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A central bank is the apex institution of  a country’s monetary system. In case of a developing 

country the central bank also serves as the apex institution of its financial system .The Central 

bank assumes a significant and a leading role in organising , running , supervising , regulating 

and developing the financial and monetary system of a country. The central bank also executes 

the monetary policy of the government . The central bank is the monetary authority that controls 

the supply of  and demand for the nominal balances and also regulates other nominal variables 

in the country. For developing and maintaining an efficient financial system in an economy the 

central bank assumes a very crucial role. We will devote this chapter to discuss the origin, the 

organisational structure and the objectives of the central bank of India, the Reserve Bank of 

India (RBI) .   

The Reserve Bank of India , the  central bank of the country is bestowed with the responsibility 

of maintaining the monetary stability, the management of currency and the supervision of the 

financial as well as the payments system. The RBI was established in 1935 and is functions 

and focus have evolved in response to the changing economic environment. Before we delve 

into the objectives and functions of the RBI let us first discuss how the RBI came into being. 

The history of RBI  is not only inherently entwined  with the economic and financial history of 

the country, but also gives insights into the thought processes that have helped shape the 

country's economic policies.  The RBI was established on the basis of the recommendations of 

the Hilton-Young Commission . The Reserve Bank of India Act, 1934 ) provides the statutory 

foundations of the functioning of the Bank, which commenced operations on April 1, 1935. 

Initially it was formed as a private shareholders’ bank with a fully paid -up  share capital of Rs. 

50 million . The RBI was completely nationalised on 1st January 1949 and the ownership of 

the bank was bestowed upon the Government of India under the RBI Act of 1949. 

The RBI was constructed keeping in mind the following objectives: 

• Regulate the issue of banknotes 

• Maintain reserves with a view to securing monetary stability and 

• To operate the credit and currency system of the country to its advantage. 

The RBI was set up on the basis of the recommendations of the Hilton Young Commission. 

The Reserve Bank of India Act, 1934 (II of 1934) provides the statutory basis of the functioning 

of the Bank, which began its operations on April 1, 1935. Initially , it was constructed as a 

private shareholders’ bank with a fully paid -up share capital of Rs.5 crore. It was nationalised 

on January 1,1949 , the entire share capital was acquired by the Central Government by 

compensating the shareholders.  



The RBI consists of one central board and four local boards located in four regions of the 

country namely Mumbai , Calcutta , Chennai and New Delhi. The RBI’s affairs are regulated 

by a Central Board of Directors appointed by the Government of India in consonance with the 

RBI Act. The supervision and direction of the affairs of the RBI  are vested in the organisational 

structure which is shown below: 

Official directors consist of the Governor and not more than 4 Deputy Governors and they are 

appointed / nominated for  a period of 4 years. 

Non-Official directors :  

• Nominated by the Government and there are 10 Directors from various fields. 

• Two Government officials 

• Others: four directors – One from each local boards. 

• Local Boards : Each local board consists of five members who are appointed by the 

Central Government for a period of two years. 

 

Source: www.rbi.org.in 

Objectives of the RBI 

The Reserve Bank of India Act, 1934 lays out its objectives as : 

"to regulate the issue of Bank notes and keeping of reserves with a view to securing 

monetary stability in India and generally to operate the currency and credit system of the 

country to its advantage; to have a modern monetary policy framework to meet the 

challenge of an increasingly complex economy, to maintain price stability while keeping 

http://www.rbi.org.in/


in mind the objective of growth." The formulation, framework and institutional architecture 

of monetary policy in India have evolved around these objectives – maintaining price stability, 

ensuring adequate flow of credit to sustain the growth momentum, and securing financial 

stability. The RBI has been entrusted with a responsibility for ensuring financial stability which 

entails regulation and supervision of the financial system and its constituents like the money 

market, debt and foreign exchange market in India. The RBI also ensures the development of 

a robust, efficient and diversified financial system in order to maintain financial stability and 

effectively ease the transmission of monetary policy. The RBI pursues the operational 

objectives in connection with its prime function of issuing of notes and coins and proper 

management of the currency and also the objectives in relation to its agency functions. 


