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The internet is a global computer network made up by linking millions of smallers computer

networks all over the world. It uses standard protocols to exchange information (Gates 1995).

The world wide web (also referred to as the “Web”) is a collection of global information

resources connected through hyperlinks. The Information can be provided not only in the text

form but also in the form of animation static images, audio and video. However, as suggested

by Janal (1995), the internet is the least expensive and the most cost effective marketing tool.

The changes in the cost structure and increase in the perceived value of an offer, by

customers, because of better relationships, are affecting various strategies of marketers.

To remain competitive, service providers are increasingly offering their customers

information technology (IT) based service options. Service providers are using IT to reduce

costs and create value-added services for their customer. Some examples of IT based service

enhancements include web-based banking systems provided by banks and automatic ticketing

machines by airlines. These service systems are expected to help service providers improve

service quality, financial performance, customer satisfaction and productivity. Furey (1991)

suggests that IT can help enhance service quality by increasing convenience, providing extra

services and collecting service performance information for management use. Fitzsimmons

and Fitzsimmons (1997) suggest several competitive roles of IT in services such as the

creation of entry barriers, enhancement of productivity, and increase of revenue generation

from new services. In many service industries, IT based service systems are essential for a

service provider to remain competitive (Bonfield, 1996).

Traditional branch-based retail banking remain the most wide spread method for

conducting banking transaction in India as well as any other country. However, Internet

technology is rapidly changing the way personal financial services are being designed and

delivered. For several years, commercial bank in India has tried to introduce Internet-based e-

banking system to improve their operations and to reduce cost. Despite all their efforts aimed

at developing better and easier internet banking systems, these systems remained largely

unnoticed by the customers certainly were seriously under used inspite of their availability.

Therefore there is need to understand user’s awareness and acceptance of online booking of
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loans and a need to identify the factors that can affect their intention to use internet bank.

This issue is important because the answer holds the clue that will help the banking industry

to formulate their marketing strategies to promote new forms of Internet banking systems in

the near future.

Information technology has significant influence on banking sector. In fact it started a

new area in the banking operation. The application of information technology in banks

reduces the scope of conventional banking with manual operation. The banking sector is still

undergoing changes with innovations. Today the banking industry is highly information

intensive. No wonder banks globally have been effectively deploying information technology

as a strategic resource to achieve speed, efficiency, cost reduction, customer services and

competitive advantage.

In India it was new generation banks that set the trend by using technology to the hilt.

They brought in anywhere, anytime anyway banking to customers. The value proposition of

the convenient, innovative, technology-enabled products and delivery channels attracted new,

profitable customers to their fold in large numbers. Slowly the traditional banks also realized

the power of technology and initiated the observations of technology to retain their profitable

customers, and to enhance their efficiency, productivity and competitiveness. Online booking

of loans is one of the applications of information technology.

TECHNOLOGY IN BANKS

Banks in India cater to wide range of customer expectations. On the one hand, there are

customers who are extremely tech-savvy and expect products and services comparable with

world-class standards, and on the other hand, there are customers who are still not

comfortable with new technology and prefer the brick and mortar banking that they have

been used over the years. It is therefore necessary for banks to educate the customers to

understand and use the new facilities provided by new technology. The challenge here is to

literally catch hold these customers to demonstrate the ease of use of these technologies and

to move them to a platform which is fast, efficient and predictable. The increased use of

ATMs is classic example that highlights customer friendly computerization. However banks

also have to keep pace with the changes in the market place and world wide and adopted

advanced technology and techniques to meet customer expectations.
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The rural economy is bound to grow and diversify with the trust bestowed on this sector. As

the rural urban divide fades, the services and products in the rural areas and the urban areas

will become more and more uniform. The signs of conversions are already visible with the

penetration of telecom and entertainment channels in these areas. Banks envisage online real

time banking in the rural areas to integrate the rural markets with the rest of the economy.

Further it is my strong belief that rural population is not less techno-savvy than their urban

brethren and there is no requirement for having a separate channel for automation for a rural

sector. Ultimately the type of automation which will be adopted in rural areas may not be

materially different from that followed in the urban areas but may be dictated by the banks

own strategies of consolidations of customer and financial information.

