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/ Banking In India

/ What is Bank?

A bank is a financial institution which performs the deposit
and lending function. A bank allows a person with excess
money (Saver) to deposit his money in the bank and earns
an interest rate. Similarly, the bank lends to a person who
needs money (investor/borrower) at an interest rate. Thus,
the banks act as an intermediary between the saver and the
borrower.

The bank usually takes a deposit from the public at a
much lower rate called deposit rate and lends the money to
the borrower at a higher interest rate called lending rate.

The difference between the deposit and lending rate is
called 'net interest spread', and the interest spread constitutes
the banks income.

/ Functions of Banks

Economics By : Dr. Bharat Sir

There are two types of functions of banks:



Primary functions - Accepting of deposits, Granting of loans

and advances.



Secondary Functions - Agency functions, Utility Functions.

(Primary Function)



The primary functions of Commercial Banks revolve around
the mobilization of funds from the public and the allocation
of these funds to borrowers who require them for their various
financial needs, thereby facilitating economic growth and
development.

The primary functions of commercial banks include:

a) /Accepting Deposits

Commercial banks accept deposits from individuals and
businesses, including checking accounts, savings accounts,
and time deposits such as certificates of deposit (CDs).

b) /Providing Loans

Banks lend money to individuals and businesses for various
purposes, such as buying a home, starting a business, or
funding a project.
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Secondary Function

Agency Function

(i) /Transfer of Funds:

Banks provide the facility of economical and easy
remittance of funds from place-to-place with the help

of instruments like demand drafts, mail transfers, etc.

(ii) /Collection and

Payment of Various Items:

Commercial banks collect cheques, bills,' interest,
dividends, subscriptions, rents and other periodical
receipts on behalf of their customers and also make
payments of taxes, insurance premium, etc. on standing

instructions of their clients.

(iii) /Purchase and Sale

of Foreign Exchange:

Some commercial banks are authorized by the central
bank to deal in foreign exchange. They buy and sell
foreign exchange on behalf of their customers and help

in promoting international trade.

(iv) /Purchase and Sale of

Securities:-

Commercial banks buy and sell stocks and shares of
private companies as well as government securities on

behalf of their customers.

(v) /Income Tax Consultancy:-

They also give advice to their customers on matters
relating to income tax and even prepare their income

tax returns.

General Utility Function



Commercial banks render some general utility services

like:

(i) /Locker Facility

Commercial banks provide facility of safety vaults or lockers

to keep valuable articles of customers in safe custody.

(ii) /Traveller's Cheques

Commercial banks issue traveler's cheques to their
customers to avoid risk of taking cash during their
journey.

(iii) / Letter of Credit

They also issue letters of credit to their customers to
certify their creditworthiness.

(iv) /Collection of Statistics

Banks collect and publish statistics relating to trade,
commerce and industry. Hence, they advice customers
on financial matters. Commercial banks receive deposits
from the public and use these deposits to give loans.
However, loans offered are many times more than the
deposits received by banks. This function of banks is
known as 'Money Creation'.
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/Classification of Commercial Banks



Commercial banks in India are classified into two broad
categories based on ownership and management control,
namely:

 /Public Sector Banks

 /Private Sector Banks

 /Regional Rural Banks



Public sector banks account for the majority of the banking
business in India and are divided into two types:

 /State Bank of India

 /Nationalized Banks (11)

(Public Sector Banks



These are banks in which the Government of India owns a

majority stake.



This group includes the State Bank of India, India's largest

commercial bank.



The State Bank of India Act, 1955, established the State Bank
of India by converting the then-existing Imperial Bank of
India into the State Bank of India.



Following the formation of the State Bank of India in 1955,
another 14 banks were nationalized between 1969 and 1991.
These were the banks with more than 50 crores in national
deposits.

 
  

 

 
 

  

 
  

 

  
 

  

   
 

BASIS FOR 
COMPARISON 

SCHEDULED 
BANKS 

NON-SCHEDULED BANKS 

Meaning Scheduled banks is a 
banking corporation 
whose minimum paid 
up capital is Rs. 5 lakhs 
and does not harm the 
interest of the 
depositors. 

Non-scheduled banks are the 
banks which do not comply with 
the rules specified by the Reserve 
Bank of India, or say the banks 
which do not come under the 
category of scheduled banks. 

Second Schedule Listed in the second 
schedule. 

Not-listed in the second schedule. 

Cash Reserve Ratio Maintained with RBI. Maintained with themselves. 
Borrowing Scheduled banks are 

allowed to borrow 
money from RBI for 
regular banking 
purposes. 

Non-Scheduled banks are not 
allowed to borrow money from 
RBI for regular banking purposes. 

Returns To be submitted 
periodically. 

No such provision of submitting 
periodic returns. 

Members of 
clearing house 

It can become a 
member of clearing 
house. 

