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Abstract

This research paper investigates the evolving architecture of the Indian financial system and its critical
role in transforming household savings into productive economic growth. It explores how institutional
design, legal frameworks, and regulatory convergence shape the flow of capital across banking, securities,
insurance, and pension sectors. The study critically examines the post-liberalisation trajectory of financial
reforms in India, tracing the shift from state-controlled credit regimes to market-driven intermediation.
Through doctrinal analysis of key statutes including the RBI Act, SEBI Act, FEMA, and IBC, the paper
highlights the tension between financial inclusion, investor protection, and systemic stability. It assesses
how institutions like the RBI, SEBI, IRDAI, and PFRDA coordinate within a fragmented yet expanding
financial ecosystem. It also incorporates global comparisons and benchmarks drawn from advanced
economies to reflect on reform opportunities in legal design, regulatory oversight, and institutional
coherence. The paper offers grounded recommendations for addressing regulatory arbitrage, digital
financial risks, and the need for harmonised, technology-ready financial governance. Overall, it presents
law as the foundational infrastructure that sustains financial trust, fosters capital formation, and channels
savings toward long-term development goals in a globalised economy.

Keywords: Financial Intermediation, Regulatory Architecture, Indian Financial Law, Capital Markets,
Institutional Reform.

1. Introduction
A. Background of Research

India’s financial system has transitioned from a state-directed savings-based model to a market-oriented
structure centered on investment and capital flow. In the decades following independence, the primary
focus of policy was on mobilising household savings and directing them through public financial

1 Kaushik Basu, India’s Financial Sector: Recent Reforms, Future Challenges, Econ. & Pol. Weekly, Vol. 52(4),
2017.
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institutions into planned sectors.’ Financial deepening was limited. Regulatory structures remained
fragmented and often rigid. Banking nationalisation in 1969 and 1980 created a framework dominated by
public sector banks, but innovation and competition remained constrained.?

The post-1991 liberalisation era marked a shift. Financial markets expanded. SEBI emerged as a strong
securities regulator. Capital flows became liberalised under FEMA. Monetary policy gained autonomy.
Private sector participation in banking, insurance, mutual funds, and non-banking finance grew steadily.*
Financialisation of the economy increased. Market mechanisms began replacing administrative controls
in allocation of credit and capital.®

Despite these reforms, systemic challenges persist. High financial exclusion in rural and semi-urban India.
Weak transmission of monetary policy. Co-existence of formal and informal lending. Dual regulation in
cooperative and urban banks. Complex tax and regulatory compliance burden. Limited risk-based
supervision in some segments. Asset-liability mismatches in NBFCs. Sudden liquidity freezes in debt
mutual funds. Regulatory arbitrage in digital lending.®

The architecture of financial intermediation today involves a complex interplay of banking institutions,
capital markets, central banking policy, fintech, and cross-border investment regimes. RBI regulates banks
and money markets. SEBI oversees securities and mutual funds. IRDAI governs insurance. PFRDA
handles pensions. Still, lack of coordination often results in grey zones of supervision.” The legal
frameworks are governed by over a dozen major Acts - from the RBI Act, 1934 and Banking Regulation
Act, 1949 to SEBI Act, 1992 and Insolvency and Bankruptcy Code, 20168,

The institutional design also reflects tensions between developmental mandates and prudential
supervision. Public sector banks are expected to fulfil social obligations while maintaining capital
adequacy. Microfinance is promoted for inclusion but often escapes uniform regulation. Digital payments
rise rapidly under UPI yet cybersecurity, KYC, and data protection challenges remain unresolved.®

B. Research Objectives

1. To analyse the legal and structural mechanisms through which financial laws convert public
savings into economic growth.

2. To examine the statutory roles and powers of key financial regulators (RBI, SEBI, IRDAI, PFRDA,
etc.) and assess their coordination in regulating financial markets and institutions.

3. To identify systemic risks, regulatory arbitrage, and institutional fragmentation within the existing
financial governance framework.
4. To recommend comparative legal and policy reforms by studying global best practices in financial

regulation, digital finance law, and regulatory coherence.

2 Reserve Bank of India, Report of the Committee on Financial Sector Reforms (Raghuram Rajan Committee
Report), 2009.

3 T.T. Ram Mohan, Privatisation in India: Challenging Economic Orthodoxy, Routledge, 2005.

4 Ministry of Finance, Economic Survey of India 2018-19, Vol. I, Ch. 4.

5 Jayanth R. Varma, Deepening Capital Markets in India, IMA Working Papers, 2014.

¢ RBI, Financial Stability Report (July 2023).

7 Percy Mistry Report, Making Mumbai an International Financial Centre, Ministry of Finance, 2007.

8 SEBI Act, No. 15 of 1992, §11; Banking Regulation Act, No. 10 of 1949, §22; RBI Act, No. 2 of 1934, §45.

9 NITI Aayog, Digital Lending: Guidelines and Policy Recommendations, Nov. 2021.
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C. Research Questions

1. How does the legal and institutional architecture of the Indian financial system enable the transition
from household savings to long-term capital formation?

2. What are the key legal instruments, regulatory frameworks, and institutions that shape financial
intermediation and capital market development in India?

3. How do gaps, overlaps, or inconsistencies within financial sector regulation affect systemic
efficiency, investor protection, and financial stability?

4. What reform-oriented lessons can India draw from comparative global experiences to strengthen
its financial legal infrastructure in a post-digital, post-liberalisation context?

D. Research Methodology

The research adopts a doctrinal methodology rooted in qualitative legal analysis of primary and secondary
sources. Statutes such as the Reserve Bank of India Act, 1934; Securities and Exchange Board of India
Act, 1992; Insurance Regulatory and Development Authority Act, 1999; and the Foreign Exchange
Management Act, 1999 form the core of legislative analysis. Judicial interpretations by Indian courts,
circulars by regulatory authorities, and government policy documents supplement statutory review.
Secondary materials include academic literature, working papers by the IMF, BIS, and RBI, and
comparative legal reports from the EU, US, and OECD jurisdictions.

2. CONCEPTUAL FOUNDATIONS OF THE FINANCIAL SYSTEM
A. Definitions: Financial System, Financial Architecture, Financial Intermediation

The financial system is the interconnected network of institutions, markets, instruments, and laws that
mobilize savings and allocate them into investments. It includes banks, insurance companies, capital
markets, mutual funds, regulators, and legal norms.'® The financial architecture refers to the design,
stability mechanisms, and governing structure of this system.

It encapsulates both formal institutional arrangements like RBI and SEBI, and informal systems like
microfinance and cooperative credit societies.!* Financial intermediation is the process where financial
institutions act as a bridge between savers and borrowers. It involves transformation of short-term savings
into long-term capital, risk pooling, and provision of payment infrastructure.

