Role of RBI
The Reserve Bank of India is the central bank of India. RBI came into existence on 1st April, 1935. RBI is the apex financial institution of the country’s financial system entrusted with the task of control, supervision, promotion, development and planning. The functions of RBI are classified into traditional function, development function, supervisory function and regulatory function. 
1.Traditional functions: Traditional functions include fundamental functions of the central banks. They comprise the following tasks-
i. Issue of currency notes: The RBI has the sole right or authority of issuing currency notes except one rupee note and coins of smaller denomination. The RBI has power not only to issue and withdraw but even to exchange this currency notes for other denomination. 
ii. Bankers to other banks: RBI provides short terms loans and advances to the commercials banks, when necessary, to facilitate lending to specific sectors and for specific purposes.
iii. Lenders to the last resort: The commercial banks approaches to RBI at the time of emergency. 
iv. Bankers to the government: It performs various banking function, under takes foreign exchange and provides financial assistance to the government of India.
v. Exchange rate management: It is an essential function of RBI to prepare and implement foreign exchange rate policy to maintain the exchange rate stability.
2. Developmental functions:
i. Development of agriculture: RBI renders its services in agricultural sector by increasing the flow of credit to this sector through development of NABARD and RRBs.
ii. Provision of industrial finance: Rapid industrial growth is the key to faster economic development. In this regard, the adequate and timely availability of credit to small, medium and large industry is very significant. In this regard, the RBI has contributed much in setting up special financial institution such as ICICI limited, IDBI, SIDBI and Ex-Im bank etc.,
iii. Provision of training: The RBI has always tried to provide essential training to the staff of the banking industry. The RBI has set up the Banker’s training colleges at several places. National Institute of Bank Management (NIBM), Bankers Staff College (BSC) and College of Agriculture Banking (CAB) are some of the examples.
iv. Publication of the reports: Reserve bank has its separate publication division. This division collects and publishes data on several sectors of economy. The reports and bulletin are regularly published by the RBI. It includes RBI’s weekly report, RBI annual report, report on trend and progress of commercial banks in India. This information is made available to the public at cheaper rates.
v. Promotion of banking habits: As an apex organization RBI always tries to promote the banking habits in the country and takes measures for an expansion of the banking network. It has set up many institutions such as Deposit Insurance Corporation, UTI, IDBI, NABARD etc., 
3. Supervisory functions:
i. Granting license to bank: The RBI grants license to the banks which like to commence their business in India. Licenses are also required to open new branches or closure of branches. Whit this power RBI ensures avoidance of unnecessary competitions, promotes evenly growths of banks in different regions.   
ii. Function of inspection and enquiry: In order to comply with the applicable provisions, RBI inspects and makes enquiry of commercial banks and other financial institutions in respect of their banking operation like loans and advances, deposits and investment functions. Under such inspections RBI ensures that the banks and financial institutions carry on their operations in a prudential manner, without taking undue risk but aiming at profit maximization within the existing rules and regulations. 
iii. Control the non-banking financial corporation: RBI issues necessary directions to the non-banking financial corporations and conducts inspection on their operation. 
iv. Implementing Deposit Insurance Scheme: RBI implements the deposit insurance scheme for the benefit of bank depositors. Under this scheme, deposits up to one lakh rupees with the bank branches are guaranteed for payment even in cash of bank failure.
4. Regulatory function:
    The RBI acts as the regulator of money and credit by adopting various techniques of money control. It has the statutory power to regulate banking. It directs the lending policy of banks and control the purpose of loans, margins to be maintained and rate of interest. The various credit control technique adopted by RBI are – Qualitative methods: Open Market Operations, variation of bank rate, CRR, SLR: Qualitative methods: Credit rationing, moral suasion, selective credit control and margin requirements.
Financial system performs co-ordination between savings and investments
According to Robinson “financial system provides link between savings and investment for the creation of new wealth”.
In an economy there are two types of economic units – Surplus spending economic units and deficit spending economic unit. Surplus spending economic units are those whose income is more than their consumption and planned investment. These units provide the loanable fund for the economy. In India the surplus saving units are generally the household sector. Deficit spending units are those whose consumption and planned expenditure are less than their income. 
  The surplus savings of the surplus spending household sector have to be transferred to the deficit spending units. A link in the form of a financial system is necessary to transfer surplus saving to deficit units. The surplus and deficit units can be brought together either directly through external financing or indirectly through intermediates banks and other financial institutions. 
The diagram given above shows how surplus units lend funds to financial intermediaries and financial markets- two important components of the financial system. Financial intermediaries issue secondary securities 
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