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1. Introduction " g

2. Need for the Reserve Bank
3. Functions of Reserve Bank of Indj,
1. Trad;itiunal, Promotional g4 Stipe,,
Functions TPy
4. Role of RBI in Agricultural Financing 45,
Development
5. The Monetary and Credit policy
Bank ratio, Repo rate, Liquidity Adjustmen Fagi,
Interest Rate Policy, Prime lending rate, Tye,,
management.
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o recommended the establishment OtﬂCe,

e o . v Q0 he Imperi al Bank was

Bank of Bengal and Bihar. In 1921, the ImpeTlk ‘W}

:nd it performed certain central banking functions. But the Imp&
10 carain d *

a.:_-'u... It DU I
N ‘ ~d in its central banking functions. In 191\, |

Bank could not succe
ilion Youne Commission strongly rec ~ommended the exmbhahmf
of a Central é“& in the country. In 1927 3 bill was introduced | ‘ﬂt

lian Legislanve A ssembh to establish a gold standard currey,
nstitute a Rexer\ e Bank of lndla Thereaﬁ{-I

IFT 3

Reserve Bank of Ind:a (transfer to public ownersh Ip) Act was pa

in September 1948 under which the ownership of the bank was p
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- Separation of the functions: Before (he est
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ihe hands of the Government of India with ¢ffec from 1t
L into the NaTEs

anuary

NEED FOR THE RESERVE BANK:

To secure monetary stability: The preamble to the Reserve
Bank of India Act states that it wag expedient to constitute g
Reserve Bank for India "to regulate the issue of bank notes
and the keeping of reserves with a view (o secure monetary
stability in India and generally (o operate the currency and
credit system of the country to its advantage",

ablishment of
the Reserve Bank, currency was issued by the Government of

India and Credit was regulated by the Imperial Bank of India.
The separation of these two functions was found 1o be defective
from the point of view of economic development of the country,
Hence the need was felt for the establishment of a Central
Bank performing both these functions.

. To maintain the interna! and external value of the rupee:

The establishment of a Central Bank was found to be necessary
to maintain the internal and external value of the rupee. A
Central bank has the means of securing monetary stability
because it has the sole right of note issue and the power to
adopt an appropriate credit policy.

Transfer of responsibilities: The white paper on
Constitutional Reforms made it a condition that a Central Bank
should be established, if the responsibilities were to be
transferred from the British to the Indians. It stated that, "no
room should be left for doubts as the ability of India to maintain
her financial stability and credit, both at home and abroad".
To remove the structural instability: A Central Bank was
found to be hecessary to remove the structural instability of
the banking system. In the absence of a Central Bank, each
Commercial bank will have to ensure liquidity of'its assets and
Mmust maintain adequate reserves. This multiple reserve system
is highly disadvantageous as compared with the single reserve
system under which the various Commercial Bank's reserves
are pooled at the Central Bank. A single reserve system is
efficient, economical, mobile and elastic.
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N FUNCTIONS OF RESERVE BANK

The RBI perfm ms large number of
RBI can be conveniently classified

and C. Supervisory Functions.

Table 3.1 : Functions of Reserve

funcllons The [u,
as A, Traditiong|

Bank of Ingj,

|L

SO 4
OF IN Q'*

ct'On

B. py .

A) Traditional

B) Promotional

Functiong

_ Functions Functions
[. Monopolyof | 1. Promotional of
note issue. banking habit and

expansion of
banking systems.

i Grantinglicence;
to banks, |

Banker to the
Government,
determine

2. Provides refinance

for export promotion.

2. Inspect alm ’
enquiry or positiop :
in respect of ||
matters under

‘various sections

of RBI and
Banking Regula-
tion Act,
F 3. Agent and advi{ 3. Expansion of faci- | 3. Implementation of 3
ser to the Gov- lities for the provi- Deposit Insurance
sion of agricultural scheme. :

ernment.

credit through
NABARD.
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I/Bmhe 4. E.x'tension of faci- | m\
" ks lities 1:"0r the s.mall of the work of
scale industries. commercial banks.
m as the J. Helping the co- 5. Giving directives
clearing house operative sector. 10 commercial
of the country. banks.
6. Lender of last |6. Prescription of 6. Control the non-
resort. minimum statutory banking finance
requirements. corporations.
7. Controllerof  |7. Innovations in 1. Ensuring the
credit and forex.|  banking business. health of financial
system through
on-site and off-
| site verifications.
8. Custodian of
foreign exchange
reserves.
9. Maintaining the
external value
of domestic
currency.
10. Ensures the
Internal value
___of currency.
1. Publishers the
Economics
statistics
and other
infromation,
12 Rinhtn amot. ..
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_. The RBI functions on the traditional lines are 4 foll
Ws.