In ICICI Bank Ltd. v. Official Liquidator of APS Star Industries Ltd., (2010) 10 SCC 1, the Supreme Court
reaffirmed the critical role of intermediaries in liquidity creation and efficient resource allocation.
Intermediation becomes effective only under a sound legal regime that mandates transparency, prudential
safeguards, and regulatory oversight.!?

10 Raghuram G. Rajan, Saving Capitalism from the Capitalists: Unleashing the Power of Financial Markets to
Create Wealth and Spread Opportunity (Crown Business 2003).

1Y.V. Reddy, “Financial Sector Architecture: Some Observations” (2005) BIS Papers No 28.

12 JCICI Bank Ltd. v. Official Liquidator of APS Star Industries Ltd., (2010) 10 SCC 1.
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B. Historical Evolution of Financial Institutions in India

Colonial India had a fragmented and exploitative banking structure dominated by Presidency Banks and
private agency houses. The establishment of the Reserve Bank of India (RBI) in 1935 under the RBI Act,
1934 marked the beginning of centralized banking regulation. RBI was nationalized in 1949 and given the
task of monetary control, currency management, and lender of last resort functions.*® Post-Independence,
the Indian state adopted a command economy model. The nationalization of Imperial Bank as State Bank
of India in 1955 and the subsequent nationalization of 14 private banks in 1969, and 6 more in 1980 aimed
to socialise credit and expand financial inclusion. These decisions significantly increased rural credit
penetration but led to inefficiencies due to political interference and poor asset quality.'*

The insurance sector was nationalized through the Life Insurance Corporation Act, 1956 and General
Insurance Business (Nationalisation) Act, 1972. These entities monopolized the insurance space until
liberalization.™ The capital market during pre-liberalization era was regulated by the Controller of Capital
Issues under archaic rules, offering little investor protection. The securities scam of 1992 led to the
establishment of the Securities and Exchange Board of India (SEBI) as a statutory regulator under the
SEBI Act, 1992. SEBI transformed the capital markets by introducing legal norms for listing, insider
trading, and corporate governance.®

The Narasimham Committee Reports of 1991 and 1998 were watershed moments. They recommended
dismantling directed credit systems, strengthening prudential norms, reducing SLR and CRR, and
enhancing autonomy of public sector banks. These reforms led to entry of private and foreign banks, the
corporatization of DFIs, and emergence of NBFCs as alternative credit providers. In the insurance sector,
the IRDAI Act, 1999 opened the gates to private and foreign players. Pension reforms led to the formation
of the Pension Fund Regulatory and Development Authority (PFRDA) in 2003 to oversee the National
Pension System (NPS) for salaried and unorganized sector workers.!’

C. Role of legal infrastructure in financial sector development.

Legal infrastructure shapes trust in the financial system. It defines rights, duties, remedies, and
enforcement. The Banking Regulation Act, 1949 lays the foundation for licensing, solvency, and
prudential norms for banks.!® SEBI Act, 1992 empowers the regulator to protect investors and regulate
capital markets. Companies Act, 2013 mandates corporate disclosures and governs governance norms.
RBI issues binding circulars under the RBI Act, 1934 to regulate NBFCs, payment systems, and digital
lending.®

Strong insolvency laws increase credit recovery. The Insolvency and Bankruptcy Code, 2016 reduced
average resolution time from 4.3 years to 1.6 years, boosting credit flows and investor confidence.?’ The
PMLA, 2002 penalises laundering and mandates KYC compliance. FEMA governs foreign exchange

13 Reserve Bank of India Act, No. 2 of 1934, India Code (1934).

14 Report of the Committee on the Financial System (Narasimham Committee 1), Ministry of Finance (1991).
15 Life Insurance Corporation Act, No. 31 of 1956, India Code (1956).

16 Securities and Exchange Board of India Act, No. 15 of 1992, India Code (1992).

17 Pension Fund Regulatory and Development Authority Act, No. 23 of 2013, India Code (2013).

18 Banking Regulation Act, No. 10 of 1949, India Code (1949).

19 Reserve Bank of India Act, No. 2 of 1934, India Code (1934).

20 Insolvency and Bankruptcy Board of India, Quarterly Newsletter (2023).
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flows and investment liberalization.?! Consumer protection in financial services is codified under the
Consumer Protection Act, 2019 and enforced by sectoral ombudsmen.

Courts reinforce this framework. In SEBI v. Sahara India Real Estate Corp Ltd., (2013) 1 SCC 1, the
Supreme Court upheld SEBI’s authority to protect investors against unregulated fund mobilization. In
Swiss Ribbons Pvt Ltd v. Union of India, (2019) 4 SCC 17, the Court upheld the IBC framework’s
constitutional validity for economic efficiency and fairness.??

D. Overview of key institutions: RBI, SEBI, IRDAI, PFRDA, Ministry of Finance.

The Reserve Bank of India (RBI) acts as India’s central bank under the RBI Act, 1934. It manages
monetary policy, regulates banks, controls inflation, and ensures financial stability. It governs NBFCs and
payment systems and issues directions with binding legal effect.?® SEBI regulates securities markets under
the SEBI Act, 1992. It protects investors, prevents insider trading, mandates disclosures, and governs IPOs
and mutual funds. The Supreme Court in SEBI v. Sahara India Real Estate Corp Ltd., (2013) 1 SCC 1,
upheld SEBYI’s jurisdiction to monitor hybrid instruments and unlisted schemes.?*

IRDAI supervises the insurance sector under the IRDAI Act, 1999. It ensures solvency, regulates premium
rates, licenses insurers, and settles disputes. It also enforces customer-centric practices and grievance
redressal frameworks.?> PFRDA governs pension funds under the PFRDA Act, 2013. It regulates the
National Pension System (NPS), promotes retirement savings, and ensures fiduciary accountability of fund

managers and aggregators.?®

The Ministry of Finance is the apex financial policymaker. It drafts budgetary laws, designs tax policies,
coordinates inter-agency regulation, and oversees fiscal responsibility. Its Economic Affairs, Revenue,
Financial Services, and Expenditure departments steer the country’s financial architecture.?’

3. THE SAVINGS-INVESTMENT-GROWTH NEXUS
A. Economic Theory of Capital Formation through Savings

Savings form the base of capital accumulation. According to classical economists like Ricardo and later
Solow, growth requires an increase in capital stock, and that depends on diverted consumption into
savings.?® In Keynesian analysis, investment is the driver, but still, savings provide the supply of funds to
fuel such investment. Harrod-Domar theory links savings rate with economic growth, indicating that
higher savings raise growth if capital-output ratio remains constant.?

2l Foreign Exchange Management Act, No. 42 of 1999, India Code (1999).

22 SEBI v. Sahara India Real Estate Corp Ltd., (2013) 1 SCC 1; Swiss Ribbons Pvt Ltd v. Union of India, (2019) 4
SCC17.

23 Reserve Bank of India Act, No. 2 of 1934, India Code (1934).

24 SEBI v. Sahara India Real Estate Corp Ltd., (2013) 1 SCC 1.

% Insurance Regulatory and Development Authority of India Act, No. 41 of 1999, India Code (1999).

