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ABSTRACT

The share of services in the total foreign trade india is about thirty percent. Trade in financisérvices
accounts for about three percent of India’s globrade in services. The share of the service sdnttie gross domestic
product in India is more than two-thirds. Thereeisormous scope for expansion of trade in servisesal as in financial
services. International trade in financial servicesore significantly banking services, plays a @bole and is vital in
the expansion of foreign trade- in goods as welinaservices- of a nation. This paper analysesititernational trade of
India in banking services carried out through Maglef supply of services as classified under theeGd@nAgreement on
Trade in Services (GATS) framework. Mode-3 of suppservices has been the principal focus of riatiohs on banking
services. The paper brings out interesting andiigant differences in the workings of foreign bank India and Indian

banks abroad in respect of banking services pralide
KEYWORDS Mode of Supply of Services, Banking Services, GRdi®jgn Banks

INTRODUCTION

At the end of Uruguay Round Negotiations in 199%qatiations of financial services, along with thosebasic
telecommunications and maritime transport remaianefinished. Specific commitments to provide marketess and
national treatment were made in the sector, but there not considered adequate to conclude thetia¢igos. Broad

exemptions to the principle of MFN treatment bagedeciprocity remained.

The negotiations were concluded on 28 July 199&auk of June 30 as initially planned. The agreemerst
called the “interim agreement”, since negotiatajaia determined that the results of the negotiativare not satisfactory

and envisaged further negotiations in two yearsétii.e. in 1997.

The negotiations were reopened in April 1997. Asesult of the negotiations, a new and improved det
commitments in financial services under the GATS agreed on 12 December 1997, which was openftification and
acceptance by members until 29 January 1999. Theefigent came into force in January 2000 as tHegifbtocol to the
GATS.

In order to expand cooperation in trade and furtfespen the integration of the regional econontiesSAARC
Agreement on Trade in Services was signed at tkieesith SAARC Summit held in Thimphu in April 2010he
Agreement entered into force on November 29, 2aft2r ratification by all SAARC Member States.

The GATS framework envisages that the deliveryryf @ommercial services can be through four differeades

viz., Mode 1-Cross Border Service, Mode 2— Consignpabroad, Mode 3— Commercial presence abroadvaue 4—
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the movement of natural persons. In Mode 3, th&k lh@s a commercial presence in the territory ofséice importing
country and the service is delivered therein. Tommercial presence can be through various investwglncles like

representative offices, branches, subsidiariescéses and correspondents.

Banking services comprise acceptance of depositdesnding (the core banking services), and therdthancial
services (parbanking services) like payment services, securitigding, asset management, financial advice, esaéht
and clearing service, etc. With the improvementstia economic integration of financial markets aattivities,

international trade in banking services has sigaiftly increased.

The obstacles to international trade in bankingises arise for the most part because of the speatare of
banking services and the importance that all natipiace on the regulation of banking operationsevary country,
banking operations are subject to special regulatiand restrictions. These regulations and restngtare always
intended to ensure the stability of the nationaikieg system, to provide national authorities vaffective instruments for

economic management, or generally to encouragf éimd other social virtues.
Table 1 contains data on exports and imports alddring 2006-2015.

Table 1: India’s Exports and Imports(Amount in Bill ions of Rupees, Financial Year Ending March 31)

Export of Services
Travel | Transportation | Insurance Business | Financial | Software | Communication | Others | Total

Year | Export of Goods

2006 4564 349 280 47 414 54 1046 70 297 2557
2007 5718 411 360 54 657 140 1414 102 193 3331
2008 6558 455 402 66 674 129 1620 97 187 3630
2009 8407 502 521 65 855 204 2122 105 506 4880
2010 8455 561 529 75 535 175 2351 59 261 4546
2011 11429 719 649 89 1095 297 2417 71 336 5673
2012 14660 892 876 127 1247 287 2992 77 346 6344
2013 16343 979 943 121 1548 269 3584 92 389 7925
2014 19050 1088 1053 129 1723 402 4206 146 425 9172
2015 18970 1245 1068 135 1738 346 4473 122 381 9508
Year | Import of Goods Import of Services

Travel | Transportation | Insurance Business | Financial | Software | Communication | Others | Total
2006 6604 294 369 50 344 43 38 13 379 1530
2007 8405 303 365 29 715 135 102 36 313 2000
2008 10123 372 463 42 665 126 135 35 358 2068
2009 13744 433 485 52 709 136 116 50 417 2396
2010 13637 442 564 61 853 219 70 64 561 2834
2011 16834 502 632 64 1261 341 100 52 715 3667
2012 23454 6359 788 72 1290 384 60 75 437 3765
2013 26691 643 806 77 1650 252 129 40 796 4393
2014 27154 714 895 68 1643 346 152 63 868 4749
2015 27340 935 989 68 1692 218 166 62 747 4877

Source:Reserve Bank of Indiddandbook of Statistics on Indian Econgigrious Issues.

The establishment of a statistical basis for tiadgervices is complicated by the GATS definitidrirternational
trade in services in terms of four modes of suppdther than the single category of cross bordemstctions which
applies to trade in goods). The heterogeneous enatuthe different modes of supply makes it implolgsio specify a

single comparable measure of international tradeimices applying to all of them.

Payments due to cross-border trade in financialices (Mode-1 of supply of services) are part dfeotservices
in IMF’s balance of payments statistics. Statisfarssuch payments and transfers can be consigeregsialogous to those
for trade in goods and provide an indication ofatatross border income flows. But, they are at ghhilegree of

aggregation and thus cannot be used for the aradysiansactions under Mode-1 of supply of the GAT
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The statistics on financial/banking services swggplunder Mode-2 (consumption abroad) are not aleilas

transactions are shown in aggregative format foouantry.

