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1.1 Background Of The Study

India's demonetization campaign, started in November 2016, radially changed the
Indian banking industry. Though a lot of the immediate attention was on the liquidity
crisis and rise in deposits, a crucial sector that experienced major changes was the
non-fund based income (NFBI) of banks—mostly PSBs. Service fees, commissions
on transactions, ATM fees, processing charges, and income from treasury and third-
party product distribution constitute non-fund-based income. Post-demonetization, as
cash availability dropped, the government and the RBI drove for a digital payment
environment. Electronic transactions, online banking, card use, and mobile well
services All saw a marked rise as a result of this change. Public sector banks, which
usually relied more on Int. Income and had low digital penetration relative to private
rivals, were suddenly compelled to modernize and change. Although NFBI from
service charges and digital transactions showed a clear rise, the rise was unequal and
mostly transitory, limited by infrastructural deficits and consumer awareness.
Conversely, PB were more prepared to profit from the change since they already had
strong cross-selling financial product, fee-charging, and high-volume digital service
facilitation capabilities. Demonetization thus revealed the systemic flaws of PSBs in
producing consistent non-Int. Income. Although demonetization gave public banks a
chance to grow their non-fund income base, this debate stresses that the general long-
term benefits were constrained without planned technology, employee education, and
service innovation expenditures. For public sector banks, the event acted as a wake-up
call to lower their dependence on Int. Income and boost their non-fund sources of

revenuc.

1.2 Concept Of Income

usually-in the form of cash or monetary equivalents, income is the financial benefit
obtained by people, companies, or organizations over a period of time. It is achieved
by means of profitable activities like investment returns, business activities, or
employment. Income is a basic measure of economic sustainability and financial

power.
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In the context of banking, income is essentially split: Income derived from fund-based

interest on advances, loans, and investments.

Earnings from services include commissions, fees, and other non-lending financial
transactions that generate non-fund based revenue. Understanding revenue helps
assess financial health, operational efficiency, and performance patterns of banks and

other financial institutions.
Defining Income:
Definition in accounting:

“Income 1is the rise in economic benefits during the accounting period in the form of

inflows or asset improvements or liability reductions that produce equity increases.”
Board for International Accounting Standards (IASB)

Economic Definition: "Income is the consumption and savings opportunity acquired

by an entity within a defined time frame, sometimes given in financial terms. "

Alfred Marshal , Economist
General Definition: "Income is the money earned—especially on a regular basis—for

labor or via investments. "
Irving Fisher

“Income is the flow of services or consumable goods resulting during a period
of time. & Emphasizing income as a flow rather than a

stock, Fisher set it apart from capital.”
John Hicks

"Income is the maximum amount which a man can spend during a week, and still

expect to be as well off at the end of the week as he was at the beginning."

This definition emphasizes sustainable consumption a very influential concept in

modern economics.

Richard T. Ely
"Income is the monetary worth of products and services an individual or
group gets over a certain period. "

Ely's definition emphasizes the temporal element as well as the monetary worth.
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Dalton
"Income is a stock of wealth received during a period of time."
Dalton focuses on income as wealth flow within a specific time frame.

Understanding this idea is critical for assessing the consequences of economic events,
including demonetization, on different forms of income, especially in sectors like
banking where income generation is highly linked to both lending and service-based

operations.

1.3 Types Of Bank Income

The total revenue a bank produces from its multiple activities and services defines
bank income. Broadly speaking, it fall s under two categories: Int. Income and non-Int.
Income. The main source of revenue for banks is Int. Income derived from lending
operations like loans, advances, and government securities investments—banks levy
interest on these services. Fees, commissions, service charges, trading income, and
other financial services like ATM fees, account maintenance fees, forex transactions,
and advisory services make up non-Int. Income. Financial stability of a bank depends
on the balance between non-Int. Income and Int. Income. Modern banks are more and
more broadening their operations toward fee-based services to control risks and boost
profit, even if Int. Income was a major cornerstone of conventional banking. Ensuring
sufficient profitability, adherence with laws and regulations, retention of capital

adequacy, and stakeholder returns depends on effective management of bank revenue.
Main point related to bank income:
Definition:

Bank revenue is the total revenue produced by a bank from its activities, including

non-interest transactions as well as interest.

Two Chief Categories:

1) Income Generated from Funds (Int. Income)
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2) Income not based on funds (fee-based revenue)

Income based on funds includes:

Inquiries about loans and advancement
Investors' interest in government debt
Interest rate on interbank deposits

Income Not Based on Funds Includes:

Process costs and service fees
Commission from issuing letters of credit (LC) and bank  guarantees (BG)

Income from forex transactions

Expenses from ATM, cheque clearance, etc.

Significance:

Financial measures of the bank
Assists operational and strategic planning.

Allows one to diversify their income and lessen their dependence on Int. Income

Effects of Monetary Policy:

Both fund-based and non-fund-based income can be affected by demonetization,

monetary policies, and interest rate adjustments.

Contemporary Banking Trends:

Growing competition and tight interest margins lead to more emphasis on non-fund-

based income.

Fintech and digital banking have raised revenue-based services.

Directly impacting fund-based income are RBI regulations, CRR, SLR, and repo rates.
Service charges and fees fall under legal frameworks.

Performance Indicator:
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A strong and varied income structure is reflected in a balanced fund and non-fund

income combination.
Examples:

ICICI Bank makes a lot of non-interest money from retail — and digital products.
Interest on loans to retail and corporate customers accounts for a significant share of

SBI income.
1.3.1 Sources Of Bank Income

Performing a broad spectrum of activities like accepting deposits, issuing loans,
managing investments, and providing several financial services, banks are essential
financial intermediaries in the economy. Banks make money from several sources
during these activities. Analysis of a bank's financial results, profitability, risk
management, and long-term sustainability requires an awareness of these revenue

Sources.

Two main areas define bank revenue: fund-based income and non-fund-based income.

This chapter offers a thorough survey of the two types and their constituent parts.

1. Income Based in Funds
Earnings made by a bank or financial institution from loaning money to people,
companies, or other parties are known as Int. Income. For most commercial banks, it
is the main source of income and reflects the return gained on interest-bearing assets
including loans, advances, and holdings in government securities.
Simply stated, a bank levies interest on the money it gives out as a loan; the revenue
received as interest is referred to as Int. Income.
Definition:
Int. Income is the revenue banks get from their main lending operations, which entails
charging interest on credit granted to customers, as well as from interest-bearing
assets like as treasury bills, governmental bonds, and inter bank loans. Crucially y in
evaluating the financial performance and profitability of a bank, it is a primary

element of fund-based income.

The conventional and fundamental revenues of a bank come from fund-based income

also known as Int. Income. It results from the investment of resources in interest-
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bearing assets like loans, advances, and investments. Below are the core elements of

discussion:
1.1 Interest on loans and advances

The interest applied on different sorts of loans and credit facilities provided to people,
companies, and institutions makes up a large part of a bank's revenue. This includes:

Retail loans (home loans, personal loans, vehicle loans)
Loans made to businesses for operating capital and term loans.