1. Monopoly of Note Issue: In terms of Sect;o 2,
Reserve Bank of India Act, the RBI has been gjye,, theg
function of note issue on a monopoly basis. The ote
India was originally based upon "Proportional Reserves ,_
When it became difficult to maintain the reserve proportiy” N
it was replaced by "Minimum Reserve System" Accom[: |
the RBI Amendment Act of 1957, the bank should now mgj ﬁl -
a minimum reserve of Rs.200 crores worth of gold cojyg 4
bullion and foreign securities, of which the value of gold shog}
be not less than Rs. 115 crores. The Government of India sy, |
rupee coins in the denomination of Rs. 1, 2 and 10 pubj; |
These coins are required to be circulated to public only throyg|
Reserve Bank under Section 38 of the RBI Act. The Ry}
presently issues notes of denominations Rs. 10 and aboy |
RBI manages circulation of money through currency chest |
Originally, RBI issued currency notes of Rs.2 and above.

However, due to higher cost of printing small denomination |
notes these denominations are now coinised and issued by

e e S i

‘“ln |

e

Government.
Banker to the Government : The RBI acts as banker to the
Government under Section 20 of RBI Act. Section 21 provides §
that Government should entrust its money remittance, exchange
and banking transactions in India to RBI. Under Section 21A
RBI has to conduct similar transactions on State Governments
also. RBI earns no income by conducting those functions but"l
earns commissions for managing the governments public debt.
Where RBI has no branch, SBI or its subsidiaries are appointe d 4
as agents and sub-agents under Section 45 of the RB] Act
Agency Banks receive commission on al] transactlons
conducted on turnover basis. The RBI extends’ ways. a8
means' advances to Central and State Governments

b b TR eed A e A duraammanso f‘UMA\ 'f 1O o~ "
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3. Adviser to Government : It also acts as adviser to
Government on economic and financial matters. In brief banker
to the Government the £.BI renders the following functions

a) Collects taxes and makes payments on behalf of the
Government.

b) Accepts deposits from the Government.

¢) Advises governments on their borrowing programmes.

d) Keep the accounts of various Government Department.

¢) Collects cheques and drafis deposited in the Government
accounts.

f) Provides short-term loans to the Government.

o) Provides foreign exchange resources to the Government.

h) Maintains currency chests in treasuries at some
importance places for the convenience of the government.

i) Maintains and operates Central Government's IMF

accounts.

4. Agent and Adviser to the Government : The RBI acts as

the financial agent and adviser to the Government. It renders
the following functions:

a) As an agent to the Government, it accepts loans and

manage public debts on behalf of the Government.

b) It issues Government bonds. treasury bills, etc. |
¢) Acts as the financial adviser 10 the Government In all
" important economic and financial matters.

' 5. Banker's Bank : The RBI acts A ba_nker to' = SChefalg::
banks, Commercial banks including foreien banl\sﬁlgoi-glf to be
banks and Regional Rural Banks (RRBs) are €lig
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0. Acts as National Clearing House : RBI acts as the Clearipy
house for settlement ol banking transactions. This Iimcrin,,(,_,'-
clearing house enables the other banks to seftle their inter ban
claims casily. Further it facilitates the settlement cconomically,
Where the RBI has no offices of its own, the function of clearing
house 1s carried out in the premises of the State Bank of India,
The entire clearing house operations carried on by RBI are
computerised. The inter-bank cheque clearing settlement is

done twice a day. There is a separate route for clearing high

value cheques of Rs. 1.00 lakh and above. Cheques dmw;'l‘(m |
banks in metropolitan cities are cleared on the same d;-ny: The |
RBI carries out this function through a cell known as National

Clearing Cell.
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. Lender of Last Resort : The RBI acts as a lender of last
| resort. AS such, if the commercial banks are not able to get

financial assistance from any other sources, then as a last resort,

they can approach the RBI for the necessary ﬁnanciai

assistance. In such situations, the RBI provides credit facilities
. tothe commercial banks on eligible securities including genuine
" trade bills which are usually made available at Bank Rate.
RBI rediscounts bills under Section 17(2) and 17(3) and grants
advances against securities under Section 17 (4) of RBI Act.
The RBI now mainly provides refinance facilities as direct

assistance. Rediscounting of bills fall under the following

categories :
i) Commercial Bill.
i) Bills for Financing Agricultural operations.
iii) Bills for Financing Cottage and Small Scale Industries.
iv) Bill for holdingor trading in Government securities.

