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Abstract
Financial Services scenario in India has changed drastically. In 
India banks (under the banking Regulation Act 1949) were not 
allowed to carry on any other business except banking. But the 
changes in financial system in India since 1969 have necessitated 
banking companies to give up their conservative and traditional 
system of banking and take to new and progressive functions. Now 
banks have been allowed under the section 6 of Banking Regulation 
Act 1949 by Govt. guidelines to diversify their functions. Banks 
are free to diversify their financial services by setting up their 
subsidiaries. Banks have now taken up major responsibilities for 
developing and diversifying the Indian Economy. The needs for 
avenues for profits have made them enter into new field of activity. 
The present study tries to analyze various financial services being 
marketed by the public sector banks of India wit special emphasis 
on Punjab National Bank. 

I. Growth and Development of Financial Services at 
Banks

A. An overview of Evolution of Banking
Banking in its simple form originated from temples and royal 
places, centres that offered security for deposits of peoples wealth. 
As early as 2000 BC. The Babylonians had developed a system 
of offering an institution of the culture; so too temples in Egypt, 
and large warehouses in Mohenjodro, served as bank, of kind 
Greece of the fourth century B.C. had well established banking. 
Rome learned its banking from Greece. Influenced by Greece, 
Roman temples engaged in financial transactions. The Egyptian 
system grew form Babylon, the Greek trapezites and Romans. 
Italy was the key to the growth of European banking. It was Italy 
that the present science of banking and knowledge of the double 
entry accounting system was developed. Banking and merchants 
conducted their monetary transactions and issued bills of exchange 
on benches, in the market place. Which rise to the word ‘bank’ 
and when one lost his credit and could not pay his debts, his bench 
was broken. The word ‘bankruot’ was derived from ‘banco rotto’, 
the broken bench.

B. Growth and Development of Banking in India

A. Pre-lndependence Period  
Money lending in India can be traced back to the Vedic period, 
although the details of money lending and remittance of money 
in cash or by credit instrument is available only from century 
B.C. From the laws of Manu, recorded in the second and third 
centuries A D. it appears that money landing and allied activities 
had assumed considerable importance and deposit banking in 
some form had come into existence. Lending money on interest 
was common. Hundies were most commonly used.
During the early dynasties of the Muslim period Multanis 
and sharroffs financed internal trade and commerce between 

different centres. During the mughal rule the issue of various 
kinds of metallic money in differtent parts of the country gave 
the indigenous bankers great opportunities for developing the 
very profitable business of money changing and most important 
among them were appointed mint officers, revenue collectors, 
bankers and money changer to government in various parts of 
the empire. 
The early English traders in India in seventeenth century could 
not make much use of the indigenous bankers because they did 
not understand their language. Although East India company 
established connections with the bankers, borrowed fund from 
them. After few years English agency houses in Calcutta and 
Bombay began to conduct their own banking business, besides 
commercial business. From the time indigenous bankers’ business 
began to decline and English trade and power gradually expanded 
in India and consequently banks on western line established. 
Indigenous bankers began to find themselves handicapped in their 
competition with commercial banks but continued to exist in the 
rural areas where these modern bank could not penetrate. English 
agency houses had little capital of their own and were not having 
knowledge and experience of modern European or conventional 
Indian banking. So the vicissitudes and trade crises cries that 
visited their agency business were wholly transmitted to their 
banking activities and whenever house failed so did its bank.
Another group of banks was established by the Act of Indian 
legislature consisting of two subgroups. First consisting of there 
presidency banks namely Bank of Calcutta, Bank of  Madras 
established in 1806, 1840 and 1843 respectively as a private 
shareholder’s bank with the financial participation of East India 
Company and the second of joint stock banks. In 1920 these three 
presidency banks were amalgamated and a new bank – lmperial 
Bank of India was formed. Establishment of the Reserve Bank 
of India as a central bank of the country in 1935 left the Imperial 
Bank entirely free to continue and to extend commercial banking 
activities to fulfill the needs of the country. In 1955 the Imperial 
Bank of India was nationalized into the State Bank of India in 
which were also merged a number of banks belonging to the old 
princely states – the bank of Jaipur, mysore, Patiala, Jodhpur etc. 
several joint stock banks were established after 1813. But most of 
these could not survive for long. Act of 1860 permitted the starting 
of joint stock banks on the basis of limited liability. After that a 
large number of banks were established including some large 
banks of today but most of them failed. 

B. Post Independence Period
Independent Indian herited an extremely weak banking structure 
consisting of 640 banks, 96of them were scheduled banks and the 
rest small non-scheduled banks. 

