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India's Financial Sector & Regulation ==

1. What is a Financial System? &
Think of a financial system as a big, organized network that helps
move money: ! Its main job is to take money from people who have
extra (surplus sectors) and give it to people who need it for business
or other projects (needy sectors). 2
« Financial Intermediaries “: These are the middlemen, like
banks, that connect people with extra money (investors) to

people who need money (spenders). 3

happen. * The main markets are the Money Market (for short-
term funds) and the Capital Market (for long-term funds). °
. Financial Instruments =: These are the products used in the
market, like stocks, bonds, and commercial papers. °
To make sure this whole system works smoothly and fairly, we need
7

Regulatory Authorities (Regulators) to make and enforce the rules.

Formal vs. Informal Financial Systems

Feature Formal System Informal System N
Structure | Organized with official Unstructured, based on
rules. social connections. ®
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Regulation | Governed by official No official regulations. *°
regulators like RBI and

SEBI. ?

Examples | Commercial Banks, Stock | Individual money lenders,

Exchanges, Insurance groups of persons,
Companies. 111111 partnership firms. 2
Costs Higher transaction costs. | Low transaction costs. **

2. The Building Blocks of India's Financial System =

India's financial system is made up of several key parts:

. 1. Banking System [l 9)’\,‘/(4{}’\4_0(46’0(_/;

o These are the main go-betweens for savers and

borrowers.

o Commercial Banks are the biggest players, offering many
services like money transfers, foreign exchange (forex),
and advice. 1°

- Co-operative Banks focus on local needs. *°

o Specialised Banks like Small Finance Banks and Payment
Banks serve specific niche requirements. *’

. 2. Non-Banking Financial Companies (NBFCs) ¥
o These companies mainly provide credit but are not full-

fledged banks. '8 They include different types like Asset
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Finance Companies, Investment Companies, and Housing

Finance Companies. *°

« 3. Primary Dealers & Financial Institutions
o Primary Dealers are active in the government securities
market, making sure there is enough liquidity (ability to

buy and sell easily).

[};‘f o Development Financial Institutions provide long-term

-
S'L}'I loans for big sectors like industry, agriculture, and
w’ infrastructure. *°

/! !!% 4. Capital Market Infrastructure ~/

o This is where stocks and bonds are traded. %! It includes:

Stock Exchanges where trading happens. %2
Brokers & Merchant Bankers who help with trading
and raising money. %3
Depositories that hold securities in electronic
(dematerialized) form.
Mutual Funds & Pension Funds that pool money
from many investors. 2°
. 5. Insurance Sector ¢/
o This sector provides protection (risk coverage) against

various life events. 2°
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o Itincludes life, health, and general insurance (like for your
car or home). 2/ The main players are insurance
companies, brokers, and agents. 8

. 6. Payment and Settlement Systems

o These are the networks that make sure our transactions
go through smoothly. #°

o Examples include clearing houses, ATM networks, card
networks, and digital wallet providers. °

« 7. Emerging Players & Technology (FinTechs) B

o This is the newest part of the system, driven by
technology. **

o FinTechs and TechFins are creating new platforms for

payments, investments, insurance, and credit. 3

3. How is the Financial System Regulated?

Regulating the financial system is complex because there are many
activities, a huge network of branches, new technology, and less
face-to-face interaction with customers. 33

Regulatory Models & Structures

There are different ways to approach regulation:

Approach Description
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Regulation by A new approach focused on achieving goals,

Objectives r‘# ,/L not just following rules to the letter. 3*

Functional ﬂ?/ Monitors how industry and government

Regulation standards are followed at all levels. *°

Focuses on the structure of regulators and

Institutional ﬁﬁ}

making sure it is appropriate for the market.
Regulation

36

And there are different ways to structure the regulators:

Structure Description
Single One single agency regulates the entire financial
Regulator sector. 3’

One agency handles prudential supervision
Hybrid Model
(making sure firms are safe), while another
(Twin Peaks)
handles business conduct and regulation. 32

Reforms Suggested in India (FSLRC, 2013)

In March 2013, the Financial Sector Legislative Reforms Commission
(FSLRC) suggested changes to create a more unified system. 3° The
main idea was to create a Unified Financial Agency (UFA). *°
Benefits of a Unified Agency (UFA):

« Better efficiency and economies of scale. #
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. Reduces the problem of a regulator being identified with just
one sector. *2

. Makes it easier to find talented people. *3

. Unifies the regulation of trading in stocks, bonds, currencies,
etc.