v) Foreign bills.
As lender of last resort the RBI facilitates the following:
(a) Provides financial assistance to commercial banks at the
time of financial needs.
(b) Ithelpsthe commercial banks in maintaining liquidity of
their financial resources.
(¢) Enablesthe commercial banks to carry out their activities
with minimum cash reserves.
(d) Asa lender of last resort, the RBI can exercise full control
over the commercial banks.
8. Credit Control : The RBI controls the credit creation by
commercial banks. For this, the RBI uses both quantitative

—

and qualitative methods. . T
. : F }"1'—\.‘_1‘('\
a) Quantitative Methods : CD?/"}; =52
i . A e,
i) Bank Rate Policy - VN A
= . / ,‘-'\&“4'{;__ %
i) Open Market Operations MG G %, Yy,
- = i . _)"_1 J" "_\_‘ / 0
iiiy Variation of Cash Reserve Ratio Z}xc N
\g‘:ﬂ Fricand
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b) Qualitative Methods !
D) Fixing Margin Requi
i Regqulation of consuitt

l’\‘ﬂ\i‘lll-‘i
\'n q‘l'\‘tl“

i Rationing of eredit
iv) Moral Suasion
v) lssue of DirecHives

vi) Publicity’
vil) Direct Action, ‘
9. Custodian of Foreign Exchange Reservess Phe Riy Wy P
an of foreign oxchiange reserves, Al mlmpmlv -
av help maintain foreign exchange ."”"""'- I oy, f
) ae fluctuations in the rates 1Cmay by gy
arrencies depending upon the situations, Iy, |
ney (o build up adequalte reserves op 0 :

arrest umwarranted sise in the value of rupee which may
due to sudden inflow of foreign currencics into Inclia. 1ty
also buy and sell foreign currencies in international markeffo
switch the portfolio of investments denominated in differen

es depending upon circumstances and
assels of RBI, whicl

as the custodi
reserves m
to minimise the und
sell foreign ¢
buy the foreign curre

T

international currenci
The value of foreign currency
st portion in India's Foreign Currency reserves
even on daily basis depending upon ruling
s, intervention

needs.
form the large
is subject to changes
exchange rates, inflow and outflow of currencie

policy of the RBI, etc.

10. Foreign Exchange Control: When a country face
of Payment problems it controls the whole gamut of fores
(foreign exchange) transactions and regulates payment systein
for its advantage. Ever since the beginning ol Second World
War in 1939 India faced shortage of forex for its developmen
and growth. A Foreign Exchange Regulation Act was originally

put in operation from March 1947 and later a new act known
as Foreign Exchange Regulation Act (FERA) 1973 web
introduced from 11 January 1974. Under this Act RBI s
empowered to regulate foreign exchange oul g0 and inflow,
for example. we cannot buy everything we need (rom abroad
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12.

13.

Maintaining the Value of Currcncy: ’

operation of credit control and price stabilj

'he RBJ by its
internal

ty, maintains the

ures its stability.
External Value of Rupee: As per the RBJ Act, the Bank is
also required to maintain external, value of the Rupee. It,
however, depends upon many factors like inflation levels,
interest rates balance of payments situation, etc., ruling in
different countries on which RBI does not have control. Earlier,
till 1993 the RBI use to prescribe the Exchange Rate of Rupee.
The external value of rupee is now determined by market
forces. RBI by virtue of its position as the Central Bank of the
country and custodian of large for

€X reserves can influence
the level of External Value in the short run.

Publishes the Economic Statistics and Other Information:
The RBI collects statistics on economic and financial matters.

It publishes periodically an analytical account of the operations
of joint stock and co-o

fi

value of domestic currency and ens

perative banks. It presents the online
nancial position of the government and companies. The

publications like the report on currency and finance, the report
on the trend and progress of banking in India, lite review of Cco-
operative movement present a critical account and a balanced

review of Banking developments commercial, economic and
financial conditions of the country.
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" B) promotional F unctions :
" Theseare non-monetary functions of RBI . They are "
|

{. Promotion of Banking Habits : In order to prop, b

C o |
habits among the people the RBI has set up Depogjg Inszm‘k‘--
T

Corporat

on in 1962, Unit Trust of India in 1964, ID&:\-
1964, the Agricu

Itural Refinance Corporation in 1963, . {
Reconstruction Corporation of India in 1972, NABARD;, ;E. .;
and the Natl it

onal Housing Bank in 1988, etc. It has help |
bring into existence several industrial finance corporatiop su{. :

as Industrial Finance Corporation of India, Industrial (y/

and Investment Corporation of India for industrialisation ofy}

country.
Provides Refinance for Export Promotion : The RBI |

the initiative for widening facilities for the provision of finan

for foreign trade particularly of exports.

