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BIGGER BANKS NEEDED FOR $5 TRILLION ECONOMY
Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Banking, NPAs and RBI

The country will need much bigger banks to become a $5 trillion economy, the Economic Survey
2019-20 said. In particular, at least eight banks are needed which are large enough to belong to
the top 100 banks globally, the Survey said noting there is now only one bank in the country, the
State Bank of India, with 55th rank, in the world’s top 100 banks.

“The state of the banking sector in India, therefore, needs urgent attention,” the Survey said.

Lag in performance

Observing that even though public sector banks are the dominant players in the banking sector,
they lag considerably in performance metrics when compared to their peers, the Survey said,
pointing out that these entities have destroyed capital deployed by the government over the
years.

“In 2019, every rupee of taxpayer money invested in public sector banks, on average, lost 23
paise. In contrast, every rupee of investor money invested in ‘New Private Banks’ (NPBs) —
banks licensed after India’s 1991 liberalization — on average gained 9.6 paise,” it noted.

The report highlighted that while a large economy needs an efficient banking sector to support
its growth, credit growth among PSBs has declined significantly since 2013 and has also been
anaemic since 2016. Credit growth for the new private banks, however, remained healthy.

Commenting that anaemic credit growth has impacted economic growth, the Survey called for
enhancing the efficiency of public sector banks as they operate in the same market as the new
private sector banks.

Less operating freedom

The report says the decline in PSB market share has been largely absorbed by new private
banks. The report also pointed out that the PSBs enjoy less strategic and operating freedom as
compared to private banks. It says the majority ownership by the government also subjects
public sector bank officers to scrutiny of their decisions by the Central Vigilance Commission
and the Comptroller and Auditor General.

Wary of risks

“With no real restrictions on what can be investigated and under what circumstances, officers of
state-run banks are wary of taking risks in lending or in renegotiating bad debt, due to fears of
harassment under the veil of vigilance investigations,” the Economic Survey added.
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