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ABSTRACT 

Banking activities have been into existence since 18th century BC. The main purpose that banks have been serving since their 
inception is keeping our money safe for us. Traditional banks have been doing this, and internet banks continue the same 
function. The only difference is in the way the transactions are made. The Internet is rapidly turning out to be a tool of 
worldwide communication. The increasing use of Internet earlier promoted producers and entrepreneurs to sell their products 
online. It has also become an important source of information and knowledge. Due to this, many banking and finance 
organizations have come up with the idea of Internet banking or online banking. In this paper we have tried to study the Nature, 
challenges & opportunities of Internet Banking in India. 
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I. INTRODUCTION 

 Banking activities have been into existence since 
18th century BC. Venice, after being the first city to find 
a bank for keeping money on safe deposit and the 
clearing of cheques, is also a pioneer in the involvement 
of a bank with state finances. The main purpose that 
banks have been serving since their inception is keeping 
our money safe for us. While keeping our, they also let 
us earn a certain amount of interest on the money 
deposited with them. Traditional banks have been doing 
this, and internet banks continue the same function. The 
only difference is in the way the transactions are made. 
The Internet is rapidly turning out to be a tool of world 
wide communication. The increasing use of Internet 
earlier promoted producers and entrepreneurs to sell 
their products online. It has also become an important 
source of information and knowledge. Due to this, many 
banking and finance organizations have come up with 
the idea of Internet banking or online banking. Internet 
banking has been around for quite a few years. In fact, it 
was introduced in the 1980s and has come a long way 
since then. The last decade has seen a profuse growth in 
internet banking transactions. Several pieces of 
legislation have also been introduced in this area. 
Though it began in the 1980s, it was only in the mid 
nineties that internet banking really caught on. What 
attracts customers to internet banking is the round the 
clock availability and ease of transactions. Studies 
estimate that internet banking still has a long way to go. 

There are several banks that have customers who prefer 
banking in the traditional ways. Online services started 
in New York in 1981 when four of the city’s major 
banks (Citibank, Chase Manhattan, Chemical and 
Manufacturers Hanover)offered home banking services. 
The online banking services are becoming more and 
more prevalent due to the well developed systems. 
Though there are pros and cons of electronic cash 
technology, it has become a revolution that is enhancing 
the banking sector (Cronin, 1997).The UK’s first home 
online banking services were set up by Bank of Scotland 
for customers of the Nottingham Building Society 
(NBS) in 1983. This service formed the basis for most 
of the Internet banking facilities that followed. This 
facility was not very well developed and restricted the 
number of transactions and functions that account 
holders could execute (Cronin, 1997).Some customers 
have been known to turn to internet banking due to 
dissatisfaction with standard procedures and practices. 
Some customers turn to internet banking facilities for 
security reasons. This is mainly because of customers 
being assured of banks' ability to keep transactions safe 
and secure. 

II. BANKING IN INDIA 

 Banking is one of the most information intensive 
sectors and is an ideal domain for the successful 
development of E-Commerce.  
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 Internet banking refers to the use of the Internet as a 
remote delivery channel for banking services. It has 
fulfilled customer’s banking dream anywhere, anytime, 
anyway. Internet banking involves consumers using the 
Internet to access their bank account and to undertake 
banking transactions. With the passage of time, we see a 
lot of banks coming up on the scene and competition is 
already on its way. 

 Every bank is trying to use as much latest 
technology as it can to facilitate its customers. One of 
the key features in this regard is internet banking, which 
a lot of banks are currently providing in India..Though 
with the passage of time, internet banking trend is 
increasing in India, but still there are a lot of customers, 
who hesitate to give their information online, like 
Debit/Credit card numbers. This is not only at 
customer’s end, even a lot of banks are still afraid of 
giving internet banking solution in India..Everyone who 
has a little knowledge of internet banking knows that all 
cards with Visa and Orix logo can be used anywhere on 
internet for purchase–there are a lot of banks in India 
issuing credit cards, even debit cards with Visa 
logo..There are a lot of banks in the list that are 
facilitating their customers with good online facilities. 
With the passage of time, trend is changing but still we 
are lacking in use of modern technology which must be 
utilized to save money, problems and most important 
thing ‘Time’. An awareness campaign may be started to 
make people aware of useful benefits of internet 
banking, like easy purchase, pay their bills, and make 
transactions from their offices and home. This thing may 
give enough awareness to more customers that they may 
start asking their bank about internet banking. Hope this 
will work to make the banks to start online services to 
meet up the present challenges of the world. Internet 
banking in India is still on its way and hope to have 
some fruitful advancement in future. 