It cannot become member of 
clearing house. 
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

Another six banks were nationalized in 1980, bringing the

total to twenty.



The formation of the State Bank Group was intended to

accelerate the expansion of banking facilities in rural areas.



The decision to nationalize the major commercial banks was
made with the goal of opening a large number of branches
throughout the country, particularly in rural areas and
mobilizing large amounts of deposits for the purpose of
lending to productive purposes.



Currently, there are a total of 11 Nationalised Banks in India.

 SBI

SBI is considered as National Banks

Private Sector Banks



There are two types of private sector banks - Old Private

Sector Banks and New Private Sector Banks.



Old Private Sector Banks are those private sector banks that

existed at the time of nationalization.



No new banks could be established in India prior to 1993.



The Reserve Bank of India issued guidelines for the

establishment of new private sector banks in India in 1993.



The majority of a bank's share capital is held by private
individuals. These banks are set up as limited-liability
corporations.



Private sector banks include ICICI Bank, Axis Bank, HDFC,

and others.

(Foreign Banks)



These banks are registered and have their headquarters in

another country, but they have branches in our country.



As of now, there are approximately 46 foreign banks

operating in India in 2021.



Foreign banks in India include HSBC, Citibank, Standard

Chartered Bank, and others.

(Regional Rural Banks)



Regional Rural Banks were established in accordance with
the provisions of an Ordinance promulgated on September
26, 1975, and the RRB Act, 1976, with the goal of ensuring
adequate institutional credit for agriculture and other rural
sectors.



RRBs can only operate in the areas that have been designated

by Gol as covering one or more districts in the state.



RRBs are jointly owned by Gol, the relevant State
Government, and Sponsor Banks; the issued capital of an
RRB is divided among the owners in the proportions of 50%,
15%, and 35%, respectively.
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(Non -Scheduled Banks)



These banks are not added in the Second Schedule of the

Reserve Bank of India Act, 1934.



Some cooperative Banks as also come in this category



Non scheduled commercial banks in India include Capital
Local Area Bank Ltd - Phagwara (Punjab), Krishna Bhima
Samruddhi Local Area Bank Ltd, Mahbubnagar (Andhra
Pradesh), Subhadra Local Area Bank Ltd., Kolhapur
(Maharashtra), and Coastal Local Area Bank, Vijayawada,
Andhra Pradesh

Commercial Banks VS Cooperative Bank

Cooperative Banks Commercial Banks 

Cooperative banks work on the 
principle of cooperation 

Commercial bank work on the 
principle of profit-making 

Cooperative banks are owned 
and operated by members, who 
are its customers 

Commercial banks are owned 
by the and private individuals 

Cooperative banks are 
constituted by different states 
under different acts 

Commercial banks are 
constituted by a uniform act 
passed by the parliament 

Cooperative banks have 3 tier 
system- apex level, district 
level and primary cooperatives 

Commercial banks have no 
such hierarchy 

Cooperative banks can not 
open their branch in foreign 
countries 

Commercial banks can open 
their branch in foreign countries 

 

Note









Note

 Largest public sector bank in India - State Bank of India

 Largest private sector bank in India - HDFC Bank

 Largest foreign bank in India - Standard Chartered Bank

 Bank with more branches in India - State Bank of India
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The Firsts In Indian Banking System

  First bank in India was Bank of Hindustan (1770) 

  First Bank managed by Indians was  Oudh Commercial 
Bank 

  First Bank with Indian Capital was Punjab National Bank 
(Founder of the Bank is Lala Lajpat Rai) 

 HSBC  First Foreign Bank in India is HSBC 

  First bank to get ISO certificate is Canara Bank 

  First Indian bank outside India  is Bank of India 

  First Bank to introduce ATM  is HSBC (1987, Mumbai)

   First Bank to have a joint-stock public bank (Oldest)  is 
Allahabad Bank 

   First Universal bank  is ICICI (Industrial Credit and 
Investment Corporation of India) 

  First bank to introduce saving account  is Presidency 
Bank (1833) 

  First Bank to Introduce Cheque system  is  Bengal Bank 
(1833) 

  First bank to give internet banking facility is ICICI 

  First bank to sell mutual funds  is  State Bank of India 

 First bank to issue credit cards  is Central Bank of India 

 First Digital Bank  is Digibank 

  First Rural Regional Bank (Grameen Bank)  is  Prathama 
Bank (sponsored by Syndicate Bank) 

  First bank to get 'in principle' banking license  is  IDFC 
and Bandhan Bank 

  First Bank to introduce merchant banking in India is  
Grind lays bank 

  First bank to introduce blockchain technology  is  ICICI 

  First bank to introduce voice biometric  is Citi Bank 

  First bank to introduce robot in banking service is HDFC. 

  First Indian Bank to open an overseas branch - Bank of 
India 




