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Origins:
e 17th Century:
o The story begins with institutions like the Swedish Riksbank (1668) and the
Bank of England (1694). These early central banks often emerged to finance
government debt.
o Initially, they functioned much like commercial banks, but gradually took on
public responsibilities.
o Early Functions:
o These institutions began by managing government finances and issuing
banknotes.
o They also started to act as "lenders of last resort," providing emergency funds
to other banks during crises.

19th and Early 20th Centuries:
e Growing Role:
o Central banks began to focus more on maintaining monetary stability.
o The concept of regulating the money supply to control inflation and promote
economic growth gained traction.
e The Gold Standard:
o Many central banks operated under the gold standard, which tied their
currencies to gold reserves.
e Increased Regulation:
o Central banks started to increase their regulatory oversight of commercial
banks.

20th and 21st Centuries:
o Post-World War I and II:
o The world wars led to significant changes in the role of central banks.
o Governments took greater control over monetary policy to manage economic
recovery.
e Focus on Monetary Policy:
o Central banks increasingly focused on using monetary policy tools, such as
interest rates, to achieve macroeconomic goals.
o The goal of price stability (controlling inflation) became a primary objective.
o Financial Stability:
o Inrecent decades, central banks have also emphasized their role in
maintaining financial stability.
o This includes supervising banks, managing systemic risk, and preventing
financial crises.
e Modern Central Banking:
o Today, central banks are key players in the global economy.
o They strive to balance competing objectives, such as price stability, economic
growth, and financial stability.
o The digital age, and the rise of digital currency, is also forcing central banks to
evolve their policies.



Evolution of RBI in India

1. Foundation and Early Years (1935-1949):
o Establishment:

o The RBI was established on April 1, 1935, based on the recommendations of
the Royal Commission on Indian Currency and Finance (Hilton-Young
Commission).

o The Reserve Bank of India Act, 1934, provided the legal framework for its
operations.

o Initially, it was a privately owned shareholders' bank.

o Early Functions:

o Regulating the issue of banknotes.

o Maintaining reserves to ensure monetary stability.

o Operating the country's credit and currency system.

o Acting as the government's banker.

o Nationalization:

o In 1949, the RBI was nationalized, becoming fully owned by the Government
of India. This marked a significant shift, aligning the central bank's objectives
with national economic goals.

2. Post-Independence and Planned Economy (1950s-1980s):
o Developmental Role:
o The RBI played a crucial role in supporting India's planned economic
development.
o It focused on promoting agricultural and industrial finance, and fostering the
growth of the banking sector.
o This era saw increased government control over the financial sector, with the
RBI playing a central role in implementing government policies.
o Bank Nationalization:
o The nationalization of commercial banks in 1969 and 1980 further increased
the RBI's regulatory and supervisory responsibilities.

3. Liberalization and Reforms (1990s-Present):
o Economic Liberalization:
o The economic reforms of the 1990s led to significant changes in the RBI's
role.
o The focus shifted towards market-based instruments of monetary policy, and
greater emphasis was placed on price stability.
o Financial Sector Reforms:
o The RBI implemented various reforms to strengthen the financial sector,
including:
* Prudential norms for banks.
* Development of financial markets.
= Strengthening of the payment and settlement systems.

e Modern Challenges:
o Inrecent years, the RBI has faced new challenges, such as:
= Managing inflation in a globalized economy.
» Maintaining financial stability in the face of increasing complexity.
= Adapting to the digital revolution in finance.
» The adoption of the monetary policy committee, has also changed how
monetary policy is created.



RBI Organisational Structure:

The Reserve Bank of India (RBI) has a hierarchical and well-defined organizational structure
designed to effectively carry out its diverse functions.

1. Central Board of Directors:
e This is the apex body that governs the RBI's affairs.
e It consists of:

o
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The Governor

Four Deputy Governors
Government nominees

Directors representing local boards
Other experts.

e The board is responsible for:

o
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Overall policy direction.
Supervision of the RBI's operations.
Approving the annual budget.

