
Alliance Journal of Corporate and Commercial Law (AJCCL)  

Volume: 2, Issue: 1, December 2024 | E-ISSN: 2584-2463

40
AJCCL

Alliance Journal of Corporate and Commercial Law |  Volume: 2, Issue: 1, December 2024 | E-ISSN: 2584-2463

NAVIGATING FINANCIAL HORIZONS: UNRAVELING THE DYNAMICS 
OF BANK SAVINGS AND INSURANCE SAVINGS 

1.	 Assistant Professor of Law, Lloyd Law College, Uttar Pradesh

Sujeet Prakash1

ABSTRACT:
This study intricately examines the contrasting 

yet complementary realms of bank savings and 
insurance savings, dissecting their multifaceted 
dimensions to offer a nuanced understanding 
for individuals navigating the complex terrain of 
personal finance. Bank savings, characterized by 
interest-bearing accounts, and insurance savings, 
embedded within diverse insurance products, each 
bring unique advantages and considerations to the 
financial landscape.

Through a comprehensive analysis, this 
research scrutinizes the risk-return dynamics 
inherent in both savings avenues. Factors such 
as interest rates, liquidity, and market exposure 
are dissected to unveil the distinctive financial 
footprints of bank and insurance savings. 
Regulatory frameworks governing these domains 
are also explored, shedding light on the protective 
mechanisms in place for consumers. Delving into 

the pragmatic aspect, the study elucidates how 
individuals strategically deploy bank and insurance 
savings to meet short-term and long-term financial 
goals. It unveils the role of insurance savings as a 
tool for risk mitigation and wealth accumulation, 
juxtaposed against the accessibility and flexibility 
features of bank savings. 

This research investigates the adaptability of 
bank and insurance savings to diverse economic 
conditions, providing insights into their resilience 
and responsiveness to market fluctuations. Tax 
implications associated with these savings strategies 
are also dissected, offering a comprehensive view 
of the fiscal considerations that individuals must 
factor into their financial planning. By presenting an 
integrated analysis of bank and insurance savings, 
this study empowers individuals to make well-
informed financial decisions tailored to their unique 
circumstances. It serves as a valuable resource for 
consumers, financial advisors, and policymakers 
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alike, fostering a deeper comprehension of the 
intricate interplay between these two pillars of the 
financial landscape.

Keywords: Bank saving, Insurance saving, 
Legal framework, Tax implication, Savings

INTRODUCTION
The financial industry in India is growing 

quickly and is diverse. It consists of mutual 
funds, commercial banks, insurance providers, 
cooperatives, pension funds, non-banking financial 
firms, and other minor financial organizations.

Our financial system is dominated by banks, 
commercial banks own more than 60% of the 
system’s total assets, with insurance coming in 
second. Regional rural banks and cooperative 
banks that focus on underserved rural and urban 
populations are examples of additional bank 
intermediaries. Although some can take deposits, 
most non-banking finance businesses (NBFC) work 
in specialized markets such as leasing, factoring, 
microfinance, and infrastructure finance. Twelve 
percent of the population who is employed is covered 
by pensions, which are provided by insurance 
firms, public service agreements, and a mandatory 
program for formal private sector workers.2

The evaluation of the benefits and drawbacks 
of changes in the financial services and insurance 
industries is the focus of this project topic. Banking 
and insurance sector plays very significant role for 
the development of the society. The performance of 
the banking industry is examined using a number 
of indicators and Principal Component Analysis 
methods.3 India’s social and economic conditions 
have improved significantly thanks in large part to 
the efforts of bank and insurance businesses. They 
have created an environment that is conducive 

2.	 J. Francois Outreville, “Life Insurance Markets in Developing Countries,” 63 The Journal of Risk and Insurance 263 (1996).

3.	 Saibal Ghosh, “Narrow Banking: Theory, Evidence and Prospects in India” (2024).

4.	 Stijn Viaene and Guido Dedene, “Insurance Fraud: Issues and Challenges,” 29 The Geneva Papers on Risk and Insurance - 
Issues and Practice 313–33 (2004).