Receipts accruing to a country from the incomeearbpns of one country temporarily present in anotbentry
(Mode-4 of supply of services) are included inistais for current transfers in the current accoohthe balance of
payments under the heading of compensation of grap®and workers’ remittances. But, receipts utfusrheading due
to the financial/banking services cannot be distisiged separately owing to the required level ghdgregation of the

statistics.

Statistics on financial/ banking services suppltadbugh Mode-3 are available. The income statemehts
commercial banks and their notes provide data oimterest income, fee and commission, tradingime@nd investment

income.

The banking services provided through Mode-3 asatgect matter of this research paper. The Modésijpply

of services has been the principal focus of the WiE@otiations on banking services.

This paper has been divided into five parts. Pae-antroduction describes the background of triadgervices
and statistical basis for different modes of suppfyfinancial services including banking servicPaurt Il describes the
trade of foreign banks in India. Part Ill is coroedl with the business carried out by overseas hesnand subsidiaries of
Indian banks. Comparison of performance of fordigimks in India with that of overseas branches armidiaries of

Indian banks has been carried out in Part IV. Padncludes the paper by providing the main finding
Foreign Banks in India

The banking sector in India dates back to th® déntury with the establishment of Bank of Hinduasita 1770
followed by the General Bank of India in 1786. Ammer of public sector banks, like Bank of BenganB of Bombay
and State Bank of India came into existence betvi&&0 1850.

British initiated the process of establishing fgrebanks in India in the 1950s and banks from otloemtries
followed this. Hong Kong and Shanghai Banking Coation are one of the oldest foreign banks indndtiwas set up in
1953, then called the Mercantile Bank of India.n8t&d Chartered Bank, then called the Charteredk BRdinindia,

Australia, and China, was established in 1958.

In 1991, the Narasimhan Committee Report recomnetdstructural reorganization of the banking system
India to improve the efficiency of operations ohka here. There was a clear push for the foreigikdas they indicated

an improvement in efficiency. The Narasimhan Cortesi{1998) also gave a push for foreign banksdialn

In 2005, RBI proposed the twin-track approach fabsizing and making the banking sector more éffit.
Under this scheme, there were two models of entajlable for foreign banks which were branch presemodel and the
other wholly owned subsidiary, model. The road mas implemented in two phases. The first phase ¢M&005-
March 2009), there was more focus on consolidatiorthe domestic banking system. During this phiwejgn banks
were allowed to enter India through the establistitmoé branches or WOS or converting their existingnches into WOS.
The second phase began after reviewing the firas@lfApril 2009 onward). There was keen interesté#OS model.
Another road map for implementation was releasedOihl, which again did not make WOS mandatory bezani the

WTO commitments.
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Further recommendations were given by the Nair Cidteen (2011) and included the re-examination of the
classification that existed in priority lending s@mc For foreign banks, the priority sector targets increased to 40% of
ANBC (Adjusted Net Bank Credit) or CEOBE (Credituteplent of Off-Balance Sheet Exposure) whichegegrieater.
There was also a sub-target of 15% for exportsl&dd for the MSE sector.

According to Reserve Bank of India’s new normssthéoreign banks which have become systemicallyitapt
(whose assets account for at least 0.25 percahedbtal assets of all commercial banks) will heveonvert into wholly
owned subsidiaries of their parents. According s scheme, WOS may also be permitted to enter rimtoger and
acquisition transactions with any private sectarksan India subject to the overall foreign investrlimit to 74%. When
the Capital and Reserves of the WOS and foreigik baanches in India exceeds 20% of the capitalrasdrves of the

banking system, restrictions would be placed orfuhther entry of new WOS of foreign banks.

Framework for setting up of WOS, by foreign banksrdia, the policy is guided by two cardinal piies of (i)

reciprocity and (ii) single mode of presence.

Foreign banks have been hesitant of conversion@sSWror foreign bank branches, there is no conditioopen
in rural areas. But in WOS framework, foreign bami be forced to open 25% branches in rural aréasvever, they
will also be entitled to open as many brancheshay tike in bigger cities. Total priority lending i40%, 18% to
agriculture and 10% to the weaker section. Forigoréanks with less than 20 branches, the pridgitgding is 32% and no

specific requirement for agriculture and the weaeamtion as such.

The guidelines for setting up of WOS by foreign keaand conversion of existing branches of foreignks into

WQOS are given below:

» Foreign banks applying to RBI for setting up of ®@/in India must satisfy RBI that they are subjectdequate
prudential supervision in their home country. Imsidering the standard of supervision exercisedhkyhome
country regulator, the RBI will have regard to fBasel Standards. The WTO prescribes Basel Ill Stahds

standard norms for regulation of the banking sector
e The setting up of the WOS in India should haveapproval of the home country regulator.

e Other factors like international ranking, presemarel economic and political relations between Irafia the

country of incorporation of the bank.
* Maintain a capital adequacy ratio of 10% and asqgsileed for time to time on a continuous basis.

* The parent foreign bank will continue to hold 10@¥uity in the Indian subsidiary for a minimum présed

period of operation.

Foreign banks play an important role in financiogefgn trade. The 2011 discussion paper (RBI) roeeti that
most of the foreign banks had opened branchestér tatrade finance. With their know-how in handliforeign trade,
the foreign banks have contributed significantlyttee rapid rise of cross-border trade. Foreigrkbded to technological
development. First ATM in India was brought up HSBAd from then on foreign banks have contributethtolatest

banking practices helping them become more efficien
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Foreign banks have a very small presence in rurdlsemi-rural areas. Less than 2% of the total dives of

foreign banks are in rural or semi-urban areas.

As per schedule of specific commitments under GA$8pplement 4 dated 26 February 1998, for banking
activities like deposit accepting for public Modeafhd Mode-2 are unbound in India. Mode 4 is alsbound, except
horizontal commitments regarding the posting ofi@eprofessionals required in doing business bifpr banks by

commercial presence under Mode-3.