2 Pension Fund Regulatory and Development Authority Act, No. 23 of 2013, India Code (2013).

2 Government of India, Ministry of Finance - Official Website, https://finmin.gov.in/.

28 David Ricardo, On the Principles of Political Economy and Taxation (John Murray 1817).

2 Evsey Domar, “Capital Expansion, Rate of Growth, and Employment” (1946) 14(2) Econometrica 137.
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In India, the financial system transforms idle household and institutional savings into credit for business
investment. Banks, mutual funds, pension funds, and insurance companies act as financial intermediaries.
Without legal rules on risk, return, and liquidity, savings do not convert into productive assets. This linkage
from savings to investment requires institutional and legal confidence.*

B. Household and Institutional Savings Trends in India

Households dominate national savings. As per RBI’s Handbook of Statistics on Indian Economy 2023,
household financial savings reached 7.1% of GDP in FY 2022-23. This comprises deposits (around 30%),
insurance (25%), pension funds (15%), and mutual funds or equities (10%).3
products, rural savers still rely on informal modes like cash, gold, and chit funds.

Urban savers use formal

Corporate savings mostly remain retained earnings, subject to corporate tax under the Income-tax Act,
1961. Institutional savings are influenced by government schemes like National Pension System (NPS),
EPFO, and investment in small savings instruments. The shift from physical to financial assets is shaped
by regulation, inflation expectations, and access to digital finance.

Low penetration of long-term financial savings remains a problem. Despite Jan Dhan Yojana, PM Jeevan
Jyoti Bima Yojana, and Atal Pension Yojana, insurance and pensions remain underused. The Financial
Literacy Week by RBI and SEBI Investor Awareness Programs aim to bridge this behavioural gap.*2

C. Legal Frameworks Governing Savings Instruments

Savings via bank deposits are regulated under the Banking Regulation Act, 1949. RBI mandates CRR,
SLR, interest rate policy, deposit insurance via DICGC, and fraud liability frameworks. The Supreme
Court in Modern Dental College and Research Centre v. State of Madhya Pradesh, (2016) 7 SCC 353,
upheld state’s role in balancing market freedom with social welfare, applicable to regulation of small
deposit schemes.>

Small savings instruments like Public Provident Fund (PPF), National Savings Certificates (NSC), and
Sukanya Samriddhi Account are governed by Government Savings Promotion Act, 1873 and administered
by the Ministry of Finance. They enjoy tax exemptions under Section 80C of the Income-tax Act, 1961.34

Insurance-based savings are governed by the IRDAI Act, 1999 and Insurance Act, 1938. ULIPs combine
investment and insurance. IRDAI enforces disclosure norms, policyholder rights, and surrender penalties.
Mutual funds, Systematic Investment Plans (SIPs), and ELSS are regulated by SEBI under SEBI (Mutual
Funds) Regulations, 1996. SEBI ensures NAV disclosures, fund classification, investor grievance
redressal, and limits on expense ratios.®®

30 Raghuram Rajan, Fault Lines: How Hidden Fractures Still Threaten the World Economy (Princeton University
Press 2010).

31 Reserve Bank of India, Handbook of Statistics on Indian Economy 2023 (RBI, 2023).

32 Reserve Bank of India, “Financial Literacy Week Reports” (2022) https:/ /rbi.org.in.

33 Modern Dental College and Research Centre v. State of Madhya Pradesh, (2016) 7 SCC 353.

3 Government Savings Promotion Act, No. 5 of 1873, India Code (1873); Income-tax Act, No. 43 of 1961, India
Code (1961).

3% SEBI (Mutual Funds) Regulations, 1996; Insurance Act, No. 4 of 1938; IRDAI Act, No. 41 of 1999, India Code
(1999).
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Pension savings fall under the PFRDA Act, 2013. NPS allows both government and private subscribers to
contribute to retirement savings. Tier I accounts have lock-in features while Tier II are flexible. PFRDA
regulates fund managers, annuity providers, and CRA under well-defined performance and compliance
rules.®

Gold savings schemes and bonds fall under the ambit of SEBI, RBI, and the Ministry of Finance.
Sovereign Gold Bonds (SGB) are issued by RBI and governed under the Government Securities Act, 2006.
Chit funds, despite being a traditional savings instrument, are regulated by the Chit Funds Act, 1982 and

often face legal issues on default, fraud, and unregistered schemes.*’

D. Bank Deposits (Banking Regulation Act, 1949)

Bank deposits are the most trusted savings instrument. They include savings accounts, current accounts,
fixed deposits, and recurring deposits. The Banking Regulation Act, 1949 empowers the Reserve Bank of
India to regulate these deposits through licensing, capital adequacy, audit, and interest rate directions.
Section 22 of the Act prohibits any company from carrying on banking business without a license from
RBI. The RBI regulates interest rates on savings deposits under its monetary policy powers. Deposit-
taking institutions must maintain prescribed cash reserve ratio (CRR) and statutory liquidity ratio (SLR)
to ensure solvency.®

The Deposit Insurance and Credit Guarantee Corporation (DICGC), a wholly owned subsidiary of RBI,
insures bank deposits up to I5 lakh per depositor under the DICGC Act, 1961. This strengthens depositor
confidence. The Supreme Court in Greater Bombay Cooperative Bank Ltd. v. United Yarn Tex Pvt. Ltd.,
(2007) 6 SCC 236, observed that banking activity includes receiving money from the public for lending
or investment and is subject to strict public interest regulation.3®

E. Insurance (Insurance Act, 1938; IRDAI Act, 1999)

Insurance combines risk protection and savings. The Insurance Act, 1938 governs life and general
insurance, and empowers the Insurance Regulatory and Development Authority of India (IRDAI) to frame
regulations under the IRDAI Act, 1999. IRDALI licenses insurers, defines product structure, and protects
policyholders through norms on disclosure, returns, commissions, and surrender value.*°

Life Insurance policies include term plans, endowment plans, and Unit Linked Insurance Plans (ULIPs).
ULIPs are hybrid instruments combining insurance and investment. IRDAI mandates a lock-in period,
partial withdrawal norms, NAV disclosures, and limits on fund management charges. The authority issued
Guidelines on Product Structure (2019) to curb mis-selling and ensure product simplicity.

General Insurance includes health, motor, and property insurance. Health policies offer tax exemption
under Section 80D of the Income-tax Act, 1961. IRDAI (Protection of Policyholders’ Interests)
Regulations, 2017 mandate clear communication of terms, claims procedures, and grievance escalation.

% Pension Fund Regulatory and Development Authority Act, No. 23 of 2013, India Code (2013).
37 Chit Funds Act, No. 40 of 1982, India Code (1982); Government Securities Act, No. 38 of 2006.
3% Banking Regulation Act, No. 10 of 1949, India Code (1949).