Banks in urban and metro areas have to factor in the raising competition from the other banks

apart from the range of customer's preferences while introducing products. One of the

deficiencies a in brick and mortar banking is the inability to handle volumes there by making

delivery channel inefficient. Technology has made up for this deficiency and has speeded up

delivery channels this to some extent has been at the cost of losing human touch. However,

most customers in urban and metro areas seam to prefer ATMs and internet banking for

conducting banking transactions for convenience and speed. Technology will help bring

down the transaction cost for banks, which ultimately help customer. While internationally

banks are rediscovering the value of personal touch, banks in India have not yet reached the

stage of technological development that is totally devoid of human intervention. There are

alternate delivery channels, like in the case of loan products where personalized service is

rendered.

CONCEPT OF ONLINE BOOKING OF LOANS

Online booking of loans refers to acceptance of loan application forms online by various

financial institutions. It enables the applicant to download the loan application form from

anywhere in the world and at any time. He is not bound to apply during working hours of the

bank. Furthermore he can access and submit the application while sitting at home or office.

He needs not to visit the bank branch.

Online banking, e-banking, electronic banking, net banking or banking over the

internet are buzzwords of business today-they are commonly used in the banking industry. It

is the information technology, which has revolutionized the way of banking both at the local,
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national and international level. It is a cutting end technology, in new business paradigm.

Internet banking services mean that any inquiry or transaction should be processed online

without any reference to the branch (anywhere banking) at any time. Online banking, a little

known concept so far as soon taken center stages. So it is imperative for us to understand that

online banking is all about doing banking transaction over the net.

E-banking is a concept, which will enable any one to conduct business with a bank

from the comforts of the home or office. The need hitherto is to personally visit the bank to

conduct one's business and with e banking on the net, the working hours of the banks is done

away with. Instead, all one will have to do is to tap a few keys, go to the banks' site, identify

himself and get on with his business at any time convenient to him.

It is called as banking on the net, which has been practice for more than a decade now,

and gained popularity since 1994 because it has used a friendly way of online business and is

cost effective. The leap forward in this service happened with the banks started offering

online banking service to its' customers.

OBJECTIVES OF THE STUDY

The specific objectives of the study are:

i. To identify availability of on-line booking of Loan.

ii. To identify the status of on-line booking of Loans.

iii. What are the values of Revenue generated through on-line Banking by the Bank?

iv. What are the benefits of on-line booking of loans?

v. What is the effect of on-line booking of loans on operating cost?

vi. To identify the constraint of on-line booking loans to the bank.

vii. What are the causes of not providing online booking of Loans by the Banks?

RESEARCH METHODOLOGY

The survey planned to Identify “Online banking of loans” practices in India. For this purpose,

a questionnaire was developed based on a comprehensive review of the existing literature.

The information was collected through personal interview from Officer Incharge Loan.
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THE SAMPLE OF THE STUDY

A group of banks has been selected from the area in and around Chandigarh. This is the

important city having all the types of banks (i.e Public Sector, Private Sector and Foreign

Banks) Efforts were made to contact all the banks personally. The information and data are

collected through personal interview by using structured questionnaire. After editing and

checking only 20 reliable responses were obtained. The break up of these banks, sector wise

presented in Table 1 and names (profile) of the banks in the sample given in the table 1.1.

Table 1: Sector wise Breakup of the Banks in the sample

Sector Number of Banks
Public Sector 10
Private Sector 09
Foreign banks 01

TOTAL 20

Table 1.1: Names of Banks constituting Research Sample

Public sector Private sector
State Bank of India ICICI
Allahabad Bank IDBI
State Bank on Patiala UTI
Punjab National Bank Bank of Punjab
Indian Bank IndusInd Bank
Oriental Bank of Commerce HDFC Bank
Canara Bank Lord Krishna
Vijaya Bank Centurion Bank
NABARD ING Vysya
Punjab State Co-operative Bank
Foreign Banks : Standard Chartered