What is Internet Banking 

 Internet banking can be defined as a facility 
provided by banking and financial institutions that 
enable the user to execute bank related transactions 
through Internet. The biggest advantage of Internet 
banking is that people can expand the services sitting at 
home, to transact business. Due to which, the account 
holder does not have to personally visit the bank. With 
the help of Internet banking many transactions can be 
executed by the account holder. 

 When small transactions like balance inquiry, 
record of recent transaction, etc. are to be processed, the 
Internet banking facility proves to be very handy. The 
concept of Internet banking has thus become a 
revolution in the field of banking and finance. 

Importance of Internet Banking 

 Internet banking is a new type of financial service 
created by the intersection of traditional retail financial 
services delivery and the emergence of the Internet. 
Internet banking involves the provision of basic banking 
services through web. These services include 

•  Checking and savings accounts 

•  Consumer loans and mortgage financing 

•  Credit and debit cards 

•  Private banking services 

 Many people find that internet banking is very 
convenient as the advantages far outweigh any 
disadvantages. There are many different positive aspects 
to banking online. One of them is that you can do your 
banking from home, without wasting fuel driving to the 
bank or waste time waiting in queues. 

 The history of banking online has always stressed 
convenience for the customers as well as security. 
Today, customers can not only enjoy secure banking 
transactions online, but they can have their paycheck 
automatically deposited into their bank account and 
have it available that day, instead of waiting until the 
cheque clears. 

 In addition of getting automatic deposits, online 
banking transactions also include automatic bill paying. 
Instead of writing a check or going to the bank to pay 
bills, one can have their bills that they pay each month 
automatically deducted from their bank account each 
month. Internet banking is not just concentrated on your 
checking account. One can also use internet banking to 
get a loan. There are some online banks that offer every 
service that a land bank will offer: the only difference is 
that they also exist online. Bank also, most likely, 
encourage online banking and offer free features such as 
checking to savings account deposits, automatic bill 
paying, automatic deposit and home equity loans-all 
with the click of a mouse. Internet banking is the way of 
the future. Years ago, people had to go to the bank when 
they were open and wait in long queues to perform a 
transaction. Today, they can bank from your home 
without having to wait a second. Internet banking is a 
subject receiving great attention in the banking industry 
and the regulatory community. As with other areas of e-
commerce, discussions about Internet banking often 
proceed without reference to the actual state of market 
developments. Internet banking increases competition 
within the banking system and from non-bank financial 
institution. The Internet increases the power of the 
customer to make price comparisons across suppliers 
quickly and easily. As a consequence, this pushes prices 
and margins downward. Internet banking through the 
World Wide Web (WWW) does not need any special 
software to buy and set up. The customers contact their 
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bank and then they input their user id and password at 
their bank’s Web site to get full access to their account. 
They just need to have a secure Web browser. This way 
of banking online requires the use of Internet browsers 
that support 128-bit encryption, which protects 
consumers by scrambling all the personal information 
transmitted between a consumer’s computer and the 
bank As a group, large banks are more likely to offer 
Internet banking, although a growing number of small 
banks also offer it, or plan to. Nevertheless, large banks 
appear to have an advantage over small banks in the 
range of services they offer over the Internet. An 
empirical examination of bank profitability indicates 
that, at this point in time, Internet banking is not having 
an independent impact on bank profitability. This result 
may of course change as the use of Internet banking 
grows. Use of Internet banking, while forecast to grow 
significantly, is still relatively modest. We argue that the 
modest use of Internet banking by customers of banks is 
due in large part to a lack of a compelling value added 
proposition. This problem is less severe for Internet 
banking customers and may explain why some banks 
are targeting their Internet strategies toward business 
customers. Nevertheless, since most customers have 
accounts at banks that offer Internet banking, customer 
usage patterns could change suddenly. IT-based 
distribution channels reduce personal contact between 
the service providers and the customers, which 
inevitably leads to a complete transformation of 
traditional bank-customers relationships. 

 Some analysts argue that Internet banking is 
revolutionizing the banking industry. Others see the 
Internet as simply adding another delivery channel for 
remote banking to existing channels such as automated 
teller machines (ATMs) and telephone banking. While 
Internet banking is the subject of a large amount of 
industry discussion, it remains the case that only a small 
percentage of banking transactions are done online, 
whereas all banks currently operating in India offer 
Internet banking. Nevertheless, the adoption of Internet 
banking by banks has grown at a very rapid pace, and 
many banks, including some of the nation’s largest 
institutions, have made the development of services over 
the Internet a major component of their business and 
marketing strategy. 