Loans for small and medium-sized companies (MSMEs) and agriculture based on risk
profile, length of employment, and economic policy circumstances, the interest rate

on these loans fluctuates.
1. 2 Investment Interest

As part of their statutory duties (such as Statutory Liquidity Ratio - SLR) and treasury
activities, banks invest in fixed-income instruments, bonds, debentures, and other
government securities. Income from these investments provides a steady and rather

risk-free source of cash.
1. 3 Lending among banks

Banks frequently loan excess cash to other banks in the call money market via reverse
ropes and instruments such ropes. Though short-term, the interest derived from such

trades helps to generate fund-based revenue.
1. 4 Foreign Operational Income

Banks with global reach derive interest from foreign loans and investments. In some
cases, this include cross-border financial services and Non-Resident Indian (NRI)

deposits.

1.4 Concept Of NII

Non-Int. Income is the income that banks and financial institutions derive from
activities not connected to interest-earning assets like loans or investments. Non-Int.
Income comes from the offering of several services and fee-based activities, unlike Int.

Income, which is derived from lending operations.
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Simply put, non-Int. Income (NII) is the revenue generated from All other than

lending, and it is becoming more and more crucial in helping a bank to diversify its

income profile.

traditionally y, banks depended mostly on interest-based revenue from investments
and loans. But over time the profitability of core lending has fall en as a result of
market volatility, interest rate swings, and regulatory restrictions. To maintain revenue
growth, lower reliance on Int. Income, and improve their risk-return profile, banks

have therefore moved toward fee-based services.

As a strategic revenue source, non-Int. Income has been further increased by the rise

of financial advisory, e-commerce, digital banking, insurance distribution, and

transaction services.

14.1 Components Of NII/Other Income
Non-interest revenue for a bank comes from sources other than interest earned on
loans or investments. Particularly during times when traditional interest-based profits
are under threat, understanding the financial performance and resilience of banks is
absolutely essential. Its main parts are thoroughly described below:
1. Fee-Based Income:
The most regular and recurring form of non-interest revenue is fee-based income.
Charges assessed for retail as well as business services provided to consumers
generate it.
a) Service Charges and User Fees
For banks, user fees and service charges are a basic source of non Int. Income. These
fees are assessed for offering consumers fundamental and value-added banking
products. Though on a personal level they may seem little, together they create a

significant income source—especially in high-volume banking settings.

normally, these charges are standardized by policy, disclosed in the bank's schedule of

charges, and subject to operational expenses, inflation, and regulatory clearances.

1. Charges for cheque book issuing

Banks provide cheque books to account holders to enable payments and financial
transactions. Although some banks provide a set amount of free cheques per

quarter/year, any further demand for cheque draws a service fee.
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Specifics: Charges are assessed per leaf or per booklet (ex X2 per leaf after 25 free

cheques).

Cheque books with bespoke printing (name/address) or expedited delivery could incur
additional charges. additionally included in the cost is compensation for the paper,
printing, logistics, and risk of fraud prevention tools like MICR encoding and

watermarking.

Revenue Importance: Given the increasing digitization of payments, cheque usage is
declining, but still prevalent in corporate transactions, government payments, and

property deals, making this a modest but steady source of non-Int. Income.

2. Preparation fees for Demand Drafts (DDs)

Definition: Unlike cheques, DDs are certain money because the amount is debited up

front.
Details: Charges change depending on Amount of the drafts
Mode of request (online/in-branch)Destination (local/intercity)

For educational reasons, some banks provide senior citizens or students lower interest

rates.

Revenue Significance: Though electronic transfers have gained prominence, DDs are
still utilized in institutional contexts like court fees, government agencies, or
university applications, hence maintaining the usefulness of this service for income

creation.

3. Charges for Stop Payment Requests

Definition: A stop payment is a demand made by a client to the bank to stop a cheque
not yet cleared but already written from being paid. Usually costing between 50 and

%150, banks charge per cheque or per request.

The cost includes the administrative process of flagging the cheque, updating systems,
and making sure it doesn't get cleared accidentally. For large stop orders—such as a

lost cheque book—consolidated fees can apply.
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Applications: Cheques lost or stolen Errors in amount or payee Regarding fraudulent

use

Revenue Significance: Although not regularly employed, stop payment systems

enable banks to justify the related cost by helping to reduce risk and prevent fraud.

4. Passing book printing costs

Definition: New account holders have free issuance; reprints, duplicates, or regular

updates could incur fees.

Details: Duplicate passbooks (damaged/lost) Other printing requests beyond normal
free limits Printing following extended inactivity Charges from 50 to X100
depending on the bank's policy.

Switch to Digital:

Many banks promote digital channels since mobile and internet banking offers e-
statements. Still, older and rural groups continue to prefer passbooks, hence this is a

pertinent service charge.

5. NEFT/ RTGS Transaction Costs

Definition:
NEFT: Settled in batches; perfect for little, non-urgent payments.
RTGS: Employed for high-value, real-time transfers (at least X2 lakh).

Fees Structure: (Note: While RBI has waived NEFT/RTGS fees for savings accounts
via digital platforms since January 2020, charges may still apply in certain

offline/corporate circumstances.)
NEFT charges vary from 2. 50 to 325 depending on the amount.

RTGS levies range from 20 to I50 per transaction. In-branch/over-the-counter
requests have higher fees. Still employing these systems are corporate and
commercial customers processing mass payments, particularly through cash

management services (CMS).
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Income Importance: Although the RBI is pushing digital, fee-free payments for retail

consumers, this segment is a significant source of revenue especially from

institutional clients.

Service charges and user fees mirror a bank's effort to strike a balance between
revenue creation, service value, and cost recovery. Though every transaction could
produce little on its own, the overall effect, especially in banks with big clientele, is

substantial.

Taken more generally, these fees: Support to balance operational expenses Encourage
consumers to be cost conscious .Offer stable, low-risk income against erratic trading
profits. Many of these banking services are being automated or digitized as part of the
digital transformation, hence generating new pricing structures and changing client
expectations. Banks are currently struggling to balance user fees with openness and so

prevent regulatory penalties or consumer dissatisfaction.
b) Debit Card and ATM Costs

For banks, fees based non-Int. Income depends in large part on ATM and debit card
fees. Banks have capitalized on several card-related services to help their revenue as

electronic banking grows more popular and debit card use becomes more widespread.

Beyond a set monthly number of free ATM transactions, banks usually-charge service
fees and exchange fees. Among these fees might be: Fees for exceeding free ATM
withdrawals (especially at non-home ATMs) Debit card replacement costs for lost or
damaged cards Charges for international ATM transactions Charges for PIN

replacement either through physical postal or in-branch services

These costs enable banks to pay operating expenses including network fees, cash
handling, fraud detection systems, and ATM maintenance. ATM and debit card-related
charges have become a consistent and reliable source of non-interest revenue,

especially in retail banking as digital and cashless transactions have increased.

