Central bank of india ( R.B.l.)

Origins of the Reserve Bank of India

1926: The Royal Commission on Indian Currency and Finance recommendedyv creation of a central bank
for India.

1927: A bill to give effect to the above recommendation was introduced inv the Legislative Assembly,
but was later withdrawn due to lack of agreement among various sections of people.

1933: The White Paper on Indian Constitutional Reforms recommended thev creation of a Reserve
Bank. A fresh bill was introduced in the Legislative Assembly.

1934: The Bill was passed and received the Governor General’s assentv 1935: The Reserve Bank
commenced operations as India’s central bank onv April 1 as a private shareholders’ bank with a paid up
capital of rupees five crore (rupees fifty million).

1942: The Reserve Bank ceased to be the currency issuing authority of Burmav (now Myanmar).

1947: The Reserve Bank stopped acting as banker to the Government ofv Burma.

1948: The Reserve Bank stopped rendering central banking services tov Pakistan.

1949: The Government of India nationalised the Reserve Bank under thev Reserve Bank (Transfer of
Public Ownership) Act, 1948.

The functions of the Reserve Bank -

It can be categorised as follows:

1. Monetary policyv

2. Regulation and supervision of the banking and non-banking financialv institutions, including
credit information companies

3. Regulation of money,

4. forex and government securities markets as alsov certain financial derivatives

5. Debt and cash management for Central and State Governmentsv Management of foreign
exchange reservesv

6. Foreign exchange management—current and capital account managementv Functions of the
Reserve Bank Box 1

7. Banker to banks Bank

8. tothe Central and State Governments

9. Oversight of the payment and settlement systems

10. Currency management

11. Developmental role

12. Research and statistics

Organisation
1. Central Board of Directors —

2. Governor Deputy Governors
3. Executive Directors
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Central Board of Directors

The Central Board of Directors is at the top of the Reserve Bank’s organisational
structure. Appointed by the Government under the provisions of the Reserve Bank of
India Act, 1934, the Central Board has the primary authority and responsibility for the
oversight of the Reserve Bank. It delegates specific functions to the Local Boards and
various committees. The Governor is the Reserve Bank’s chief executive. The Governor
supervises and directs the affairs and business of the RBI. The management team also
includes Deputy Governors and Executive Directors. The Central Government nominates
fourteen Directors on the Central Board, including one Director each from the four Local
Boards. The other ten Directors represent different sectors of the economy, such as,
agriculture, industry, trade, and professions. All these appointments are made for a
period of four years. The Government also nominates one Government official as a
Director representing the Government, who is usually the Finance Secretary to the
Government of India and remains on the Board ‘during the pleasure of the Central
Government’. The Reserve Bank Governor and a maximum of four Deputy Governors
are also ex officio Directors on the Central Board.

Local Boards

The Reserve Bank also has four Local Boards, constituted by the Central Government
under the RBI Act, one each for the Western, Eastern, Northern and Southern areas of
the country, which are located in Mumbai, Kolkata, New Delhi and Chennai. Each of
these Boards has five members appointed by the Central Government for a term of four
years. These Boards represent territorial and economic interests of their respective
areas, and advise the Central Board on matters, such as, issues relating to local
cooperative and indigenous banks. They also perform other functions that the Central
Board may delegate to them.

Offices and Branches

The Reserve Bank has a network of offices and branches through which it discharges its
responsibilities. The units operating in the four metros — Mumbai, Kolkata, Delhi and Chennai
— are known as offices, while the units located at other cities and towns are called branches.
Currently, the Reserve Bank has its offices, including branches, at 27 locations in India. The
offices and larger branches are headed by a senior officer in the rank of Chief General Manager,
designated as Regional Director while smaller branches are headed by a senior officer in the
rank of General Manager.



Objectives:

The primary objectives of RBI are to supervise and undertake initiatives for the financial sector
consisting of commercial banks, financial institutions and non-banking financial companies
(NBFCs). Some key initiatives are: Restructuring bank inspectionse Fortifying the role of
statutory auditors in the banking systeme Legal Framework: The Reserve Bank of India comes
under the purview of the following Acts: Reserve Bank of India Act, 1934e Public Debt Act,
1944 Government Securities Regulations, 2007 Banking Regulation Act, 1949e Foreign
Exchange Management Act, 1999e Securitisation and Reconstruction of Financial Assets and
Enforcement of Security Intereste Act, 2002 Credit Information Companies(Regulation) Act,
2005e Payment and Settlement Systems Act, 2007

