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BANKING SYSTEM IN INDIA



STATUTORY DISCLAIMER
1. Opinions whether critical do not reflect any endorsements and shouldn't 

be carried outside the confines of the session

2. Information/ opinions, content in verbal and written form do not reflect 

the opinions/  of any outside entity/ person/course

3. The session is only for knowledge transfer and shouldn’t be construed as 

final, complete, current or exhaustive for any discussion or engagement 

outside the class.



FINANCIAL REGULATORS IN INDIA

There are mainly three Financial regulators in India:

1. Reserve Bank of India (RBI) - Banking Sector

2. Securities Exchange Board of India (SEBI) - Capital Markets /Mutual 

Funds

3. Insurance Regulatory and Development Authority (IRDA) - Insurance 

Companies

https://rbi.org.in/
https://www.sebi.gov.in/
https://www.irdai.gov.in/


Various Regulations for Banks in India

The Indian banking sector is regulated by the Reserve Bank of India Act 

1934 (RBI Act) and the Banking Regulation Act 1949 (BR Act). 

The Reserve Bank of India (RBI), India’s central bank, issues various 

guidelines, notifications and policies from time to time to regulate the 

banking sector. 

The Foreign Exchange Management Act 1999 (FEMA) regulates 

cross-border exchange transactions by Indian entities, including banks.







Banks Not under RBI
● Primary Agricultural Service co operative banks ,whose major portion of 

advance (51 % or more ) and accepting deposits from members only and giving 
loans only to members are not regulated by RBI .

● They are exempted from section 5 of the BR Act 1949 (AACS) .
● The service cooperative banks in Kerala are not regulated by RBI
● The Land Development Banks giving long term loans only are not regulated by 

RBI
● REPCO BANK LTD formed under Govt Act for Repatriates in not regulated by 

RBI
● State Bank of Sikkim is not regulated by RBI(deemed as treasury bank of 

Sikkim



SCHEDULED BANKS:
● These are banks which are listed in the second schedule of the Reserve 

Bank of India Act, 1934

● These banks are required to maintain certain amounts with RBI and, in 

return, they enjoy the facility of financial accommodation and remittance 

facilities at concessionary rates from RBI

● State Co-operative Banks

● Commercial Banks

https://rbidocs.rbi.org.in/rdocs/Publications/PDFs/RBIA1934170510.pdf
https://rbidocs.rbi.org.in/rdocs/Publications/PDFs/RBIA1934170510.pdf


Scheduled Commercial Banks

Scheduled Commercial Banks in India are categorised in 5 different groups 
according to their ownership / nature of operation.

These bank groups are: (i) State Bank of India (ii) Nationalised Banks, (iii) 
Regional Rural Banks, (iv) Foreign Banks (v) Other Indian Scheduled 
Commercial Banks (in the private sector).



Scheduled Commercial Banks
The initial minimum paid-up voting equity capital for a bank shall be Rs.5 billion. It means, the bank shall have a 

minimum net worth of Rs.5 billion at all times.

Big industrial houses are not eligible to open a new private bank but are permitted to invest in the banks up to 

10%.

A person / professional who is a native of India and has a 10 year experience in the banking and finance sector 

as a senior officer; is eligible to apply for new private bank.

The bank shall get its shares listed on the stock exchanges within six years of the commencement of business 

by the bank.

The bank shall open at least 25 percent of its branches in unbanked rural centres and should comply with the 

priority sector lending targets and sub-targets as applicable to the existing domestic scheduled commercial 

banks



Non Scheduled Banks

● Currently 3 in number.
● Non- Scheduled Banks have to follow CRR conditions. These banks can have 

CRR fund with themselves as no compulsion has been made by the RBI to 
deposit it in the RBI.

● Non- Scheduled Banks are also not eligible for having loans from the RBI for 
day to day activities but under the emergency conditions RBI can grant loan 
to them.



GOVT./NATIONALISED BANKS



Private Banks



Welfare Banks - RRB
● Set upon October 2, 1975. The banks provide credit to the weaker sections of 

the rural areas, particularly the small and marginal farmers, agricultural 

labourers, and small entrepreneurs. 

● There are 82 RRBs in the country. 

● NABARD holds the apex position in the agricultural and rural development.

 



Welfare Banks - Some RRBs



Welfare Banks - CO-OPERATIVE BANKS

● Set up in 1904. They are organised and managed on the principle of 
cooperation and mutual help. The main objective of co-operative bank is to 
provide rural credit.

● Owned by their customers and are additionally registered under cooperative 
societies act.

 



Payments Bank
● It was conceptualised by the RBI and is allowed to accept a restricted deposit. 

