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Abstract: Financial system occupies an importantapk in Indian Economy as one of the industries.dttperforms certain
essential functions for the economy including mariag of payment system, collection & allocation dfet savings of society
and creation of a variety of stores of wealth toitsthe preferences of savers. Finance is the flogiblood in the body of
financial system in any country. It bridges gap beten the saving & investments by providing the mamism through which
savings of savers are pooled and are put into tlaendls of those able & willing to invest by financialgencies. Hence, the role
of financial system is to promote savings and theimannalisation in the economy through financial asts that are more
productive than the physical assets. Therefore, Wherkings of financial system are vital to pace asdstainable growth of the
economy. Financial system plays a momentous rol@datess the rate of economic development, whid isnproving general
standard of living & higher social welfare in theauntry.
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l. INTRODUCTION

The financial sector of India is diversified andparding rapidly. It consists commercial banks, iaeae companies,
nonbanking financial companies, cooperatives, penfinds, mutual funds and other smaller finanoiérmediaries. In our
country bank is one of the dominated financial @eeind commercial banks account for over 60% oftthal assets of the
financial system followed by the Insurance companigpart from these other bank intermediaries idelvegional rural banks
and cooperative banks that target under serviceal, reub-urban and urban populations. In finanbe, meaning of financial
system is the system that allows the movement ofendetween savers and borrowers. It comprisesa@f semplex and closely
interconnected financial institutions, intermedéarimarkets, instruments, services, practices, ramgdctions. Financial systems
are essential to the allocation of resources ilyreahic economy. They channel household savingbdaocorporate sector and
allocate investment funds among firms; they allotei-temporal smoothing of consumption by househaldd expenditures by
firms; and they enable households and firms to eshisgks. These functions are common to the findreyatems of most
developed economies. Yet the form of these findisgistems varies drastically.

Il FINANCIAL SYSTEM- A REGULATORY FRAMEWORK

The regulation and supervision of the financialteysin India is done by several regulatory autiesitThe Reserve Bank of
India (RBI) regulates and supervises the major paihe financial system in India. The supervisooje of the RBI covers
commercial banks, urban cooperative banks (UCBspidhal Rural Bank, Private Banks, some finanaiatifutions and non-
banking finance companies (NBFCs). Some of thenfif@ institutions are regulatee or supervised mfthstitutions in the
financial sector, for example, Regional Rural Baaks the Co- perative banks are regulated or sigeehby National Bank for
Agriculture and Rural Development (NABARD); and Bing finance companies by National Housing Bank B\lHDepartment
of Company Affairs (DCA), Government of India regids deposit taking activities of corporate, otivan NBFCS registered
under companies Act, but not those which are usdparate statutes. The Registrar of Cooperativdifefent states in the case
of single state cooperatives and the Central Gowem in the case of multistate cooperatives amd jeigulators, with the RBI
for UCBs, and with NABARD for rural cooperatives.h&feas RBI and NABARD are concerned with the bapfimctions of
the cooperatives, management control rests withStiate/ Central Government. The capital market,uadutunds, and other
capital market intermediaries are regulated by B&esi and Exchange Board of India (SEBI), InsusrRegulatory and
Development Authority (IRDA) regulates the insurarsector; and the Pension Funds Regulatory andl@mwent Authority
(PFRDA) regulates the pension funds in India.

M. FINANCIAL SYSTEM- LEGISLATIVE STRUCTURE
The current background of financial law is not msaltisfactory in certain respects. Today, Indiadwas 60 Acts and multiple
rules/ regulations that govern the financial seatathe country. Many laws from the 1950s and tB60k have an emphasis on
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restricting certain financial activity, rather than establishing regulatory structure for it. Thigims of many of the Acts, rules,
regulations that govern the financial sector inidnchn be traced back more than half a centurpinescases. The RBI Act and
the Insurance Act were enacted in 1934 and 1938eotisely and the Securities Contracts Regulatian, Avhich governs
securities transactions, was legislated in 1956rwhe financial landscape was very different frdvat tseen today. For instance,
the banking regulations, they were established rbeéwolution of ATMs, credit cards, internet bargkinnvestment advisory
services, private banking, selling mutual funds dalt products, direct selling agents, vehicle $oaerivatives and a whole lot
of other new products and services existed. Thede ave been amended time to time and again o fx@ee with a changing
reality but its legal foundations remained mordess inflexible.