In Mode-3, market access is allowed only througdmbh operations of a foreign bank licensed andrsiges as
a bank in its home country (In 2005, an entry ia fbrm of WOS and the joint venture was also alldwérant of the
license is permissible under existing laws withnaitl of 12 licenses per year both for new entraand existing banks.
Banks are allowed to install ATMs at branches anoklzer places identified by them. InstallationAdfM at a place other
than in licensed branches is treated as a new plabasiness and requires a license. LicensesdseweATMs installed

by foreign banks will not be included in the ceiiiaf twelve licenses.

Investment in other financial services companiedtanches of foreign banks licensed to do bankimgiress in
India individually not to exceed 10% of owned furas30% of the invested company’s capital whichdgeminimum.
Licenses for new foreign banks may be denied whemtaximum share of assets in India both on antaléfnce sheet of
foreign banks to total assets both on and off lz@aeet of the banking system exceeds 15%. Fabpeigiks are subject to
non-discriminatory resource allocation requirements

Foreign banks are required to form local advisargrids consisting interalia of professionals andqes having
expertise in areas such as small-scale industryeapdrts. The Chairman and Members of the locaisady board must
be resident Indian nationals except for the Chiefdtitive Officer who may be a foreign national. Bppointment of the

Chairman and Members of the Board requires Redgawk of India approval.

Public sector enterprises can invest surplus funderm deposits only with the scheduled commerbaabks
incorporated in India. Activities allowed for fogei banks include acceptance of deposits and ogipatyable funds from
the public, lending of all types including consunceedit, mortgage credit and financing of commergiansactions but
excluding factoring, all payments and money tragsion services including credit, charge and deaids, travelers
cheques and banker's drafts, and guarantees anaitments. Foreign bank branches are also allowettdding for own
account of money market instruments, foreign exgkatransferrable securities, portfolio managemamtodial and trust

services and clearing services for other bankslieques, drafts, and other instruments.

Foreign bank branches licensed to do businessdia lare allowed to participate in the issue oflafid of
securities, including underwriting and placementgsnt and provision of services related to susteis. Foreign banks
are also allowed for financial consultancy servitesfinancial advisory services provided by fiogh advisors, etc. to
customers on financial matters, investment andg@artresearch and advice on acquisitions and aparate restructuring

and strategy. Table 2 provides information on tresence of branches and representative of forgigkshin India.
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Table 2:Branches and Representative Offices of Faign Banks in India(As on September 30, 2015)
No. of
Inggr;r;[gt?;n Name of Bank(s) BI!\EIB.?\.C?]];S Name of Bank(s) Repre;entative Total
Offices
Australia and New Zealand
Banking Group Ltd.,
Australia Commc_mweal_th Bank of _ 5 i 5
Australia, National Australia
Bank, Westpac Banking
Corporation
Austria - Raiffeisen Bank International AG 1 1
. Bank of Bahrain and Kuwait
Bahrain BSC 4 - 4
Bangladesh ﬁt?j Bank Ltd., Sonali Bank 3 ) 3
Belgium KBC Bank NV 1 K.B.C. Bank N.V. 1 2
Canada Bank of Nova Scotia 3 ROV"’!‘ Bank of Canada, Toronto 2 5
Dominian Bank
. Industrial and Commercial
China Bank of China Ltd. 1 ) 1
BNP Paribus, Credit Agricole . . .
France Corporate and Investmgent 16 Cre.d'.t Industriel et Commercial, 2 18
. Natixis
Bank, SocieteGenerale
DZ Bank AG, Landesbank Baden-
Wurttemberg,
Germany Deutsche Bank 18 Commerzbank KIWIPEX Bank 4 22
GmbH
Hong Kong HSBC Ltd 50 - 50
Indonesia Bank Internasional Indonesi 1 - 1
IntesaSanpaoloS.p.A, Uni Credit
S.p.A, BancaPopulareSco. Coop,
Italy - UBI Banca-Unione di 6 6
Bancheltaliane, Monte Dei Paschi Di
Sienna, BancaPopolare di Vicenza
Muzuho Bank Ltd., Sumitomg
Mitsui Banking Corporation,
Japan The Bank of Tokyo- 1 ) 1
Mitsubishi UFJ Ltd.
Malaysia - CIMB Bank Berhad 1 1
Mauritius State Bank of Mauritius 4 - 4
Nepal - Everest Bank Ltd. 1 1
Rabobank International, The
Netherlands Royal International Scotland 11 - 11
NV
Norway - Norway 1 1
Portugal - CaixaGeral de Depositos 1 1
Qatar Doha Bank 3 - 3
Russia JSC VTB Bank, Sberbank 2 | Vnesheconombank, 3 5
Promsvyaznbank, Gazprombank
. DBS Bank Ltd., United
Singapore Overseas Bank Ltd 13 ) 13
South Africa FirstRand Bank Ltd 1 1
Shinhan Bank, Woori Bank,
South Korea Korea Exchange Bank, 7 Kookmin Bank 1 8
Industrial Bank of Korea
Banco de Sabadell SA, Banco Bilbao
Spain - VizcayaArgentatria, Caixa Bank 4 4
S.A., Banco Santander S.A.
Sri Lanka Bank of Ceylon 1 Hatton National Bank 1 2
Sweden i SvenskaHgndlesbanken, 2 2
SkandinaviskaEnskildaBanken AB
Switzerland Credit Suisse A.G., UBS AG 2 Zurcherl$aatbank 1 3
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Taiwan CTBC Bank Co. Ltd. > Bank of T_alwan, Mega Internationa > 4
commercial Bank
Thailand Etrdung Thai Bank Public Co. 1 i 1
Turkey - AsyaKatilimBankasi AS 1 1
Abu Dhabi Commercial Bank|
Ltd., Mashreq Bank PSC, . .
UAE Nationak Bank of Abu Dhabi 4 Emirates NBD, First Gulf Bank 2 6
PJSC
Barclays Bank Plc., Standard
UK Chartered Bank 109 ) 109
American Express Banking
Corporation, Bank of The Bank of New York Mellon,
USA America, Citibank N.A., J.P. 52 Wells Fargo Bank N.A. 2 54
Morgan Chase Bank N.A.
Total 325 39 364