● The amount is currently limited to Rs. 1 Lakh per customer. 

● They also offer services like ATM cards, debit cards, net-banking and 
mobile-banking

● No Credit Cards

 



Criteria for Payment Banks
1. Invest a minimum 75% of its demand deposit balances in securities issued by 

the Government or Treasury Bills having maturity up to 1 year that is 
identified by RBI as eligible securities for maintenance of Statutory Liquidity 
Ratio (SLR).

2. Maintain a maximum of 25% in current and time deposits with other 
scheduled commercial banks for its operations and also for the management of 
liquidity.

3. The bank shall have a minimum paid-up capital of Rs 100 crore.
4. The FDI policy for private banks shall be the guiding policy for foreign 

shareholding.





CRR - Cash Reserve Ratio

Cash reserve ratio is the percentage of bank deposits banks need to keep with the 
RBI. 

CRR is an instrument the RBI uses to control the liquidity in the system. 

Currently, the CRR is 3 per cent, though the range of permissible CRR is between 3 
and 15 per cent. 

If the CRR is four, this means that the banks will have to keep Rs 4 with the RBI 
whenever bank deposits increase by Rs 100.



SLR - Statutory Liquidity Ratio

Statutory liquidity ratio is the percentage of funds banks need to maintain in 
the form of liquid assets at any point in time. 

But, banks need to maintain these funds in the form of government 
securities, bonds or precious metals, and not in the form of cash. 

Currently, the SLR is 18 per cent. 

These funds are largely invested in government securities.



Repo Rate

● Repo rate is the rate at which the RBI lends to commercial banks, typically, 

against government securities. 

● When the RBI raises the repo rate, it becomes more expensive for banks to 

borrow from the central bank. 

● When the RBI slashes the repo rate by 25 basis points, for instance it 

becomes cheaper for commercial banks to borrow from the RBI. 



Reverse Repo Rate

Reverse repo rate is the rate banks charge on funds they invest in government 
securities with the RBI. 

When the reverse repo rate rises, banks may raise home loan interest rates, 
because it becomes more profitable for commercial banks to invest in low-risk 
government securities instead of lending to people investing in property in 
India. 

When the reverse repo rate falls, home loan interest rates may fall.

https://www.proptiger.com/
https://www.proptiger.com/


Bank Rate
● Bank Rate is charged against loans offered by the central bank to commercial 

banks, 

● No collateral is involved while charging Bank Rate 

● Increase in Bank Rate directly affects the lending rates offered to the customer, 

restricting people to avail loans and damages the overall economic growth, 

● Comparatively, Bank Rate caters to long term financial requirements of 

commercial banks than repo rate



What Is Marginal Cost of Lending Rate (MCLR):

● The Marginal Cost of Fund based Lending Rate refers to the minimum interest 

rate a bank must charge for lending. The bank cannot grant any loan below 

that rate, except in certain cases permitted by the Reserve Bank of India (RBI).

● MCLR (Overnight) - : 6.60% - 7.10%

● The MCLR now serves as a benchmark and was introduced to counter the 

base rate system. It has been in effect since April 1, 2016, for all the 

categories of domestic rupee loans. 



What Is Marginal Cost of Lending Rate (MCLR):
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Key Metrics and Current Values

● Policy Repo Rate : 4.00%

● Reverse Repo Rate : 3.35%

● Marginal Standing Facility Rate : 4.25%

● Bank Rate : 4.25%



Important Milestones in Banking

The Reserve Bank of India was nationalized in 1949 followed by the 
nationalization of Imperial Bank of India (now the State Bank of India - 
SBI) in 1955

From April 1, 2017 all the 5 associate banks of SBI and Bhartiya Mahila Bank 
are merged with State Bank of India. After this merger now SBI is counted 
among the top 50 largest banks of the world.



Payment Gateways and Digital 
Wallet

Payment Gateways is a E-service that authorizes credit card payments for 
e-businesses and online retailers. 

A Payment Gateway can be compared to a cashier in a retail outlet. 

Essentially what it does is facilitate of the transfer of information between a 
payment portal (such as a website, mobile phone or interactive voice response 
service) and the Front End Processor or acquiring bank.



Payment Gateways and Digital 
Wallet

A Digital Wallet may be called an electronic device allows a consumer to ‘store’ 
money in itself so that while doing an online transaction consumer can directly pay 
using the money already in the wallet instead of going through the process of 
entering card details, etc. 

Transactions such as purchasing items on-line with a computer or using a 
smartphone to purchase something at a store can be completed with the help of 
digital wallets.
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