C. Pre-Nationalization
In the post independence era main emphasis was to make the India 
banking structure strong and stable to prevent the past practices 
of bank failure. For this purpose the Banking Regulation Act 
1949 was enacted which replaced the banking companies Act and 
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RBI was armed with mandatory powers to weed out the small 
non-viable and weak units by amalgamating them with stronger 
one. As a result of that the number of banks declined from 640 in 
1947 to 292 in 1961 and to 90 in 1968. And strong, unified and 
compact banking emerged.              
Then the need to integrate the banking operations and policies with 
planning priorities arose. RBI made beginning in this direction 
by modifying the monetary and credit policies. The commercial 
banks were directed to chenalize their resources to the small scale 
industries, exports and agriculture which were the neglected sector 
of the economy. But bank still assisted in the form of short term 
loan mainly to large borrowers in the organized sector of industry 
and the basic structure of the economy could not be altered by the 
efforts of RBI and government till 1960. All scheduled commercial 
banks made process in expanding branches but there was a 
deterioration in services, quality of credit and recover, credit gap 
etc. The banks were controlled by group of industrialists who has 
used public fund 
to build up private industrial empires. It was for these reasons 
that the government introduced the scheme of social control at 
the end of 1967 by introducing the banking Law (amendment) 
Act 1068 to achieve a wider spread of  bank  credit to  prevent 
its misuse, to direct large volume of credit flow to priority sector 
and to make it a more effective instrument of development. Under 
social control every banking company was required to have not 
less than 51p.cp of the total no. of directors those person having 
special knowledge or practical experience in agriculture, rural 
economy, small scale industries cooperation, economies etc. and 
a professional banker as a full time chairman. National Credit 
Council (NCC) was created for assessing credit priorities on all 
India basis and Agriculture Finance Corporation was set up the 
leading bank for financing priority agricultural project as well 
as to help the banks to participate actively in developing the 
agricultural sector. The achievement of social control were quick 
and substantial in achieving the objectives  of social control.

D. Post-Nationalization Period 
While the social control policy was being followed since the 
beginning of 1968, the Govt. nationalized fourteen major banks 
with individual deposits exceeding Rs. 50 crores in July 1969, 
giving the justification that small industries and agriculture, had 
not been receiving their fair share . In 1980 again the government 
took over another six commercial banks with the deposits of 
over 200 crores. Branch expansion received an impetus on the 
introduction of social control and gathered further momentum 
after nationalization. 
After nationalization public sector banks recorded qualitative 
progress also. The bank provided banking facilities in the 
unbanked and under banked areas; reduced regional imbalances 
among states and between rural and urban areas. They promoted 
the banking habits masses by allowing people with small income 
to open accounts. Their credit to priority sector increased from 
15 percent in June 1969 to 41 percent in march 1997. Govt. 
financed development projects with significant proportion of 
funds mobilized by the banks, by raising SL,R to a high level 
for a number of years. Consequently the banking emerged 
geographically wide and functionally diverse in conformity with 
the needs of the Indian economy. 

III. Financial Sector Reform
Despite impressive achievements the public sector banking was 
suffering from serious problems due to partly external in terms 

of macro policy environment and partly external in terms of 
macro policy environment and partly internal to the banks. The 
external factors included the directed investment included laxity 
on the part of bank management in collecting over dues, inferior 
quality of manpower, imprudent accounting practices relating 
to income recognition, asset classification and provisioning and 
capital adequacy.
It was under these circumstances the Govt. of India set up a high 
level committee with Mr. M.Narsimham, a former Governor of 
Reserve bank of India, as a chairman to examine all aspects of 
financial system. The committee submitted its report in Nov. 1991. 
The committee made various recommendations. 

A. Fund Based Financial Services
For the purpose of review and analysis of financial services 
marketed by public sector banks, the services have been grouped 
into – fund based financial services and non fund based financial 
services. The important fund based financial services of PNBs 
covered under the preset study are : Bank credit, Housing finance. 
Hire purchase finances & Consumer credit, Lease finance, 
Venture capital financing, Factoring . Forfaiting and mutual fund 
operation. 

B. PSBs Credit
Public sector banks are the major source of industry and commerce. 
They provide advance in the form of cash credit, over draft, 
demand loans, purchase and discounting of commercial bills 
etc. The accommodative monetary policy stance adopted by the 
Reserve Bank, post-September 2008, in response to the global 
financial crisis, continued during 2009-10. Though the policy 
focused on maintaining a market environment conducive to the 
flow of credit to the productive sectors of the economy,  growth in 
bank credit remained low during 2009-10. The prevalent economic 
conditions as well as the cost of funds appear to have contributed 
to the slowdown in non-food bank credit from the banking sector. 
In addition, banks also reined in credit to the retail sector due to 
perceptions of increased risk on account of the general slowdown 
and to guard against bad loans. 
While the overall credit demand of the manufacturing sector from 
the banking sector slowed down during the 2009-10, Corporates 
could access non-bank domestic sources of funds and external 
financing (which had almost dried up earlier during the crisis 
period) at lower costs. Thus, while bank credit during 2009-10 
continued to decelerate, there was a turnaround in financing from 
non-bank domestic sources. It is likely that revival of growth in 
bank credit would manifest in the near-term economic recovery 
process. 
As against an increase of 22.3 per cent in 2007-08, bank credit 
increased by 17.5 per cent in 2008-09. Non-food credit during 
the same periods was 23.0 per cent and 17.8 per cent respectively. 
During 2009-10, on financial-year basis, growth in bank credit 
extended by scheduled commercial banks (SCBs) stood at 8.4 
per cent (end March 2009 to January 15, 2010), as compared 
to 11.9 per cent during the corresponding period in 2008-09 
(Table 4.1). This is also below the Reserve Bank’s indicative 
projected trajectory for the full year, of 20.0 per cent as set out in 
the First Quarter Review and 18.0 per cent in the Second Quarter 
Review for 2009-10. The year-on-year growth in bank credit as on 
January 15, 2010 was 13.9 per cent as against 22.0 per cent on the 
corresponding date of the previous year. Growth in non-food credit 
so far in 2009-10 on financial-year basis and on year-on-year basis 
was lower than the previous year’s levels. Growth in aggregate 
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deposits in 2009-10 was broadly compatible with the growth in 
the previous year. The lower expansion in credit relative to the 
significant expansion in deposits during 2009-10 has resulted in 
a decline in the credit-deposit ratio to 70.92 on January 15, 2010 
from 72.4 in end-March 2009.
During 2009-10, public-sector banks (PSBs) were observed to be 
faring better in terms of growth in credit extended as compared 
to the deceleration in private banks and decline in foreign banks. 
Higher market borrowing by the Government, low credit growth 
and the ample liquidity in the system led to banks’ investment 
in statutory liquidity ratio (SLR) securities. Commercial banks’ 
holdings of such securities close to 30 per cent of their net demand 
and time liabilities (NDTL) remained higher than the stipulated 
SLR level of 24 per cent (25 per cent with effect from November 7, 
2009). Consequently, the investment-deposit ratio increased from 
30.4 per cent in end-March, 2009 to 32.53 on January 15, 2010 as 
SCBs preferred to invest their resources in SLR Securities.