¢) Loan Processing Fees
For banks, non-Int. Income depends on loan processing fees, which are upfront fees
assessed on borrowers for administrative and operational work required in approving
a loan. Usually nonrefundable, these fees are usually computed either as a fixed sum

or as a percentage of the loan amount—use ranging from 0. 25% to 2% —independent
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of whether the loan is ultimately disbursed. The fee covers the bank for a range of pre-

sanction activities including legal appraisals, document verification, CIBIL or credit
bureau inquiries, credit appraisal, and technological assessments (especially in the
case of secured loans). Unlike Int. Income, which is earned over the tenure of the loan,
processing fees provide immediate revenue and help offset the cost of loan origination.
The type of loan determines the structure and speed of processing fees; home loans
often have cheaper costs because of competition, while unsecured personal or
corporate loans bear greater fees because of higher risk. While private sector banks
usually charge more fees in exchange for quicker service and digital processing, PSBs
might offer promotional deals with concessional or waived fees. To prevent consumer
complaints, the RBI demands that these costs be openly revealed in every loan
document. Although processing fees make a substantial impact to bank revenue,
borrowers sometimes view them as yet another burden, especially when coupled with
other supporting fees. Banks will probably maximize these costs as lending becomes
increasingly electronic so they can stay competitive and preserve their function as a

trustworthy source of non interest revenue.

d) Account Maintenance Charges
Non-Int. Income for banks depends much on account maintenance costs, which are
derived from charges imposed on clients for keeping several kinds of accounts.
usually set as repeating monthly or yearly payments, these fees are usually levied on
demat accounts, current accounts, and savings accounts. One of the most frequent
types of this charge is the minimum balance non-maintenance fee, which is applied
when a customer does not meet the mandated average monthly or quarterly balance in
their account. generally, the fee will depend on the degree of the deficit and the
category of the account (urban, semi-urban, or rural). Banks also charge Annual
Maintenance Fees (AMC) on demat accounts used for holding securities in digital
form. This cost pays for the compliance with infrastructure and rules connected with
back-office activities and custodial services. In addition, as part of the bundled service
package, premium banking products include more expensive account upkeep fees.
These include priority customer support, devoted relationship managers, or lounge
access. Banks guarantee a consistent and predictable source of income by often

automatically debiting these costs from consumer accounts without the need of human
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interaction. Although such fees are warranted on the basis of service provision and

account maintenance expenses, they have also drawn regulatory attention and public
criticism when assessed without openness or on financially vulnerable individuals.
Still, for banks with big retail customer bases and vast account portfolios, account
maintenance costs continue to be a dependable and expanding source of non-interest
revenue.
e) Safe Deposit Locker Rent

Through offering locker services to consumers for safely storing items like jewelry,
papers, and other personal possessions, safe deposit locker rent offers banks a steady
and rather low-risk source of non-interest revenue. usually offered at certain bank
locations, especially in metropolitan and semi-urban areas, these lockers come in
several sizes—small, medium, big—with annual rental fees depending on size and
location. usually paid annually, the rent charged guarantees a consistent and
foreseeable income flow. Lockers may also vary depending on the kind of customer—
retail, high-net-worth individuals (HNIs), or corporate clients—with some banks
providing them as part of bundled premier account packages. Beyond profit, locker
services aid banks in keeping customers, fostering cross-selling of additional goods
such insurance and fixed deposits (typically a need for locker allocation), and
boosting customer loyalty via long-term relationships. The RBI (RBI) supervises
locker services to guarantee fairness, transparency, and security, and demands that
banks explicitly state terms, rental fees, and liability limitations in the locker
agreement. Furthermore, banks are today obligated to retain digital records of locker
operations and to improve surveillance systems so as to provide accountability.
Though there are operating expenses including vault repair, physical security, and
space limitations, locker rent remains a value-added service that generates non-
interest revenue with little default risk. Since emotional and financial worth in Indian
homes still exists for tangible assets, the demand for safe deposit lockers remains high,

therefore supporting banks' position as a consistent income-generating channel.

2) Commission Income :
Commission income is the money banks make by acting as agents or middlemen for
third-party financial goods and services. Depending on the volume of business

produced and the effectiveness of service delivery, this kind of non-Int. Income is
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mostly performance-based. Common sources include commissions from selling

insurance policies, mutual funds, and government schemes, as well as fees earned
from facilitating foreign exchange transactions, remittances, and issuing letters of
credit or guarantees. Particularly for banks with big customer bases and well-
developed retail networks, commission income has become a major revenue source in
line with the increasing trend of assurance and financial product cross-selling. Unlike
service fees, commission income can change according to market demand, product
attractiveness, and legal circumstances, but it is essential for a bank to diversify its
revenues beyond only interest-based sources.

A) Insurance commission :

The term "insurance commission" describes the earnings that banks receive from
promoting insurance products to their clients in partnership with insurance firms, a
practice often referred to as assurance. In this setup, banks serve as corporate agents,
offering various insurance plans—including life, health, and general insurance—to
both current and potential customers. In exchange for their services, banks earn
commissions from the insurance providers, which typical y include an initial premium
commission as well as renewal commissions for the ongoing management of policies.
The rates for these commissions vary based on the type and complexity of the
insurance product. For example, life insurance options like ULIPs or endowment
plans tend to generate higher commissions because of their long-term nature and
investment aspects, whereas health and general insurance usually provide steady
annual commissions that are tied to renewals and policy extensions. Moreover, banks
might earn performance-based bonuses for meeting sales goals. This revenue source is
particularly appealing since it does not involve any underwriting risk—the
responsibility stays with the insurance company—while All owing banks to enjoy a
reliable and continuous income stream. additionally, assurance helps banks improve
customer relationships by delivering a wide range of financial solutions All in one
place, thus promoting customer loyalty and retention. With support from regulations
and increasing financial awareness among consumers, insurance commissions have
become a vital component of non-Int. Income, particularly for banks that focus on
cross-selling and relationship-driven banking.

Life Insurance Commission
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Through assurance initiatives, life insurance commission accounts for a sizable share

of a bank's non-interest revenue. As seen in products like endowment plans or ULIPs
(Unit Linked Insurance Plans), life insurance policies provide financial cover to a
policyholder's beneficiaries in the event of their death or offer maturity benefits after a
specified time. Long-term goods, banks receive a commission from insurance
providers mostly in two ways: a first-year premium commission, which is a
percentage of the premium paid during the policy's initial year, and renewal
commissions from subsequent annual premiums. Because of their complexity and the
dual nature of insurance and investment, goods such ULIPs and endowment policies
usually provide greater commission margins. Banks sometimes include life insurance
with house loans, education loans, or present it as part of wealth management services
to guarantee long-term revenue and strengthen client interaction. Because they often
believe in banks more than they do in independent agents, customers are more likely
to buy insurance items from their banking institution. Banks advise appropriate life
insurance plans using customer profiling and data analysis, therefore personalizing
and efficient the sales process. Not only is this income stream dependable, but it also
elevates the bank's role as a full-fledged financial service provider.

