, automation, and Blockchain, are 

transforming the banking landscape, offering improved services and enhanced customer experiences. The 

expansion of digital infrastructure, including the proliferation of ATMs and digital account openings, 

underscores the sector's commitment to modernization and accessibility. 

Public sector banks continue to dominate in terms of assets and interest income, although private sector 

banks and fintech companies are rapidly gaining ground, contributing to a dynamic and competitive 

environment. The fintech industry's rapid growth and substantial funding highlight India's position as a 

global fintech leader. 

Digital lending has experienced remarkable growth, with projections indicating continued expansion, 

significantly contributing to the overall credit cycle. The digital payments system in India is one of the 

most advanced worldwide, with initiatives like IMPS and UPI setting global standards for real-time 

payments. 

Enhanced infrastructure spending, swift project implementation, and ongoing reforms are expected to 

sustain the sector's momentum, as businesses increasingly rely on banks for their credit needs. The banking 

sector's focus on technology upgrades and customer service improvements will further solidify its 

competitive edge. 
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The Indian banking sector is on a robust growth trajectory, supported by strong regulatory frameworks, 

technological innovations, and strategic initiatives aimed at financial inclusion and infrastructure 

development. These factors collectively position the sector to capitalize on emerging opportunities and 

navigate future challenges effectively. 
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