The number of branches of foreign banks in Ind@éased marginally in 2014-15, after a decline 0a3214.
The trend of contraction in employee strength oéifgn banks operating in India withessed since 2l has reversed in
2014-15. Out of 325 branches of foreign banks ididn Standard Chartered Bank have the maximum-¥8&ches,
followed by HSBC Ltd and Citibank N.A. having 50abiches and 45 branches respectively.

The consolidated balance sheet of branches ofgfofganks operating in India had increased by 2182014-15.
The share of credit in total assets of foreign Isankindia was 44.8% in 2014-15. However, the sluddeposits in total
liabilities of foreign banks operating in India%8.7% was substantially higher 2014-15.

The total income and expenditure of foreign banisrating in India grew by 10.3% and 9.6 %, respebtj in

2014-15 (11.1 and 19.8 percent in 2013-14). Shar®p-interest income in the total income was 22i892014-15 for
foreign banks operating in India.

Table 3:Credit Extended, Deposits Mobilized and Asts of Banks(Amount in Billions of Rupees,
Financial Year Ending March 31)

Overseas Branches of Indian| Overseas Subsidiaries of Branches of Foreign
Banks Indian Banks Banks in India

e : . Total . : Total . : Total

Credit | Deposits Assets Credit | Deposits Assets Credit | Deposits Assets
2007 | 983.4 627.2 1920.8 187.3 418.1 639.4 1245.1 73.14| 2728.2
2008 | 1389.3 770.3 2199.0 212.6 378.0 593.9 1606.5910.2 3640.2
2009 | 2188.3] 1396.9 3470.5 430.6 4978 746.9 1654.2139.7 | 4469.5
2010 | 2510.0 1629.9 4009.0 481.9 5558 806.2 1628.8377.3 | 4329.4
2011 | 3501.20 2125.7 5720.5 459.0 5121 736.5 1980.7402.3 | 4904.8
2012 | 4451.1 2700.9 7399.2 536.5 4918 826.4 2413.2746.0 5764.5
2013 | 5855.7] 3930.7 9939.7 563.8 4682 848.3 3077.2835.1 6066.5
2014 | 7684.4 5143.3 12791.1 7227 625/1 1050.9 2982.3501.0 7290.3
2015| 8334.5 5662.8 14520.¢ 756.11 6214 1069. 8359.4026.2 7497.6

In2014-15, the profitability ratio showed somergmses in the case of foreign banks operatingdialri-oreign

banks operating in India received a major parteirtfee income from ‘Derivatives, stock, secustiforeign exchange’,

Payment and money transmission services’ and ‘Tiiadace related services’ (Table 4).

The fee income of 313 branches of foreign banksaijmg in India declined to Rs 72.7 billion in 2018 from

Rs 79.6 billion in 2013-14. Majority of fee incomeas generated in India by branches of the U.S.Ute and Hong
Kong banks operating in India, amounting Rs. 54llibb out of total Rs 72.7 billion in 2014-15.
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Table 4: Fee Generated in Trading in Banking Servies(Amount in Billions of Rupees, Financial Year
Ending March 31)

Overseas Branches of Indian Banks

Service 2007 | 2008 2009 2010 2011 2012 2013 | 2014 | 2015
Deposit Account Maintenance o o | 7 08 0.6 0.9 1.8 7.8 12 1n
Services
Credit related services 8.3 19.0 11.8 15/6 239 625 405 24.9 26.6
Financial leasing services 0.0 0.0 0.0 0.1 0.0 0J0 0.0 0.0 0.0
Trade finance related services 4.1 4.9 12(1 109 .610 18.2 34.4 14.3 15.1
Payment and money 3.3 2.0 2.0 3.1 2.6 10.1 5.3 2.8 34
transmission services
Fund management services 0.7 0. 0.0 0J2 0.0 Qo0 0 0. 0.0 0.0
Financial consultancy and | 5, | 4 7 0.7 0.4 0.9 03 0.1 07 1P
advisory services
Underwriting services 0.0 0.0 0.0 0.0 0.0 0.4 00 .00 0.0
Clearing and settlement 00 | 02 0.2 0.0 0.0 1.9 0.2 04 0k
services
Derivative, Stock, Securities,
Foreign exchange trading 1.6 2.7 1.3 1.9 4.5 9.6 3.1 19.9 19.6
services
Other financial services 0.1 3.4 0.4 0.3 0.5 06 12/ 252 26.8
Total Fee Generated 18.9 34.7 30.1 33}0 44.0 68.0 3.5 9 89.6 94.3

Overseas Subsidiaries of Indian Banks
Service 2007 2008 2009 201( 201 2012 2013 2014 5 201
Deposit Account Maintenance | o3 | 01 | o1 | 03| 02| 02| 41| o0p
Services
Credit related services 3.8 2.1 2.5 1.3 1.4 14 3.7 2.5
Financial leasing services 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Trade finance related services - 0.0 1.6 0.9 0/4 05 0.5 5.0 5.2
Payment and money —~ | 02 | 11| 10| 03| 04| 04| 06 12
transmission services
Fund management services -- 0.0 0.0 0.0 0/0 03 0 0. 0.7 1.0
Financial consultancy and -\ | o5 | 33 | o6 | 05| 02| 05/ 09 08
advisory services
Underwriting services 0.0 0.0 0.0 0.0 0.0 00 .00| 0.0
Clearing and settlement — | 00 | 00| 00| 00| 00| 00| 00 00
services
Derivative, Stock, Securities,
Foreign exchange trading --- 0.4 -7.4 0.5 0.3 0.4 0.3 0.5 0.7
services
Other financial services 0.1 13.7 0.1 0.1 0y 51 1.1 1.5
Total Fee Generated 5.2 12.4 5.6 3.8 4.1 418 .6 16 13.0
Foreign Banks in India