2. Governor and Deputy Governors:
e Governor:

o

o

o

The Chief Executive Officer of the RBI, appointed by the Central
Government.

Responsible for the overall management and direction of the RBI.

Plays a crucial role in monetary policy formulation and implementation.

e Deputy Governors:

o

o

Appointed by the Central Government.
Each Deputy Governor is responsible for specific functional areas, such as
banking supervision, monetary policy, or financial markets.

3. Departments:
o The RBI's operations are carried out through various departments, each specializing in
a specific area. Some key departments include:

o

Department of Regulation (DOR): Responsible for regulating commercial
banks and cooperative banks.

Department of Supervision (DOS): Responsible for the supervision of
commercial and co-operative banks, and non-banking financial companies.
Monetary Policy Department (MPD): Formulates and implements monetary
policy.

Department of Government and Bank Accounts (DGBA): Handles
government banking and public debt management.

Foreign Exchange Department (FED): Manages foreign exchange reserves
and operations.

Department of Payment and Settlement Systems (DPSS): Oversees
payment and settlement systems.

Department of Currency Management (DCM): Manages currency issuance
and circulation.

Reserve Bank Information Technology Private Limited (ReBIT): Handles
the technology involved with the RBI.

And numerous other departments handling legal, human resources, and other
vital functions.



4. Local Boards:
o The RBI has local boards in Mumbai, Kolkata, Chennai, and New Delhi.
e These boards represent regional economic interests and provide input to the Central
Board.

5. Training Establishments:
o The RBI has training establishments like the Reserve Bank Staff College and the
College of Agricultural Banking to provide training to its staff and other professionals
in the financial sector.

Summary:

e Centralized Control: The Central Board and the Governor provide overall direction
and control.

o Decentralized Operations: The various departments and local boards ensure efficient
execution of functions.

o Specialized Expertise: Each department has specialized expertise in its respective
area.

o Independent Oversight: The RBI maintains a degree of independence from the
government, particularly in monetary policy formulation.



FUNCTIONS OF RBI

The Reserve Bank of India (RBI) serves as the central bank of India, and its functions are
crucial for maintaining the country's economic and financial stability.

1. Monetary Authority:
e Formulating and Implementing Monetary Policy:

o The RBI is responsible for controlling the money supply and credit in the
economy.

o It uses various tools, such as interest rates (repo rate, reverse repo rate),
reserve requirements (CRR, SLR), and open market operations, to achieve its
monetary policy objectives.

o The primary objective is to maintain price stability (control inflation) while
supporting economic growth.

2. Regulator and Supervisor of the Financial System:
o Banking Regulation and Supervision:
o The RBI sets the rules and regulations for banks and other financial
institutions.
It supervises their operations to ensure their stability and soundness.
This includes licensing banks, setting capital adequacy requirements, and
conducting inspections.
o The aim is to protect depositors' interests and maintain public confidence in
the financial system.
e Regulation of Non-Banking Financial Companies (NBFCs):
o The RBI also regulates and supervises NBFCs, to maintain financial stability.

3. Issuer of Currency:
e Currency Issuance and Management:
o The RBI has the sole right to issue banknotes in India, except for one-rupee
notes and coins, which are issued by the Government of India.
o It manages the circulation of currency, ensuring an adequate supply of clean
and genuine banknotes and coins.

4. Manager of Foreign Exchange:
o Foreign Exchange Management:
o The RBI manages India's foreign exchange reserves.
o Itregulates foreign exchange transactions to facilitate external trade and
payments.
o It aims to maintain a stable exchange rate for the Indian rupee.

5. Regulator and Supervisor of Payment and Settlement Systems:
o Payment and Settlement Systems:
o The RBI oversees the country's payment and settlement systems, such as
RTGS, NEFT, and UPI.
o It promotes the development of safe and efficient payment mechanisms.