IV Priority Sector Lending of PSBs
The priority sector credit of public sector bank in June 1969 their 
credit to priority sector was Rs. 441 crores which was only 14.6 
percent of their net credit i.e. Rs. 3016 crores. The shares of 
agriculture, small scale industries and other sectors of priority 
sector in PSBs credit were Rs. 162 crores, Rs. 257 crores and 
Rs. 22 crores respectively which were 5.3 percent , 8.3 percent 
and 1 percent respectively of their net bank credit. From 1985 
to 1989 their credit to priority sector has been around 40 percent 
as required by RBI guidelines. In 1998-99 total priority sector 
advance was Rs. 107200 crores which was 43.5 percent of their 
total advance i.e. Rs. 246203 crores. Public sector banks credit 
of agricultural small scale industries and other sector of priority 
sector in 1998-99 were Rs. 40078 crores, Rs. 42674 crores and 
Rs. 24448 crores respectively, which were 16.3 percent, 17.3 
percent and 9.9 percent respectively of their net credit. Before 
nationalization these sectors were neglected one and were not 
having as much access to bank advance as after nationalization, 
especially after 1985 when the public sector banks were asked to 
raise priority sector lending from 33 1/3 percent to 40 percent.
Domestic SCBs, both in the public and private sectors are required 
to meet a target of 40 per cent of their adjusted net bank credit 
(ANBC) or credit equivalent amount of off-balance sheet exposures 
(OBEs), whichever is higher, for lending to the priority sectors. 
Within this, sub-targets of 18 per cent and 10 per cent of ANBC 
or credit equivalent amount of OBE, whichever is higher, have 
been stipulated for lending to agriculture and the weaker sections 
respectively. In respect of foreign banks having offices in India, 
the target for lending to the priority sector has been kept at 32 per 
cent of ANBC or credit equivalent amount of OBE, whichever 
is higher.
Within the overall target of 32 per cent to be achieved by foreign 
banks, advances to the MSE and export sectors should not be less 
than 10 per cent and 12 per cent of the ANBC or credit equivalent 
amount of OBE, whichever is higher, respectively.

A. Housing Finance 
During the ‘First Five Tear Plan’ 34 percent of the total investment 
in priority sector was invested on housing but it declined to 10p.c. in 
the ‘Seventh Five Year Pan’. Till the mid cighties the responsibility 
to finance the housing was vested with Govt. of India. In May 
1988, India adopted a comprehensive National Housing Policy 
and National Housing Bank (NHB) was established as an apex 
level financing institution. Now many institutions including PSBs 

are actively involved in housing finance. 

B. National Housing Bank 
NHB’s main objective is to promote housing finance institutions at 
local and regional levels in the private and joint sector by providing 
financing and other support to such institution . To provide housing 
loans to individuals NHB started Home Loan account Scheme. 

V. NHB Guidelines
To be eligible for financial/refinance from the NHB, housing 
finance companies must conform 
to the NHB guidelines e.g. The minimum capital of the HFCs 
registered with NHB must be Rs. 3 crores of which promoters 
contribution must be 25 p.c. The HFC should be registered as 
public limited company etc. 

A. Housing Finance Ststem
Prior to establishment of NHB in May 1988, Housing finance 
System was not so integrated, regulated and strong as today. State 
and central Govt. used to support housing building effort indirectly 
and through various schemes . In 1970, Housing and Urban 
Development Corporation (HUDCO) was set for housing finance 
of HFCs, weaker section and low income group etc. LIC and GIC 
support housing activity both directly and indirectly. Cooperative 
banks finance individuals, cooperative group societies, housing 
board etc. Housing finance Companies (HFCs) in the public/joint/
private sector and cooperative housing societies are also catering 
to the needs of housing sector. Housing Development Corporation 
(HDFC) is also a leading HFC. Commercial banks also support 
housing activities directly and indirectly . Commercial banks 
sare statutotily required to allocate every year 1.5 percent (now 
enhanced to 3p.c. from 2000-01) of their incremental deposit for 
disbursing as housing finance. 