Service 2007 2008 2009 201( 2011 2012 2013 2014 15 20
Deposit Account Maintenance g | 4 g 3.0 4.0 41 5.1 3.8 36| 21
Services
Credit related services 4.6 6.0 8.9 7.2 9.6 102 1 9. 94 8.7
Financial leasing services 0.0 0.0 0.9 0.0 0.0 0J0 0.0 0.0 0.0
Trade finance related services 6.2 148 187 13.7 191 17.9 16.5 13.9 12.1
Payment and money 142 | 45 7.4 6.9 18.7 8.7 11.2 125  13.3
transmission services
Fund management services 2.1 4.4 3.B 416 5|5 56 4 4. 35 4.1
Financial consultancy and | 7 ¢ | 7 g 101 | 191| 150/ 136 112  13f 125
advisory services
Underwriting services 0.6 0.5 0.8 0.4 0.4 0.3 001 .32 04
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Clearing and settlement 33 | 09 3.6 2.2 2.2 35 0.9 071 ok
services

Derivative, Stock, Securities,

Foreign exchange trading 17.2 30.5 37.1 18.3 28.9 20.2 13.1 16/5 14.8
services

Other financial services 3.2 15.6 11.8 21.)7 10(4 0 9] 4.2 4.0 4.3
Total Fee Generated 60.8 89.7 105(5 98[0 106.7 94.374.5 79.6 72.7

Indian Banks Abroad

The Banking Regulation Act, 1949 governed mostheflbanking operations in India, while the oversgasrations were

guided by the host country’s regulations. RBI gefgorts of overseas operations during the finalitanfdbanks. RBI

decided on December 1, 2008, to extend its jurigdicover products and activities of foreign braggland subsidiaries of

Indian banks following the provisioning made by thenks for their exposure to structured productsuh-prime hit

markets of the US and the UK and loss sufferetiénGlobal Financial Crisis (2008).

Table 5 shows overseas offices of Indian banksaahbro

Table 5: Overseas Offices of Indian Banks as on Qatter 31, 2015

Bank Branch

Subsidiary

Joint Venture Bank

Representative
Office

Other
Offices

Total

Allahabad Bank 1

Andhra Bank -

Bank of Baroda 51

9

2

10

73

Bank of India 28

5

Canara Bank

Central Bank of India -

Corporation Bank -

Dena Bank

'|—‘|\)|\)|_\U'|HN|

Indian Bank

LN I

Indian Overseas Ban

[ERN
oS

IDBI Bank

=

Oriental Bank of
Commerce

=Y

Punjab National Bank

w

=
(@)

State Bank of India

(0]
©

State Bank of
Hyderabad

=Y

State Bank of
Travancore

=Y

Syndicate Bank

UCO Bank

Union Bank of India

United Bank of India

Axis Bank

Federal Bank -

HDFC Bank

ICICI Bank

Indusind Bank

Kotak Mahindra Bank -

Yes Bank Limited

o NI TN I N R

N
Pl w9~ |RN| |-

Total 182

26

[¢)]

33

303

Note: Other offices include EBSU: Electronic BarkiBervice Unit; EC: Extension Counter: IVC: Indidisa Centers;
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MO: Marketing office; SO: Sub office; RC: Remittancentre; RHO — Regional Head Office.

International trade in banking services through Bt8dcovers banking services provided to resideftano
economy through the local presence of foreign baid foreign affiliates. It takes into account gezvices such as
deposit-taking, lending to firms, mortgage lendiognsumer finance and a host of so-called non-&ssetd services such
as securities underwriting, local currency bondlitrg, foreign exchange trading, brokering, custagyvices, funds

transfers, management services, and financial tamsy services.

The globalization of the Indian economy has witeessross border direct investments in banking énftim of
branches, agencies, and subsidiaries or by thesndaross border mergers and acquisitions. Oweyélars, the number
of overseas branches and subsidiaries of Indiakshlaas increased to provide cross border bankinicss.

The cross-border branch network of Indian banks évgmanded steadily in recent years, with an asteti
increase in the employee strength of their overbeaisches and subsidiaries alongside. Of the 182seas branches of
Indian scheduled commercial banks, the highest eurobbranches was in the UK (31), followed by Hdftong (19),
Mauritius (18), Singapore (17), UAE (13) and Srinka (13). Table 5 depicts that public sector basminated the
overseas presence of Indian banking. State Bamkdid (52 branches in 21 countries) had the largestseas presence
followed by Bank of Baroda (51 branches in 14 caasj in 2014-15.

Table 6 contains a list of subsidiaries of Indiamks abroad. Bank of Baroda has maximum subsidiabieoad.