Health Insurance Commission

Non-Int. Income produced by banks via bancassurance depends in large part on health
insurance commissions. Among other healthcare-related expenses, health insurance
financially y protects against a variety of medical bills, including hospitalization,
surgeries, treatments for critical illnesses, and other costs. Banks make money by
serving as corporate agents for health insurance companies and getting an initial
commission on policy issue as well as a renewal commission on policy continuation
in later years. With group and long-term policies usually generating greater
commissions, the commission structure depends on the type of policy—for instance,
individual plans, family floaters, group health coverage, or senior citizen-specific
plans. Strategic , banks target a broad spectrum of consumers—salaried people, self-
employed professionals, and retirees among others—and also partner with insurance
companies to provide group health plans for their own staff or for borrowers as part of
loan protection packages. Health insurance offered through banks appeals in the
convenience, trust, and streamlined on-boarding process, which entices clients to pick

such services. Many banks provide health insurance as part of salary accounts,
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premium banking plans, or financial wellness programs, therefore strengthening

customer loyalty and boosting fee-based revenue sources.

3. General Insurance Commission

Through the sale of a broad selection of non-life insurance products, general
insurance commission makes up a significant and varied element of a bank's non-Int.
Income. These include motor insurance, home insurance, travel insurance, fire and
burglary insurance, and various types of commercial or asset insurance. Banks usually
get commissions upon the issue of these policies, particularly if they are linked to
particular financial goods or services. Often marketed with automobile loans, motor
insurance guarantees protection for both the asset and the creditor. Likewise, home
loans combine with home insurance to protect against property hazards; travel
insurance is offered to consumers involved in foreign exchange or seeking travel-
related financial products. small and midsize businesses (SMEs) and corporate clients
are offered asset and business insurance solutions that safeguard corporate interests
while also helping the bank's more general commercial lending portfolio. Along with
usual commissions, banks may get performance-based incentives, like volume
bonuses, for meeting certain business goals in insurance sales. General insurance fits
quite well with the bank's lending activities and is frequently included into secured
loan offerings, which makes cross-selling simpler and more successful. Clients have
the added assurance of reliable servicing, simple premium payments, and claim
support through the bank's established channels, as well as the convenience of getting
loans and insurance under one roof. This makes broad insurance a critical path for
banks to improve customer value, diversify their revenues, and reduce reliance on

interest-based income.

B) Mutual fund commission :

For banks, especially those involved in wealth management and retail investment
services, mutual fund commission is a major part of non-interest revenue. Banks are
distributors for mutual fund units provided by Asset Management Companies (AMCs)
and get two kinds of commissions: an initial commission at the investment time and a
trail commission, which is a recurring income dependent on the investor's ongoing
possession of the mutual fund shares. Particularly among private sector and

international banks, this source of income has become well-known because to
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growing retail investor interest and demand for financial advising. Banks have

successfully positioned themselves as dependable financial intermediaries using
customer relationships and digital platforms, therefore increasing mutual fund
distribution and related fee-based revenue.

C) Commission on Forex and Remittance Services :

Earnings from forex and remittance services represent a vital non-Int. Income source
for banks, especially those with a solid international presence or serving Non-
Resident Indian (NRI) clientele. This revenue originates from a variety of offerings,
including margins from currency conversion, fees for wire transfers (utilizing services
like SWIFT, Western Union, etc. ), and charges for issuing traveler’s cheques or
loading forex cards. With globalization fostering increased cross-border economic
interactions and migration, banks are experiencing notable rises in both inward and
outward remittance volumes, which enhance fee-based income. These services are
especially lucrative due to their high transaction volumes and minimal operational
risks, making them a reliable and strategic income source for banks involved in
foreign exchange and international banking.

1) Currency exchange margin

Currency exchange margins, commonly called foreign exchange (forex) spreads,
denote the profit that banks and financial institutions make from trading foreign
currencies. When a customer visits a bank to exchange one currency for another—Ilike
converting Indian Rupees (INR) to US Dollars (USD) or the other way around—the
bank presents two different prices: a purchasing rate (the price at which the bank
acquires foreign currency from the customer) and a selling rate (the price at which the
bank provides foreign currency to the customer). The disparity between these rates
forms the exchange margin or spread, which is the bank’s income from that
transaction.

This margin serves to offset various risks and expenses, including exchange rate
fluctuations, operational costs, and liquidity management. For instance, if the inter
bank exchange rate is 1 USD = X83. 00, the bank might sell USD to the customer at
%83. 50 and buy it back at ¥82. 50, resulting in a spread of X1 per dollar for each side
of the deal.

Banks offer a variety of forex-related services—like currency for travel abroad,

paying for international education, NRI remittances, import-export deals, and foreign
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investment transfers—All of which necessitate currency conversion. Because of the

substantial volume and regularity of these transactions, particularly in urban and
business-focused branches, currency exchange margins have evolved into a reliable
and profitable non-Int. Income source. With increasing globalization, tourism, and
international trade, the need for forex services is on the rise, further amplifying the
significance of this income stream in a bank's financial framework.

2) Charges for wire transfer

Fees associated with wire transfers denote the earnings that banks obtain by enabling
electronic fund movements across global boundaries through networks such as
SWIFT (Society for Worldwide Inter bank Financial Telecommunication), Western
Union, Money Gram, and various other remittance services. These transactions
provide clients the ability to send or receive foreign currency for reasons like
education, business needs, family assistance, or travel purposes. Banks impose service
charges for the initiation, processing, and finalization of these transfers—charges that
can differ based on the amount being transferred, the destination country, and how
quickly the funds are delivered. As the volume of international remittances rises,
particularly in nations with substantial migrant communities like India, these wire
transfer fees have evolved into a consistent and important source of non-interest
revenue for financial institutions.

3) Traveler’s cheque insurance

Traveler’s cheques are financial instruments, issued by banks, with pre-set values that
All ow travelers to securely hold and exchange money while overseas. Even though
their popularity has decreased due to the growth of digital payment methods and cards,
they used to be a common and safe option for those avoiding cash, particularly among
international travelers.

When a bank provides traveler’s cheques, they impose a fee or commission on the
client—typically calculated as a percentage based on the amount of the cheque. This
fee adds to the bank’s income that is not derived from interest. These charges help
cover the expenses of issuing, securing, and managing these cheques. Sometimes,
banks also gain revenue from the foreign exchange conversions that occur during the
issuance, as the cheques are usually available in key foreign currencies like USD,

Euros, or GBP.
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Traveler’s cheques are deemed secure since they can be replaced if lost or stolen,

making them appealing for those who prefer not to carry significant cash or depend
exclusively on cards. Financial institutions that offer this product often collaborate
with global financial networks, including American Express or Thomas Cook, which
aids in the issuance and cashing of cheques around the world.

Although their significance has waned in today’s digital landscape, certain banks—
especially those with older systems or catering to NRI clients—still provide this
option, especially in areas with low digital access or for those who choose
conventional methods of travel finance. Thus, the issuance of traveler’s cheques
continues to provide a small contribution to non-Int. Income, notably in specialized
branches or during busy travel periods.

D) Commission on Guarantees and Letters of Credit (LCs)

Guarantees and Letters of Credit (LCs) are important non-fund-based financial tools
provided by banks to facilitate both domestic and international commerce. While
these tools do not require an immediate cash outflow, they create a contingent liability
for the bank, indicating that payment occurs only if the client does not meet their
contractual commitments. In exchange for providing this credit assistance, banks
impose a fee, which is a key part of their income from non-interest activities.