V. FINANCIAL SYSTEM —AN ECONOMIC REFORMS

The role of the financial system in India, untiétharly 1990s, was primarily restricted to the fiomcof channeling resources
from the surplus to deficit sectors. Whereas tharftial system performed this role practically wieHl operations came to be
marked by some serious deficiencies over the yé&drs. banking sector suffered from lack of compatitilow capital, low
productivity and high intermediation cost, and higRAs. After the nationalization of large banksli#69 and 1980, public
ownership dominated the banking sector in the aguithe role of technology was minimal and the gyadf service was not
given enough importance. Banks also did not folfmaper risk management system and the prudenséiatiatds were weak. All
these resulted in poor asset quality and low blfiity of the financial sector.

FINANCIAL M ARKETS:

Financial markets are an important component ofitfencial system in India. They are a mechanisntife exchange trading
of financial products under a policy framework. Tgaticipants in the financial markets are the twmars i.e. issuers of securities,
lenders i.e. buyers of securities, and financisdrimediaries. Financial markets comprise two défiféitypes of markets;

Money Market:

It is a market for short-term debt instruments Wwhi@as maturity period less than one year. It igghli liquid market wherein
securities are bought and sold in large denominatio minimise transaction costs. Call money margeittificates of deposit,
commercial paper, and treasury bills are the magstruments of the money market. it serves as aililegating force that
redistributes cash balances in accordance witHigoelity needs of the participants; this forms asis for the management of
liquidity and money in the economy by monetary atities; and it also provides reasonable accesheaisers of short-term
money for meeting their requirements at realisticgs.

Capital Market:

Capital Market is a market for long-term securitjequity and debt). The purpose of capital markebimobilise long-term

savings to finance long-term investments.
The functions perform by capital market are asofed;

1. It provides risk capital in the form of equity auagi-equity to entrepreneurs;

2. It encourages broader ownership of productive asset

3. It provides liquidity with a mechanism enabling theestor to sell financial assets;

4. Itlowers the costs of transactions and informataod

5. It also improves the efficiency of capital allocatithrough a competitive pricing mechanism.

V. FINANCIAL SECTOR-CHALLENGES
Today the Indian financial sector is not free frohallenges. It faces several challenges as dismlew;
Lack of expert and qualified personnel:
The financial services sector is fully geared te thste of “Financial Creativity” However, this smchas to face many

challenges, in fact the dearth, of qualifies amthted personnel is an important implement in itsagh. Hence, it is very vital that
a proper and comprehensive training must be giwehe various financial intermidateres.

Lack of awareness among investors:
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The introduction of new financial products and riastents will be of no use unless the investor iaravof the advantages and
uses of the new and innovative products & instrusigdence, the financial intermidateres should atiuthe prospective users
or investors of the advantages of the instrumdmtaugh literature, seminars, workshops etc.

Lacks of transparency:

The whole financial system is undergoing a phenahéchange in accordance) with the recruitmentshef national and
global environments. Hence, this section shouldfapbetter level of transparency.

Lack of specialization:

In the Indian Scenario, each intermediary seendetd in different financial service lines withoytegializing in one or two
areas only. This helps them to achieve high leoktdficiency and excellence.

Lack of updated market data:

Most of the intermediaries do not spend more oeaesh. It is very vital that one should build upraper database on the
basis of which one could embark upon “Financiahtixéty”. Moreover, a proper database would keepsatf aware of the recent
development in other parts of the whole world &aball. It would enable the fund managers to takend judicial decisions.

VI. FINANCIAL SYSTEM-EcoNOMIC OUTCOMES

The financial system of India is multi-dimensiolald its segments vary widely in terms of finandiepth, access, efficiency,
and stability. A vibrant, dynamic, and well- EveatsFTKMC functioning financial market leads to @shof improved economic
outcomes through various channels, such as madilizaf savings, allocation of assets or capitalptoductive uses, easy
facilitation of transactions, and risk managememoag others financial instruments. In general fihencial depth defined as the
extent to which an economy is making use of finainservices and it is associated with higher rafesconomic growth of the
country.

VII. CONCLUSION

The Indian financial sector is diversified and exgiag rapidly. It is also multi-dimensional and #sgments vary widely in
terms of financial depth, access, efficiency, aadbifity. It comprises commercial banks, credgtitutions, insurance companies,
pension funds and mutual funds. Commercial ban&stes largest group, comprising about 60 percendtaf financial assets.
Financial system plays a momentous role in acdessate of economic development, which is to imprg\general standard of
living & higher social welfare in the country.
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