5.	 Saibal Ghosh, “Narrow Banking: Theory, Evidence and Prospects in India” (2024).

to capital formation. The foundation of India’s 
organized financial sector currently consists of 
banks and insurance providers.4

DEFINITION OF THE BANKING AND 
INSURANCE SECTORS

Financial services encompass a broad array of 
offerings, including banking, insurance, securities, 
asset management, pension funds, financial 
advising, information provision, and various other 
related services. These kind services are frequently 
connected to financial instrument supply. Financial 
services are separated into banking and non-
banking services based on the nature of this 
study. Customers of banking institutions receive 
banking services as well as other financial offerings. 
By acting as a middleman between savers and 
borrowers, they provide services to the clients in 
the areas of deposits and lending. In India, there 
are various kinds of banks that vary in the range 
of services they offer and the people they cater to. 
Apart from the standard banking services, global 
banks also engage in foreign exchange trading and 
international loans. Individuals can get financial 
services from several regional banks’ branches and 
automated teller machines (ATMs) located across 
the area. Banks are becoming more focused on 
sales and marketing. Community banks provide 
more individualized service and are headquartered 
locally. Online banks that exclusively offer services 
online have recently entered the market, while some 
banks that were formerly online-only are choosing 
to open branches.5

Insurance companies and other money 
managing services are prime illustrations of 
non-banking financial organizations. The most 
significant non-banking financial entities are 
insurance businesses. An insurance business 
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conducts business as an insurer. Insurance firms 
pay out claims to those who have been hurt and 
collect premiums. The best means of protecting 
people’s lives and property is insurance. It basically 
runs on three tenets: quality of risk, participation 
from a wide number of clients, and loss sharing. In 
addition to shifting risks, insurance companies also 
gather tiny amounts of dispersed capital and use it 
for a variety of long-term investments.6

MEANING AND CONCEPT OF BANK 
SAVINGS AND INSURANCE SAVINGS

Meaning and Concept of Bank Savings
In addition to acting as a monetary mediator, 

Banks play a pivotal role in the creation of money 
through lending activities, which in turn reflects 
on their balance sheets. This lending process can 
take two primary forms: direct lending, where funds 
are directly extended to borrowers, and indirect 
lending, which occurs through the capital markets.7 
Through both channels, banks facilitate the flow 
of capital into the economy, generating revenue 
while simultaneously managing risks associated 
with their lending activities. Most nations have 
strict regulations governing banks because of 
their significance to the financial system and 
impact on national economies. A system known 
as fractional reserve banking, or central banking, 
has been institutionalized in most countries. Within 
this framework, banks uphold a reserve of liquid 
assets, which only partially offsets their immediate 
liabilities.8

Adhering to international standards outlined 
in the Basel Accords, banks are mandated to meet 
minimum capital thresholds alongside adhering 
to additional regulations aimed at bolstering 

6.	 Larry Schweikart, “U.S. Commercial Banking: A Historiographical Survey,” 65 Business History Review 606–61 (1991).

7.	 Michael J Gootzeit, “THE EVOLUTION OF THE SAVINGS CONCEPT.”

8.	 Mary E Brenner, “Meaning and Money” (2024).

9.	 K. Hamilton and M. Clemens, “Genuine Savings Rates in Developing Countries,” 13 The World Bank Economic Review 333–
56 (1999).