1. Bank Guarantees

A bank guarantee represents a commitment from the bank, acting for its client (the
applicant), to a third party (the beneficiary), assuring that it will pay a specified sum if
the applicant fails to meet an obligation. These guarantees are commonly utilized in
areas like construction projects, government bids, supply agreements, or legal matters.
Banks impose a commission for the guarantee, generally calculated as a percentage
(for instance, 0. 50% to 2%) of the guaranteed amount, which varies based on risk
factors, duration, and the collateral provided. As no immediate funds are loaned, this
guarantee enables banks to generate income with little capital use and minimal credit
risk, unless the guarantee is activated.

2. Letters of Credit (LCs)

A Letter of Credit serves as a financial tool mainly employed in international trade. It
embodies a promise from the issuing bank to pay the seller (exporter) on behalf of the

buyer (importer), as long as the conditions and documentation specified in the LC are
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fulfilled. LCs mitigate counter party risk and facilitate efficient cross-border

transactions. Banks charge various fees for LC services, such as:

Issuance commission

Document handling fees

Advisory and confirmation charges

Amendment or extension fees

These charges usually depend on the LC's value, duration, and the complexity of the
deal, and can be significant for substantial international trades. additionally, the
participation of several banks—Ilike confirming, advising, or negotiating
institutions—creates further opportunities for fee collection.

3) Trading and Investment Income :

Income from trading and investments represents the earnings that banks generate via
their treasury activities, which include the purchase, sale, and oversight of various
financial instruments like government bonds, corporate securities, stocks, derivatives,
and foreign currencies. This revenue is heavily affected by shifts in the market,
changes in interest rates, and how well their portfolios perform. Banks strive to
optimize their investment portfolios, aiming for higher returns while adhering to
liquidity regulations. Profits come from capital appreciation, dividends, and
adjustments based on market value. Although this income source is generally more
unpredictable than fees from services, it is essential for enhancing overall profitability,
particularly during favorable market periods.

a) Gains from Selling Investments

Banks make money by putting their funds into different financial assets and selling
them for more than what they paid. This results in capital gains, which are classified
as non-interest earnings. The primary types of investments consist of:

Government Bonds (G-secs):

These are bonds released by either central or state authorities. Banks trade these in the
secondary market. If they are sold when market interest rates decrease, they achieve
higher selling prices, leading to profits.

Bonds:

Banks also invest in corporate bonds or debentures released by various companies.
Selling these bonds for more than their initial purchase price brings in capital gains.

Equity Shares:
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Some banks participate in the stock markets, focusing particularly on shares from

financial organizations or publicly traded companies. They gain profits from increases
in share prices.

Mutual Funds:

additionally, banks might invest in mutual fund shares—especially in debt and liquid
funds—to manage idle funds and earn profits. Redeeming at a higher net asset value
results in earnings.

The profits gained from these investments are affected by market trends, interest rates,
and regulatory guidelines, providing important additional income aside from standard
banking activities.

b) Income from Derivative Trading

Income from derivative trading occurs when banks engage with financial instruments
like currency swaps, interest rate swaps, and forward contracts. These tools are
mainly utilized to mitigate risks associated with changes in interest rates, fluctuations
in currency, or to provide tailored risk management services for corporate clients.
Currency swaps involve the exchange of principal and interest payments in various
currencies.

Interest rate swaps permit banks to trade fixed and floating interest rate payments,
aiding in the management of interest rate risks.

Forward contracts are agreements for the future purchase or sale of currencies or
assets at a set price, frequently employed in the management of foreign exchange.

The profitability of these activities relies on market volatility, price changes, and the
bank’s trading approach. Although derivatives include inherent risks, they play a
major role in a bank’s non-Int. Income when effectively overseen by treasury or risk
management teams.

¢) Income from Dividends

Income from dividends refers to the profits that banks receive from their equity stakes
in the shares of other firms, subsidiaries, or mutual fund units. While it constitutes a
smaller part of non-interest revenue, it still plays a role in total profitability. Dividends
are generally paid out annually or quarterly and are acknowledged when announced
by the company in which they have invested. Often, banks maintain strategic equity

stakes in financial institutions or service partners, All owing these investments to
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create steady, passive income without needing active participation. This income

stream is reliable but less substantial compared to trading gains or fees.

4) Advisory and intermediate income :

Advisory and inter mediation income encompasses the fees that banks receive for
providing expert financial guidance and support to their customers. This covers
offerings such as investment advice, consulting for mergers and acquisitions (M&A),
debt syndication, project finance counsel, and access to capital markets. In complex
financial transactions, banks serve as intermediaries connecting issuers to investors or
facilitating interactions between buyers and sellers. These services are particularly
significant within investment and corporate banking, producing considerable non-
interest revenue, especially for private and international banks that have solid
institutional client portfolios.

a) Investment Advising

Banks offer investment advisory services to affluent individuals (HNIs) and
businesses, providing support with financial strategies, asset distribution, and wealth
management. The revenue they generate usually comes from advisory or management
fees, which depend on the amount of assets managed (AUM) and the intricacy of the
client’s financial portfolio. This service improves customer loyalty and aids banks in
establishing lasting client connections, particularly within private and priority banking
areas.

b) Syndication and Underwriting Charges

Within corporate and investment banking, banks receive syndication fees for
assembling substantial loan packages by combining funds from various lenders. They
also earn underwriting fees for assuring the sale of debt or equity offerings during
public or private placements. Moreover, banks provide counsel on structuring project
finance, particularly in capital-heavy and infrastructure sectors. These services are

lucrative, fee-based, and essential for preserving robust corporate client relationships.

5) Miscellaneous Income :
Miscellaneous income is made up of various small, one-time earnings that banks
receive beyond their main sources of revenue. This group includes money gained

from recovering loans that were previously written off, fees for late loan payments or
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EMI defaults, and charges for inactive or dormant accounts. Furthermore, banks can

generate income from selling old or unused items like furniture, computers, or
vehicles. Fees for legal and documentation services linked to different transactions, as
well as various administrative recoveries, are also included in this category. While
each part may only add a little, together they significantly boost a bank's non-interest
earnings. Although it can be somewhat erratic, miscellaneous income helps cover
operational costs and improves overall profitability.