Table 6:0verseas Subsidiaries of Indian Banks abrahas on October 31, 2015

Bank Comment
SBIl(Canada) Limited 100% by SBI
SBI(California) Limited 100% by SBI
Bank SBI Indonesia 76% by SBI
SBI International (Mauritius) Ltd. 93.4% by SBI
State Bank of India (Botswana) Ltd. 100% by SBI
Bank of Baroda (Uganda) Ltd. 50% by BOB
Bank of Baroda (Kenya) Ltd. 86.7% by BOB
Bank of Baroda (UK) Nominee Ltd. 100% by BOB
Bank of Baroda (Botswana) Ltd. 100% by BOB
Bank of Baroda (Tanzania) 100% by BOB
Bank of Baroda (Ghana) Ltd. 100% by BOB
Bank of Baroda (New Zealand) Ltd. 100% by BOB
Bank of Baroda (Guyana) Inc. 100% by BOB
Bank of Baroda (Trinidad and Tobago) Ltd. 1009ByB
ICICI Bank UK Ltd 100% by ICICI Bank
ICICI Bank Canada Ltd 100% by ICICI Bank
Punjab National Bank International Ltd., London  %by PNB
Druk PNB Bank Ltd, Bhutan 100% by PNB
JSC SB PNB Kazakhstan 63.6% by PNB
PT Bank of India Indonesia 76% by BOI
Bank of India (Tanzania) Ltd. 100% by BOI
Bank of India (New Zealand) Ltd. 100% by BOI
Bank of India (Botswana) Ltd. 100% by BOI
Bank of India (Uganda) Ltd. 100% by BOI
Union Bank of India (UK) Ltd. 100% by UBI
Axis Bank UK Ltd. 100% by Axis Bank
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Table 7 shows the presence of joint ventures aamtlanks abroad. State Bank of India has a maximumber

of joint ventures abroad.

Table 7: Overseas Joint Ventures of Indian Banks asn October 31, 2015

Name of Bank Name of Centre Comment
Bank of Bhutan Bhutan SBI 20%
Indo Zambia Bank Ltd. Zambia BOI 20%, BOB 20%, ABPo
Nepal SBI Bank Ltd. Kathmandu SBI 55.3%
Everest Bank Ltd Nepal Nepal PNB 20%
Commercial Indo Bank LLC Moscow SBI 60%, Canara IB40%
Sterling Bank PLC Lagos SBI 11.8%
India International Bank (Malaysia)) Kuala Lumpur B@0%, 10B 35%, Andhra Bank 25%

The business of overseas branches of Indian bamitnoed to grow in 2014-15, albeit at a slowergé#tan
witnessed in the previous year. In 2014-15, theirsolidated balance sheet increased by 13.5 peasecvmpared with
28.7% witnessed in 2013-14. The consolidated balaheet of overseas subsidiaries of Indian barsksgakbw at a slower
pace of 1.8 percent in 2014-15 as compared wita%33n 2013-14.

The share of credit in total assets of overseasches of Indian banks stood at 57.4% in 2014-18caspared
with 58.5% in 2013-14, while the share of creditatal assets of overseas subsidiaries of Indiakdacreased to 70.7%
in 2014-15 from 67.9% in 2013-14. The share of dépan total liabilities of overseas branchesrafidn banks was 39%
in 2014-15. The share of deposits in total lialeifitof overseas subsidiaries of Indian banks wak¥ & 2014-15.

Total income of Indian banks’ overseas brancheeased by 8.1% in 2014-15 as compared with 9.420 8-
14, whereas the total income of overseas subsidiafi Indian banks increased by 5.2% in 2014-1¢payared to 16.9%
in 2013-14.

The share of non-interest income in total incomes W4&.4% in 2014-15 for overseas branches of Inb#ks. In
2014-15, the profitability ratio (profit to assetgs well as income to assets ratio, remained drdlug previous year's

level in case of both overseas branches and sabsisliof Indian banks.

Overseas branches of Indian banks generated mesdoferendering banking services, mainly due tbdridocus
on ‘credit related services’, ‘Derivatives, stocecurities, foreign exchange trading services’ dmdde finance related

services'.

On the other hand, the fee income generated byseasrsubsidiaries of Indian banks were mainly du&rade

finance related services’, Credit-related serviegsl ‘Payment and money transmission services’.

Total fee income generated by the 178 overseaghearof Indian banks increased to Rs. 94.3 billio2014-15
from Rs. 89.6 billion in 2013-14. A dominant portiof fee income of overseas branches of Indian da@kne from
residents, whereas the major portion of fee inconéndian banks’ subsidiaries abroad that cammnfresidents till 2013-
14 has changed in 2014-15.

In terms of fee income, branches of Indian bankth&é UK had the largest contribution in providingnking

services (Rs. 52.3 billion in 2014-15) followed BAE, Hong Kong, and Singapore respectively.

Impact Factor(JCC): 3.9074 - This article can be dowalted fromwww.impactjournals.us




[ 80

0. S. bdo

Comparative Performance Analysis

Table 8 shows the profitability performance of @e&s branches and subsidiaries of Indian bankshetdf
branches of foreign banks in India. In the lastadie; overseas subsidiaries of Indian banks opermd branches in

comparison of overseas branches of Indian bankdardyn banks in India. The similar trend was oedi regarding the

number of employees in overseas subsidiaries d@gditnolanks, as the number of employees increased ¥&889 in 2008 to

3424 in 20015. More employees were engaged onnaach basis by branches of foreign banks in Indiaanpared to
overseas branches of Indian banks and overseaslisuies of Indian banks.