. Creates consistent consumer protection rules for most financial

firms. #°

Here are the key regulatory authorities that make the rules for
India's financial system.
« = Reserve Bank of India (RBI) - Established 1935 4®

o Main Purpose: To regulate the issue of bank notes, keep
reserves to ensure monetary stability, and operate the
currency and credit system. 4’

o Key Functions: Acts as the Monetary Authority, regulates
and supervises the financial and payment systems,
manages foreign exchange, and issues currency.

.~/ Securities and Exchange Board of India (SEBI) - Established
1992 4

o Main Purpose: To protect the interests of investors and

to regulate and develop the securities (stocks and bonds)

market. °°
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o Key Functions: Registers and monitors market
intermediaries (like brokers), supervises stock exchanges,
and regulates mutual funds, VCs, and foreign investors. >*

. © Insurance Regulatory and Development Authority of India
(IRDAI) - Established 2000

o Main Purpose: To regulate and develop the insurance
business and protect the rights of policyholders.

o Key Functions: Registers insurance companies, frames
regulations for the insurance business, and specifies
requirements for intermediaries like agents and brokers.

« ‘© Pension Fund Regulatory and Development Authority
(PFRDA) - Established 2014

o Main Purpose: To regulate the National Pension Scheme
(NPS) for government and private sector employees. °?

o Key Functions: Regulates pension schemes, registers
intermediaries, and protects the interests of subscribers.
53

. | National Bank for Agriculture and Rural Development
(NABARD) - Established 1982 >*
o Main Purpose: To promote and develop agriculture and

integrated rural development. °°
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o Key Functions: Provides agricultural credit and refinance,
creates policy for financing rural activities, and inspects
Regional Rural Banks (RRBs) and Co-operative Banks. °°

. & International Financial Services Centres Authority (IFSCA) -
Established 2020 >’

o Main Purpose: To act as a unified authority for regulating
financial products, services, and institutions in
International Financial Services Centres (IFSCs). >%

o Key Functions: To develop a strong global connection and

serve as an international financial platform. °°

5. Other Important Financial Bodies >
These are not regulators but are important associations that help
shape the industry.

« Indian Banks' Association (IBA): An association of banks that
helps develop banking principles and practices.

. Fixed Income Money Market and Derivatives Association of
India (FIMMDA): An association for the bond, money, and
derivatives markets. It acts as the main point of contact with
regulators and helps introduce new products and benchmarks.
61

. Foreign Exchange Dealers Association of India (FEDAI): An
association of banks that deals in foreign exchange. It frames

rules for forex business and provides training. °2°%?
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« Association of Mutual Funds in India (AMFI): An association
dedicated to developing the Indian mutual fund industry

through best practices and investor awareness programs. 3

6. Stock & Commaodity Exchanges il
These are the organized markets where trading takes place.
Stock Exchanges
. BSE Ltd. (Bombay Stock Exchange): Established in 1875, it
provides a market for trading stocks, currencies, debt, and
derivatives. *
« National Stock Exchange (NSE): Established in 1994, it covers
asset classes like equities, fixed income, and derivatives.
Commodity Exchanges
« Multi Commodity Exchange of India (MCX): India's largest
online commodity derivatives exchange, specializing in bullion,
metals, energy, and agricultural commodities. ®°
. National Commodity and Derivatives Exchange (NCDEX): An
online exchange that focuses mainly on agricultural products. ©’
Its prices are used as a benchmark both in India and
internationally. ®®
« Indian Commodity Exchange (ICEX): An online exchange that
provides futures trading in all economically relevant

commodities. ©°
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Summary: At a Glance 7

Category / Who Makes the
Main Role
Player Rules?
Financial Moves money from
Regulators
System savers to borrowers. 7°
Act as intermediaries for
Banks RBI
savers and borrowers. ’
Stock Market
A market for long-term
(Equities, SEBI
funds. 72
Bonds)
Insurance Provide protection
IRDAI
Companies against risk. /3
Pension Funds Manage retirement
PFRDA
(NPS) savings. /4
Provide credit for
Rural & Agri-
agriculture and rural NABARD
Finance

areas. ’°
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Special zones for

IFSCs international financial IFSCA
services. ’°
Pool money from

Mutual Funds investors to invest in SEBI

markets. 7/

Forex Dealers

Facilitate foreign

exchange business. 7

FEDAI (frames
rules), RBI

(regulates)

Commodity

Trading

A market for trading
commodities like gold

and agri-products.

SEBI (regulates

exchanges)

BANK COMPLIANCE CRASH COURSE By Ashish Sir