10.	 Peter Fortune, “Inflation and Saving through Life Insurance: Comment,” 39 The Journal of Risk and Insurance 317 (1972).

liquidity. These measures are designed to fortify the 
resilience of banks and uphold financial stability 
amidst varying economic condition. Top of Form 
Savings bank is a type of financial institution that 
primarily takes savings deposits and gives interest 
on them. They were first introduced in Europe in 
the eighteenth century with the intention of giving 
everyone in society access to savings products. 
These early banks, which are frequently linked to 
social good, were frequently established to help 
low-income individuals keep money and have 
access to banking services. Governments, as well 
as socially conscious groups and organizations like 
credit unions, established them. Throughout the 
20th century, the legislation and organizational 
structures varied greatly throughout nations. With 
the rise of online banking at the close of the 20th 
century, savings banks entered a new era marked 
by higher interest rates offered to customers who 
could only reach the bank via the internet.9

Meaning and Concept of Insurance 
Savings

For a considerable amount of time, public sector 
entities such as Life Insurance Corporation (LIC) 
and General Insurance Corporation (GIC) controlled 
the Indian insurance market. After nationalizing 256 
local and international companies doing business in 
India, LIC was established in 1956.10

LIC is a life insurance company that expanded 
its footprint throughout the nation over the course 
of the following forty years by hiring a lot of agents 
and creating a vast network of branches and 
offices. Through the enactment of the General 
Insurance Business Nationalization Act of 1972, 
GIC consolidated its influence over the non-
life insurance sector by amalgamating over 100 
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domestic and international insurance entities into its 
subsidiaries. The Malhotra Committee underscored 
the importance of prudence, recognizing that any 
missteps by emerging players could undermine 
public trust in the industry. Simultaneously, it 
emphasized the introduction of competition 
from domestic private and foreign participants to 
enhance customer service standards and broaden 
the scope of insurance coverage.11 Therefore, it 
was agreed to set a minimum capital requirement 
of Rs. 100 crores in order to allow competition in a 
limited manner. It suggested creating the Insurance 
Regulatory and Development Authority (IRDA), 
an independent regulatory body, to guarantee 
insurance companies more autonomy so they could 
function better and act as independent businesses 
with economic goals.

One of the challenges with these products is 
meeting the cost of the insurance cover the death 
benefit while committing to the result of the savings 
effort the maturity benefit for those who survive 
until the end of the policy term. In terms of product 
design, results show different options to balance 
savings and insurance benefits. Some insurers 
do not provide a guaranteed maturity benefit 
and instead focus on the death benefit fixed at a 
multiple of total premiums paid.12 Others provide a 
guaranteed maturity benefit that equals premiums 
less cost of insurance cover and administration 
fees. This is the easiest guarantee to provide for the 
insurer as risks are low. However, value is also low for 
the customer, which sometimes leads the insurer to 
compensate by offering additional value elsewhere 
in the product (for instance in the surrender terms). 
Other insurers also provide a maturity benefit 
that is guaranteed to be no less than the value of 
total premiums paid. In this case, costs must be 
covered on the return on the accumulated assets 

11.	 Ibid.

12.	 Stijn Viaene and Guido Dedene, “Insurance Fraud: Issues and Challenges,” 29 The Geneva Papers on Risk and Insurance - 
Issues and Practice 313–33 (2004).

13.	 Ibid.

14.	 “The Concept of Insurance and the Insurance Contract,” (2024).

and the insurer, though providing good value for 
the clients, runs the risk of financial losses. The 
solution to manage the risk is to impose a higher 
minimum premium and relatively long policy term. 
Balancing savings versus death coverage is not 
straightforward. A way for the insurer to integrate 
the different components efficiently is to prioritise 
the most important needs of its customers and 
incorporate them in the product design.13

The liberalization of India’s financial sector has 
spurred several positive outcomes for the economy. 
These include deeper financial integration, a 
progressive convergence of deposit and lending 
rates, heightened competition leading to improved 
service standards, and enhanced quality of services 
driven by foreign investment. Moreover, increased 
participation in international trade has catalysed 
structural shifts, amplifying the economy’s 
contribution to value addition and employment 
opportunities.14