% Greater Bombay Coop Bank Ltd v. United Yarn Tex Pvt Ltd., (2007) 6 SCC 236.

40 Insurance Act, No. 4 of 1938, India Code (1938); IRDAI Act, No. 41 of 1999, India Code (1999).
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The LIC v. Consumer Education and Research Centre, (1995) 5 SCC 482, judgment affirmed the right to
transparency in insurance contracts and held that unfair terms must be judicially scrutinized.*

F. Provident and Pension Funds (EPF Act, PFRDA Act)

The Employees’ Provident Fund (EPF) is governed by the Employees’ Provident Funds and Miscellaneous
Provisions Act, 1952. It mandates employer-employee contributions into a retirement fund. The EPFO
manages EPF, EPS (pension), and EDLIS (insurance). The EPF interest rate is declared annually and is

tax-exempt under Section 10 of the Income-tax Act.*?

Employees earning below 215,000 per month must be mandatorily enrolled. EPFO is a statutory body
under the Ministry of Labour. The Supreme Court in Regional Provident Fund Commissioner v. Sanatan
Dharam Girls Secondary School, (2007) 1 SCC 268, held that EPF obligations are statutory and cannot be

contracted out by employers.*?

The Pension Fund Regulatory and Development Authority (PFRDA) regulates the National Pension
System (NPS) under the PFRDA Act, 2013. NPS allows voluntary retirement savings with Tier I (non-
withdrawable) and Tier II (withdrawable) accounts. Fund managers invest in equity, debt, and government
securities. PFRDA ensures transparency, limits charges, and sets up grievance systems through Central
Recordkeeping Agencies (CRAs).*

The PFRDA (Exit and Withdrawal under NPS) Regulations, 2015 prescribe annuity options on
superannuation. Atal Pension Yojana (APY) covers unorganized workers and guarantees minimum
monthly pensions from 21,000 to ¥5,000. PFRDA issued guidelines in 2022 to permit partial withdrawals
for education, illness, or housing. It also prohibits misleading performance advertisements.

G. Mutual Funds and SIPs (SEBI MF Regulations)

Mutual Funds pool investor money for diversified investment. The Securities and Exchange Board of India
(SEBI) regulates mutual funds under the SEBI (Mutual Funds) Regulations, 1996. All Asset Management
Companies (AMCs) must register with SEBI, maintain minimum net worth, appoint custodians, and
publish NAV daily. Schemes are classified into equity, debt, hybrid, or solution-oriented funds.*

Systematic Investment Plans (SIPs) offer periodic investment in mutual funds. SIPs enhance financial
discipline and enable rupee-cost averaging. SEBI mandates risk-o-meter labelling, expense ratio ceilings,
and portfolio disclosures for transparency. The AMFI (Association of Mutual Funds in India) Code of
Conduct ensures ethical distribution.

The SEBI circular dated 4 March 2021 on Risk-o-Meter enhances investor awareness by aligning risk with
fund objective. SEBI also issued new framework on multi-cap and flexi-cap funds to ensure consistency
in portfolio allocation. Investor protection was strengthened in SEBI v. Pan Asia Advisors Ltd., (2015)
SCC OnLine SAT 74, where misrepresentation in offer documents was penalized.*®

4 1]C v. Consumer Education and Research Centre, (1995) 5 SCC 482.

42 Employees” Provident Funds and Miscellaneous Provisions Act, No. 19 of 1952, India Code (1952).
43 Regional PF Commissioner v. Sanatan Dharam Girls Secondary School, (2007) 1 SCC 268.

# Pension Fund Regulatory and Development Authority Act, No. 23 of 2013, India Code (2013).

4 SEBI (Mutual Funds) Regulations, 1996.

46 SEBI v. Pan Asia Advisors Ltd., (2015) SCC OnLine SAT 74.
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4. LEGALARCHITECTURE OF FINANCIAL INTERMEDIATION
A. Regulatory Design of Capital Markets and Financial Intermediaries

Capital market regulation in India is based on a hybrid framework. It uses both principle-based norms and
rule-based codes. The SEBI Act, 1992 empowers the Securities and Exchange Board of India to regulate
all intermediaries like brokers, merchant bankers, asset managers, and depositories. It enforces disclosure
norms, insider trading regulations, listing obligations, and takeover codes. SEBI issues circulars and
regulations under delegated legislative powers. Section 11B allows SEBI to issue directions to

intermediaries in the interest of investors.*’

The capital markets operate through multiple layers of intermediaries. Each layer is subject to entry
restrictions, code of conduct, periodic audits, and reporting. The Securities Contracts (Regulation) Act,
1956 defines recognized stock exchanges and prescribes norms for clearing corporations. The listing of
securities is governed by the SEBI (Listing Obligations and Disclosure Requirements) Regulations, 2015.
The design ensures investor protection, market efficiency, and systemic risk containment.*8

B. Role of Banks (RBI Act, Basel Norms)

Banks mobilize savings and lend for investment. The Reserve Bank of India regulates banks under the
RBI Act, 1934 and Banking Regulation Act, 1949. RBI prescribes norms on capital adequacy, asset
classification, provisioning, and liquidity. Basel III norms, adopted by RBI, impose minimum Tier I
capital, capital conservation buffer, and leverage ratio to maintain stability. These norms are binding
through Master Directions issued by the RBL.*°

Banks also follow prudential guidelines on exposure limits, sectoral caps, and priority sector lending. The
Supreme Court in Centre for Public Interest Litigation v. Union of India, (2016) 6 SCC 408, emphasized
that banking decisions must conform to constitutional standards and cannot escape judicial scrutiny if they

impact public resources.>

RBI monitors banks through on-site inspections and off-site surveillance. It uses CAMELS rating model.
RBI can supersede boards under Section 36 ACA of the BR Act. Its directions on digital lending (2022)
protect borrowers from coercive recovery practices and mandate data transparency.>

C. Role of Non-Banking Financial Companies (NBFCs)

NBFCs bridge credit gaps not served by traditional banks. They include loan companies, investment
companies, housing finance firms, and infrastructure debt funds. RBI regulates NBFCs under Chapter III-
B of the RBI Act, 1934. Only NBFCs with 3100 crore or more assets are considered systemically
important.

The RBI issues guidelines on Fair Practices Code, asset quality, liquidity risk, and KYC norms. NBFCs
must register with RBI and comply with periodic CRAR and NPA recognition norms. In Peerless General

47 Securities and Exchange Board of India Act, No. 15 of 1992, §11B, India Code (1992).
48 Securities Contracts (Regulation) Act, No. 42 of 1956, India Code (1956).