a) panel charges :
Penal charges are the monetary fines imposed by banks and other financial entities
when clients do not meet specific contractual or regulatory requirements. Rather than
being interest-related, these fees aim to discourage delays, defaults, or failed
transactions. Typical instances include fees for late payments on EMIs, penalties for
bounced cheques, and costs associated with unsuccessful auto-debit (ECS)
transactions. Although the main goal of these penalties is to promote financial
discipline, they also help generate non-Int. Income for banks, providing an extra
source of revenue from service fees.
1. Fees for Late EMI Payments:
If a borrower does not pay their Equated Monthly Installment (EMI) by the deadline,
banks will impose a penalty fee or interest for late payment. This charge is commonly
calculated as a fraction of the overdue balance for each day or month it remains
unpaid. While the main goal is to motivate borrowers to make payments on time,
these fees also provide banks with an ongoing source of non-interest earnings.
2. Penalties for Cheque Bouncing:
A cheque bounce takes place when a customer’s cheque is returned unpaid, often due
to a lack of funds, a wrong signature, or some technical issue. Banks typically charge
a fee to the person issuing the cheque and may also apply it to the depositor,
depending on the service agreement. These fees help maintain financial discipline in
transactions and add to the miscellaneous income of the bank.
3. Penalties for ECS Failures:
ECS (Electronic Clearing Service) is utilized for automatic deductions of payments
like loan EMIs or bills. Should an ECS transaction not go through because of

insufficient funds or incorrect account information, banks will impose a set penalty on
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the account holder. This fee not only covers administrative expenses but also

contributes to the bank’s non-interest revenue.

b) Technology-Based Income

Income generated through technology encompasses the revenue that banks earn from
digital platforms and services powered by technology. With the emergence of digital
banking, mobile apps, internet banking, and self-service kiosks, banks have started to
implement fees for several services, including online fund transfers (for example,
NEFT, RTGS, IMPS), mobile banking notifications, duplicate e-statements, and SMS
updates. It is also possible that fees apply for the creation or upkeep of digital tools
such as virtual debit cards, UPI transactions that exceed free limits, and internet
banking usage that surpasses a specified threshold. These offerings improve customer
convenience while decreasing the bank's operational expenses. As digital adoption
widens, income derived from technology has become a significant and sustainable
part of non-interest revenue, especially for private and technologically advanced
banks.

1) Mobile Banking Access

Accessing banking services via mobile Allows users to conduct transactions through
apps provided by their banks on smartphones. Customers can check their account
balances, transfer money, pay bills, apply for loans, and more, available around the
clock. Although numerous basic services come at no cost, banks might impose fees
for advanced options like instant money transfers (IMPS), SMS notifications, or for
transactions that exceed a certain limit. This mobile access not only enhances user
convenience and digital interaction but also assists banks in minimizing branch visits
and creating extra income through service charges.

2) Internet banking privileges

Internet banking services encompass a variety of online financial options that
financial institutions provide to their clients via secure digital platforms. With internet
banking, customers can check their account balances, initiate fund transfers (like
NEFT, RTGS, IMPS), settle utility bills, create fixed deposits, apply for loans or
credit cards, and manage investments from the convenience of their home or
workplace. Although most banks offer standard internet banking functions at no
charge, some premium features may involve fees. These can include large fund

transfers, corporate internet banking options, substantial transactions, or specialized
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digital reporting services. additionally, banks might charge for extra account

statements, failed online transaction attempts, or password resets. By providing these
services, banks not only improve customer satisfaction and convenience but also
lessen reliance on physical branches. Moreover, as more people adopt digital banking,
these offerings play a vital role in generating technology-driven non-interest revenue
for banks, while also enhancing operational efficiency and promoting financial
inclusion.
3) API and UPI usage by merchants
The use of APIs and UPI by merchants has become a major source of non-Int. Income
for banks. Banks offer Application Programming Interfaces (APIs) that enable
companies to incorporate various banking features—Ilike payments, reconciliations,
and balance inquiries—into their systems. Furthermore, the Unified Payments
Interface (UPI) facilitates quick and effortless digital transactions. As merchants take
advantage of these offerings, banks generate revenue through fees from transactions,
settlement costs, and enhanced digital services. With the swift rise of digital payments
in India, particularly among small businesses and e-commerce sites, this sector has
become an expanding source of income based on fees for banks.

c) Rental Income
Income from rentals is classified as a type of non-interest revenue acquired by banks
through leasing out their extra physical assets or real estate. Numerous banks,
particularly large public sector or traditional PB, possess valuable properties in both
urban and semi-urban areas. When parts of these properties are not entirely used for
essential banking functions, banks frequently lease them to outside parties such as
businesses, telecommunications firms (for instAll ing towers), or various government
offices. This action All ows banks to capitalize on unused or underused assets, thus
creating a reliable and low-risk income source. Rental contracts are generally long-
term, providing consistent cash inflows. Moreover, banks may also offer conference
rooms, training facilities, or guest accommodations for lease when they are not
actively in use. As we move into a digital transformation era—where growth in
physical branches is declining—banks are increasingly looking into optimizing real
estate as a method to diversify their income and improve profitability. This kind of

revenue is especially important for managing costs and evaluating efficiency since it
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shows the bank’s capability to earn returns from operations that are outside their core

business.

The elements of non-Int. Income show the expansion of banking operations beyond
usual lending practices. As financial technology progresses, customer demands rise,
and interest margin regulations tighten, the importance of non-Int. Income has grown
into a key strategy for banks. This income not only boosts profit but also supports
financial stability and competitiveness in today’s banking environment.

For Indian banks, particularly those in the public sector, increasing non-Int. Income is

still an essential target in their journey of transformation

1.5 Overview Of Indian Banking Sector

By gathering savings, enabling investments, and helping credit flow throughout
several sectors, the Indian banking industry is essential for the country's economic
growth. Over years, it has seen major technological and structural changes, making it
the foundation of the Indian financial system. traditionally y, the Indian banking
system has gone through several phases of development. Before to independence,
financial activity mainly served urban elites and was unrestricted and limited. The
foundation for a centralized and controlled banking system was created with the RBI
(RBI) in 1935. Following independence, the Indian government implemented
significant changes meant to increase financial inclusiveness and rural outreach,
including the nationalization of fourteen commercial banks in 1969 and another six in
1980. PSBs ruled India's financial scene during this time.

The industry underwent a paradigm change brought on by the 1991 economic
liberalization. The entrance of private and foreign banks brought with it more
autonomy, competition, and effectiveness. Prudential standards, openness, asset
classification, and capital adequacy were stressed under the reforms. With the advent
of PB, foreign banks, regional rural banks (RRBs), cooperative banks, small finance
institutions (SFBs), and payment banks, the banking industry changed over time.
These institutions together help to build a large and complex banking network.
generally speaking, the Indian banking system splits into scheduled and non-
scheduled banks. Scheduled banks include commercial banks—consisting public

sector, private sector, foreign banks, and RRBs—and cooperative banks, which serve
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mostly to local or rural consumers. smaller than non-scheduled banks, these

institutions are not covered by the Second Schedule of the RBI.

Formulating and implementing financial and monetary policies, the RBI (RBI) mostly
controls the sector. Other organizations like SEBI, NABARD, and the Ministry of
Finance help to control market-linked banking transactions, rural credit, and policy
direction. The Indian banking industry has recently embraced fast digital change.
Millions of people have been brought into the official banking network thanks to
programmes like the launch of Unified Payments Interface (UPI), Jan Dhan Yojana,
Aadhaar integration, mobile banking, and internet banking. These changes have
advanced financial inclusion, openness, and operational efficiency.