The Export Credit and Guarantee Corporation (ECG) and Exir
Banks render useful services in this regard. To encourag|
exports the RBI is providing refinance facilities for export credi}
given by commercial banks. Further the low rate of interestoj
export credits are be levied by RBI. EXIM Bank extends lon
term finance to project exporters and foreien currency creditf
for promotion of Indian exports. z E
3. Financial Facilities for Agriculture : The RBJ exten®
indirect financial facilities to agriculture throy ah NABA‘RD. It
provides short-term and long-term financiZI facilities ©
agriculture and allied activities. Indian agricyjtyr- a'c; lld ¥
starved of a cheap credit but for the institutjon ] S B ol B
isation of rurdt &

credit by RBIL.
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< ceping this in View. RBI has directed commercial banks to
egeplils

specialised 551 bank branches to provide adequate

open . )
¥ ] and technical assistance to 551 branches.

financi
Helps Co-operative Sector: RBIhelps to State Co-operative

Banks by connecting the cooperative sector with the main
banking system of the country. The finance is mostly routed
through N ABARD. This way the financial needs of agricultural

sector is taken care of by RBI.

6. Prescription of Minimum Statutory Requirements for
Banks: The RBI prescribes the minimum statutory requirement
such as, paid up capital, reserves, cash reserves, liquid assets,
etc. RBI prescribes reserves requirements both under Banking
Regulation Act and RBI Act to ensure different objectives.
For example, SLR prescription is done to ensure liquidity
position of the bank. eRR prescription is done to have effective
monetary control and money supply. Statutory Reserves
Appropriation is done to ensure sound banking system, etc. It
also asks banks to set aside provisions against possible bad
loans. With these functions, it exercises control over the
monetary and banking systems of the country to ensure growth,

price stability and sound banking practices.

'
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anking practices.
C) Supervisory Functions:
B'y supcr\/lsm'y fu 1‘101_10113 RB‘I controls and administers the entire
financial and banking systems of the coy ntry.
1. Granting Licence to Banks: icences are required to open
new branches or closure of branches. The RBJ grants licence
to the banks, which like to commence their business in India.
With this power RBI can ensure avoidance of unnecessary
competitions among banks in particular location evenly growth
of banks in different regions, adequate banking facility to various
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. Implementing the Deposit Insurance Scheme : Rpj |

. Periodical Review of the 'Workin

. Controls the Non-Bankin

g o, This power also hclp'RBl o weed gy
rcglﬂl::- (rom starting hanking business.

ion of Ingpection "“fj Ef'q“"'.Y 3.RBI ingpe .|
in respect of various matters coyey, p -ua,,d |
ations Act and RBI Ac't. The f“Spec[iondﬁ .
ks and financial institutions are cop duCtnf'ﬂ
sions contained in Banking Regulaﬁon nf
banking, operations like loans and 5 el ql
functions and other banking Seryi,
RBI ensures that the banks and f;

undesiir

peopl

makes enquiry
Banking Regul
commercial ban |
(erms of the provi
These refer to their
deposits, investment

Under such inspection 11 - - nangi |
institutions carry on their operations In a prudential Manpg, |

without taking undue risk but airqing at Pf‘Oﬁt maXimiSatio,;
within the existing rules and regulations. This type of inspecgi, §
is carried on periodically once a year or tWo covering :
branches of banks. Banks are obliged to take remedial meagyrg, |
on the lapses / deficiencies pointed out during inspection, |

|

Implements the Deposit Insurance Scheme for the benefit of
bank depositors. Under this system, deposits up to Rs. 1.0(
lakh with the bank branch is guaranteed for payment: Deposits
with the banking system alone is covered under the scheme.
For this purpose banking system include accounts maintained
with commercial banks, co- operative banks and RRBs.

- g of the Commercial
Banks: The RBI periodically reviews the work done by

commercial banks. It takes suitab]e steps to enhance the

efficiency of the banks and make vari 1

. 10us [ ¢
implement programmes for the vye .. policy changes and

. , b , :
for improving the banking system as a f\:l'l]f]zf the nation an.df{-,

. g Financj
(NBFC) : RBI issues necessary direcl:;:)lr?sl

conducts inspections through which jt exercj
Ci

such institutions. NBFCs requi
: ' ; quire a permjgq;
thelroperanons.) e

Corporations’;' |
to the NBFC. It “§
S€S contro] over
on from RBJ for &
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