REVIEW OF LITERATURE

A review of the literature indicates that the use of IT for improving customer service and

customer satisfaction has attracted much recent attention (Bonfield, 1996; Dabholkar, 1996;

Galbreath, 1998; Pease, 1998). Most of the research, however, is based on the service

provider’s perspective. More research is needed to investigate the impact of IT based services

on customer perceptions of service quality.
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One of the most cited contributions of IT-based service enhancements is convenience

(Allen, 1997; Baily and Gordon, 1988, Cline, 1997; Milligan, 1997: Reed, 1998). To

customers, convenience refers to a generous number of accessible service delivery points that

are available when customers need them. Some scholars note that IT-based service options

may indirectly improve customer service because this type of service provides the means for

gathering customer data, which can be useful in managerial decision-making to improve

operational efficiency and service quality (Cline, 1997; Furey, 1991; Randle, 1995).

The provision of IT based service options, in itself, does not guarantee customer

satisfaction (Anthes, 1998; Brown, 1996a, b; Feemey, 1997; Hall 1998, Johnson, 1998, Pavia,

1997). IT-based services can affect customer’s perceptions of service quality either positively

or negatively (Johnson, 1998). For example, when a customer uses an automated banking

machine to withdraw cash, the machine may swallow his/her banking card and refuse to

disgorge it. The customer would then become frustrated if he/she could not receive prompt

assistance. To successfully improve customer satisfaction. IT-based services must be used in

a value added manner determined by customers.

Dabholkar (1996) proposed to alternative models to investigate how customers

evaluate the quality of technology based self service options. Based on a university student

sample, Dabholkar found that customers evaluations of a technology bases service option and

their intentions to use the option are directly affected by their perception towards the

attributes associated with this option. Dabholkar’s work, however, did not discuss the impact

of such options on customers perceptions towards overall service quality as measured by the

traditional dimensions of service quality e.g. the SERVQUAL dimensions.

Berkley and Gupta (1994) developed a model to describe how IT can be used to

improve service performance. Through case studies, they discussed in detail where

information technology had been used or could be used to improve specific service

dimensions including reliability, responsiveness competence, access, communication,

security, understanding and knowing the customers, and quality control.

Rayudu (2005) has highlighted that banks, as we all know are for the safety and

security of our economic assets. A web customer can shop on any web site, but payment will

be through e banking. The battlefield of business has changed and e-commerce is the

potential war front industry is predicted on the e-commerce booms, which are likely to take
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up revenues. Many banks outside the country are in the front curve in developing a customer

friendly online presence. Many underlying changes are fast emerging and personal finance is

being handled by the Internet.

Online banking and internet banking services have established themselves in the

U.S.A. and other countries. In recent years, in India also, a few banks have been offering net

banking facilities. Many other banks are working out strategies related to e-banking services.

The opening of global (online) business doors and getting information with the click of the

mouse only highlights the potential demand and for the interest connectivity.

E-banking is one of the e-commerce facilitating segments. The application of

information technology in the banking sector is an excellent opportunity for the industry. But

the technology should not be seen as a mere aid to speed up processing and crumple costs but

as an additional avenue for delivering services to online clients. This was by the growing

popularity of the ATM did not result in the absence of bank branches; instead ATMs moved

to off-site locations and strengthened the position of banks giving the facility in the retail

market.

Today, in view of global business, the individual is not the icing. E-commerce needs a

financial background, which is foolproof and conducive to online customers. It is in respect

of e-commerce, whether in the form of business to business, business to customer and

customer to customer all need this financial backbone. This will demand for banks to build up

greater trust in their technological capability, brand image, move from supply driven to the

demand driven paradigm. In advanced countries, the click of the mouse has taken the center

stage and banks are edging their way towards cyber space with innovature services taken to

retain these customers.

Rao Nageswara Katuri (2005) Banking sector has benefited immensely from the

implementation of superior technology in recent years. Productivity enhancement, innovative

products, speedy transactions, seamless transfer of funds, real time information system and

efficient risk management are some of the advantages derived through technology.