The industry has great difficulties as well, though. Particularly in public sector banks,
the high level of non-performing assets (NPAs) is a major worry as it impacts their
capital sufficiency and profitability. To clear up negative debts and strengthen banks,
the government and RBI have put in place a number of solutions including
recapitalization programs and the Insolvency and Bankruptcy Code (IBC).
Governance issues, regulatory compliance, cyber security threats, and low financial
literacy among the general public also present major obstacles to the development and
stability of the sector. India's banking industry shows fortitude and flexibility even in
light of these obstacles.

Driven by ongoing reforms, technological innovation, and a growing focus on green
and sustainable banking methods, the sector's future prospects seem bright.
Privatization of some public sector banks, use of fintech solutions, greater integration
with global financial systems, and customer-centric services are anticipated to
influence the next phase of banking in India. The Indian banking sector is ideally
suited to help India reach its goal of reaching a $5 trillion economy in the next few
years thanks to a strong policy framework, more competition, and rising digital

infrastructure.

1.6 Banking Sector In India Evolution & classification
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The development of the Indian banking industry mirrors the overall economic and

policy changes taking place in the nation. From the colonial period through the
contemporary digital age, the industry has seen significant changes. Banking in India
in the pre-independence period was mostly restricted to metropolitan areas and
unorganized. The start of a controlled banking system started with the creation of the
RBI in 1935. Post-independence, the emphasis changed to financial inclusion and
country-building. Nationalizing significant commercial banks in 1969 and 1980
intended to provide financial services to neglected and rural areas and match banking
with national development objectives.

The banking sector opened up to private and foreign participants as a result of the
economic liberalization of 1991, which increased rivalry, inventiveness, and
effectiveness. The adoption of contemporary technology, prudential rules, and better
asset quality management also characterize this era. The sector has welcomed digital
banking, mobile platforms, UPI-based payments, and inclusive banking programs like
Pradhan Mantri Jan Dhan Yojana in recent years, indicating a move toward a more
accessible and customer-centric financial system.

Scheduled and non-scheduled banks make up the two basic divisions of the Indian
banking system. Commercial banks and co-operative banks are listed in the Second
Schedule of the RBI Act of 1934. PSBs(owned by the government), private sector
banks, foreign banks, regional rural banks (RRBs), small finance banks, and payment
banks further split commercial banks. Urban and rural cooperative banks—which run
on cooperative principles—constitute one kind of cooperative bank. Though fewer,
non-scheduled banks run outside the Second Schedule and have a small scale.

This categorization favors a layered banking system meant to meet a range of
economic sectors—from major businesses and metropolitan consumers to tiny
farmers and country areas—hence making the Indian banking industry among the

most dynamic and inclusive globAll y.

1.7 Traditional Banking System & It’s History

Before the introduction of contemporary digital and technologicallydriven methods,
the traditional banking system was the standard paradigm of banking. Primarily
branch-based, where consumers must go to actual bank branches to conduct banking

operations including withdrawals, deposits, loan applications, and account
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maintenance. This technique depended much on paperwork, hand record-keeping, and

face-to--face contacts with bank employees. Traditional banking concentrated on
fundamental financial products including fixed deposits, savings and current accounts,

cheque-based payments, and cash management.

Under this model, decisions were made centrally and sluggish services resulted from
little automation. Particularly in rural regions, accessibility was a big obstacle,
resulting in financial exclusion for a sizable segment of the population. Furthermore,
goods were normalized with almost no scope for personalization or customized
financial planning. Still, traditional banking was instrumental in establishing trust,
developing a controlled financial system, and establishing the groundwork for the

expansion of the contemporary banking sector.

The development of human economic demands and inventiveness is attested by the
history of banking. Merchants offered grain loans to farmers and traders in
civilizations like Assyria, Sumer, and India beginning around 2000 BCE. Early banks
accepting deposits and providing loans, temples functioned in ancient Greece and
Rome. Merchant banks grew in Italian city-states during the Middle Ages, most
noticeably the Medici family in Florence, who set the stage for contemporary banking
methods. A major advance in central banking was the founding of the Bank of
England in 1694. The Industrial Revolution accelerated the development of banking
as it created demand for more complex financial systems to enable growing
businesses. With the founding of the Bank of Hindustan in Calcutta in 1770, modern
banking started in India late in the 18th century. In 1786, the General BOI was
founded thereafter. Bank of Bengal (1806), Bank of Bombay (1840), and Bank of
Madras (1843) were the three Presidency Banks that played crucial roles in the
colonial economy and later merged to form the Imperial BOI in 1921, which
ultimately became the SBI. Following independence, the Indian government
nationalized major banks in 1969 and 1980 to match banking with national
development objectives. Private and foreign banks were brought into the liberalization
of the economy in the 1990s, thereby starting a new age of technological development
and competition. Today the banking industry keeps changing with digital inventions
in an effort to improve financial inclusion and economic expansion. PSBs in India

have a history that shows the country's dedication to financial inclusion and economic
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growth. PSBs have been crucial in influencing India's financial scene from their

genesis in the colonial era to their development in the current digital era.
Early Origins and Evolution

The Indian public sector banking system got its start in the colonial era. Created by
the British, the Presidency Banks—Bank of Bengal (1806), Bank of Bombay (1840),
and Bank of Madras (1843)—were consolidated in 1921 to create the Imperial BOI.
Becoming the SBI, this organization was subsequently nationalized in 1955 marking

the government's first foray into public sector banking. Wave of
Nationalization: 1969 and 1980

Understanding that banking needed to be brought in line with national development

objectives, the Indian government carried out two large-scale nationalization drives:

Fourteen prominent PB were nationalized in 1969 to guarantee more reach and equal
Allocation of credit. These included banks Canara Bank, PNB, and BOB among
others. The worldwide banking industry is traversing a challenging terrain created by
technological developments, policy changes, and changing consumer expectations as

of May 2025.

1.8 Structure Of Indian Banking Sector

Designed to satisfy the varied financial demands of people, companies, and
governmental organizations across urban and rural India, the Indian banking sector
has a complete, multi-tiered arrangement. The RBI (RBI), the central bank of the
nation, mostly controls it and supervises the operation, licensing, and money
transactions of All banking organizations to guarantee financial stability and
economic expansion.

Scheduled Banks—those included in the Second Schedule of the RBI Act, 1934—are
the Indian banking system's broadest divisions. Non-Scheduled Banks, on the other
hand, are not listed in the Second Schedule and are often smaller institutions with
restricted operations and access to RBI facilities. They are eligible for financial
services including refinancing and liquidity assistance.

1. Scheduled Banks
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Core of the banking system are scheduled banks, which are further subdivided into

Commercial Banks and Co-operative Banks.

A. Corporate Banks

Commercial banks, driven by profit, offer a great number of financial products
including investments, remittances, loans, deposits, and investment options. They rule
the Indian banking scene and are further classified into different groups:

Banks in the public sector (PSBs) are those in which the Indian government owns the
majority stake (over 50%). Operating the most extensive branch network throughout
India, PSBs form the foundation of its financial system. Examples of these are the SBI,
PNB, and BOB (BOB). They emphasize financial stability, governmental-directed
lending, and inclusive banking.

