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Financial Banking Is The Science Of Managing 
Money: Indian Financial System

* Dr. Shailesh N. Ransariya ** Dr. Shailesh N. Ransariya

Financial banking is the science of managing money and other assets pertaining to a specific business. We all know that banks 
offer basic loans, deposits and financial advice, but they also facilitate transactions on sophisticated financial instruments such 
as private equity, bonds and mutual funds. Most top performing candidates typically view careers in Banking as the pinnacle 
of achievement, and sectors such as treasury, equity trading, investment banking and private banking are viewed as the most 
lucrative jobs for new graduates. 
In addition to traditional banks, other financial institutions such as credit unions, trust companies, mortgage loan companies, 
insurance companies, brokerage firms and asset management firms also offer a host of financial advice. Hence, when viewing 
the opportunities in the sector, one must also carefully consider these other specialized financial institutions. The present 
paper indicates the financial and banking sector reforms.

ABSTRACT

INTRODUCTION:
The banking system remains, as always, the most dominant 
segment of the financial sector. Indian banks continue to be 
well-regulated, and under the regulator’s watchful eye, have 
emerged stronger. The banking section will navigate through 
all the aspects of the Banking System in India. It will discuss 
upon the matters with the birth of the banking concept in the 
country to new players adding their names in the industry in 
coming few years.

The banker of all banks, Reserve Bank of India (RBI), the 
Indian Banks Association (IBA) and top 20 banks like IDBI, 
HSBC, ICICI, ABN AMRO, etc. has been well defined under 
three separate heads with one page dedicated to each bank.

BANKING SERVICES IN INDIA
With years, banks are also adding services to their custom-
ers. The Indian banking industry is passing through a phase 
of customers market. The customers have more choices in 
choosing their banks. A competition has been established 
within the banks operating in India.

With stiff competition and advancement of technology, the 
services provided by banks has become more easy and con-
venient. The past days are witness to an hour wait before 
withdrawing cash from accounts or a cheque from north of the 
country being cleared in one month in the south.

This section of banking deals with the latest discovery in the 
banking instruments along with the polished version of their 
old systems.

FINANCIAL AND BANKING SECTOR REFORMS
The last decade witnessed the maturity of India’s financial 
markets. Since 1991, every governments of India took ma-
jor steps in reforming the financial sector of the country. The 
important achievements in the following fields is discussed 
under serparate heads: 

·	 Financial markets
·	 Regulators
·	 The banking system 

·	 Non-banking finance companies
·	 The capital market
·	 Mutual funds
·	 Overall approach to reforms
·	 Deregulation of banking system
·	 Capital market developments
·	 Consolidation imperative 
Now let us discuss each segment separately.

FINANCIAL MARKETS:
In the last decade, Private Sector Institutions played an im-
portant role. They grew rapidly in commercial banking and 
asset management business. With the openings in the insur-
ance sector for these institutions, they started making debt in 
the market.

Competition among financial intermediaries gradu-
ally helped the interest rates to decline. Deregula-
tion added to it. The real interest rate was main-
tained. The borrowers did not pay high price while 
depositors had incentives to save. It was something between 
the nominal rate of interest and the expected rate of inflation.  

REGULATORS
The Finance Ministry continuously formulated major policies 
in the field of financial sector of the country. The Government 
accepted the important role of regulators. The Reserve Bank 
of India (RBI) has become more independent. Securities and 
Exchange Board of India (SEBI) and the Insurance Regula-
tory and Development Authority (IRDA) became important 
institutions. Opinions are also there that there should be a 
super-regulator for the financial services sector instead of 
multiplicity of regulators.

THE BANKING SYSTEM
Almost 80% of the business are still controlled by Public Sec-
tor Banks (PSBs). PSBs are still dominating the commercial 
banking system. Shares of the leading PSBs are already 
listed on the stock exchanges.

The RBI has given licences to new private sector banks as 
part of the liberalisation process. The RBI has also been 
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granting licences to industrial houses. Many banks are suc-
cessfully running in the retail and consumer segments but are 
yet to deliver services to industrial finance, retail trade, small 
business and agricultural finance.

The PSBs will play an important role in the industry due to its 
number of branches and foreign banks facing the constraint 
of limited number of branches. Hence, in order to achieve an 
efficient banking system, the onus is on the Government to 
encourage the PSBs to be run on professional lines.