ASSESSING LEGAL GUIDELINES FOR 
BANK AND INSURANCE SAVINGS

1. BANK SAVINGS: The prominent legal 
provisions regarding the bank savings are:

A. (RBI) Reserve Bank of India Regulations: 
The RBI is the banking industry regulator in India 
also responsible for regulating monetary policy. As 
it is the primary regulator its role also extends to the 
following functions:

i.	 Interest Rates:

a.	Monetary Policy: The RBI also fixes the 
key interest rates like the Reverse Repo 
Rate, Repo Rate, and Bank Rate, which 
influence the interest rates on loans and 
deposits in the banking system.
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b.	Savings Account Interest Rates: the 
savings accounts interest rates have been 
discontinued by the RBI in 2011 but it 
allowed the banks to charge a uniform 
interest rate on any savings account 
having balance upto Rs 1 lakh but can 
vary the rates above them.

ii.	Savings Account Norms:

a.	Minimum Balance Requirements: RBI 
has also permitted the banking industry 
to levy minimum balance charge from the 
account holders but they have to convey 
all these information to a customer when 
opening the bank account.

b.	Basic Savings Bank Deposit Account 
(BSBDA): 

It is the mandate of RBI to give certain 
customers the benefit of BSBDA in order to 
promote and encourage the financial inclusion 
by providing banking services.

iii.	Customer Service Standards:

a.	Banking Ombudsman Scheme: The 
RBI oversees the Banking Ombudsman 
Scheme, which provides a platform for 
resolving customer grievances against 
banks in a timely and cost-effective 
manner.

b.	Fair Practices Code: RBI had mandated 
the banks to follow the Fair Practice 
Code in order to ensure fairness and 
transparency while they interact with the 
customers.

c.	Customer Compensation Policy: RBI has 
also directed the banks through various 
guidelines for compensating them in case 
of any service deficiency like delayed 
transaction or unauthorized debits.

15.	 Banking Regulation Act, 1949, s. 21.

16.	 Banking Regulation Act, 1949, s. 35A.

17.	 Banking Regulation Act, 1949, s. 21.

B. Banking Regulation Act, 1949: Governs 
all banking operations in India, including savings 
accounts and deposit schemes.

i.	 Regulation of Deposit Acceptance

a.	RBI has the power to decide upon the 
fixation of rate of interest though it was 
deregulated in 2011, still the RBI retains 
the authority.15

b.	RBI has been given the power to issue 
directions to banks concerning any 
matter which relate to the interest of 
public banking policy. These includes 
instructions which related to how savings 
accounts and other deposits, should be 
managed, ensuring that fair dealings and 
transparency is maintained.16

ii.	Regulation of Interest Rates

a.	It provides the RBI the authority to 
regulate the interest rates provided 
upon the deposits including the savings 
deposits. It helps maintain the stability 
in the banking sector through preventing 
excessive competition and ensuring 
that interest rates remain aligned with 
monetary policy.17

ii.	Protection of Deposits: The statute 
ensures the protection of the deposits with 
the bank through various regulations. By 
making it mandatory liquidity, adequate 
capital, and reserve requirements, it has 
been ensured by RBI that banks remain 
solvent and capable of returning deposits, 
including savings, to account holders.

C. The Deposit Insurance and Credit Guarantee 
Corporation (DICGC) Act, 1961 works in tandem 
with the Banking Regulation Act, providing deposit 
insurance up to ₹5,00,000/- per depositor per bank. 
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This adds an extra layer of security for savings 
deposits.

i.	  Prohibition of Unfair Practices

a.	It restricts banks from engaging in certain 
types of business activities unrelated 
to banking, which could pose risks to 
depositors’ funds. Banks are prohibited 
from trading in goods, except in certain 
circumstances, to minimize risk exposure 
and ensure that depositors’ savings are 
not endangered by speculative activities.18

b.	It also prohibits banks from holding 
immovable property, except for their 
own use, beyond a certain period. This 
provision is designed to prevent banks 
from locking up depositors’ money in 
illiquid assets.19

ii.	Disclosure and Transparency

a.	It requires banks to publish their balance 
sheets and profit and loss accounts, 
ensuring transparency. This provision 
helps depositors make informed decisions 
about where to save their money by 
providing insights into the financial health 
of banks.20

b.	It mandates that banks prepare and 
submit annual financial statements to 
the RBI, which are also made public. This 
transparency fosters trust in the banking 
system and allows depositors to assess 
the safety of their savings.21