Information technology has also improved the efficiency and robustness of business

processes across the banks.

Branch banking has undergone radical changes. We have very high-tech branches

where delivery is through self service facilities like automated cash deposits, note dispensers,
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currency exchanges and withdrawals. The most sophisticated among the employ context

sensitive monitors and ATM cards with built in ratio chip. Whenever a customer uses these

activated monitors, the monitors' guide him in successfully completing the transaction by

sending personalizes messages.

On the other hand we have branches where convenience banking extends beyond the

banking transaction. There could be coffee shop or laundry services besides the facilities like

copy, fax and e-mail services. Public toilet services and postal services are also provided in

certain branches. Even during the age of internet banking branches continue to the primary

channels of delivery of products and services. Bricks and mortar banking still occupies an

important place. See the tag lines: the world's local bank, America's most convenient bank etc.

ONLINE BANKING

Online banking is growing in popularity as a delivery channel. It is becoming increasingly

accessible to the wider market, cheaper and easier to use. The internet provides many

advantages such as removing the need for physical presence in the new territories, thus

eliminating need for in a country set up and ongoing infrastructure cost. Online banking

results in a faster implementation of new products, reduction in marketing costs, and more

efficient processing of transactions. This reduces transaction cost and minimize the

importance of the location. Online banking is growing faster in the U.K. than in the U.S. in

Newzeland, about a millenium people have opted for internet banking, which is 25% of the

population. South Korea and Malaysia have also been witnessing a fairly a good growth in

internet banking.

Two main types of online banking strategies are: -

 Stand-alone internet banks or virtual banks established as separate entities without an

actual physical presence.

 Integrated internet banks where existing banks expand their range of services to include

internet access. Some banks adopted a model, which is combination of both these types.

FINDINGS OF THE STUDY

The findings of the study are discussed in the following sub-heads:

Current Practices in Banking Sector in the Following Aspects
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Availability of On-Line Booking of Loan:

Table 2: Availability of online booking

Criteria %age
Online booking available 35%
Is in process 20%
Not available 45%
*Number of banks included are 20

Table-2 indicates majority of the banks (45%) indicates that they are not providing online

booking of loans. 35% banks providing this facility to their customers and 20% are in the

process of providing online booking of loan facility, which means trend, is improving.

Status of on-line booking of Loan:

Table 3: Status of Online Booking

Status %Age of Banks
Partial booking for specified products 42.8%
Full booking for specified products 28.6%
Partial booking for all products 14.3%
Full booking for all products 14.3%

Note: Total no. of banks included are 7.

Table 3 reveals that, (28.6%) for specified product and 14.3% for all product banks providing

full online booking of loan facility. But on the other hand 42.8% and 14.3 providing partial

online booking of loan facility for specified product and all products respectively.

Values of Revenue generated through on-line banking by the bank:

Table 4: Revenue generated through online booking

Revenue generated %Age of Banks
Less than 20% 28.7%
Between 20%-40% 14.29%
Between 40%-60% 57.14%

Note: Total no. of banks included are 7.
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Table 4 reveals that majority of respondents (57.14%) generated revenue (40-60%) through

online booking for their banks. Next it is followed by (28.7%) generated revenue less than

20% for their banks.

Benefits of on-line booking of loans:

Table 5: Benefits of online Booking
Benefits %age of banks

High profit margins 14.29%
Cost saving 28.57%
Time saving 14.29%
Wider coverage 42.86%

Note: Total no. of banks included are 7.

Table 5 indicates that banks are compelled to provide online booking because, majority of the

Banks (42.86%) are able to cover wider area. 28.57% respondents told they are able to

reduce the cost and 14.29% are able to save their time and increase the profit margin with the

new system in the banking sector.

The following are other benefits available to the Banks.

 Internet banking enables NRIs in particular to monitor their local bank accounts from

abroad, transfer money to joint accounts held by them in India, send money to parents

back home in India and pay school fees etc.

 The global means of banking nit only provides enormous convenience but the money

starts earning returns faster than the conventional method where returns were lost for the

period that the draft was in transmission and clearing.