Table 8: Profitability Performance(Amount in billio ns of Rupees, Financial Year ending March 31)

Overseas Branches of Indian Banks
2007 2008 2009 2010 2011 2012 2013 2004 2015

No. of Branches 112 121 134 144 158 163 170 170 178
No. of employees 4030 2629 2919 3084 3289 3489 3768969 | 3897
Credit to total assets (%) 51.2 63.2 63/1 61.0 61.260.2 58.9 58.5 57.4
Deposits to total liabilities (%) 32.7 35.( 40.8 80| 37.2 36.5 39.5 39.0 39.0
Income (Rupees billions) 139.p 16055 1674 161.8 6.9 2853 | 365.6| 399.8 4323
Expenditure(Rupees billions) 1127 132|6 165.1 @21.134.0| 200.6| 273.7 300.6 3188
Interest Income (%) 97.7 78.9 1012 870 958 80.883.4 83.8 85.6
Income from residents (%) 30.6 34.3 375 33(6 36.242.3 56.8 66.7 72.2
Income from non-residents (% 69.4 65.[7 62|5 66.4 3.86| 57.7 43.2 33.3 27.8
Income per employee, (RsMn) 34.7 61.0 573 54.5 859. 81.2 97.2 100.7; 110.9
Income to total assets (%) 5.5 5.1 4.8 4.0 34 39 3.6 3.1 3.0
Profit to total assets (%) 1.1 1.0 0.1 1.4 1.1 07 0.9 0.8 0.8

Overseas Subsidiaries of Indian Banks

2007 | 2008 2009 2010 2011 2012 2013 2014 2015
No. of Branches 65 99 123 150 158 184 235 235
No. of employees 1239 1638 1986 2325 2580 2828778 | 3424
Credit to total assets (%) 29.3 35.8 57]7 59.8 62.364.9 66.5 67.6 70.7
Deposits to total liabilities (%) 65.4 63.6 66.7 68| 69.5 59.5 55.2 58.5 58.1
Income (Bn. Rs.) 29.4 47.3 40.6 38.1L 42]1 48.156.1 59.0
Expenditure (Bn. Rs.) 27.8 42.8 34.5 297 33.934.4 45.8 48.4
Interest Income (%) 94.9 82.9 82.5 86.4 88/1 .095 80.2 79.0
Income from residents (%) 41.3 65.0 46,1 58,6 8.07| 75.0 70.0 30.0
Income from non-residents (% 58.7 35.0 53|9 .441 22.0 25.0 30.0 70.Q
Income per employee(RsMn) 23.7 28.9 20}4 16.4 2.32| 17.0 15.6 17.2
Income to total assets (%) 4.9 6.3 5.0 5. 7|0 5.6 5.5 5.5
Profit to total assets (%) 0.3 0.6 0.8 1.1 1.4 1.6 1.0 1.0

Branches of Foreign Banks in India

2007 2008 2009 2010 2011 2012 2013 2004 2015
No. of Branches 257 273 289 307 309 309 316 307 313
No. of employees 25294 30151 29824 27945 28158 227325118| 24725 25519
Credit to total assets (%) 45.6 44.1 37)0 37.6 40.441.9 50.7 40.8 44.8
Deposits to total liabilities (%) 54.4 52.5 47.9 54| 49.0 46.9 46.7 47.9 53.7
Income (Bn. Rs.) 2417 349.4 4520 3632 394.3 367.528.4| 590.6| 647.7
Expenditure (Bn. Rs.) 174.0 2469 326|12 200.1 281.327.9 | 372.6| 449.5 489.5
Interest Income (%) 72.8 70.3 67.0 724 7216 71.3 6.77| 73.3 | 77.21
Income from residents (%) 91.1 95.1 93.3 82(5 78.1 ---
Income from non-residents (% 8.9 4.9 6.7 17\5 21.9 ---
Income per employee (RsMn) 9.6 11.p 16]9 13.0 14.017.1 21.0 23.9 25.4
Income to total assets (%) 8.9 9.5 101 8.4 8|0 8.1 8.7 8.1 8.6
Profit to total assets (%) 2.5 2.8 2.8 3.8 2.8 24 2.6 1.9 2.1
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The share of credit in total assets was lowethe case of branches of foreign banks in India in caimspa with
overseas branches of Indian banks and overseasliswies of Indian banks. Since income to totaleéssatio is mucl
higher for branches of foreign banks in India,dems that foreign bar in India earned more income from I-credit
activities. Deposits to total liabilities ratare higher in case of overseas subsidiaries of IndiankB as compared wi
that of branches of foreign banks in India and seas branches of Indian Bankshich had lower deposits to liabili

ratio. It shows that overseas branches of Indiank&anobilzed less deposits as comparetheir counterparts.

The income growth of overseas branches of Indiankdaas more as compared with that of branch foreign
banks in India. The lowest income growth wathe case of overseas subsidiaries of Indian banks.shhee of interes
income in total income was lower the case of overseas subsidiaries of Indian banks.olBeseas branches of Indi
banks and overseas subsidiaries of Indian banksa higher level of interest income in total income.sTBupports th
evidence that branches of foreign banks in Indigagec in noneredit activities on a higher scale as comparedh

overseas branches of Indian banks and overseaidismies of Indian banks

Figure 1 shows income to total assets ratio forsees branches and subsidiaries of Indian bankdomein

banks in India.
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Figure 1: Income- Total Assets Ratio

Note: OBIB: Overseas Branches of Indian Banks, OSIB: €xa&s Subsidiaries of Indian Banks, and Bl

Branches of Foreign Bank in In

Indian branches of foreighanks earned a larger proportion of their inconemenfresidents in comparison wi
overseas branches of Indian banks and overseaisliswies of Indian banks. (Table

As far as theefficiency of operations is considered, foreign ksam India haca much higher income to assets
ratio, while alower level of income per employee. This shows fbegign banks in India employed more human reses
and the work was not as automotive as it seemasa of overseas branches of Indian banks and asessbdiaries of

Indian banks. (Figure 1)
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The lower profit to total assets ratio in case wfrgeas branches of Indian banks and Indian salisd] let by
more growth of assets in case of overseas brarahieglian banks, shows the poor operating perfoge of overseas

branches of Indian banks and overseas subsidiafriesiian banks. (Figure

The share of fee income generated by payments amgyriransmission services; Derivatives, stockusges
and exchange trading services, and fund manageame consultancy services werenore in case of foreign banks