D. Deposit Insurance and Credit Guarantee 
Corporation (DICGC) Act, 1961:

The DICGC Act, 1961, established the Deposit 
Insurance and Credit Guarantee Corporation 
(DICGC), a wholly owned subsidiary of the Reserve 

18.	 Deposit Insurance and Credit Guarantee Corporation (DICGC) Act, 1961, s. 6.

19.	 Deposit Insurance and Credit Guarantee Corporation (DICGC) Act, 1961, s. 9.

20.	 Deposit Insurance and Credit Guarantee Corporation (DICGC) Act, 1961, s. 26.

21.	 Deposit Insurance and Credit Guarantee Corporation (DICGC) Act, 1961, s. 29.

22.	 Income Tax Act, 1961, s. 80C.

Bank of India (RBI). The primary purpose of DICGC 
is to provide insurance for bank deposits and offer 
credit guarantees to eligible institutions to protect 
depositors’ interests. Section 16 of the DICGC Act, 
under this section, the DICGC provides insurance 
coverage for deposits held in all commercial 
banks, regional rural banks (RRBs), local area 
banks (LABs), and cooperative banks across India. 
The insurance covers various types of deposits, 
including savings accounts, fixed deposits (FDs), 
current accounts, and recurring deposits (RDs). 
Essentially, most forms of deposits are covered, 
provided they are accepted by insured banks.

E. Income Tax Act, 1961: 

i.	 Tax Deductions on Savings Investments 
is one of the most popular sections under 
the Income Tax Act, 1961, allowing 
taxpayers to claim deductions up to ₹1.5 
lakh per financial year for investments 
made in specified savings instruments.22

ii.	 Investments that qualify for deductions 
under Section 80C include 5-year fixed 
deposits (FDs) with scheduled banks. 
These are also known as tax-saving fixed 
deposits.

2. INSURANCE SAVINGS: The Key Legal 
Provisions regarding the insurance savings are:

A. Insurance Regulatory and Development 
Authority of India (IRDAI):

i.	 Life Insurance is a primary savings vehicle 
regulated by IRDAI. These products often 
combine protection with savings and 
investment components, making them 
a popular choice for long-term financial 
planning.

ii.	Product Approval and Standardization
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a.	Product Filing Guidelines: Under the 
IRDAI’s regulations, insurance companies 
must obtain approval for all insurance 
products, including savings-oriented 
policies, before launching them in the 
market. This is to ensure that the products 
are designed in compliance with the 
regulatory framework and are beneficial 
for policyholders.

b.	The Guidelines on Product Filing in Life 
Insurance (2021) mandate that insurers 
follow specific norms while designing 
and pricing savings-linked life insurance 
products. These guidelines aim to 
maintain fairness, transparency, and 
uniformity in insurance products across 
the market.

c.	Standardization of Products: The IRDAI 
has introduced standardized insurance 
products like Saral Jeevan Bima and 
Saral Pension to simplify offerings and 
help customers make informed decisions 
regarding their insurance savings options.

B. IRDAI (Protection of Policyholders’ 
Interests) Regulations, 2017: These regulations 
are crucial in ensuring that policyholders’ rights are 
safeguarded, especially concerning savings-based 
insurance products.

i.	 Disclosure Requirements: Insurance 
companies must clearly disclose the 
benefits, returns, charges, and risks 
associated with savings-linked insurance 
products to the policyholder at the time of 
purchase. This helps policyholders make 
informed decisions about their long-term 
savings.

ii.	Free Look Period: Policyholders are 
granted a 15-day free look period (30 
days for distance marketing) to review 
the terms and conditions of the policy 

23.	 Insurance Act, 1938, s. 45.

and return it if unsatisfied. This provision 
is particularly beneficial for policyholders 
investing in complex savings-linked 
insurance products like ULIPs. 
Timely Payouts: The regulations ensure 
that insurers settle claims and make 
payouts in a timely manner, which is 
crucial for savings-based products like 
endowment plans or pension policies, 
where policyholders rely on these funds 
for future needs.