 A small business firm writing about 100 cheques a month including payroll cheque costs

more per cheques in paper, postage and employee time. In contrast, most electronic bill

payment software cost less cheque. Electronic bill payment is one of the key services

offered by the banks.

 All the financial data can be obtained at any time, 24 hrs a day and 7 days per week.

 Net banking premiers offer a range of services online.

 Internet banking services provide remote banking and facilitated information needed by

the online customers.
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 Offers account details and statement, financial modeling tools, which allow the

simulation of various deposit options to arrive at an optimum combination and fund

transfers between different accounts.

 Freedom and access to bank any time and anywhere.

 Offers a range of cyber-banking options including the view of accounts, statements etc.

 Avoid driving long distant to approach neighborhood banks.

 With online presence, banks can rebuilt their brand in terms of service world wide at low

cost.

 Net affords the lowest transaction cost among all other electronic delivery channels.

 To ultimate endless paper based bank statements, spreadsheets, and bulky account ledgers

including the use of calculators.

 Internet banking helps banks reduce the workload of branches like no routine generation

of statements, balance inquiry and cheque requests.

 It attracts future customers who generate potential business for the banks.

 Leverage the power of visual computers i.e. personalizing the banking experiences.

 Better fund management.

 From the customer's perspective, online banking means greater convenience, rendering

limitation of space irrelevant.

 Customers can get the details of accounts and transaction details instantly.

 Banks can target and approach both individuals and NRIs through the net.

 Long term customer relations.

 Improved customer orientation.

 Lower distribution cost.

 Ease of banking wherever and whenever the customer wants it.

 Enhanced profitability.

 Efficiency cost effective withstanding competition.

 Low credit card proliferation.
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Effect of on-line booking of loans on operating cost:

Table 6: Effect of Online Booking on Operating Cost

Effect %age of banks
Has increased 0%
Has decreased 57.14%
No effect 42.86%

Note: Total no. of banks included are 7.

The Table 6 indicates that majority of the respondents (57.14%) able to reduce the operating

cost with the new online system. 42.86% banks felt no effect with the implementation of

system

SWOT ANALYSIS (With respect to online booking of loans vs. offline booking)

Strengths

1. Wider geographical coverage.

2. Low operating cost.

3. Banks can have competitive advantage.

4. Elimination of branch establishment cost.

5. Any time, anywhere banking.

6. Can reach global audience.

7. Easy transaction processing.

8. Fewer personnel required.

Weaknesses

1. Online booking requires changes in existing system.

2. Introduction of this service requires training programs for employees.

3. It requires high initial investments.

4. It is profitable in urban areas only.

5. Lack of face-to-face interaction with the customer.

6. Problem in accessing credit worthiness of applicant.
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Opportunities

1. Increasing use of Internet will offer a good opportunity.

2. Banks can have opportunity to operate at global level.

3. Presence of technical and training institutes will provide for skilled and efficient

manpower.

4. Decreasing customer fear of security threats on online booking.

Threats

1. Poor infrastructure in the country.

2. Increasing number of online frauds.

3. Banks will have to compete with foreign banks.

4. Need of more diverse services to satisfy global customers.

To conclude we can say that there should be proper mix of online and offline business.

Approximately 15-20% contribution in revenue should be of online business and 80-85%

should be from offline business.

Constraint of on-line booking loans to the bank:

Table 7: Constraints on Online Booking

Constraint Percentage of banks
High initial investment 28.57%
Training requirements 0%
Lack of awareness 71.43%
Changes in existing structure 0%

Note: Total no. of banks included are 7.

Table 7 indicated majority of the respondents (71.43%) felt that lack of awareness is the main

constraint to implement online booking of loans system in the Banks. The next in order

28.57% is the high initial investment is another constraint for implementation.

The following are other constraints faced by the Banks:

 Compared to other countries, banks and financial institutions in India are still at the basic

stage of publishing rather than interactive and are in a small way making their presence
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felt in providing financial transactions. The banks are yet to gear themselves for providing

complete and satisfactory online transactions and services.