 A reduction in the percentage of customers visiting 
banks with an increase in alternative channels of 
distribution will also minimize the queues in the 
branches increased availability and accessibility of more 
self-service distribution channels helps bank 
administration in reducing the expensive branch 
network and its associate staff overheads. Bank 
employees and office space that are released in this way 
may be used for some other profitable ventures. This 

ultimately leads towards improved customer 
satisfaction. 

III. GROWTH IN INTERNET BANKING 

 Banking, a few years back, was confined to the four 
walls of branch. With the entry of private banks, having 
limited number of branches, investment in technology 
was chosen as alternative to overcome this deficiency. 
The advent and common use of Internet, leading to e-
commerce, forced the banks globally to incorporate e-
banking. Indian banks are still far behind their global 
counter parts. Initially internet banking was launched in 
India to provide a limited number of services and it was 
sort of hype in the market. In the past years there has 
been greater understanding and development towards 
various services being offered by banks through internet 
banking.  Customer readiness, acceptance & security 
awareness is also a factor which is improving as usage 
of internet banking is increasing. Banks have also begun 
to understand the cost & benefits of internet banking 

Net Banking Opportunities in India 

 Internet banking is still in nascent stages in India, 
and there is little or very specific studies available on 
development and description of internet based banking 
in India. Numerous factors including competitive cost, 
customer service, and demographic considerations are 
motivating banks to evaluate their technology and assess 
their electronic commerce and Internet banking 
strategies. Many researchers expect rapid growth in 
customers using online banking products and services. 
The challenge for national banks is to make sure the 
savings from Internet banking technology more than 
offset the costs and risks associated with conducting 
business in cyberspace. Marketing strategies will vary as 
national banks seek to expand their markets and employ 
lower cost delivery channels. Examiners will need to 
understand the strategies used and technologies 
employed on a bank-by-bank basis to assess the risk. 
Evaluating a bank’s data on the use of their Web sites, 
may help examiners determine the bank’s strategic 
objectives, how well the bank is meeting its Internet 
banking product plan, and whether the business is 
expected to be profitable. 

Marketing Strategies for Banks in India 

 According to Internet Banking; Comptrollers 
Handbook, 1999, some of the market factors that may 
drive a bank’s strategy includes the following: 

Competition 

 Studies show that competitive pressure is the chief 
driving force behind use of Internet banking technology, 
ranking ahead of cost reduction and revenue 
enhancement, in second and third place respectively. 
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Banks see Internet banking as a way to keep existing 
customers and attract new ones to the bank. 

 

Cost Efficiencies 

 National banks can deliver banking services on the 
Internet at transaction costs far than traditional brick-
and-mortar branches. The actual costs to execute a 
transaction will vary depending on the delivery channel 
used. 

Geographical Reach 

 Internet banking allows expanded customer contact 
through increased reach and cost delivery channels. In 
fact some banks are using the Internet as an alternative 
delivery channel to reach existing customers and attract 
new customers. 

Branding 

 Relationship building is a strategic priority for 
banks. Internet banking technology and products can 
provide a means for banks to develop and maintain an 
ongoing relationship with their customers by offering 
easy access to a broad array of products and services By 
capitalizing on brand identification and by providing a 
broad array of financial services, banks hope to build 
customer loyalty, cross-sell, and enhance business. 

Customer Demographics 

 Internet banking allows banks to offer a wide array 
of options to their banking customers. Some customers 
will rely on traditional branches to conduct their 
banking business. For many, this is the most 
comfortable way for them to transact their banking 
business. Those customers place a premium on person-
to-person contact. Other customers are early adopters of 
new technologies that arrive in the market place. These 
customers were the first to obtain PCs and the first to 
employ them in conducting their banking business. The 
demographics of banking customers will continue to 
change. The challenge to banks is to understand their 
customer base and find the right mix of delivery 
channels to deliver products and services profitably to 
their various market segments. 

Advantages of Internet Banking 

 The most important factors encouraging consumers 
to use online banking are lower fees followed by 
reducing paper work and human error, which 
subsequently minimize disputes. Internet banking offers 
many benefits to banks and their customers. The main 
benefits of the banks are cost savings, reaching new 
segments of population, efficiency, enhancement of 
banks reputation and better customer service and 
satisfaction. Internet banking also increases competition 

within the banking system and also from non-bank 
financial institution The Internet increases the power of 
the customer to make price comparisons across suppliers 
quickly and easily. As a consequence, this pushes prices 
and margins downward. The Internet poses enormous 
opportunities for banks, thrifts and other financial 
services institutions to fundamentally reshape their 
organizations. The benefits of the Internet permeate an 
organization—from marketing and sales to back office 
and operational functions. These benefits have caused 
financial organizations to view the Internet as more than 
a marketing communications tool and to begin to 
successfully employ the Internet as a new channel for 
their services. 