DEVELOPMENT FINANCE INSTITUTIONS
FIs’s access to SLR funds reduced. Now they have to ap-
proach the capital market for debt and equity funds.  
Convertibility clause no longer obligatory for assistance to 
corporates sanctioned by term-lending institutions. Capital 
adequacy norms extended to financial institutions. 

DFIs such as IDBI and ICICI have entered other segments 
of financial services such as commercial banking, asset 
management and insurance through separate ventures. The 
move to universal banking has started.

NON-BANKING FINANCE COMPANIES
In the case of new NBFCs seeking registration with the RBI, 
the requirement of minimum net owned funds, has been 
raised to Rs.2 crores. Until recently, the money market in 
India was narrow and circumscribed by tight regulations 
over interest rates and participants. The secondary market 
was underdeveloped and lacked liquidity. Several meas-
ures have been initiated and include new money market 
instruments, strengthening of existing instruments and set-
ting up of the Discount and Finance House of India (DFHI).  
 
The RBI conducts its sales of dated securities and treasury 
bills through its open market operations (OMO) window. Pri-
mary dealers bid for these securities and also trade in them. 
The DFHI is the principal agency for developing a second-
ary market for money market instruments and Government 
of India treasury bills. The RBI has introduced a liquidity ad-
justment facility (LAF) in which liquidity is injected through re-
verse repo auctions and liquidity is sucked out through repo 
auctions.

On account of the substantial issue of government debt, the 
gilt- edged market occupies an important position in the fi-
nancial set- up. The Securities Trading Corporation of India 
(STCI), which started operations in June 1994 has a mandate 
to develop the secondary market in government securities. 

Long-term debt market: The development of a long-term debt 
market is crucial to the financing of infrastructure. After bring-
ing some order to the equity market, the SEBI has now de-
cided to concentrate on the development of the debt market. 
Stamp duty is being withdrawn at the time of dematerialisation 
of debt instruments in order to encourage paperless trading. 

THE CAPITAL MARKET: 
The number of shareholders in India is estimated at 25 mil-
lion. However, only an estimated two lakh persons actively 
trade in stocks. There has been a dramatic improvement in 
the country’s stock market trading infrastructure during the 
last few years. Expectations are that India will be an attractive 
emerging market with tremendous potential. Unfortunately, 
during recent times the stock markets have been constrained 
by some unsavoury developments, which has led to retail in-
vestors deserting the stock markets. 

MUTUAL FUNDS: 
The mutual funds industry is now regulated under the SEBI 
(Mutual Funds) Regulations, 1996 and amendments there-
to. With the issuance of SEBI guidelines, the industry had a 
framework for the establishment of many more players, both 
Indian and foreign players. 

The Unit Trust of India remains easily the biggest mutual fund 

controlling a corpus of nearly Rs.70,000 crores, but its share is 
going down. The biggest shock to the mutual fund industry dur-
ing recent times was the insecurity generated in the minds of 
investors regarding the US 64 scheme. With the growth in the 
securities markets and tax advantages granted for investment 
in mutual fund units, mutual funds started becoming popular.  
 
The foreign owned AMCs are the ones which are now setting the 
pace for the industry. They are introducing new products, set-
ting new standards of customer service, improving disclosure 
standards and experimenting with new types of distribution.  
 
The insurance industry is the latest to be thrown open to 
competition from the private sector including foreign players. 
Foreign companies can only enter joint ventures with Indian 
companies, with participation restricted to 26 per cent of eq-
uity. It is too early to conclude whether the erstwhile public 
sector monopolies will successfully be able to face up to the 
competition posed by the new players, but it can be expected 
that the customer will gain from improved service.

The new players will need to bring in innovative products as 
well as fresh ideas on marketing and distribution, in order to 
improve the low per capita insurance coverage. Good regula-
tion will, of course, be essential. 

OVERALL APPROACH TO REFORMS:
The last ten years have seen major improvements in the work-
ing of various financial market participants. The government 
and the regulatory authorities have followed a step-by-step 
approach, not a big bang one. The entry of foreign players 
has assisted in the introduction of international practices and 
systems. Technology developments have improved customer 
service. Some gaps however remain (for example: lack of an 
inter-bank interest rate benchmark, an active corporate debt 
market and a developed derivatives market). On the whole, 
the cumulative effect of the developments since 1991 has 
been quite encouraging. An indication of the strength of the 
reformed Indian financial system can be seen from the way 
India was not affected by the Southeast Asian crisis. 