 Providing complete transaction and service involving hung investments in web

development that will completely integrate the web site with back-end systems, including

customer’s database and applications.

 Banks have not extended the facility of third payments whereby account holders are in a

position to make payments to pre-determined parties through the net.

 On the other hand banks have not launched the internet payment gateway for handling net

transactions of their clients.

 The Indian banking system including non-banking financial institutions are not working

towards comprehensive interactive financial services in collaboration with some

international organization like IBM, which would provide a state-of-the art local platform

for online banking. This would greatly help banks to handle cross border deals in all

currencies.

 Presently banks, working with centralized data have distinct ends, and no processing is

done at local branches. So information moves seamlessly across different banking

channels. The lack of centralized database system is one of the main handicaps in the case

of online banking.

 There is no facility for intra-bank funds transfer through the net because the cyber laws in

this regard are still not in place-hence smooth cash management is not possible.

 There are many banks that invest in cost-effective strategies to establish themselves in

online banking considering the risk involved in dealing with others money.

 Lack of awareness is seen as one of the biggest roadblocks for successful online banking.

The problem of awareness is more than acceptance. Effective and wide media efforts in

publishing internet banking need to be emphasized.

 Internet access in India is tilted corporate accesses and therefore people access the

internet more from offices than from homes. But in the U.S., access to the net is more

titled towards home use.
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 A formal governmental paper on cyber laws and the legal framework for the internet

banking are not formulated.

 The low base of PC users in India coupled with conventional mindset and fear of

electronic fund transfer need to be monitored and changed to be with the times.

 Online banking and financial programs face many hurdles. So not all banks are prepared

to access the net for online banking and financial transactions.

 All banks are not behind the curve in developing a customer friendly online presence.

 People do not use personal financial software because they are hesitating to enter all their

detailed financial data into the computer system.

Causes of not providing online booking of loans by the banks:

Table 8: Causes of not Providing Online Booking

Cause %age of banks
Is in process 23.08%
Not necessary 15.38%
Satisfied with existing system 53.85%
Resistance to change 7.61%

Note: Total no. of banks included are 7.

Table 8 indicates that majority of the respondents who have not provided online booking

stated that (53.85%) they are satisfied with the existing system and (23.08%) in the process of

providing this facility in their banks.

RBI GUIDELINES

Reserve Bank of India had setup a working group on internet banking to examine different

aspects of internet banking, which focussed on three major areas, such as

 Technology and security issue.

 Legal issue.

 Regulatory and supervisory issue.

RBI, after having accepted the recommendations has issued following guidelines for

implementation by commercial banks.



© Apeejay Journal of Management and Technology
January 2007 ,Vol.2 ,No:1

16
All banks, which propose to after transactional services on the internet should obtain prior

approval from RBI. Only such banks which are licensed and supervised in India and have a

physical presence in India will be permitted to offer internet banking products to residents of

India. Thus both banks and virtual banks, incorporated outside the country and having no

physical presence in India will not, for the present, be permitted to offer internet banking

services to Indian residents.

Overseas branches of Indian banks will be permitted to offer internet banking services to their

overseas customers subject to their satisfying, in addition to the host supervisor, the home

supervisor.

Technology and Security Standards

a) Banks should designate network and database administrator with clearly defined roles.

b) Banks should have a security policy duly approved by the Board of Directors with

segregation of duty of Security Officer / Group dealing exclusively with information

systems security and information technology division which actually implement the

computer systems. Further information systems' auditors should audit the information

system.

c) Banks should introduce logical access controls to data, systems, application software,

utilities, telecommunication lines, libraries, system software.

d) At the minimum, banks should use the proxy server type of firewall so that there is no

direct connection between the internet and bank system.

e) Physical access controls should be strictly enforced. Physical security should cover all the

information systems and sites where they are housed, both against internal and external

threats.

f) Banks should have proper infrastructure and schedules for backing up data. The backed-

up data should be periodically tested to insure recovery without loss of transaction in time

fame as given out in the banks' security policy.

