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Abstract 

The year 2018 was a critical juncture for the Indian banking industry, marked by 

transformative changes and significant challenges. The sector witnessed a rise in non-

performing assets (NPAs), fraud cases, and increased regulatory scrutiny while also 

leveraging technological advancements and digitalization. This paper examines the state of 

the Indian banking industry in 2018, focusing on key challenges, policy reforms, and 

technological developments. It provides insights into the impact of the Insolvency and 

Bankruptcy Code (IBC), major fraud cases like the Punjab National Bank (PNB) scam, and 

the push towards digital banking. The study concludes with recommendations for enhancing 

the industry's resilience and future growth. 
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Introduction 

The Indian banking industry serves as the cornerstone of the country's financial and 

economic systems. In 2018, the sector faced an array of challenges, ranging from rising 

NPAs to fraud cases that dented customer trust (Reserve Bank of India, 2018). At the same 

time, advancements in digital banking transformed customer interactions and operational 

efficiencies (Deloitte, 2018). This period also saw the implementation of key reforms, 

including the Insolvency and Bankruptcy Code (IBC), aimed at addressing the growing issue 

of bad loans (Ministry of Finance, 2018). Despite these efforts, systemic inefficiencies, 

governance lapses, and cybersecurity risks remained critical concerns. This paper delves into 

these dynamics, offering a comprehensive analysis of the Indian banking industry's 

performance in 2018. 

State of the Indian Banking Sector in 2018 

In 2018, the Indian banking industry was bifurcated into public sector banks (PSBs), private 

banks, and foreign banks. Public sector banks dominated the industry in terms of assets but 

lagged in efficiency and profitability compared to private players (Indian Banks’ 

Association, 2018). Credit growth was sluggish, reflecting cautious lending due to the high 

volume of NPAs. Deposit mobilization remained steady, supported by initiatives like 

Pradhan Mantri Jan Dhan Yojana (PMJDY), which expanded banking access to unbanked 

populations (Ministry of Finance, 2018). 
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The public sector banks struggled with capital adequacy, necessitating a significant 

recapitalization effort by the government. Meanwhile, private sector banks continued to 

outperform in terms of profitability and customer service, leveraging their technological 

edge and adaptability to regulatory changes (PwC, 2018). 

Rising Non-Performing Assets (NPAs) 

The issue of non-performing assets reached alarming levels in 2018, particularly in PSBs, 

with gross NPAs exceeding ₹10 lakh crore (Reserve Bank of India, 2018). Key contributors 

included the infrastructure, steel, and power sectors, which faced operational inefficiencies 

and demand-supply mismatches. The Insolvency and Bankruptcy Code (IBC) emerged as a 

pivotal reform to address this crisis by streamlining the resolution process for stressed assets 

(Ministry of Finance, 2018). 

However, the implementation of the IBC faced challenges, including delays in judicial 

processes and resistance from stakeholders. Success stories, such as the resolution of 

Bhushan Steel, highlighted the potential of the IBC, but inconsistent application underscored 

the need for further refinement of the framework (Sharma, 2018). 

Fraud Cases and Governance Challenges 

The banking sector's credibility took a severe hit with the discovery of the Punjab National 

Bank (PNB) scam, amounting to over ₹11,000 crore. The fraud, perpetrated through 

fraudulent Letters of Undertaking (LoUs), exposed significant lapses in internal controls and 

governance frameworks (The Economic Times, 2018). This incident highlighted the urgent 

need for stronger risk management practices and stricter regulatory oversight. 

Other governance challenges, such as conflicts of interest and lack of accountability in PSBs, 

further compounded the sector's woes. While private sector banks were relatively better 

governed, they were not immune to issues of transparency and compliance, as seen in 

isolated incidents involving top executives (Deloitte, 2018). 

Push Towards Digitalization 

Amidst these challenges, the Indian banking industry made significant strides in digital 

transformation. The Unified Payments Interface (UPI) continued its exponential growth, 

facilitating seamless real-time payments (PwC, 2018). Banks increasingly adopted 

technologies such as artificial intelligence (AI), machine learning, and blockchain to enhance 

customer experience and operational efficiency (Deloitte, 2018). 

Government initiatives like Digital India and Aadhaar-based authentication accelerated 

financial inclusion, bringing millions into the formal banking system. However, the rapid 

adoption of digital technologies also posed cybersecurity risks, with several banks reporting 

data breaches and online frauds (Indian Banks’ Association, 2018). Strengthening 

cybersecurity frameworks became a priority to safeguard customer data and maintain trust. 
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Regulatory Reforms and Policy Responses 

The Reserve Bank of India (RBI) played a pivotal role in shaping the banking sector in 2018. 

Key reforms included tightening norms for recognizing NPAs, mandating prompt corrective 

action (PCA) for weak banks, and enhancing disclosure requirements for transparency 

(Reserve Bank of India, 2018). The RBI also pushed for consolidation among public sector 

banks to create stronger entities capable of withstanding global competition. 

The government’s recapitalization plan for PSBs, amounting to ₹2.11 lakh crore, provided 

much-needed relief but fell short of addressing structural inefficiencies. Initiatives like the 

Financial Resolution and Deposit Insurance (FRDI) Bill, aimed at protecting depositors' 

interests, remained in limbo, reflecting the complex regulatory environment (Ministry of 

Finance, 2018). 

Findings 

1. Non-Performing Assets: Despite efforts like the IBC, NPAs remained a significant 

drag on the sector’s performance, particularly for PSBs. 

2. Frauds and Governance: The PNB scam and similar incidents highlighted glaring 

deficiencies in internal controls and governance practices. 

3. Digital Transformation: While digitalization improved customer experience, it 

brought challenges in terms of cybersecurity and data protection. 

4. Policy Reforms: Regulatory measures by the RBI and government interventions 

helped stabilize the sector but did not address core inefficiencies. 

Recommendations 

1. Strengthen Governance Frameworks: Banks must adopt robust internal control 

systems and ensure accountability at all levels. 

2. Enhance Cybersecurity: Investments in cybersecurity infrastructure are critical to 

protecting customer data and maintaining trust. 

3. Promote Technological Innovation: Banks should leverage emerging technologies 

to enhance operational efficiency and customer service. 

4. Streamline Asset Resolution Processes: Improving the efficiency of mechanisms 

like the IBC is essential for reducing NPAs. 

5. Encourage Financial Inclusion: Expanding access to banking services through 

digital platforms can drive long-term growth and stability. 

Conclusion 

The Indian banking industry in 2018 faced a challenging yet transformative period. While 

rising NPAs, fraud cases, and governance issues tested the sector’s resilience, advancements 

in digitalization and regulatory reforms offered a pathway to recovery. The future of the 

banking industry lies in embracing innovation, strengthening governance, and fostering a 

customer-centric approach. By addressing these challenges, the sector can position itself for 

sustainable growth and play a pivotal role in India’s economic development. 
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