However, financial liberalisation alone will not ensure sta-
ble economic growth. Some tough decisions still need to be 
taken. Without fiscal control, financial stability cannot be en-
sured. The fate of the Fiscal Responsibility Bill remains un-
known and high fiscal deficits continue. In the case of finan-
cial institutions, the political and legal structures hve to ensure 
that borrowers repay on time the loans they have taken. The 
phenomenon of rich industrialists and bankrupt companies 
continues. Further, frauds cannot be totally prevented, even 
with the best of regulation. However, punishment has to follow 
crime, which is often not the case in India. 

DEREGULATION OF BANKING SYSTEM
Prudential norms were introduced for income recognition, 
asset classification, provisioning for delinquent loans and 
for capital adequacy. In order to reach the stipulated capi-
tal adequacy norms, substantial capital were provided by the 
Government to PSBs. Government pre-emption of banks’ 
resources through statutory liquidity ratio (SLR) and cash re-
serve ratio (CRR) brought down in steps. Interest rates on the 
deposits and lending sides almost entirely were deregulated. 

New private sector banks allowed to promote and encourage 
competition. PSBs were encouraged to approach the public 
for raising resources. Recovery of debts due to banks and the 
Financial Institutions Act, 1993 was passed, and special recov-
ery tribunals set up to facilitate quicker recovery of loan arrears.  
Bank lending norms liberalised and a loan system to ensure 
better control over credit introduced. Banks asked to set up 
asset liability management (ALM) systems. RBI guidelines is-
sued for risk management systems in banks encompassing 
credit, market and operational risks. A credit information bu-
reau being established to identify bad risks. Derivative prod-
ucts such as forward rate agreements (FRAs) and interest 
rate swaps (IRSs) introduced. 
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CAPITAL MARKET DEVELOPMENTS
The Capital Issues (Control) Act, 1947, repealed, office of 
the Controller of Capital Issues were abolished and the ini-
tial share pricing were decontrolled. SEBI, the capital market 
regulator was established in 1992. 

Foreign institutional investors (FIIs) were allowed to invest in 
Indian capital markets after registration with the SEBI. Indian 
companies were permitted to access international capital 
markets through euro issues. The National Stock Exchange 
(NSE), with nationwide stock trading and electronic display, 
clearing and settlement facilities was established. Several lo-
cal stock exchanges changed over from floor based trading to 
screen based trading. 

PRIVATE MUTUAL FUNDS PERMITTED
The Depositories Act had given a legal framework for the es-
tablishment of depositories to record ownership deals in book 
entry form. Dematerialisation of stocks encouraged paper-
less trading. Companies were required to disclose all material 
facts and specific risk factors associated with their projects 
while making public issues. 

To reduce the cost of issue, underwriting by the issuer were 
made optional, subject to conditions. The practice of mak-
ing preferential allotment of shares at prices unrelated to the 
prevailing market prices stopped and fresh guidelines were 
issued by SEBI. SEBI reconstituted governing boards of the 
stock exchanges, introduced capital adequacy norms for bro-

kers, and made rules for making client or broker relationship 
more transparent which included separation of client and bro-
ker accounts. 

BUY BACK OF SHARES ALLOWED:
The SEBI started insisting on greater corporate disclosures. 
Steps were taken to improve corporate governance based 
on the report of a committee. SEBI issued detailed employee 
stock option scheme and employee stock purchase scheme 
for listed companies. Standard denomination for equity shares 
of Rs. 10 and Rs. 100 were abolished. Companies given the 
freedom to issue dematerialised shares in any denomination.  
 
Derivatives trading starts with index options and futures. A 
system of rolling settlements introduced. SEBI empowered to 
register and regulate venture capital funds. The SEBI (Credit 
Rating Agencies) Regulations, 1999 issued for regulating new 
credit rating agencies as well as introducing a code of con-
duct for all credit rating agencies operating in India. 

CONCLUSION:
Technology has allowed banks to offer much more to their 
customers like the facilities of card and telephone acess, any 
time and any where banking through twenty four hours Au-
tomated Teller Machines, credit cards, debit cards and point 
on sale access. In fact, the technology has made it possible 
for the custmeers to have fingertip access to their accounts 
worldwide.
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