g) All the applications of the bank should have proper record keeping facilities for legal

purposes. It may be necessary to keep all the received and sent messages both in

encrypted and decrypted forms.
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Legal Issues

a) Even though request for opening an account can be accepted over internet, accounts

should be opened only after proper introduction and physical verification of the identity

of the customer.

b) From a legal perspective, security procedure adopted by the banks for authenticating

users' needs to be recognized by law as a substitute for signature.

c) Under the present regime there is an obligation on banks to maintain secrecy and

confidentiality of customers' accounts and risk of banks not meeting this obligation is

high on account of several factors.

d) In Internet banking scenario there is a very little scope for the banks to act on stop

payment instruction, from the customer. Hence, banks should clearly notify to customers

the time frame and circumstances in which stop payment instructions could be accepted.

Regularly and Supervisory Issues

a) The products should be restricted to the account holders only and should not be offered in

other jurisdictions.

b) The services should only include local currency products.

c) Banks will report to RBI every breach or failure of security systems and procedure and

the later, at its discretion, may decide to commission special audit/ inspection of such

banks.

d) Banks must make mandatory disclosures of risks, responsibilities and liability of the

customers in doing business through Internet through a disclosure template. The banks

should also provide their latest published financial results over the net.

FUTURE PERSPECTIVE

The phenomenal transition from class banking to mass banking after nationalization posed an

enormous challenge in respect of servicing the explosive increase in customers in public

sector banks. Prior to nationalization banks branches were limited to metros and towns,

customers were few and services offered were limited. Post nationalization bank branches

sprang up in every nook and corner of the country. People from all classes became bank
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customers and the volume of daily transactions increased by leaps and bounds. As could be

expected under the circumstances the standard of customer service in banks begins to decline.

To meet the need of the rapidly swelling customers and their growing expectations,

technological solution were the obvious answer. But it did not happen over night. The

resistance of the bank unions, which feared retrenchment and job loss, had to be overcome

and bank staff had to be convinced about the long-term benefits of introducing technology in

banking. Eventually technological solutions entered Indian banking in the mid 1980s

following the road map prepared by the two Rangarajan Committee computerization of

banking, particularly in the public sector banks.

As the first step, some of the basic operation like processing of the saving bank and

current account were automated through installation of advanced ledger posting machines.

Around the same time, public sector banks (PSBs) enter the credit card business giving their

customers taste of a cashless society.

In the 1990s automated branch operations were updated to the total bank automation

whereby the various terminals or machines in a branch were interconnected so that customers

could be serviced via any of the counter service staff. Thus the concept of single window

service was introduced in the banks. The 1990s also witnessed a tremendous growth in credit

card business across the country. Automation also began to cover processing of data for

generating returns or statistics of information for the management of banks as also for

reconciliation of inter-branch accounts.

Since 2000 banks have been taking rapid strides in automation. The most visible and

wide spread aspects of this phase has been installation of automatic teller machines, which

have caught the fancy of all classes of customers, thanks to their offsite service, round the

clock convenience and ease of operation.

The next step, the PSBs network their branches in metros to offer any branch banking.

A customer could operate his or her account from any branch of a bank in a given city.

Subsequently, the network was extended to cover branches in different cities and towns to

offer anywhere banking. Of late, some of the banks have been touting internet banking,

whereby one can access his account, pay his bills or deal in stocks sitting at home.

At the intra-bank level Indian banks are fast switching over to real time gross

settlement taking yet another step towards meeting international standards of banking. At the



© Apeejay Journal of Management and Technology
January 2007 ,Vol.2 ,No:1

19
domestic level plans for introducing electronic clearing services, starting with metros, are on

the anvin to speed up transfer of funds.

Core banking systems (CBS) is talk of the banks now. PSBs are weirghing this option partly

or wholly for introduction in metros keeping the competition in future in mind. Clubbing

together the operations and centralizing their processing under CBS certainly have their

advantages. But PSBs have to weigh this option against cost it would involve, the practical

difficulties under our conditions and the implication on the bank staff.