Owned and run by private entities, these are private sector banks. Renowned for their
outstanding customer care, inventiveness, and technology-driven operations, they
have expanded quickly since the liberalization of the Indian economy in the 1990s.
HDFC Bank, ICICI Bank, Axis Bank, and Kotak Mahindra Bank are among the well-
known instances.

Foreign banks are those having representation offices or branches in India. Mostly
serving multinational corporations, high-net-worth people, and trade finance clients,
they offer services. Among these are Citibank, HSBC, and Standard Chartered Bank.
Created in 1975, Regional Rural Banks (RRBs) aimed mostly to give rural people,
especially small and marginalized farmers, craftsmen, and agricultural laborers credit
and other financial services. The Indian government, the relevant State Government,
and a sponsoring Public Sector Bank share ownership.

Offering basic banking services to underscored segments including small businesses,
unorganized sector workers, and low-income homes, small Finance Banks (SFBs)
were introduced to increase financial inclusion. They can lend to prioritized industries
under RBI directives and take deposits.

Payments Banks: A fresh group of specialized banks with the capacity to accept
deposits (up to X2 lakh per individual) and provide services including payments,
remittances, and internet banking. Examples include Airtel Payments Bank and India

Post Payments Bank. They are not able to provide loans or issue credit cards.

B. Co-operative banks
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Under both the RBI and the relevant State Governments, co-operative banks are

financial institutions based on the co-operative model. Mostly serving people with
limited financial resources, they push community-based banking.

Urban Co-operative Banks (UCBs) provide services to people and small firms mostly
in urban and semi-urban regions. Their emphasis is on giving self-employed people,
small traders, and salaried employees credit facilities.

State Co-operative Banks and District Central Co-operative Banks (DCCBs): These
banks function in rural regions and comprise a three-tier system with the State Co-
operative Bank on top, District Central Co-operative Banks in the middle, and
Primary Agricultural Credit Societies (PACS) at the bottom. Their primary focus is

short-term and medium-term credit for agriculture and related businesses.

2. Non- Scheduled Banks

Non-scheduled banks are those not included in the Second Schedule of the RBI Act.
These banks have little geographic reach and are rather modest. Because they are
ineligible for RBI borrowing or refinancing, their financial activities are limited.
Though few in number, these banks serve local financial needs and could run with

particular regional or sectorial aim.

3. Institutions for Development Finance (DFIs)

Although not a component of the conventional banking system, Development
Financial Institutions have a major role in long-term project funding, especially in
areas like infrastructure, industry, agriculture, and small-scale companies. Among the
instances are EXIM Bank (Export-Import BOI), NABARD (National Bank for
Agriculture and Rural Development), and SIDBI (small Industries Development BOI).
Financial instruments including term loans, refinancing, and guarantees are provided

by these organizations to support industrial expansion.

4. supervisory and legislative Framework

A clear legal structure guides India's banking sector. Serving as the main regulatory
body, the RBI guarantees financial stability, correct functioning of the banks, and
execution of banking regulations. The RBI licenses, controls interest rates, specifies

reserve requirements (like CRR and SLR), monitors capital adequacy standards under
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Basel guidelines, and guarantees the health of the general financial system. Among

other regulatory bodies, NABARD oversees rural banking institutions, the Ministry of
Finance, SEBI (Securities and Exchange Board of India) for capital market-related

operations.

1.9 RBI & Banking Sector

India's central bank and top financial authority, the RBI (RBI), was founded on April
1, 1935, under the RBI Act, 1934. Originally established as a private firm, it was
nationalized in 1949 and currently operates as a wholly government-owned institution.
By controlling, supervising, and enabling the growth of a consistent and inclusive
financial system, the RBI is instrumental in the Indian banking industry. Its main
goals are to guarantee monetary stability, preserve financial discipline, control
currency supply and issuance, and function as a bankers' bank and lender of last resort
for commercial banks. Its activities go well beyond financial ones and have a great

impact on the banking industry's general health, direction, and resiliency.

Formulation and execution of monetary policy by the RBI to preserve price stability
and promote economic development fall among its main duties. To manage liquidity
and curb inflation, it employs devices including the repo rate, reverse repo rate, cash
reserve ratio (CRR), and statutory liquidity ratio (SLSL). The cost and availability of
credit in the banking system are affected by these tools; hence, the RBI directs
economic activity. Moreover, the RBI is essential for currency management since it
alone has the power to issue currency notes (except for coins, which are created by the
Government of India). Through elements like watermarking and anti-counterfeiting
patterns, it guarantees the availability of sufficient currency and protects its security

and integrity.

The RBI functions as the main regulator in the Indian banking scene. It gives
permissions to banks, establishes prudential requirements, and ensures compliance
with international standards including the Basel III standards for capital adequacy,
risk management, and asset classification. It keeps a close eye on the operations of
scheduled commercial banks, cooperative banks, regional rural banks (RRBs), small
finance banks, payment banks, and overseas banks active in India. The RBI
guarantees that banks stay solvent, liquid, and responsible by means of regular

inspections and audits, issuance of instructions, and monitoring of important financial
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measures. Under stressful times, the RBI steps in as a lender of last resort to offer

emergency liquidity help and so preserve financial system stability.

Furthermore instrumental in advancing financial inclusion and updating the banking
environment has been the RBI. Programs like Priority Sector Lending (PSL)
directives force banks to provide credit to under banked sectors including agriculture,
micro and small businesses, and low-income homes. Furthermore supporting the
digital change of the banking industry by encouraging the use of electronic payment
platforms like UPI (Unified Payments Interface), NEFT (National Electronic Funds
Transfer), and RTGS (Real-Time Gross Settlement), the RBI has. It created
institutions like the NPCI and the Digital Payment Index to track and promote the

growth of digital payments as well.

With regard of banking sector oversight, the RBI adopts a risk-based strategy to direct
and control banks. It guarantees that banks adhere to clear governance, credit risk
management, and transparency guidelines. A classic illustration of the RBI's attempts
to discipline under performing banks by enforcing restrictions and demanding
remedial action to avoid any more decline in their financial stability is the adoption of
the Prompt Corrective Action (PCA) paradigm. Further preserving faith in the system
and safeguarding depositors, the RBI manages bank mergers, restructuring, and

moratoriums as needed, as with weak or failing institutions.

Besides local activities, the RBI (RBI) helps to manage India's foreign exchange
reserves and maintain the external worth of the Indian rupee. It administers the
Foreign Exchange Management Act (FEMA) of 1999 and engages in currency market
intervention to stabilize exchange rates. Through its Monetary Policy Committee
(MPC), the RBI also maintains transparency and credibility in decision-making
related to interest rates and inflation targeting, hence conforming with international

central banking norms.

The cornerstone of the Indian banking system is therefore the RBI. The RBI not only
controls and oversees the several types of banks but also guarantees the seamless,
efficient, and in line with national economic objectives functioning of the whole
financial system. Maintaining monetary and financial stability, promoting financial
innovation, and protecting depositor interests All help the RBI further strengthen

India's banking infrastructure and enable sustainable economic development.
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