VI. Hire Purchase Finance and Consumer Credit
Hire purchase finance is a system under which term loan for 
purchase of goods and services are advanced to be fractionally 
liquidated through a contractual obligation. In India this form of 
credit was confined to road transport industry and was undertaken 
by a few individual and private business houses. But in the recent 
years hire purchase system has grown considerably especially in 
metropolitans and the finances has been extended to the purchase 
of consumer articles like household appliances, air conditioners, 
two wheelers, office furniture and equipment by hire purchase 
finance companies retail and whole sale trader, commercial banks, 
IDBI, ICICI, NIC, SFCs, SIDs etc.
Since 7.9.90 banks have been permitted to engage in hire purchase 
business subject to RBI guidelines. There is no exclusive legislation 
dealing with hire purchase transactions. In 1989 hire purchase Act 
1972 was amended which has not been enforced so far. In the 
absence of specific law the hire purchase transactions are governed 
by the provision of the Indian act and the Sales of Goods Act. 
Banks are not allowed directly to undertake business of hire 
purchase. The Banks which have set up subsidiaries for business 
of equipment leasing merchant banking etc may undertake the hire 
purchase business either through either through such subsidiary 
or through a separate subsidiary with prior approval of the RBI. 
PNB Capital Service Ltd. Established by PNB in 1988 has been 
actively involved along with the subsidiary of other public sector 
banks e.g. SBICAP and CANFINA etc. During the year 1996-97 
the company sanctioned Rs. 27.23 crore for the hire purchase 
finance/equipment leasing. 
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A. Consumer Credit
 Consumer  Credit includes all asset based financing plans offered 
primarily to acquire durable consumer goods outstanding credit 
of PSBs for consumer durables in 1987-88 stood at Rs. 206.91 
crore, which rose to Rs. 471.43 crore, which rose to Rs. 471.43 
crores registering a growth of 2.3 times . SBI and its associates 
consumer credit from 1987-88 to 1993-94 was the largest.

B. Lease Financing
Lease refers to a contract under which the owner (lessor) of an 
asset allows another persons or party (lease) to use the asset over 
a certain period of time for consideration in the form of periodic 
payment (rentals) with or without further payment (Premium).

C. Types of Lease Agreements
All financial lease agreement falls in one of four types of lease 
finance- capital lease, operating, sale and lease back and leveraged 
lease .

D. Growth of Leasing Industry 
The boom of industrial leasing companies in western countries 
began in the mid 1950 and grew almost all the areas during 1960. 
In India, leasing in its basic elements has been since very early 
time especially leasing of real estates. The leasing in terms of 
financial leasing was pioneered during the year 1973 by setting 
up of “First Leasing Company of India Ltd” in Madras by SPIC 
group. The number of companies entered into leasing industry e.g. 
“20th Century Leasing Company Ltd” in 1979, Sundaran Finance 
Limited in 1980-81 (established in 1953).
The Indian leasing industry experienced a sort of boom during 
1983-87 the number of equipment leasing company increased from 
less than  5 to about 400. But after 1987 the boom petered out 
and by 1988 the number of leasing companies declined to about 
100, which rose to 126 in 1994 with total resource of Rs. 10605 
crore at their disposal. The volume of business in 1966 estimated 
to have been about Rs. 19500 crore. Major players of today’s 
Indian finance industry includes IFC, IRBI, LIC, GIC, HDFC, 
non-bank financial companies and capital market subsidiaries of 
leading nationalized banks and PSBs itself etc. 

E. Lease Financing of Public Sector Banks
On April 1, 1988, RBI allowed commercial banks to transact 
leasing business through their subsidiaries SBI, Canara bank 
and Punjab National Banks were the three public sector banks 
which started lease finance through their subsidiaries named as 
SBICAP, CANFINA and PNBCAP respectively during 1988-89. 
The subsidiaries disbursed Rs. 427 lakh, rs. 1434 lakhs and Rs. 
3703 lakh respectively in 1988-89 and their total assets were Rs. 
3375 lakh consisting of Rs. 1561 lakh of PNBCAP, Rs 418 lakh 
of SBICAP and Rs. 1396 lakh of CANFINA.
The PNBCAP lease disbursal in 1994-95, 1995-96 and 1997-98 
were Rs. 3.59 crore 28.25 crore and 8.96 crore respectively which 
shows a decline in its business. In compliance with the directions 
issued by SEBI, the company is undertaking only securities related 
activities except the existing/hire purchase asset to be carried as 
per terms of contract. The gross leased assets of the company 
stood at Rs. 141.68 crore in 1994-95 as against Rs. 13.64 crore 
in 1988-98. CANFINA sanctioned under lease and hire-purchase 
activities were Rs. 40 crore, Rs.21 crore and Rs. 13.75 crore in 
1994-95, 1995-96 and 1996-97 respectively . During 1998-99 SBI 
leasing Strategic Business  Unit sanctioned about Rs. 950 crores. 
With effect from 1994-95 banks have been permitted to directly 

carry on leasing and hire purchase business. RBI has issued policy 
guidelines in respect of the role of commercial banks raising of 
public deposits, Capital issue and import of capital goods in order 
to encourage healthy growth of financial leasing equipment as an 
additional source of finance. 