 The customer benefits of virtual financial services 
may be summarized as: 

Convenience 

 Unlike your corner bank, online banking sites never 
close; they're available 24 hours a day, seven days a 
week and they're only a mouse click away. 

Ubiquity 

 If you're out of state or even out of the country 
when a money problem arises, you can log on instantly 
to your online bank and take care of business, 24/7. 

Transaction speed 

 Online bank sites generally execute and confirm 
transactions at or quicker than ATM processing speeds.  

Efficiency 

 You can access and manage all of your bank 
accounts, including IRAs, CDs, even securities, from 
one secure site. 

Effectiveness 

 Many online banking sites now offer sophisticated 
tools, including account aggregation, stock quotes, rate 
alerts and portfolio managing programs to help you 
manage all of your assets more effectively. 

 Banks have a number of advantages as well. They 
include: 

•  Decrease Costs: 

•  Improve Customer Services 

•  Increase Revenue 

•  Competitive Pressure 

•  Replacing Old Branch Systems 

Disadvantages of Internet Banking 

 Although, electronic banking provides many 
opportunities for the banks, it is also the case that the 
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current banking services provided through Internet are 
limited due to security concerns, complexity and 
technological problems. 

Start-up May Take Time 

 In order to register for your bank's online program, 
you will probably have to provide ID and sign a form at 
a bank branch. If you and your spouse wish to view and 
manage your assets together online, one of you may 
have to sign a durable power of attorney before the bank 
will display all of your holdings together. 

Learning Curve 

` Banking sites can be difficult to navigate at first. 
Plan to invest some time and/or read the tutorials in 
order to become comfortable in your virtual lobby. 

Bank Site Changes 

 Even the largest banks periodically upgrade their 
online programs, adding new features in unfamiliar 
places. In some cases, you may have to re-enter account 
information. 

The Trust Factor 

 For many people, the biggest hurdle to online 
banking is learning to trust it. Did transaction go 
through? Did I push the transfer button once or twice? 
Best bet: always print the transaction receipt and keep it 
with your bank records until it shows up on your 
personal site and/or your bank statement. 

IV. CONCLUSION 

 From the research, it is important to recommend 
that banks should concentrate more on educating their 
customers about internet banking and the level of 
security. Customers who don’t use internet banking 
have very negative perception about the security issues. 
There is a need felt for the banks to promote online 
banking services and proper promotional activities are 
not taking place. Seminars should be conducted to 
educate people about the benefits of internet banking 
and to clear their negative perception about it. Print 
media and newspaper can also be used to educate people 
about internet banking. It is also recommended that to 
maintain customers’ regularity for visiting the website, 
information must be furnished in simple text and font. It 
is very important that customers should easily 
understand the content on the website. Navigation 
through internet banking should be simple and easy. 
There is a need for effective complaint management 
system can increase customers’ loyalty and trust on 
internet banking. Their queries should be solved as soon 
as possible. Customers who don’t use internet banking 
have more faith on conventional banking system than on 
internet banking. They have a perception that 

transferring money through internet banking involves a 
lot of risk because they lack trust on internet security. 
Another problem is that they have to face the problem of 
slow web interface which is not satisfactory from 
customer point of view. Sometimes network fails in the 
middle of their transactions, which makes them worried 
as to whether their transaction got completed or not. It is 
also concluded that customers lack knowledge about 
internet banking. The reason for this is that banks are 
not educating new customers about the benefits of 
internet banking. Customers also prefer conventional 
banking because they lack trust on the online security. 
They have a perception that online transaction is risky 
and frauds can take place. While on the other hand, the 
users of internet banking strongly prefer this branchless 
way of banking. They admit that customers can save 
time by banking online. There is no need to stand in 
queues to perform basic transactions. Ease of use is one 
of the most important factors. However some suggest 
that navigation through internet banking should be 
simple and easy. 

 This is also valid for the non users of internet 
banking. It has been observed that Internet banking is 
fundamentally changing the banking industry 
worldwide. Most of the developed nations prefer this 
mode of banking. The rise of internet banking will 
redefine business relationships and the most successful 
banks will be those that can truly strengthen their 
relationship with customers. 

V. RECOMMENDATIONS FOR FURTHER 
RESEARCH 

 A lot of research has been done on internet banking, 
but still there is need for more research to educate 
people about internet banking. Internet banking is still a 
new concept in India, though it has been here for quite 
some time. There are plenty of issues that need to be 
explored from various perspectives such as Comparison 
between banks to see what role the banks are playing 
individually to educate their customers.  

•  A research should be conducted from the banks 
point of view. 

•  Some comparisons between the Indian banks and 
foreign banks may be handy. 
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