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Abstract 

The RBI is the central bank of India, which means it is responsible for managing the country’s 

monetary policy, regulating the financial sector, issuing currency, overseeing foreign exchange, and 

serving as the Indian government’s bank. The RBI has a mandate to maintain price stability, support 

economic growth, and ensure financial stability in the country. The RBI supports the shift to a low-

carbon economy as one of the ways it contributes to economic sustainability. To evaluate the condition 

and preparedness of the top scheduled commercial banks in India, the RBI also conducted a study on 

climate risk and sustainable finance. The RBI also promotes financial inclusion and growth in order to 

maintain economic sustainability. The RBI has implemented a number of initiatives to increase the 

unbanked and underbanked populations' access to formal financial services, including granting licenses 

to small finance banks, payments banks, and microfinance companies. The RBI has also started 

programs to increase public awareness of financial literacy and consumer protection. Facilitating 

innovation and digital transformation in the financial industry is the RBI's third strategy for boosting 

economic sustainability. In order to increase efficiency, security, and convenience in banking and 

payments, the RBI has promoted the adoption of innovative technologies such as fintech, blockchain, 

artificial intelligence, and cloud computing. Additionally, the RBI has established regulatory sandboxes 

that allow for regulated testing of novel goods and services. These are only a few of the functions that 

the RBI performs to help shape the Indian economy and guarantee its long-term viability. However, 

there are a great deal more factors and difficulties that the RBI must overcome in order to achieve its 

goals. 
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Introduction 

Evolution of Reserve Bank of India 

The Reserve Bank of India (RBI) was established in the year 1935 in accordance with the 

Reserve Bank of India Act, 1934. The Reserve Bank of India is the central Bank of India 

entrusted with the multidimensional role. It performs important monetary functions from 

issue of currency note to maintenance of monetary stability in the country. Initially the 

Reserve Bank of India was a private shareholders company which was nationalized in 1949. 

Its affairs are governed by the Central Board of Directors appointed by the Government of 

India. Since its inception the Reserve Bank of India had played an important role in the 

economic development and monetary stability in the country. 

The Royal Commission on Indian Currency and Finance appointed on August 25, 1925 has 

suggested the establishment of the Central Bank in India, later the Indian Central Banking 

Enquiry Committee, 1931 stressed the establishment of the Central Bank in India. The 

Reserve of Bank was established on April 1, 1935 under the Reserve Bank of India Act, 

1934.The main object of Reserve of India is, “to regulate the issue of Bank notes and the 

keeping of reserves with a view to securing monetary stability in India and generally to 

operate the currency any credit system of the country to its advantage” The Reserve Bank of 

India was established as a private shareholder’s bank. The Central office of Reserve Bank of 

India was initially located in Calcutta which was later shifted to Bombay. The Reserve Bank 

of India issued first of its currency notes in January 1938 in de nomination of Rs.5 and Rs.10 

and later in the same year denomination of Rs.100, Rs.1000 and Rs.10000 were issued Post 

Independence the Reserve Bank of India was nationalized in the year 1949 through the 

Reserve Bank (Transfer of Public Ownership) Act, 1948 and all shares were transferred to
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Central Government. The Reserve bank of India is 

constituted for the management of currency and for carrying 

the business of banking in accordance with provisions of the 

Act. It is a body corporate having perpetual succession, 

common seal and can be sued or sue in its name. The 

general supervision and direction of the affairs of the 

Reserve Bank is entrusted with Central Board of Directors. 

 

Composition of Central Board  

The Central Board consists of Governor, deputy Governor, 

Ten Director nominated by the Central Government and two 

Government official nominated by the Central Government. 

The deputy Governor and Director are eligible to attend 

meeting of the Central Board but are not entitled to vote. 

The Governor and deputy Governor hold office for term of 

five years and are entitled for a re - appointment. The 

Directors are appointed for a term of four and hold office 

during the pleasure of the president. The meeting of the 

Central Board is convened at least six times in a year. 

 

Composition of Local Board  

A local board is formed in each four zones consisting of five 

members which are appointed by the Central Government. 

There is Chairperson of the Board who is elected among the 

member. The members of the Board have a hold office for a 

term of four years and eligible for reappointment. The Local 

Board advice on matters referred to it by the Central Board 

and performs duties delegated to it by the Central Board. 

 

Role and Responsibilities of Reserve bank of India 

Banker to Government 

The Reserve Bank of India accepts and makes payment on 

behalf of Central Government. It carries out its exchange, 

remittance, management of public debt and other banking 

function of the Central Government. The Central 

Government entrusts its money, remittance, exchange and 

banking transactions in India with the Reserve Bank of 

India. It deals in repo or reverse repo.  