6. Banker to the Government:
e Government Banker:
o The RBI acts as the banker to the central and state governments.
o It manages government accounts, handles public debt, and provides financial
advice to the government.

7. Banker to Banks:
¢ Banker to Banks:
o The RBI acts as the banker to commercial banks.
o It maintains their accounts, provides them with credit, and acts as the lender of
last resort.

8. Developmental Role:
o Developmental Functions:
o The RBI plays a role in promoting financial inclusion and supporting the
development of the financial sector.
o It also works to provide better financial education to the public.



RBI Control over NBFC

The Reserve Bank of India (RBI) plays a crucial role in regulating and supervising Non-
Banking Financial Companies (NBFCs) to maintain the stability of the financial system.

Key Regulatory Mechanisms:

Registration and Licensing:

o NBFCs must obtain a Certificate of Registration from the RBI to operate. This

allows the RBI to control entry into the sector.
Prudential Norms:

o The RBI sets prudential norms for NBFCs, including capital adequacy
requirements, asset classification, and provisioning norms. These norms aim to
ensure the financial soundness of NBFCs.

Scale-Based Regulation (SBR):

o The RBI has implemented a Scale-Based Regulation framework, which
categorizes NBFCs into different layers (Base, Middle, Upper, and Top) based
on their size, activity, and risk profile. This allows for differentiated
regulation, with stricter requirements for larger and more systemically
important NBFCs.

Liquidity Risk Management:

o The RBI has put in place liquidity risk management frameworks to ensure that
NBFCs maintain adequate liquidity to meet their obligations. This includes
requirements for maintaining liquidity coverage ratios and conducting stress
tests.

Corporate Governance:

o The RBI sets guidelines for corporate governance in NBFCs, including
requirements for board composition, risk management committees, and
internal controls.

Inspection and Supervision:

o The RBI conducts inspections and supervises NBFCs to assess their

compliance with regulations and their financial health.
Prompt Corrective Action (PCA) Framework:

o The RBI has implemented a PCA framework for NBFCs, enabling supervisory

intervention when NBFCs breach certain risk thresholds.
Regulations on Deposits:

o The RBI regulates the acceptance of public deposits by NBFCs, setting limits

and conditions to protect depositors' interests.
Monitoring and Reporting:

o NBFCs are required to submit regular reports to the RBI, providing
information on their financial performance and operations. This allows the
RBI to monitor the sector and identify potential risks.



RBI Currency Issuance

The Reserve Bank of India (RBI) holds a significant monopoly regarding the issuance of
currency within India. This is a fundamental function of a central bank, and it plays a vital
role in maintaining the country's monetary stability.

Key Points:
e Sole Authority:
o The RBI has the sole right to issue banknotes in India, with the exception of
one-rupee notes and coins.
o This authority is granted through the Reserve Bank of India Act, 1934.
e Legal Tender:
o The currency notes issued by the RBI are legal tender, meaning they are
officially recognized as a valid means of payment.
e Currency Management:
o The RBI is responsible for managing the circulation of currency, ensuring that
there is an adequate supply of clean and genuine banknotes.
o This includes the printing, distribution, and withdrawal of currency.
o Exceptions:
o It's important to note that one-rupee notes and all coins are issued by the
Government of India's Ministry of Finance.
e Minimum Reserve System:
o The RBI uses the minimum reserve system. This system allows the RBI to
issue currency while maintaining reserves of gold and foreign currency.

Why This Monopoly Exists:
e Monetary Stability:
o Centralized control over currency issuance is essential for maintaining
monetary stability.
o It allows the RBI to regulate the money supply and control inflation.
o Prevention of Counterfeiting:
o A central authority reduces the risk of counterfeiting, which can undermine the
integrity of the currency.
o Efficient Currency Management:
o A single issuer ensures efficient management of the currency supply,
distribution, and withdrawal.
o Public Confidence:
o It helps to build and maintain public confidence in the national currency.