India as compared to overseas branches of Indiakstend overseas subsidiaries of Indian bi

Figure 2 shows profit to total assets ratio for overseas bran@messubsidiaries dndian banks and that of foreign bar

in India.
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Figure 2: Profit- Total Assets Ratio

Note: OBIB: Overseas Branches of Indian Banks, OSIB: @was Subsidiaries Indian Banks, and BFBI:

Branches of Foreign Bank in India
CONCLUSIONS

On the basis of thabove analysis of performances of foreign bankdnitia and overseas branches

subsidiaries of Indian banks, the following con@dus can be draw

* The increase in the international presence of mbanks and that of foreign banks in India over tearg poin

towards the rising global demand for internatidnadle in banking service

* The consolidated balance sheet of overseas braméHagian banks which moderated after the financissis

recowered in subsequent ye:

e Since March 2010, the combined balance sheet akeas branches of Indian banks has recca much higher

increase than the combined balance sheet of fol&igks in Indic
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» Despite a lower asset base, the total income efdarbanks’ branches in India consistently excedgdedncome

of overseas branches of Indian banks during thdilesyears.

* Foreign banks in India had a higher share of noerést income when compared to overseas branchesliah

banks.

* Overseas branches of Indian banks had lower depdiaibilities ratio in comparison with overseabsidiaries of
Indian banks and branches of foreign banks in mmdia contrast, branches of foreign banks in Indéa
comparatively lower credit to assets ratio in lielatto overseas branches of Indian banks and ca®rse
subsidiaries of Indian banks. This might be ongéheffactors responsible for the difference in thafifability of

these groups.

» Profitability- the profit to assets ratio- of fogai banks operating in India remained substanthilijer than that

of the overseas branches/ subsidiaries of Indiakda

» Fee income has gained significant focus as a safroevenue in recent years and a dominant podfdhe fee

income of overseas branches of Indian banks caroagh rendering services to residents.

e Branches of foreign banks generated more fee incoome residents as compared to that of overseasches

and subsidiaries of Indian banks.

e Raghavendra R. H & Velmurugan P. S, A Study on @aRelationship between Spot Return and FuturerRetu
of GBP/INR Currency Pair Traded in India, IMPACT International Journal of Research in Business
Management(IMPACT : IJRBM), Volume 1, Issue 6, Naneer 2013, Pp 43-48.

* The share of non-interest income in the total inearhforeign banks operating in India was highemtlthat for

overseas branches of Indian banks.

* The income per employee was much lower in the cddereign banks operating in India in comparisdn o
overseas branches and subsidiaries of Indian b&Wk#e the trend was just opposite in case of ineassets
ratio and profitability-assets ratio. This indicatewer productivity of manpower of foreign bankseoating as

compare with that of overseas branches of Indiakda

» Foreign banks operating in India employed morellpeasonnel (more than 99 percent) as compareddseas

branches and subsidiaries of India banks (abogerfent.

* A major portion of fee income generated by intéoval trade in banking services operation in Inckes been

accrued to banks from USA, UK, and Hong Kong.

A major portion of fee income generated by overdwasches of Indian banks accrued from UK, Hongdson

Singapore, UAE, and Bahrain, accounting for moeat80 percent.

e The amount accrued from international trade in banlservices operations of foreign banks from U$ing
Kong, and Japan in India had been higher thantfwuat accrued from such overseas operations bgrirfainks

in these countries
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Overseas subsidiaries of Indian banks, albeit dipgran a smaller scale, have performed betteomparison of

overseas branches of Indian banks.

The important finding concerned with profitabiliperformance indicates overseas branches of Indiaksbhad a

heavy asset base. This diminishes their performamicite the branches had a much higher level abrime per employee.

This is a matter of concern for overseas branchésd@an banks and an area for further investigatio

REFERENCES

1.

2.

10.

11.

12.

13.

14.

Reserve Bank of India, Handbook of Statistics aliaim EconomyVarious Issues.

Reserve Bank of India, “Summary on Internationadde in Banking Services”, Press Release, April 28,3,

Mumbai.

Reserve Bank of India, “Summary on Internationade in Banking Services”, Press Release, JanuarpQ65,

Mumbai.
Reserve Bank of India, Statistical Tables RelateBlanks in India, Various Issues.

Reserve Bank of India, “International Trade in Bamk Services: 2006-07”, RBI Bulletin, January 2009,
Mumbai, pp. 91-116.

Reserve Bank of India, “International Trade in Bark Services: 2007-08", RBI Bulletin, November 2009
Mumbai, pp. 2276-2300.

Reserve Bank of India, “International Trade in Bamk Services: 2008-09”, RBI Bulletin, October 2010,
Mumbai, pp. 2085-2115.

Reserve Bank of India, “International Trade in Bartk Services: 2009-10 and 2010-11", RBI Bulletinay
2012, Mumbai, pp. 1019-1034.

Reserve Bank of India, “Survey on International dean Banking Services: 2011-12", RBI Bulletin,yd@013,
Mumbai, pp. 49-58.

Reserve Bank of India, “Survey on International deain Banking Services: 2012-13", RBI Bulletin, Miar
2014, Mumbai, pp. 45-52.

Reserve Bank of India, “International Trade in Bawnk Services: 2013-14", RBI Bulletin, February 2015
Mumbai, pp. 51-58.

Reserve Bank of India, “Survey on International deain Banking Services: 2014-15", RBI Bulletin, dary
2016, Mumbai, pp. 23-30.

www.financialservices.gov.in

Sharda, Gaurav; Swamy, Namaratha and Singh, ChaFaruary 2014. “Impact of Foreign Banks on the

Indian Economy”, Working Paper No. 451, Indian Ihge of Management, Bangalore.

NAAS Rating: 2.73 - Articles can be sentéditor@impactjournals.us