VII. Non Fund Based Financial Services
Financial liberalization has hightened competition among 
banks and other financial institution. Public sector banks have 
diversified their non-fund based financial services along with 
fund based financial services to increase their revenue and the 
to spread their risk over variety of activities. The important non-
fund based financial services, marketed by public sector banks 
are lead managing co-managing underwriting , advising, as a 
banker of issues, capital issue management , trusteeship, loan 
syndication etc. Most of the non fund based financial services are 
covered under merchant banking activities. No person can act as 
a merchant  banker without obtaining certificate of registration as 
merchant banking has been statutorily brought under the regulatory 
framework of the Securities and Exchange Board of India under 
the SEBI Act 1992.

A. Evolution of Merchant banking
The origin of merchant banking in other parts of would e.g. Itly. 
U.K. etc traced back to the mid seventeenth and eighteenth century. 
In India merchant banking originated with the setting up of the 
merchant banking division by the Grindlays Bank in 1969. Public 
sector merchant banking started with the merchant banking started 
by S.B.I in 1972. After mid seventies there was a boom in the growth 
of merchant banking organization in the country. Some public 
sector banks even floated their subsidiaries. Now merchant banking 
activities are being organised and undertaken in several form by 
commercial bank financial institution, brokers, consultancies, e.g. 
division, subsidiary companies public companies, and private Ltd 
companies, firm, or partnership concern.

B. Regulating Frame Work of Merchant Banking
Irrespective of the from in which merchant bankers are organized 
they are governed by the Merchant Banker Rules issued by 
Ministry of Finance and Merchant Bankers Regulation issued by 
SEBI (22-12-1992 upto Aug 1997, the regulation of the SEBI Act 
provided for registration of four, categories of merchant bankers 
For each categories different minimum resources were required for 
being included in different categories of merchant banker. Every 
merchant Banker was required under the regulation to abide by the 
code of conduct. In the month of Sept. 1997 the SEBI abolished 
all categories of merchant bankers except the category I. Now 
merchant bankers are supposed to undertake as per SEBI direction 
only non-fund based activities e.g. issue management portfolio 
management, corporate, counseling, project, counseling, loan/
lease syndication, arranging foreign collaboration, arranging on 
acquisition and mergers, helping in placement services, advising on 
Capital restructuring. Advertisement code has been prescribed. 

C. Benefits of Merchant banking to Banks
Securing merchant banking assignments helps the banker to 
contact with new customers which increase the advances portfolio 
with the possibility that ancillary business would accrue which 
becomes a source of earning by way of fees and commission: 
Collection of substantial funds by way of monies collected for 
public issue help either in current account on short term deposits 
for 46 days 
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D. PSB’s Merchant Banking 
In pursuance to the recommendation of the Banking commission 
1972 that Indian banks should start merchant banking services; 
state bank of India , the first public sector bank, started merchant 
banking division in 1972. Central Bank of India, Bank of Indian 
and Syndicate bank in 1977, Bank of Broda in 1978, United Bank 
in India , Punjab National Bank and India overseas in late seventies 
and early eighties. By now most of the public sector banks have 
started merchant banking. Some banks including Punjab National 
Banks have floated their subsidiaries for merchant banking.
Punjab National Bank is associated with merchant banking 
activities directly and indirectly through floating fully owned 
subsidiary named PNB Capital Services Ltd. (PNBCAPS). 
PNBCAP was incorporated on 12th April 1998, PNB is directly 
rebdering the services as a banker, underwrite, agent and trustee 
etc. While PNBCAP was associated with lead managing , co-
managing, underwriting of issues. It was also an arranger in private 
placement of bonds and other securities and appraised projects. 
These are the services which are being marketed by most of the 
public sector banks. Analysis on merchant banking activities 
of Punjab National Bank, state bank of India , State Bank of 
Hydrabad, State Bank of Saurashtra, Canara Bank, State Bank 
of Patiala and Indian Overseas Banks reveals that the boom in 
merchant banking business of the banks in early nineties converted 
into depression in and after mid nineties. 
The depression largely due to downward slide in capital market 
and subdued activity in primary market especially after 1994-95 
and partly due to amendment of merchant banking regulation 
in 1997-98 prohibiting merchant bankers (excluding banks and 
financial institutions) from carrying on my activities other than that 
in the securities market PNBCAP lead managed and co-managed 
prestigious issues e.g. Punjab Communication Ltd. Mukerian 
Paper Ltd. Tourism Finance Corporation of India Ltd, Padmini 
Polymers Ltd, Jindal Photo Films ltd, Jindal Vijya Nagar Steel 
Ltd, etc. Non of the issue managed by the company devolved.
The company also arranged mergers , acquisition and takeovers 
which has been quite rewarding in term of return. During the year 
1997-98 merchant banking regulations were amended. PNBCAP 
is now registered with RBI as non-banking financial company 
and also with SEBI as category – I Merchant Banker and in 
compliance with the directions issued by SEBI the company is 
undertaking only securities related activities. PNBCAP is also a 
SEBI registered Debenture Trustee. . The company undertook 
recently project appraisal loan syndication, corporate advisory 
services, mergers & acquisition and private placement of debts.

