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Abstract

Globalization, deregulation and World Trade Organization (WTO) have
lead to financial integration of markets, thereby, the banking sector, which
is the pillar of every economy, has to be financially sound and competent to
face competition. This paper has analyzed the financial performance of foreign
banks in comparison with other bank groups in India. The study is important
for policy makers, as Indian banking sector has to be opened for foreign
banks, to face global competition in the future. The time period for the
performance analysis has been chosen as 1991- 2010-11.  The RBI released
the roadmap for the presence of foreign banks in February 2005. The paper
employs the ANOVA post hoc (Scheffe) method for comparing different
bank groups. The study has come to the conclusion that liberalization of
financial services has lead to several benefits. Main benefits of foreign entry
of banks are higher competition in banking sector, leading to higher
productivity, development of local financial market and efficient allocation
of resources.

I.  Introduction
THE INDIAN BANKING sector as on March 2011 consists of 83

commercial banks – 26 public sector banks, 36 foreign banks and 14 old
private banks and 7 new private banks – excluding cooperative banks and
regional rural banks. Scheduled Commercial Banks (SCBs) play an important
role in the financial intermediation of the economy. India’s public sector
banks are the biggest segment of SCBs comprising of 70 per cent of total
assets of the banking system (followed by private sector banks (PrSBs) (20
per cent) and foreign banks (FBs) (10 per cent) as at end-March 2009 (RBI,
2009-10).

 The Indian banking system has undergone significant structural
transformation since the 1990s. Prior to 1991, India’s economy and financial
system were heavily regulated and dominated by the public sector; as a
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to increase in efficiency and productivity. In India foreign banks started
many new products which provided growth to the industry banking and
infrastructure i.e. mortgage of houses and cars, reverse mortgage, leasing
and consultancy. Foreign banks played an important role in boosting
economy of India by providing flow of foreign exchange to the individuals,
corporate sector and conglomerate.

It can be concluded that foreign banks are making excellent profits and
there is hardly any discrimination between  Indian and  foreign banks, in
fact there is positive discrimination in the form of lower contribution to
priority sector lending(32 per cent), branch net work in urban areas.  Thus,
the policy changes on entry of foreign banks in India implemented during
1995 and 2004 had significant impact on their presence in the structure of
Indian banking industry.

Reforms should be taken to strengthen the regulatory mechanism to
avoid potential conflicts between home country regulators of foreign Service
providers and host country regulators. India’s strategy of  opening the
banking sector for new private banks has certainly yielded good returns
and has also led to increase in the efficiency of public sector banks and
measures should further be taken to reform the public sector banks by
adopting the strategies of consolidation and improving productivity and
bringing down operating cost which eventually will lead to profits.
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