C. Charges and Transparency in ULIPs:

i.	 Unit-Linked Insurance Plans (ULIPs) are 
a significant form of insurance savings 
that offer market-linked returns along 
with life cover. However, these plans 
involve several charges, such as premium 
allocation charges, fund management 
charges, and surrender charges.

D. IRDAI (Linked Insurance Products) 
Regulations, 2013: These regulations ensure that 
charges in ULIPs are capped and standardized to 
protect policyholders from excessive deductions 
that could erode their savings. The regulations also 
mandate that insurers disclose all charges upfront, 
allowing policyholders to clearly understand the 
cost structure of the product.

E. Insurance Act, 1938: The Insurance 
Act, 1938 governs insurance companies and 
regulates savings-linked insurance products, like 
life insurance and pension plans. Key provisions 
include:

i.	 Life Insurance Regulation: Covers savings 
products like endowment and money-
back policies.

ii.	Policyholder Protection: Protects claims 
after 3 years, ensuring security for long-
term savings.23

iii.	Investment Regulations: Mandates 
insurers to invest in safe, diversified 
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securities to protect policyholders’ 
savings.24

iv.	Solvency Requirements (Section 64VA): 
Ensures insurers maintain sufficient funds 
to meet future obligations.

v.	 Bonus Distribution (Section 49): Requires 
insurers to distribute a portion of profits 
as bonuses to policyholders.

vi.	Surrender and Paid-Up Policies (Section 
113): Governs surrender values and 
allows conversion to paid-up policies if 
premiums stop.

vii.	 Policy Loans: Allows policyholders 
to borrow against their savings-linked 
policies.25

viii.	 Agent Regulation (Section 42): 
Ensures licensed agents sell savings 
products accurately and fairly.

ix.	Group Insurance: Regulates savings-
linked group insurance schemes.

x.	Protection of Small Policyholders: 
Promotes micro-insurance and savings 
products for low-income individuals.

F. Income Tax Act, 1961: Offers tax deductions 
under Section 80C for life insurance premiums and 
Section 80D for health insurance premiums. ULIPs 
also enjoy tax benefits under Section 10(10D) for 
maturity proceeds.

COMPARATIVE ANALYSIS OF BANK 
SAVINGS AND INSURANCE SAVINGS

Prevalent Conditions: A Non-Competitive 
Market

Until the early 1990s, the primary function 
of the financial system in India was to transfer 
resources from the surplus to the deficit sectors. 

24.	 Insurance Act, 1938, s. 27.

25.	 Insurance Act, 1938, s. 30.

26.	 “Bharadwaj - 1991 - Production conditions in Indian Agriculture a stu.pdf,”

27.	 Ibid.

Although the financial system did a fair job of 
fulfilling this function, over time certain significant 
flaws in its functioning became apparent. The 
banking industry suffered from high intermediation 
costs, low productivity, low capital bases, and a 
lack of competition.26

Following the nationalization of major banks in 
1969 and 1980, the banking industry was controlled 
by governmental ownership. Technology played a 
very small part, and service quality was not given 
enough weight. Banks also disregarded sound risk 
management procedures and had lax prudential 
regulations. Low profitability and poor asset quality 
were the outcomes of all of these.27

Development finance institutions (DFIs) are 
non-banking financial intermediaries that function 
in an overly protected environment because most 
of their funding comes from guaranteed sources 
on favourable terms. The insurance industry was 
not very competitive. Another sector that suffered 
from a lack of competition was the mutual fund 
business, which was long dominated by the Unit 
Trust of India. The asset side of non-banking 
financial companies (NBFCs) was unregulated, 
despite their tremendous growth. Control over the 
pricing of financial assets, entrance obstacles, 
high transaction costs, and limitations on the flow 
of money and players between market divisions 
were the defining characteristics of the financial 
markets. This not only prevented the markets from 
developing, but it also reduced their effectiveness.