49 Reserve Bank of India Act, No. 2 of 1934, India Code (1934).

50 Centre for Public Interest Litigation v. Union of India, (2016) 6 SCC 408.

51 Reserve Bank of India, “Guidelines on Digital Lending” (2022).
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Finance & Investment Co. Ltd. v. RBI, (1992) 2 SCC 343, the Supreme Court upheld RBI’s regulatory
powers over NBFCs to protect depositors’ interests.>

RBI’s 2021 Scale-Based Regulation (SBR) framework classifies NBFCs into Base, Middle, Upper, and
Top Layers based on risk and size. Upper Layer NBFCs face stricter norms akin to banks. RBI prohibits
floating of new unregulated deposit schemes and has tightened rules for digital NBFCs.>

D. Role of Asset Management Companies (SEBI)

Asset Management Companies (AMCs) manage pooled investments under mutual fund schemes. They
are governed by the SEBI (Mutual Funds) Regulations, 1996. Each AMC must be registered with SEBI,
have a sponsor, trustee company, and independent custodian. The fund’s NAV must be disclosed daily.
The trustee monitors fiduciary conduct and investment compliance.>*

AMCs must disclose portfolio risks through Risk-o-Meter and adhere to investment restrictions. SEBI
mandates AMCs to segregate portfolios, especially for debt funds. The Franklin Templeton case (2020)
saw SEBI intervene when six debt schemes were abruptly wound up, resulting in a Supreme Court-
monitored redemption process. SEBI was criticized for delayed response but also lauded for initiating

forensic audits and reforms in liquidity disclosure norms.*®

E. Role of Pension Funds and Provident Institutions

Pension and provident funds are long-term investment institutions. EPFO is governed by the EPF Act,
1952, and PFRDA regulates the National Pension System under the PFRDA Act, 2013. PFRDA licenses
pension fund managers, CRAs, and points of presence. It mandates risk disclosure, NAV publication, and
caps on administrative charges.*

The investment pattern is regulated by PFRDA (Investment Guidelines) which specifies asset allocation
among equity, corporate bonds, and government securities. PFRDA enforces fiduciary duty and
performance reporting. NPS withdrawal and exit are guided by the PFRDA (Exit and Withdrawal under
NPS) Regulations, 2015. The Supreme Court in Montana Developers Pvt Ltd. v. Regional Provident Fund
Commissioner, (2021) SCC OnLine SC 576, clarified that PF contributions are statutory obligations
enforceable against defaulting employers even during liquidation.®’

F. Financial Contracts, Fiduciary Duties, and Disclosure Norms

Financial intermediaries enter contracts governed by common law principles and sectoral legislation.
Fiduciary duties arise when advisors or fund managers handle client assets. SEBI enforces such duties
under the SEBI (Investment Advisers) Regulations, 2013 and mandates arm’s length disclosure. RBI also
guides banks to prevent conflict of interest and mis-selling.

52 Peerless General Finance & Investment Co. Ltd. v. RBI, (1992) 2 SCC 343.

5 Reserve Bank of India, “Scale-Based Regulation for NBFCs” Circular (Oct. 2021).

54 SEBI (Mutual Funds) Regulations, 1996.

5 SEBI, “Franklin Templeton Investigation Reports” (2020); Franklin Templeton Trustee Services Pvt. Ltd. v. SEBI,
Supreme Court Monitoring (2021).

5% Pension Fund Regulatory and Development Authority Act, No. 23 of 2013, India Code (2013).

5 Montana Developers Pvt Ltd. v. Regional PF Commissioner, (2021) SCC OnLine SC 576.
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Disclosure norms under LODR, SEBI ICDR Regulations, and mutual fund regulations require truthful,
timely, and complete information. Prospectus misstatements are penalised under Section 34 and 36 of
Companies Act, 2013. In Morgan Stanley Mutual Fund v. Kartick Das, (1994) 4 SCC 225, the Supreme
Court recognized investor rights to timely and accurate disclosure as critical to capital market
functioning.>®

G. Fintech, Digital Banking, and Legal Challenges under IT Act, DPDP Act

Fintech firms use algorithms, APIs, and mobile platforms for financial services. Their legal framework
includes RBI’s digital lending guidelines (2022), the Information Technology Act, 2000, and Digital
Personal Data Protection Act, 2023. RBI regulates prepaid instruments, UPI transactions, and P2P lending
under Payment and Settlement Systems Act, 2007. Digital banks face challenges in consent architecture,
data sharing, cyber breaches, and dark patterns in UI design. The DPDP Act mandates consent, data
minimization, and grievance redress. The IT Act and CERT-In Directions (April 2022) impose 6-hour
breach reporting deadlines and data localisation for financial entities.>®

Fintechs must register with RBI under the Account Aggregator Framework and follow NBFC-AA rules.
The RBI has prohibited automatic credit push without user consent. SEBI also mandates cyber risk
reporting by MIs and AMCs. Legal clarity is still evolving around Al-based credit scoring and non-bank
wallet services.

5. FINANCIAL MARKETS AS ENGINES OF GROWTH

Capital markets mobilise and channel savings into investment. They act as a bridge between surplus and
deficit units. Equity markets allow firms to raise capital without incurring debt. Debt markets help
governments and companies borrow at scale. Both improve resource allocation. SEBI regulates these
markets under the SEBI Act, 1992. It supervises exchanges, intermediaries, credit rating agencies, and
listed entities. The Securities Contracts (Regulation) Act, 1956 defines the structure of recognized
exchanges and prohibits unregulated trades.®

Primary markets raise fresh capital through IPOs, FPOs, and rights issues. The SEBI (Issue of Capital and
Disclosure Requirements) Regulations, 2018 lay down conditions on eligibility, prospectus, pricing,
promoter lock-in, and underwriting. Misstatements attract penalty under Section 34 of the Companies Act,
2013. The Sahara case, (2013) 1 SCC 1, affirmed SEBI’s power to regulate even hybrid instruments
disguised as private placements.5!

Secondary markets offer liquidity. They allow price discovery. NSE and BSE operate under SEBI
oversight. The clearing and settlement of trades is handled by entities like NSCCL and ICCL. SEBI
mandates T+1 rolling settlements and circuit filters. Insider trading is prohibited under the SEBI
(Prohibition of Insider Trading) Regulations, 2015. In Rakesh Agrawal v. SEBI, (2004) 49 SCL 351 SAT,

5 Morgan Stanley Mutual Fund v. Kartick Das, (1994) 4 SCC 225.

% Digital Personal Data Protection Act, No. 22 of 2023; Information Technology Act, No. 21 of 2000.
60 Securities Contracts (Regulation) Act, No. 42 of 1956, India Code (1956).

61 SEBI v. Sahara India Real Estate Corp Ltd., (2013) 1 SCC 1.
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the tribunal imposed penalty for trading on unpublished price-sensitive information, reinforcing integrity
62
norms.

Corporate bond markets have evolved slowly. SEBI has relaxed norms on private placements, reduced
minimum investment lots, and allowed Electronic Book Mechanism. The RBI also regulates government
securities market under the Government Securities Act, 2006. Secondary market liquidity for corporate
bonds remains low, affecting depth and investor confidence.®?