VIII. Credit Card
Credit card services is a fee based financial services of banks.  
credit card known as plastic money enables its holder to buy 
goods & services from member establishment without using 
money. Bank charges initial, annual, add-on and issue fees from 
the prospective card holder and also receives 2.5 to 5 percent of 
goods sold as a commission from the seller for increase in sale 
due to the use of credit card. In India Dinner’s Club introduced 
plastic card in 1960s . Credit Card business in India is growing 
very fast. Indian banks have introduced their own card and also 
linked up with internationally known credit cards like. Visa and 
master Card. 
Credit card offer convenience as well facilities like insurance 
cover, medical treatment and discount on purchase . Charge cards 
enables the card holder to enjoy credit upto next billing while in 
revolving credit card, the card holder has the facility of paying 

in installments. ATM cards make instantaneous debit to the card 
holders account.

IX. Financial Sector Reforms and Developments 
The first banking revolution in India took place in 1969 with 
the nationalization of 14 commercial banks and it was followed 
by second revolution ushered in 1992 with the introduction 
of banking reform on the recommendation of Narisimhan 
committee. . At the time of reform Indian financial system was 
well developed comprising good number of institutions and 
instruments and relatively sophisticated banking system with a 
wide network of branches, huge deposit resources and extensive 
credit operations.
Prior to financial sector reform, Indian banking system was highly 
regulated and was suffering from various constraints which were 
partly external and partly internal to the banking system. As a 
result of which the banking system was facing several problems 
such as high of Non-Performance Asset (NPA), low profitability, 
unhealthy balance sheet, inadequate capital base, low operational 
efficiency, unsatisfactory customer services. If the reform would 
not have been introduced in the given economic conditions the 
highly regulated banking system could not sustain for long.
The main objective of the banking reforms was to relax both 
external and internal constraints. External constraints relaxation 
included (i) reduction in cash reserve ratio, statutory liquidity 
ratio, number of lending rates for different slabs and directed credit 
programmes (ii) simplified and rationalized administered structure 
of interest rate on deposit (iii) strong supervision to ensure sound 
banking and (iv) overall credit policy changes in respect of credit 
to government, refinance facilities available to bank and credit 
delivery system. Stems relating to internal constraints included 
introduction of prudential norms (i.e. income recognisation assets 
classifications and capital adequacy) setting up of debt recovery 
tribunal creation of competitive environment, recapitalization of 
banks improving the quality of the loan port folio.
The progress of reforms has been very encouraging. Statutory 
liquidity ratio which was 37.4% in March 1992 came down to 28 
percent by March 1996 . Cash Reserve ratio has also been brought 
down to around 10 percent interest rate structure on lending has 
been deregulated beyond Rs. 200000. branch licensing policy has 
been liberalized . Lending rates for different stables have been 
reduced from 20 to 2. There is only one maximum rate on deposit 
upto one year . All PSBs (excluding Indian Bank) have attend 
prescribed capital adequacy ratio of 8 percent (which was around 
2 percent in 1985). There has been a considerable reduction in the 
quantum of non-performing assets from 23 percent of loan asset 
in 1992-93 to around 15 percent in 1996-97. Foreign and Indian 
private banks have been allowed entry into banking business . 
There was been a rise in the number of profit making PSBs. PSBs 
have diversified their financial services which includes leasing 
finance, hire purchase finance, consumer credit venture capital 
finance , factoring forfeiting, credit card, housing finance and 
merchant banking etc. by establishing specialized subsidiaries 
and/ or through creating a separate division.
Thus banking reforms carried out so far have contributed to the 
change in financial environment in the work technique, work 
culture and attitute and very healthy turn around in the PSBs 
balance sheet. However PSBs are facing a number of problems, 
risks and challenges due to implementation of the reform in the 
area of competition, efficiency, delivery of products and services, 
technology and development of human resources. A lot more 
banking sector reform remains to be done in terms of  Narisimhan 
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Committee recommendation e.g. interest rates are yet to be freed 
totally. Asset reconstruction fund in respect of bad and doubtful 
debt is yet to be established whole directed credit programmes 
continue as before. Reconstructions of banking system is not even 
thought of as a reform measure. Reduction of stake of Govt. in 
PSBs and merger of PSBs with not only weaker PSBs but also 
strong PSBs are the needs of their hour. Govt. of India is sincerely 
thinking these aspects of banking reform. After tacking the issues 
of banking reform PSBs would grow quickly and would compete 
other financial service institutions not only at national level but 
also international level. And would acquire better rank at the 
international level particularly in marketing of innovative financial 
services e.g. factoring forfeiting credit card business merchant 
banking etc. If PSBs do not bring organizational transformation 
and take other measures, they would become weaker very soon. 
In order to compete with other financial services organization, 
not only skill of a very high order would be required but skills 
of a very would be called for and objectives of the PSBs need 
modification because of the changed environment.