 

Right to Issue Bank note  

The Reserve Bank of India has the sole right to issue bank 

notes in India. The bank notes are legal tender guaranteed 

by the Central Government. The issue of bank note is 

conducted by a separate department called issue department. 

The Central Government on the recommendation of Central 

Board specifies denomination of bank notes including 

discontinuance of bank notes. The Central Government 

approves design, form and material of Bank notes on 

consideration of recommendations of the Central Board. 

 

Formulates Banking policy  

The Reserve is empowered to formulate banking policy in 

the interest of the public or depositors banking policy in 

relation to advances and provide direction on the purpose of 

the advances, margins to be maintained in a secured 

advance, the maximum amount of advance may be made, 

the rate of interest, terms and conditions for advances or 

guarantees may be given. 

 

Licensing Authority 

The Reserve Bank of India is empowered to grant license to 

commence banking business in India, including the power to 

cancel a license granted to a banking company. A petition 

was filed under Article 226 of the Constitution, challenging 

the constitutional validity of section 22 of the Banking 

Companies Act, 1949. Section 22 empowers, Reserve Bank 

of India to grant license to Banks and banks which were 

already in existence on the commencement of the Act have 

to apply for license before the expiry of six months from 

commence. The petitioner contended that the section 22 of 

the Banking Regulating Act, 1949 is in restraint of trade and 

business hence unconstitutional. 

 

Banker’s Bank  

The banks listed in second schedule and non-schedule banks 

shall maintain a cash reserve ratio with the Reserve bank of 

India with a view to securing the monetary stability in the 

country. It provides loans and advances in foreign currency 

to scheduled Banks and to other financial institution. It 

purchases, sells or discount any bill of exchange or 

promissory note or makes a loan or advances to schedule 

bank. 

 

Depositor Awareness and Education  

The Reserve Bank of India has constituted a fund called 

“Depositor Education and Awareness Fund.” The fund is 

utilized for the promotion of depositors‟ interest and other 

purposes in the interest of the depositor. 

 

Regulation and Management of Foreign Exchange  

The Reserve Bank of India is empowered to regulate, 

prohibit, and restrict dealing in foreign exchange. It issues 

license to banks and other institution to act as the authorized 

agency in the foreign exchange market. The functions of the 

Reserve Bank today can be categorised as follows:  

 Monetary and Credit policy. 

 Foreign exchange management. 

 Currency management. 

 Banker to banks & Lender of the last resort. 

 Banker to the Central and State Governments. 

 Central clearing house of payment and settlement 

systems. 

 Performing developmental and promotional functions. 

 

Monetary Policy of the RBI 

Monetary policy refers to an umbrella of operations used for 

the control of money supply in the economy with broad 

objective to maintain economic and financial stability; and 

ensure adequate financial resources for the purpose of 

development. These objectives of the monetary policy in 

India have gone through a process of gradual evolution and 

can be further expanded to maintaining price stability, 

adequate flow of credit to productive sectors, promotion of 

productive investments & trade, promotion of exports and 

economic growth. 

RBI works as the monetary authority of India and there by 

operates the monetary policy. Reserve Bank of India 

announces Monetary Policy every year in the Month of 

April. This is followed by three quarterly Reviews in July, 

October and January. But, RBI at its discretion can 

announce the measures at any point of time. The Annual 

Monetary Policy is made up of two parts viz. Part A: 

macroeconomic and monetary developments; Part B: 

Actions taken and fresh policy measures. Monetary policy 

of the RBI deals with almost all other vital topics such as 

financial stability, financial markets, interest rates, credit 

delivery, regulatory norms, financial inclusion and 

institutional developments etc. 
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Bank Rate Policy 

The Bank Rate Policy (BRP) is a very important technique 

used in the monetary policy for influencing the volume or 

the quantity of the credit in a country. The bank rate refers 

to rate at which the central bank rediscounts bills and 

prepares of commercial banks or provides advance to 

commercial banks against approved securities. It is "the 

standard rate at which the bank is prepared to buy or 

rediscount bills of exchange or other commercial paper 

eligible for purchase under the RBI Act". The Bank Rate 

affects the actual availability and the cost of the credit. Any 

change in the bank rate necessarily brings out a resultant 

change in the cost of credit available to commercial banks. 

If the RBI increases the bank rate than it reduces the volume 

of commercial banks borrowing from the RBI. It deters 

banks from further credit expansion as it becomes a more 

costly affair. Even with increased bank rate the actual 

interest rates for a short-term lending go up checking the 

credit expansion. On the other hand, if the RBI reduces the 

bank rate, borrowing for commercial banks will be easy and 

cheaper. This will boost the credit creation. Thus, any 

change in the bank rate is normally associated with the 

resulting changes in the lending rate and in the market rate 

of interest. However, the efficiency of the bank rate as a tool 

of monetary policy depends on existing banking network, 

interest elasticity of investment demand, size and strength of 

the money market, international flow of funds, etc. 