Derivatives markets-equity, currency, and interest rate-offer hedging tools. SEBI governs the listing and
trading of derivatives under the SEBI (Stock Brokers and Sub-Brokers) Regulations, 1992. Commodity
derivatives are regulated jointly by SEBI and exchanges like MCX. The MCX-SX case saw regulatory
scrutiny over misuse of net worth criteria, prompting reforms in exchange governance.%

SEBI introduced REITs and InvITs as alternate investment vehicles. These instruments help in monetising
long-term infrastructure and real estate assets. SEBI (REITs) Regulations, 2014 mandate minimum public
holding, cap on developer stake, and quarterly disclosures. InvITs are critical for capital recycling in infra
projects. The framework increases long-term retail participation.®®

6. ROLE OF CENTRAL BANKING AND MONETARY POLICY
A. RBI’s Role in Channelizing Savings into Productive Investment

The Reserve Bank of India transforms household and institutional savings into investible capital. It
regulates deposit-taking institutions, oversees financial intermediaries, and maintains trust in the banking
system. Under Sections 21 and 42 of the RBI Act, 1934, it controls liquidity and ensures that bank credit
supports productive economic activity. It formulates monetary policy that balances inflation and growth.
The Monetary Policy Committee (MPC), established under the RBI (Amendment) Act, 2016, targets
inflation while supporting growth.®® By setting repo and reverse repo rates, RBI indirectly affects cost of
capital for firms, thereby directing how savings are used across sectors.

Through its control over banking licenses, branch approvals, and sectoral lending obligations, RBI ensures
credit outreach to MSMEs, agriculture, and infrastructure. Directed lending, though reduced post-
liberalisation, remains a tool to align savings deployment with national priorities. The RBI also promotes
inclusion through policy mandates like Pradhan Mantri Jan Dhan Yojana and differentiated banks. These
deepen the base of formal financial savings, which in turn feed productive sectors via controlled monetary
flows.%’

62 Rakesh Agrawal v. SEBI, (2004) 49 SCL 351 SAT.

6 Government Securities Act, No. 38 of 2006, India Code (2006).

64 MCX Stock Exchange Ltd. v. SEBI, (2012) SAT Order, Appeal No. 27 of 2012.

65 SEBI (Real Estate Investment Trusts) Regulations, 2014.

66 Reserve Bank of India Act, No. 2 of 1934, § 45ZB, India Code (1934).

67 Reserve Bank of India, Master Circular on Priority Sector Lending - Targets and Classification, RBI/2022-
23/110 (2022).
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A. Legal Mechanisms of Credit Creation, Repo Markets, CRR/SLR

Credit creation is governed by the fractional reserve system. Under Section 42 of the RBI Act, banks
maintain a minimum Cash Reserve Ratio (CRR) with RBI. The Banking Regulation Act, 1949 further
requires maintenance of Statutory Liquidity Ratio (SLR), which mandates investment in government
securities. These instruments serve as tools for liquidity control. RBI varies CRR and SLR to manage
systemic liquidity and credit availability.%®

Repo and reverse repo transactions, governed by the RBI’s Liquidity Adjustment Facility (LAF), are
critical for short-term money market liquidity. In a repo, banks borrow against collateralised securities
from RBI. In reverse repo, RBI absorbs liquidity by offering interest on overnight bank deposits. Marginal
Standing Facility (MSF) offers emergency borrowing above LAF limit. These tools directly influence the
availability of credit for investment and consumption.®®

Open Market Operations (OMOs) are used to inject or suck out liquidity. The RBI issues government
securities to absorb excess funds or buys them back to release funds. These market operations adjust
interest rates and influence investment behaviour. The Surplus Liquidity Management Framework, revised
in 2023, fine-tunes these operations for transmission accuracy.

B. Monetary Transmission and Financial Sector Stability

Transmission of monetary policy depends on responsiveness of banks and NBFCs to policy rates.
Transmission can be impaired by structural rigidities. RBI implemented the External Benchmark Lending
Rate (EBLR) regime in 2019 to improve pass-through. Banks must now link lending rates to external
benchmarks like the repo rate, T-bill yield, or market benchmarks.* This improves the flow of funds from
savings into investment by making borrowing rates more transparent and responsive.

Financial stability is a statutory mandate of RBI. The Financial Stability and Development Council
(FSDC), chaired by the Finance Minister, coordinates inter-regulator risk management. RBI, under Section
45L of the RBI Act, can inspect NBFCs and issue directions. It also regulates payment systems under the
Payment and Settlement Systems Act, 2007, which now includes UPI, NEFT, RTGS. The collapse of
IL&FS in 2018 exposed systemic gaps in NBFC supervision, leading to stricter norms and liquidity
support windows. 2

C. Coordination Between Fiscal and Monetary Policy

Effective monetary policy requires coordination with fiscal policy. Uncoordinated public borrowing or
spending crowds out private investment. RBI manages government borrowings through auction of dated
securities. The Fiscal Responsibility and Budget Management (FRBM) Act, 2003 sets limits on fiscal
deficits and mandates transparency in fiscal operations. Section 45 of the RBI Act prohibits direct
monetisation of deficits. However, under exceptional circumstances, Ways and Means Advances (WMAS)
are used as temporary overdrafts to government.”

68 Banking Regulation Act, No. 10 of 1949, §§ 24, 35, India Code (1949).

6 Reserve Bank of India, Monetary Policy Framework Agreement, (Feb. 2015).

70 Reserve Bank of India, Surplus Liquidity Management Framework, Circular No. RBI/2022-23 /96 (2023).
71 Reserve Bank of India, Guidelines on External Benchmark Based Lending, RBI/2019-20/06 (2019).

72 Payment and Settlement Systems Act, No. 51 of 2007, India Code (2007).

73 Fiscal Responsibility and Budget Management Act, No. 39 of 2003, India Code (2003).
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The coordination framework is institutionalised through regular consultations between the Ministry of
Finance and RBI. During the COVID-19 crisis, RBI provided fiscal space via Operation Twist, targeted
long-term repos (TLTROs), and G-SAP purchases. These tools ensured smooth borrowing while
maintaining monetary accommodation. However, the RBI retained independence over inflation targeting.
This balance between fiscal expansion and price stability is legally and institutionally preserved.

7. RISK MANAGEMENT AND SYSTEMIC STABILITY

The Reserve Bank of India implements macroprudential policies to address financial sector risks. It
mandates capital buffers, liquidity coverage ratios, and internal risk management norms for banks and
NBFCs. Under Basel III, Indian banks must maintain Tier I capital of 8.875% including the capital
conservation buffer. RBI’s Master Circular on Basel III Framework, updated in April 2023, also mandates
leverage ratio of 3.5% for systemically important banks.”*

The Financial Stability and Development Council (FSDC) enables coordinated risk oversight. It includes
regulators like SEBI, IRDAI, and PFRDA. RBI’s Financial Stability Report (FSR) biannually assesses
credit, market, and contagion risks. Stress testing is conducted to check resilience against adverse
macroeconomic shocks. The failure of IL&FS in 2018 and Yes Bank in 2020 triggered use of PCA (Prompt
Corrective Action) and moratorium powers under Section 45 of the RBI Act.”