X. Globalization and Need for Internationalization of 
Financial Services
It is clear from the study that Indian economy is undergoing a 
fundamental change. Sit is changing rapidly and dramatically. It is 
also equally clear that the economy is no longer local but global in 
scope . There is a global integration of financial markets . Which 
has resulted from macro economic developments deregulatory 
measures, technological changes and financial innovation. 
Public sector banks must establish a competitive edge through 
strategic response to environmental changes by diversifying their 
innovative financial services at not only national level but also 
international level. Obviously the bank that can adopt sits culture 
to change, redesign the structures accordingly will have a powerful 
advantages over the others. 
Mega bank is the new strategy for survival. By world standard . 
PSBs are far too small and, when exposed to competition, they will 
hardly stand on their feet. There is still no play of market forces 
because the government is the major shareholder. Had these forces 
actives, many banks would have merged Ver. ma Committee had 
identified weak banks . There were only two Banks out of the 27 
that were really healthy and non of the bank was qualified for being 
an international player.  As per the survey of Asia week the largest 
Indian bank, the State bank of India ranked 41st in the s500, with 
the  Industrial and Commercial Bank of China ranking seventh. 
Most of the Indian banks came at the tail end of the lead tables 
. The large size of banks even in asia has come about through a 
process of mergers But in India there has hardly been any merger, 
mainly because the banks are owned by the government and are 
not exposed to full scale competition.
In the present environment business has started breaking national 
barrier, international banking  is  becoming  imperative.  India 
should learn lesson Govt.of India should reduce its stake in 
PSBs and merge not  only the strong banks with weak bank but 
even the strong banks should merge and amalgamate in order to 
create Bank of world class and size which will be able to market 
the their financial services at national as well as international level 
efficiently and effectively.

XI. Suggestions
The following are the suggestions have emerged from the present 
study. 
In order to face the competition with other financial institutions on 

the credit side, it is necessary to build up a strong information base 
relating to clients with the cooperation of all PSBs, which will help 
them in evaluating clients in the right manner, thus lowering the 
chances of default and hence lower provisioning requirement. An 
investment in government securities must be kept to the minimum 
as the yields in the government securities is very low. Government 
should scale down the directed credit programmes in order to 
make the PSBs more competitive. The quality of services of PSBs 
needs to be improved in order to compete with other financial 
institutions in general and with Indian private banks and foreign 
banks in particular. On the line of leading Indian private banks and 
foreign banks, PSBs should also use latest state of art technology 
which includes wide scale use of information technology. PSBs 
in general and PNB in particular should recap the rural and semi-
urban areas by using superior strategies in marketing of services 
as private and foreign banks are not active in rural and semi urban 
areas. PSBs should cut down their operating expenses.
There is a vast scope for public sector banks to enter the business 
of housing financing as the system of credit delivery of housing 
is still quite under developed in the context of huge demand for 
housing Advances to the housing sector continues to be under 
administered rate of interest for advances below Rs. 2 lakh. The 
present   interest rate for housing finance is uneconomical for 
PSBs. In order to meet the shortage of houses the flow of credit 
to the housing sector has to be encouraged by marketing free 
the interest tax on housing loan and by introducing a tax free 
deposit schemes etc. Which may be used PSBs either directly or 
by way of refinance from the organization, authorized to collect 
such deposits to lend for acquisition of one dwelling unit by the 
borrower. Availability of low cost and subsidized funds is limited. 
PSBs must become self sustaining body working on full cost 
recovery basis. PSBs should also devise innovative instruments 
to mobilize household’s savings.
The hire purchase Act 1972 amended in 1989 should be enforced 
to grow the hire purchase finance business. More PSBs should 
start hire purchase finance business. PSBs should improve the 
consumer credit services in order to compete the leading private 
and foreign banks.
Govt. should provide comprehensive legal framework for leasing 
business and expansion this area should be planned in such a 
way as to create healthy competitions among leasing companies. 
Govt. should come forward to assist leasing companies, to meet 
the objective of encouraging new entrepreneurs in the small and 
medium scale sector , in the form of tax and other concessions. 
PSBs leading subsidiaries should innovate new instruments to 
raise deposits and should develop superior marketing strategies 
to face the competition from other leading leasing companies.
In order to grow venture capital funds especially of PSBs multiple 
regulatory requirements should be harmonized and consolidated 
with the framework of SEBI regulation to facilitate uniform, 
hassle-free, single window clearance VCFs registered with SEBI 
should be exempted from income tax. Mutual funds, banks and 
insurance companies should be permitted to invest in SEBI 
registered VCFs.
Exit option available to the Indian Venture Capital investors 
should be improved in efficiency liquidity and ease by one way 
or other. More and more public sector banks should take initiative 
in venture capital financing. Greater flexibility should be provided 
in treatment of venture capital fund.
A statutory board should be created for registering the assignment 
of factored debt. Factors should establish collection agencies to 
follow up debts. All the state governments should exempt stamp 
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duty for debt assignment to enlarge the scope of factoring, the 
factor’s right to proceed under sector 37 of CPC needs to be 
established by a suitable legislation which will avoid delay in 
civil suits hearings and decree.
Although SEBI has recently undertaken certain supervisory 
initiatives including inspection of mutual funds by issuing 
regulations in 1991, 1993 and 1996 in order to improve investor 
protection, facilitating competitions, imparting greater degree 
of flexibility and promoting innovations; these fall short of the 
requirements. There is need for a comprehensive law to effectively 
regulations of MFs will have to be under taken not only for 
eliminating abuses and frauds but also for shielding the whole 
financial system from “the collapse of confidence” in Mutual 
Funds.
Out of the 27 public sector Banks only six public sector banks 
have launched MFs. Investors are assured of some security in the 
investment of public sector banks MFs. Taking the advantage of 
the security perception more and more public sector banks should 
launch their MFs and existing public sector bank MFs should 
consolidate their position especially during the current turbulent 
and volatile capital market and should launch innovative MFs 
schemes at appropriate time.
Punjab National Bank, one of the leading public sector banks has 
been doing well in consolidating its MF.  The bank should launch 
more schemes at a suitable time to take the advantage of revised 
SEBI regulations issued in 1996 and further incentives announced 
by the Finance Minister. The project design of MFs has to be 
according to investor’s specific need and more liquidity during a 
period when there is depression in capital market and investors 
are focusing more on debt instrument than equity.
In order to handle the merchant banking activities the public sector 
banks should keep in close touch with the trend in the economy and 
development, especially capital market. India has a fast growing 
economy. Many new entrepreneurs have been emerging. Both 
small and medium entrepreneurs would need expert apart from 
corporate enterprises and sick units. There is a growing trend of 
Indian enterprises going abroad in setting up joint ventures. In 
all these respects, there is need for sophisticated planning and 
management standards.
Public sector banks should have more competent and experienced 
officers as a financial analysts technical officers including law 
officers and supporting staff. There is a practice in public sector 
banks to train the officers engaged in advancing long policies. The 
policies should be such that competent and experienced officers 
could be made available to the Merchant Banking Division. The 
merchant banker should have knowledge and information about 
various aspects relating to the setting up of an industrial enterprise. 
The merchant banker should be familiar with the analytical aspects 
and criteria applied to evaluate the viability and profitability of 
the projects.
Such a system should be developed which helps the investors 
to judge merchant bankers on the basis of their performance. 
Investors might be informed through publication of success and 
failures table in a magazine having a good circulation.
Changing life style, growing passion for travel and entertainment, 
electronics revolution, innovative banking like ATMs, computer 
network, satellite link. Convenience and security provide by the 
cards and banks diversifying services have created a favourable 
environment for popularizing credit cards. In the favourable 
environment more PSBs in general and PNB in particular should 
start credit card business to exploit the situation, Since insurance 
Sector has opened for the PSBs more and more PSBs should also 

