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ABSTRACT

The banking industry has experienced a series of significant transformations in the last few
decades. Among the most important of them is the change in the type of organizations that
dominate the landscape. Since the eighties, banks have increased the scope and scale of their
activities and several banks have become very large institutions with a presence in multiple regions
of the country.' The paper examines the new trends in commercial banking.

The economy can be divided in the entire spectrum of economic activity into the real and
monetary sectors. The real sector is where production takes place while the monetary sector
supports this production and in a way is the means to the end. We know and we accept the financial
system is critical to the working of the rest of the economy. In fact, the Asian crisis of the nineties,
or for that matter what happened in Latin America and Russia subsequently and also Dubai Crisis

have shown how a fragile financial sector can wreak havoc on the rest of the economy.
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Introduction

The Banking sector has been immensely benefited from the implementation of superior
technology during the recent past, almost in every nation in the world. Productivity enhancement,
innovative products, speedy transactions seamless transfer of funds, real time information system,
and efficient risk management are some of the advantage derived through the technology.
Information technology has also improved the efficiency and robustness of business processes
across banking sector. India's banking sector has made rapid strides in reforming itself to the new
competitive business environment. Indian banking industry is the midst of an IT revolution.
Technological infrastructure has become an indispensable part of the reforms process in the
banking system, with the gradual development of sophisticated instruments and innovations in

market practices.

IT in Banking
Indian banking industry, today is in the midst of an IT revolution. A combination of

regulatory and competitive reasons has led to increasing importance of total banking automation in
the Indian Banking Industry.  The bank which used the right technology to supply timely
information will see productivity increase and thereby gain a competitive edge. To compete in an
economy which is opening up, it is imperative for the Indian Banks to observe the latest technology
and modify it to suit their environment. Information technology offers a chance for banks to build
new systems that address a wide range of customer needs including many that may not be

imaginable today. Following are the innovative services offered by the industry in the recent past:

Electronic Payment Services - E Cheques

Nowadays we are hearing about e-governance, e-mail, e-commerce, e-tail etc. In the same
manner, a new technology is being developed in US for introduction of e-cheque, which will
eventually replace the conventional paper cheque. India, as harbinger to the introduction of e-
cheque, the Negotiable Instruments Act has already been amended to include; Truncated cheque

and E-cheque instruments.

Real Time Gross Settlement (RTGS)

Real Time Gross Settlement system, introduced in India since March 2004, is a system

through which electronics instructions can be given by banks to transfer funds from their account to
the account of another bank. The RTGS system is maintained and operated by the RBI and provides

a means of efficient and faster funds transfer among banks facilitating their financial operations. As
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the name suggests, funds transfer between banks takes place on a 'Real Time' basis. Therefore,
money can reach the beneficiary instantaneously and the beneficiary's bank has the responsibility to

credit the beneficiary's account within two hours.

Electronic Funds Transfer (EFT)

Electronic Funds Transfer (EFT) is a system whereby anyone who wants to make payment
to another person/company etc. can approach his bank and make cash payment or give
instructions/authorization to transfer funds directly from his own account to the bank account of the
receiver/beneficiary. Complete details such as the receiver's name, bank account number, account
type (savings or current account), bank name, city, branch name etc. should be furnished to the
bank at the time of requesting for such transfers so that the amount reaches the beneficiaries'

account correctly and faster. RBI is the service provider of EFT.

Electronic Clearing Service (ECS)

Electronic Clearing Service is a retail payment system that can be used to make bulk
payments/receipts of a similar nature especially where each individual payment is of a repetitive
nature and of relatively smaller amount. This facility is meant for companies and government
departments to make/receive large volumes of payments rather than for funds transfers by

individuals.

Automatic Teller Machine (ATM)
Automatic Teller Machine is the most popular devise in India, which enables the customers

to withdraw their money 24 hours a day 7 days a week. It is a devise that allows customer who has
an ATM card to perform routine banking transactions without interacting with a human teller. In
addition to cash withdrawal, ATMs can be used for payment of utility bills, funds transfer between
accounts, deposit of cheque and cash into accounts, balance enquiry etc.

Point of Sale Terminal

Point of Sale Terminal is a computer terminal that is linked online to the computerized
customer information files in a bank and magnetically encoded plastic transaction card that
identifies the customer to the computer. During a transaction, the customer's account is debited and

the retailer's account is credited by the computer for the amount of purchase.
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Tele Banking
Tele Banking facilitates the customer to do entire non-cash related banking on telephone.

Under this devise Automatic VVoice Recorder is used for simpler queries and transactions. For

complicated queries and transactions, manned phone terminals are used.

Electronic Data Interchange (EDI)

Electronic Data Interchange is the electronic exchange of business documents like purchase
order, invoices, shipping notices, receiving advices etc. in a standard, computer processed,
universally accepted format between trading partners. EDI can also be used to transmit financial

information and payments in electronic form.

Implications
The banks were quickly responded to the changes in the industry; especially the new

generation banks. The continuance of the trend has re-defined and re-engineered the banking
operations as whole with more customization through leveraging technology. As technology makes
banking convenient, customers can access banking services and do banking transactions any time

and from any ware. The importance of physical branches is going down.

Challenges Faced by Banks, vis-a-vis, IT Implementation

It is becoming increasingly imperative for banks to assess and ascertain the benefits of
technology implementation. The fruits of technology will certainly taste a lot sweeter when the
returns can be measured in absolute terms but it needs precautions and the safety nets. The
increasing use of technology in banks has also brought up 'security’ concerns. To avoid any mishaps
on this account, banks ought to have in place a well-documented security policy including network
security and internal security. The passing of the Information Technology Act has come as a boon
to the banking sector, and banks should now ensure to abide strictly by its covenants. An effort
should also be made to cover e-business in the country's consumer laws. Some are investing in it
to drive the business growth, while others are having no option but to invest, to stay in business.
The choice of right channel, justification of IT investment on ROI, e-governance, customer
relationship management, security concerns, technological obsolescence, mergers and acquisitions,
penetration of IT in rural areas, and outsourcing of IT operations are the major challenges and

issues in the use of IT in banking operations.
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Future Outlook

Everyone today is convinced that the technology is going to hold the key to future of
banking. The achievements in the banking today would not have make possible without IT
revolution. Therefore, the key point is while changing to the current environment the banks has to
understand properly the trigger for change and accordingly find out the suitable departure point for

the change.

Conclusion

The banking today is re-defined and re-engineered with the use of Information Technology
and it is sure that the future of banking will offer more sophisticated services to the customers with
the continuous product and process innovations. Thus, there is a paradigm shift from the seller's
market to buyer's market in the industry and finally it affected at the bankers level to change their
approach from "conventional banking to convenience banking" and "mass banking to class

banking". The shift has also increased the degree of accessibility of a common man.
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