Within the span of little over a decade, Indian banks, particularly the public sector

banks, have traveled a long way in the use of technology in banking. While this is remarkable

in itself, the end result, critics say, leaves much to be desired. At the operation level,

customer service continues to be deficient in many areas. Moreover, among the banks there

are sharp differences. At the corporate level, it is not very clear how far the use of technology

has improved the decision-making in the banks or how far it has increased efficiency and

productivity.

The focus of technology policy in PSBs in the future ought to be on showing mark

improvements in these two basic areas. Technology for its own sake or just to keep up with

global practices or technological break through may not be right course for the PSBs. The

task in the next 5 to 10 years should be to consolidate the gains of technological changes in

the last 10 to 15 years. A comprehensive cost benefit study of the current use of technology in

banks would greatly help in charting the best course of technological innovation to be

undertaken in the future. Given this backdrop, the priorities for the PSBs in the use of

banking technology in the next 5, 10 years may be as follows.

About half of the PSBs branches, mainly in the rural and semi-urban areas, are yet to

be computerized fully or networked with their controlling office. Given problems of

uncertain power, lack of servicing facilities etc. computerization of these branches is going to

be challenging task for the banks. Yet the process as to be completed in the national interest

and in the long interest of the banks. Banks have to come up imaginative and innovative ways

to take the benefit of technology to the rural areas. They should explore whether the task can

be undertaken in strategic alliance with other agencies making a foray into the rural area such

as an insurance companies.
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Sharing of credit information among banks is among the best international practices

of risk management followed by the banks. The sheer geographical spread and the

heterogeneity of operations among PSBs had made such an exercise impossible. Thanks to

technology a good beginning has been made in that direction with the sitting up of the credit

information bureau of India. Making this facility more broad-based and user-friendly should

be among the future priorities of PSBs.

Another area where technology would play key role in future is with respect to the

implementation of the Basel II norms. The banks of international settlements has just

finalized the Basel II framework which will from the benchmark parameters of sound

banking in future. India which has successfully adopted Basel I norms, is likely to be among

the first lot of developing countries to switch over to Basel II. Change over the Basel II norms

of risk management in the next few years would entail and immense lot of data collection,

processing and monitoring in the PSBs, which is possible only through technology. PSBs

would do well to focus on this area in the immediate future.

CONCLUSION

E-Banking has become a necessity survival weapon and is fundamentally changing the

banking industry worldwide. Today, the click of the mouse offers customers banking services

at much lower cost and empowers them with unprecedented freedom in choosing vendors

their financial service needs. No country today has a choice,whether to implement e banking

or not given the global and competitive nature of the economy. Banks have to upgrade and

constantly thinks of new innovative customize packages and services to remain competitive.

The invasion of banking by technology has created an information age and commoditization

of banking services.

To conclude it can be said that in the present study size of project covers only 20

banks. Out of 20 banks only 7 banks provide online booking of loans and 4 banks system is

in process. 9 banks do not provide online booking of loans. So present study shows most of

the banks do not provide online booking of loans. Banks gave the different reasons for not

providing online booking of loans. These are high initial investment, more training

requirements, lack of awareness, and changes in the existing structure and others are satisfied

with the existing system. So the online booking of loans is available only in urban areas. It is

not available in the rural areas. Reason is that people in rural areas are not aware of online
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banking. 4 banks claimed that they would start online booking within a period of ranging

from 6 months to 1 year. 7 banks provide online booking of loans. They are compelled by

wider coverage, low operating cost, and competitive edge to introduce online booking. Status

of these banks provided partially and full booking of all products. Taking the customer

average of these banks 5-10% and revenue generated of these banks 40-60%. Benefits

derived by these banks through online booking include reach to new customers/areas, high

profit margins, less personnel required, elimination of branch expenses and low service

charges.

If India has to become a developed country 2020 as per the vision, avenues should be

explored to see that rural areas become part of economic development. As we all know, India

lives in villages. Hence, I am of the opinion that the same level of automation should

penetrate into rural areas as well. Today, the roadblock for computerization in the rural areas

is the non-availability of communication bandwidth to introduce core banking solutions/ATM

facility etc. We expect that the network service providers will gear up to meet the

expectations of the banking industry in these days to come.
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