SEBI’s Risk Management Framework governs margins, exposure norms, and surveillance in capital
markets. Circuit filters and volatility controls are imposed in equity and derivatives trading. Insurance
companies are subject to IRDAI’s solvency margin requirements under Section 64VA of the Insurance
Act, 1938. PFRDA imposes exposure caps and duration norms for pension fund managers. RBI also uses
Systemic Risk Survey to gather market perception. Cybersecurity threats are managed through CERT-In
directives, IT Act provisions, and regulatory tech audits.”

FINANCIAL INCLUSION AND MICROFINANCE LAW

The Reserve Bank of India defines financial inclusion as the timely and adequate access to financial
services at affordable costs. The Committee on Financial Inclusion (2008) chaired by Dr. C. Rangarajan
laid the groundwork for India’s inclusion strategy. Section 35A of the Banking Regulation Act, 1949
allows RBI to direct banks to open branches in underbanked rural areas. The Pradhan Mantri Jan Dhan
Yojana (PMJDY) mandated zero-balance accounts with debit cards and accident insurance cover, adding
over 50 crore accounts since 2014."’

Business Correspondent (BC) models were introduced under RBI guidelines in 2006. Scheduled
Commercial Banks may appoint local agents for doorstep banking. RBI’s Financial Inclusion Plans (FIPs)
mandate targets for branch expansion, deposit mobilization, and credit linkage. The Supreme Court in

74 Reserve Bank of India, Master Circular on Basel III Capital Regulations, RBI/2022-23/114 (Apr. 2023).

75 Reserve Bank of India Act, No. 2 of 1934, § 45, India Code (1934).

76 Insurance Act, No. 4 of 1938, § 64VA, India Code (1938).

77 Banking Regulation Act, No. 10 of 1949, § 35A, India Code (1949); Ministry of Finance, “PM]JDY Progress
Report” (2024).
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Subramanian Swamy v. Union of India, (2016) 7 SCC 221, upheld the Aadhaar framework’s role in
financial inclusion as constitutionally valid under Article 21.7®

Microfinance plays a pivotal role in access to credit for informal households and women-led enterprises.
RBI’s Master Directions — Regulatory Framework for Microfinance Loans, 2022 provide a uniform legal
definition of microfinance. Loans up to X3 lakh without collateral qualify. Pricing must be transparent.
Recovery practices must follow dignity-based norms. Loan repayments must not exceed 50% of household

income.”®

The Microfinance Institutions (Development and Regulation) Bill, 2022, though not yet enacted, proposes
statutory recognition of MFIs and creation of a Central Microfinance Authority. Presently, most MFIs
operate as NBFC-MFIs and are regulated under Section 45-1A of the RBI Act, 1934. RBI categorises such
entities based on size and risk profile. Post Andhra Pradesh MFI crisis (2010), code of conduct and credit

bureaus were made mandatory to prevent borrower over-indebtedness.

Self-Help Groups (SHGs), governed through NABARD support and State Rural Livelihood Missions
(SRLMs), receive priority sector lending under RBI guidelines. NABARD’s SHG-Bank Linkage
Programme connects over 120 million women with formal finance. These structures empower women,
raise household savings, and promote grassroots investment culture.®!

FINANCIAL FRAUDS, MONEY LAUNDERING, AND REGULATORY ENFORCEMENT

The Prevention of Money Laundering Act, 2002 criminalises acquisition, possession, concealment, or use
of proceeds of crime. Section 3 read with Section 4 penalises such acts with rigorous imprisonment up to
7 years. The Enforcement Directorate (ED) investigates PMLA offences and attaches assets under Section
5. In Vijay Madanlal Choudhary v. Union of India, (2022) 10 SCC 1, the Supreme Court upheld the wide
investigative and attachment powers under PMLA and validated the reverse burden of proof under Section
24.%

Banking frauds are governed under the Indian Penal Code, 1860 (Sections 406, 420, 467, 468) and the
Banking Regulation Act. RBI’s Master Directions on Frauds (2022) mandate classification, reporting
timelines, and audit procedures. Frauds exceeding X3 crore must be reported to the Central Fraud Registry
and reviewed by the bank’s board. Asset reconstruction companies, cooperative banks, and NBFCs are
also brought under fraud-reporting obligations.®

SEBI enforces market conduct through powers under Sections 11 and 11B of the SEBI Act, 1992. Insider
trading, front-running, and misstatements in IPOs are punishable under SEBI (Prohibition of Fraudulent

78 Subramanian Swamy v. Union of India, (2016) 7 SCC 221.

7 Reserve Bank of India, Master Directions - Regulatory Framework for Microfinance Loans, RBI/2021-22/111
(Mar. 2022).

80 Reserve Bank of India Act, No. 2 of 1934, § 45-1A, India Code (1934); Ministry of Finance, Draft Microfinance
Institutions (Development and Regulation) Bill, 2022.

81 National Bank for Agriculture and Rural Development (NABARD), “SHG-Bank Linkage Programme Status
Report 2023”.

82 Vijay Madanlal Choudhary v. Union of India, (2022) 10 SCC 1.

83 Reserve Bank of India, Master Directions on Frauds - Classification and Reporting, RBI/2022-23/65 (Jun. 2022).
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and Unfair Trade Practices) Regulations, 2003. In Dushyant N. Dalal v. SEBI, (2004) 52 SCL 1 SAT, the
tribunal upheld SEBI’s penalty for manipulating IPO allotments through benami demat accounts.?*

The Companies Act, 2013 addresses financial frauds under Section 447. It provides for imprisonment up
to 10 years and fine up to three times the fraud amount. Auditors must report suspected frauds to the central
government under Section 143(12). SFIO investigates complex corporate frauds under the Ministry of
Corporate Affairs.