Sectoral Structural Reforms
Considering this, extensive financial sector 

changes were implemented in India as a 
fundamental component of the economic reforms 
that were started in the early 1990s. The idea 
behind India’s financial sector reforms was that 
without reforming the financial sector, competitive 
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efficiency in the actual economic sectors would not 
reach its full potential.28 Therefore, by eliminating 
structural flaws that affected the functioning of 
financial institutions and financial markets, the 
main goal of financial sector reforms was to increase 
the allocative efficiency of resources and quicken 
the real sector’s growth process. The establishment 
of effective and stable financial markets and 
institutions was the primary goal of financial 
sector reforms. The goal of reforms pertaining to 
banking and non-banking financial institutions 
was to reinforce the regulatory structure and 
prudential standards while simultaneously fostering 
a deregulated environment that allowed market 
forces to operate freely. To improve efficiency, 
productivity, and profitability, strengthen the 
system, and guarantee accountability and financial 
soundness, the banking industry placed a strong 
emphasis on granting operational freedom and 
functional autonomy. Entrance obstacles in the 
banking industry were eliminated, and limitations 
on the operations of the already-existing banks 
were progressively loosened.29 

Regarding financial intermediaries that 
are not banks, the changes aimed to eliminate 
shortcomings unique to the industry. Therefore, 
whereas DFI reforms aimed to give their operations 
a more market orientation by eliminating reliable 
funding sources, NBFC reforms placed the Reserve 
Bank’s jurisdiction over their asset side as well. 
Reforms aimed to foster competition in the mutual 
fund and insurance industries by permitting private 
sector involvement. 

Financial markets have undergone reforms with 
an emphasis on removing structural bottlenecks, 
bringing in new players and instruments, allowing 

28.	 David A. Alhadeff and Charlotte P. Alhadeff, “The Struggle for Commercial Bank Savings,” 72 The Quarterly Journal of 
Economics 1 (1958).

29.	 Laurence Kotlikoff, Taxation and Savings - A Neoclassical Perspective w1302 (National Bureau of Economic Research, 
Cambridge, MA, March 1984).

30.	 David A. Alhadeff and Charlotte P. Alhadeff, “The Struggle for Commercial Bank Savings,” 72 The Quarterly Journal of 
Economics 1 (1958).

31.	 Surendra K. Kaushik and Raymond H. Lopez, “Profitability of Credit Unions, Commercial Banks and Savings Banks: A 
Comparative Analysis,” 40 The American Economist 66–78 (1996).

financial assets to be priced freely, easing 
quantitative constraints, enhancing trading, 
clearing, and settlement procedures, increasing 
transparency, etc. Reforms included modifying 
laws and regulations, creating institutional 
infrastructure, and improving the microstructure of 
the market.

The evolution of the commercial banking 
sectors reforms unfolded in two distinct stages. 
Initially, spurred by the recommendations of the 
Committee on Financial System, 1992 led by Shri 
M. Narasimhan, the first phase concentrated on 
facilitating and reinforcing measures. Subsequently, 
in response to the Committee on Banking Sector 
Reforms, 1998 also chaired by Shri M. Narasimhan, 
the second phase of reforms shifted focus towards 
structural enhancements and elevating disclosure 
standards and transparency levels to align with 
global best practices. India entered the financial 
market reform process somewhat belatedly. 
However, starting in the 1990s, a series of reforms 
was launched that included steps to liberalize, 
regulate, and grow the nation’s financial industry 
by using best practices from throughout the world. 
The country today boasts one of the most active 
and transparent capital markets in terms of price 
discovery, market efficiency, and transparency, 
thanks to the positive outcomes of these changes. 
To become a major channel for the wise distribution 
of funds by local investors and a sought-after 
investment location for foreign investors, the Indian 
financial sector must still overcome a few obstacles 
in its development.30 31