enter into the business.
A Mega bank is the new strategy for survival and growth. Merger 
is the quickest way to grow big and reduce cost. Many countries 
of the world have been merging their banks to make mega banks 
e.g. Japan, Indonesia, Malaysia, Philippines, Singapore etc. In 
India there has hardly been any merge mainly because the banks 
are owned by the government and are not exposed to full scale 
market competition. Thus the PSBs should follow the strategy 
to merge not only the strong banks with weak banks even the 
strong banks should to merge and amalgamate in order to market 
their financial services at international level and enable them to 
face the tough competition create by economic liberalization. The 
Narsimnham Committee also hinted at alliances or joint ventures 
between foreign and public sector banks. But very little progress 
has been made on this front. 
Mergers by themselves cannot make bank competitive and 
efficient. Simultaneously they will have to be privatized to give 
them complete freedom in the matter of recruitment, placement of 
personal and allocation of resources to mark efficient PSBs at par 
with counter parts in the private sector. The privatization will also 
separate the ownerships and regulatory roles of the Government 
which is the need of the hour. PSBs need to have professional 
boards with adequate representation from the shareholders. 
The World Bank also called with adequate representation from 
the shareholders. The world bank also called upon the Indian 
government to stake in banks to not more than 33% . In the 
present context, when the role differences of various financial 
intermediaries are becoming narrower and narrower, the issue 
of regulation assumes wider scope to ensure solvency and 
liquidity of the institutions and the system. It is suggested in 
certain quarters that in view of the multifarious activity conducted 
by PSBs banks, a function specific regulations would be more 
suitable than institution specific regulation. Therefore pros and 
cons of both the regulatory system should be examined in detail. 
Board for Financial regulation and supervision should be given 
statutory power. A sectoral diagnosis carried out by the World 
Bank said that “resources mobilization” of the Indian banking 
system is relatively efficient, although instruments are not varied 
and services not good. It is evident from the study also that PSBs 
have an impressive vast net work of branches through out India 
covering rural and semi-urban areas also. The net work is helpful 
in mobilizing the resources. 
PSBs ventured into innovative financial services recently during 
the current decade with are in at their nascent stage. Thus the PSBs 
in general and PNB in particular, which has maximum branches in 
the group of nationalized banks, should innovate newer products 
and make their services better and attractive by using superior 
state private competitive strategies, PSBs will have to make a 
careful study of the market and segment customers profitability, 
the extent of competition etc, then value propositions will have 
to be formulated in respect of each of the customer group. The 
competitive would cover relationships banking level of expertise, 
pricing etc, for the strategy to succeed, PSBs should be able to 
offer product at more competitive princes.
World Bank feels that the Indian Banking still remains a” massively 
inefficient, state-controlled system and not competitive. The 
Operation Evaluation Department (OED) of the bank identified 
four thrust areas: firstly to reform the current legal system to 
clearly define the rights and liabilities of partners to the contract 
and rapid resolution of disputes, Secondary to further scaling 
down of directed credit programme, thirdly, widening of areas 
in which PSBs should have greater autonomy and lastly, public 
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ownership in PSBs to be gradually reduced. No double all these 
observations are having a direct impact on operational efficiency 
of the PSBs. The marketing focus on the customer should go hand 
in hand with faster and efficient service. 
For further study in the present area, it is suggested that after 
financial sector reforms there is drastic change in the banking 
environment. Banks have started to venture into various innovative 
financial services. Hence, further in-depth studies may be 
conducted on marketing of particular specific financial services 
of public sector banks. It will better if comparative studies on 
marketing of any specific innovative financial services of PSBs 
and the rival financial institution are conducted.
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