 

Open Market Operation 

The open market operation refers to the purchase and/or sale 

of short term and long-term securities by the RBI in the 

open market. This is very effective and popular instrument 

of the monetary policy. The OMO is used to wipe out 

shortage of money in the money market, to influence the 

term and structure of the interest rate and to stabilize the 

market for government securities, etc. It is important to 

understand the working of the OMO. If the RBI sells 

securities in an open market, commercial banks and private 

individuals buy it. This reduces the existing money supply 

as money gets transferred from commercial banks to the 

RBI. Contrary to this when the RBI buys the securities from 

commercial banks in the open market, commercial banks 

sell it and get back the money they had invested in them. 

Obviously, the stock of money in the economy increases. 

This way when the RBI enters in the OMO transactions, the 

actual stock of money gets changed. Normally during the 

inflation period in order to reduce the purchasing power, the 

RBI sells securities and during the recession or depression 

phase she buys securities and makes more money available 

in the economy through the banking system. Thus, under 

OMO there is continuous buying and selling of securities 

taking place leading to changes in the availability of credit 

in an economy. However, there are certain limitations that 

affect OMO viz; underdeveloped securities market, excess 

reserves with commercial banks, indebtedness of 

commercial banks, etc. 

 

Variation in the Reserve Ratios 

The Commercial Banks have to keep a certain proportion of 

their total assets in the form of Cash Reserves. Some parts 

of these cash reserves are their total assets in the form of 

cash. Apart of these cash reserves are also to be kept with 

the RBI for the purpose of maintaining liquidity and 

controlling credit in an economy. These reserve ratios are 

named as Cash Reserve Ratio (CRR) and a Statutory 

Liquidity Ratio (SLR). The CRR refers to some percentage 

of commercial bank's net demand and time liabilities which 

commercial banks have to maintain with the central bank 

and SLR refers to some percent of reserves to be maintained 

in the form of gold or foreign securities. In India the CRR 

by law remains in between 3-15 percent while the SLR 

remains in between 25 -40 percent of bank reserves. Any 

change in the VRR (i.e., CRR + SLR) brings out a change in 

commercial banks reserves positions. Thus, by varying VRR 

commercial banks’ lending capacity can be affected. 

Changes in the VRR helps in bringing changes in the cash 

reserves of commercial banks and thus it can affect the 

banks credit creation multiplier. RBI increases VRR during 

the inflation to reduce the purchasing power and credit 

creation. But du ring the recession or depression it lowers 

the VRR making more cash reserves available for credit 

expansion. 

 

Conclusion 

The Reserve Bank of India was established with a view to 

fostering the banking business and not for impeding the 

growth of such business. The powers vested in it under 

Section 22 are not one invested with a mere officer of the 

Bank. The standards for the exercise of the power have been 

laid down in Section 22 itself. The Reserve Bank is a non-

political body concerned with the finances of the country. 

When a power is given to such a body under a statute which 

prescribes the regulations of a Banking Company, it can be 

assumed that such power would be exercised so that 

genuine: banking concerns could be allowed to function as a 

bank, while institutions masquerading as banks or those run 

on unsound lines or which would affect the interests of the 

public could be weeded out. The Reserve Banks 

developmental role includes ensuring credit to productive 

sectors of the economy, creating institutions to build 

financial infrastructure, and expanding access to affordable 

financial services. It also plays an active role in encouraging 

efficient customer service throughout the banking industry, 

as well as extension of banking service to all, through the 

thrust on financial inclusion. 

RBI works as the monetary authority of India and there by 

operates the monetary policy. Reserve Bank of India 

announces Monetary Policy every year in the Month of 

April. This is followed by three quarterly Reviews in July, 

October and January. But, RBI at its discretion can 

announce the measures at any point of time. The Annual 

Monetary Policy is made up of two parts viz. Part A: 

macroeconomic and monetary developments; Part B: 

Actions taken and fresh policy measures. Monetary policy 

of the RBI deals with almost all other vital topics such as 

financial stability, financial markets, interest rates, credit 

delivery, regulatory norms, financial inclusion and 

institutional developments etc. These are various selective 

instruments of the monetary policy. However, the success of 

these tools is limited by the availability of alternative 

sources of credit in economy, working of the Non-Banking 

Financial Institutions (NBFIs), profit motive of commercial 

banks and undemocratic nature off these tools. But a right 

mix of both the general and selective tools of monetary 

policy can give the desired results. 
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