e Major Functions of RBI: Monetary Authority Formulating and implementing the national
monetary policy.e Maintaining price stability across all sectors while also keeping the objective
of growth.e Regulatory and Supervisory Set parameters for banks and financial operations
within which banking and financiale systems function. Protect investors interest and provide
economic and cost-effective banking to the public.e Foreign Exchange Management Oversees
the Foreign Exchange Management Act, 1999.e Facilitate external trade and development of
foreign exchange market in India.e Currency Issuer Issues, exchanges or destroys currency and
not fit for circulation.e Provides the public adequately with currency notes and coins and in
good quality.e Developmental role Promotes and performs promotional functions to support
national banking and financiale objectives. Related Functions Provides banking solutions to the
central and the state governments and also acts as theire banker. Chief Banker to all banks:
maintains banking accounts of all scheduled banks.e RBI Annual publications : Annual Report —
The annual report is a statutory report of the Reserve Bank of India that is released every year.
This report consists of valuation and progress of the Indian economy. Overview of the economy,
the working of the Reserve Bank during that year and the RBI’s projected vision and agenda for
the following year along with the annual accounts of the Reserve Bank Report on Trend and
Progress of Banking in India — This document is an assessment of the policies and progress of the
financial sector for the preceding year. Lectures — The Reserve Bank of India has constituted
three annual lectures. Two of these lectures are conducted by past Governors of the Reserve
Bank and one lecture is by a noted economist. Report on Currency and Finance — This report is
documented and presented by the staff of Reserve Bank of India bank and focusses on a
particular theme and presents a detailed economic analysis of the issues related to the theme.
Handbook of Statistics on the Indian Economy — This report is an important initiative by the
Reserve Bank to improve data distribution. It is a resourceful storehouse of major statistical
information. State Finances: A Study of Budgets — The report is an essential source of segregated
state-wise financial data and provides an analytical data-driven conceptualisation on the fiscal
position of state governments across India. These data inputs are used to analyse specific issues
of relevance. Statistical Tables Relating to Banks in India — This annual publication contains
holistic timeline data with regards to the Scheduled Commercial Banks (SCBs) of India. The
report also covers the information of balance sheets and performance indicators for each SCB in
India. The journal also includes segregated data sources on some essential factors relating to
bank-wise, bank group-wise and state-wise level of information. Basic Statistical Returns — This is
another data-focused yearly journal which represents complex information on the number of
offices, employees, deposits and credit of Scheduled Commercial Banks in minute levels of detail
such as, region-wise, state-wise and district-wise information. This information also trickles
down to the population and credit requirements in each bank.

RBI Policies :



Repo Rate

Repo or repurchase rate is the benchmark interest rate at which the RBI lends money to all
other banks for a short-term. When the repo rate increases, borrowing from RBI becomes more
expensive and hence customers or the public bear the outcome of high-interest rates. Reverse
Repo Rate (RRR)

Reverse Repo rate is the short-term borrowing rate at which RBI borrows money from other
banks. The Reserve Bank of India uses this method to reduce inflation when there is excess
money in the banking system.

Cash Reserve Ratio (CRR)

Cash Reserve Ratio is the particular share of any bank’s total deposit that is mandatory and to
be maintained with the Reserve Bank of India in the form of liquid cash.

Statutory liquidity ratio (SLR)

Leaving aside the cash reserve ratio, banks are required to maintain liquid assets in the form of
gold and approved securities. A higher SLR disables the banks to grant more loans.

Payment System Initiatives:

The Reserve Bank has taken many steps towards initiating and updating secure and
sustainable methods of payment systems in India to meet public requirements. Currently,
payment methods in India consist of paper-based instruments, electronic
instruments and other instruments, such as pre-paid system (e-wallets), mobile internet
banking, ATM-based transactions, Point-of-sale terminals and online transactions.

Paper-based Payments:

e Use of paper-based instruments such as cheques and demand drafts accounts for
nearly60% of the volume of total non-cash transactions in India. These forms of
payments have been steadily decreasing over a period of time due to the electronic
modes of payments gaining popularity due to the comparative convenience, safety and
overall efficiency.

e Magnetic Ink Character Recognition (MICR) technology was introduced by RBI in the
paperbased payment method for speeding up and bringing in efficiency in the
processing ofcheques.

e A separate clearing system for paper-based payment method was introduced for
clearingcheques of high-value ranging from rupees one lakh and above. Also, the
introduction of cheque truncation (CTS) system restricts the physical movement of
cheques and utilises images for enhanced secure payment processing.

Electronic Payments:

The initiatives taken by the Reserve Bank in the domain of electronic payment systems are
immense and vast.

The types of electronic forms of payment by the RBI are as follows: Electronic
Clearing Service (ECS) — This enables customer bank accounts to be credited with

¢ a specified value and payment on a set date. This makes EMIs, or other monthly bills hassle
free. National Electronic Clearing Service (NECS) — This facilitates multiple advantages to

e beneficiary accounts with destination branches against a single debit of the account of the

sponsor bank. Electronic Funds Transfer (EFT) — This retail funds transfer system was to enable
an account



te holder of a bank to electronically transfer funds to another account holder with any other
intermediate or participating bank. National Electronic Funds Transfer (NEFT) — A secure system
to facilitate real-time fund

e transfer between individuals/corporates. Real Time Gross Settlement (RTGS) — A funds
transfer function in which transfer of money

o takes place from one bank to another on a real-time basis without delaying or netting with any
other transaction. Clearing Corporation of India Limited (CCIL) — This system is for banks,
financial institutions,

e non-banking financial companies and primary dealers, to serve as an industry service
mechanism for clearing settlement of trades in money market, government securities and
foreign exchange markets. The RBI (Reserve Bank of India) has made changes to the Prepaid
Payment Instruments

¢ (PPI) also know as e-wallets. These changes include KYC —known your customer compliance.
KYC is the process of collecting user details by the service provider and verifying the same with
the respective government bodies.

Reference: https://cleartax.in/s/rbi-reserve-bank-of-india
https://en.wikipedia.org/wiki/Reserve_Bank_of_India