COMPARATIVE AND GLOBAL PERSPECTIVES

The United States financial system emphasizes decentralization with strong sectoral regulators. The
Federal Reserve acts as central bank and systemic risk monitor. The Securities and Exchange Commission
(SEC) governs securities under the Securities Exchange Act of 1934. The Dodd-Frank Act, 2010
strengthened oversight post-2008 crisis by creating the Financial Stability Oversight Council (FSOC).
U.S. markets rely heavily on disclosure and enforcement. In SEC v. Capital Gains Research Bureau, 375
U.S. 180 (1963), the U.S. Supreme Court held fiduciary duty central to financial regulation.®

The European Union follows a principles-based approach through layered regulatory design. The
European Central Bank (ECB) and the European Banking Authority (EBA) supervise systemic banks. The
Markets in Financial Instruments Directive II (MiFID II) standardises transparency, conduct, and investor
protection across EU markets. The EU’s Capital Markets Union aims to integrate savings and investment
across borders. The General Data Protection Regulation (GDPR) influences fintech operations and cross-
border data sharing in finance.%®

Singapore maintains a consolidated financial regulatory framework. The Monetary Authority of Singapore
(MAS) serves as central bank, prudential supervisor, and market regulator. MAS issues unified guidelines
on digital payments, wealth management, ESG disclosures, and sandbox innovations. It pioneered the
Variable Capital Companies Act (VCC), allowing mutual fund structuring with tax advantages.
Singapore’s fintech sandbox encourages RegTech development under risk-calibrated supervision.®’

The United Kingdom adopts a twin-peak model. The Financial Conduct Authority (FCA) regulates
conduct and competition. The Prudential Regulation Authority (PRA), under the Bank of England, ensures
solvency of banks and insurers. Post-Brexit, the UK’s Financial Services Act, 2021 strengthens AML
enforcement, stablecoin regulation, and equivalence rules. The UK upholds the Senior Managers and
Certification Regime (SM&CR), reinforcing individual accountability in financial firms.%®

China’s financial system remains state-driven. The People’s Bank of China (PBoC) controls monetary
policy and financial stability. The China Securities Regulatory Commission (CSRC) oversees capital
markets. The 2020 dual-circulation policy encourages domestic capital formation. China’s crackdown on
Ant Group and platform fintechs demonstrates regulatory emphasis on systemic containment over market

8¢ Dushyant N. Dalal v. SEBI, (2004) 52 SCL 1 SAT.

85 SEC v. Capital Gains Research Bureau, 375 U.S. 180 (1963).

86 Directive 2014/65/EU of the European Parliament (MiFID II).

87 Monetary Authority of Singapore, “Variable Capital Companies Framework,” MAS Circular No. SFA 03-NO1
(2021).\

8 Financial Services Act, 2021 (UK); FCA Handbook, Senior Managers and Certification Regime.
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freedom. Data governance under Personal Information Protection Law (PIPL) and Cybersecurity Law
redefines digital finance architecture.®

India aligns closer with global best practices post-liberalisation. RBI’s inflation targeting mirrors the Fed’s
dual mandate. SEBI’s shift from merit-based to disclosure-based regime reflects U.S. influence. The IBC
draws on U.K.’s creditor-in-possession model. Yet, India’s financial inclusion model - via JAM trinity,
Jan Dhan accounts, Aadhaar, and mobile - is cited globally by IMF and World Bank as a replicable

template for emerging economies.®

CHALLENGES AND REFORM RECOMMENDATIONS

Fragmented regulation remains a structural challenge. RBI, SEBI, IRDAI, and PFRDA operate with
overlapping mandates. Coordination delays response in systemic risks. FSDC lacks statutory authority.
The absence of a unified financial regulatory code creates regulatory arbitrage. The Financial Sector
Legislative Reforms Commission (FSLRC) proposed the Indian Financial Code, but it remains
unimplemented.®

Capital markets remain shallow and debt markets underdeveloped. Corporate bond liquidity is low. Mutual
fund penetration outside metro cities is negligible. Retail investors lack trust due to past frauds. SEBI’s
investor grievance mechanism, though improved, needs decentralised access. Tier-1I and Tier-1II cities
require outreach via digital kiosks and vernacular awareness modules.%

Microfinance institutions face dual burdens of state and central oversight. Post-AP crisis, several states
enacted laws capping interest rates, conflicting with RBI directions. NBFC-MFIs are burdened with credit
bureaus, board governance, and IT infrastructure compliance. A comprehensive Microfinance Law with
clear federal-state jurisdiction is necessary. SHG-bank linkage still depends on subsidy-driven models
with poor monitoring.®?

The digital financial ecosystem lacks a data fiduciary framework. Consent is buried in clickwraps. RBI’s
digital lending guidelines lack implementation teeth. The DPDP Act, 2023 remains under institutional
transition. Fintechs operate in grey zones. Neo-banking and BNPL models pose systemic risks without
adequate stress testing. Algorithmic lending lacks bias audits. Sandbox regulations need wider
participation and outcome reporting.®

Monetary transmission is uneven. PSBs delay rate cuts despite policy signals. EBLR-linked loans exist on
paper but discretionary charges neutralise them. Shadow banking channels distort credit pricing. NBFCs

8 People’s Bank of China, “FinTech Development Plan 2022-25” (2022); PIPL (2021).

% Reserve Bank of India, “Report on Financial Sector Reforms” (2022); World Bank, “Global Financial Inclusion
Database (Findex)” (2021).

91 Ministry of Finance, Report of the Financial Sector Legislative Reforms Commission (2013).

92 Securities and Exchange Board of India, Investor Survey Report, SEBI/2023/1S (2023).

9 Reserve Bank of India, Master Directions - Regulatory Framework for Microfinance Loans, RBI/2021-22/111
(Mar. 2022).

% Digital Personal Data Protection Act, No. 22 of 2023, India Code (2023); Reserve Bank of India, Guidelines on
Digital Lending, RBI/2022-23/111 (Sep. 2022).
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bypass exposure norms via layered group structures. RBI’s SBR framework must cover regulatory capture
and audit quality. Prompt Corrective Action must apply to large NBFCs with cross-sector links.%

8. CONCLUSION

India’s financial system rests on a delicate equilibrium. Savings, when mobilised efficiently, transform
into engines of economic activity. Legal frameworks around banking, insurance, pensions, capital markets,
and fintech form the backbone of this architecture. RBI ensures monetary discipline. SEBI governs
transparency and investor safety. IRDAI and PFRDA safeguard long-term household savings. Each pillar,
though distinct, must move in coordination to achieve systemic harmony and inclusive growth.%

Gaps persist. Household financial literacy is limited. Informal savings still dominate rural areas. Credit
allocation remains biased toward large corporates. Risk-based pricing is weak. NBFCs carry credit
concentration. Cooperative banks lack oversight. Shadow finance and regulatory arbitrage threaten macro
stability. The digital surge brings benefits but also sharpens vulnerabilities in data privacy, frauds, and
customer redress.?’

Judicial interventions like SEBI v. Sahara, Swiss Ribbons, and Jayantilal Mistry reaffirm regulatory
primacy, investor protection, and public accountability. These cases have pushed financial law toward
greater enforcement and transparency. Statutory reforms such as the IBC, PMLA amendments, and DPDP

Act have further reinforced the ecosystem. But legal certainty needs consistency. Regulatory overlaps

dilute deterrence. Enforcement delays weaken compliance incentives.%

Comparative lessons are instructive. U.S. prioritises disclosure and fiduciary accountability. EU ensures
harmonised conduct. Singapore promotes regulatory agility through sandboxing. India must blend these
with its demographic and economic realities. JAM trinity, UPI stack, Aadhaar e-KYC, and NPS portability
offer scalable innovations. But unless backed by legal robustness, inclusion risks remaining shallow.%
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