Any economy needs a somewhat well-
developed corporate bond market to support 
equities and bank lending, meet the long-term 
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funding needs of the corporate sector, and 
support the nation’s infrastructure development. 
Developing a strategic plan for transitioning from 
a predominantly bank-centric financial system 
to a more diversified landscape that facilitates 
access to capital markets for top-tier companies 
stands as a key challenge. Additionally, enhancing 
the legal framework governing corporate debt 
regulation by enacting requisite amendments 
to rules and regulations, alongside streamlining 
investment guidelines for pension, provident, and 
insurance funds to enable greater participation in 
the corporate bond market by long-term investors, 
represents further imperative considerations in this 
endeavour. Another matter that must be considered 
considering banks’ reluctance to fund infrastructure 
projects is the requirement for long-term financing 
for such projects. Because infrastructure projects 
have a long payback time, long-term funding is 
necessary for their viability and economy.32

The Amendment Act of 2012 is anticipated to 
improve the effectiveness of the RBI’s regulatory 
and supervisory capabilities and make it easier for 
banks to raise the capital market funds needed to 
expand their banking operations.33 Additionally, it 
will make it easier for the RBI to finalize its standards 
for awarding licenses to new banks, which is crucial 
in the current context for accomplishing the goal of 
financial inclusion. It is necessary to move this along 
quickly. International interest in India’s pension 
reforms has grown significantly. They will aid in 
the establishment of a reliable and long-lasting 
social security system in the nation in addition 
to facilitating the flow of long-term savings for 
development. Achieving universal inclusion of the 
economically disadvantaged segments of Indian 
society in the pension network encounters several 
primary challenges. These include limited financial 
literacy, particularly prevalent among workers in the 

32.	 “Growth Record of the Indian Economy, 1950-2008: A Story of Sustained Savings and Investment,” (2024).

33.	 The Banking Laws Amendment Act of 2012.

34.	 Ashoka Mody, Franziska Ohnsorge and Damiano Sandri, “Precautionary Savings in the Great Recession” (2024).

35.	 “Growth Record of the Indian Economy, 1950-2008: A Story of Sustained Savings and Investment,” (2024).

informal sector, insufficient disposable income even 
for modest savings, and mixed responses from most 
state and union territory governments regarding 
participation in co-contributory initiatives such as 
the Swavalamban Scheme. The pension authority 
must take quick action to overcome the main supply-
side impediments of people’s ignorance of the NPS 
and the access points needed to open individual 
accounts. To make insurance funds an efficient 
way to direct money toward investments, several 
concerns regarding insurance products, including 
restricted choice and high costs associated with 
providing coverage and evaluating claims, must be 
appropriately addressed. 

Several concerns about investor awareness 
and financial intermediary governance have been 
brought up by the most recent global financial 
crises. The financial literacy campaign aims to 
address the issue of investors’ awareness, which is 
a prerequisite for their security. To further advance 
investor safety and financial literacy, the current 
initiatives must be stepped up in a coordinated 
manner.34

It is imperative that the unbanked population 
be given access to official financial sources so that 
their dependency on unofficial channels and the 
shadow banking system decreases and consumer 
abuse is reduced. The recent instance of a chit fund 
robbing impoverished people of their hard-earned 
cash is a stark example. People’s need to rely on 
these organizations for their saving needs is a sign 
that the formal financial sector has not reached out 
to these groups and gained their confidence through 
an open and accommodating customer service 
policy.35 Hence, while prioritizing customer service 
objectives, our ideal financial sector architecture 
should also be tailored to maximize advancements 
in financial inclusion and literacy. Given India’s 
increasing engagement with international financial 



Sujeet Prakash

50
AJCCL

Alliance Journal of Corporate and Commercial Law |  Volume: 2, Issue: 1, December 2024 | E-ISSN: 2584-2463

markets, trade and capital account channels are the 
main ways in which external sector vulnerabilities 
affect India. Therefore, it’s critical that an efficient 
regulatory framework that monitors external risks 
coexist with the growth of a robust and efficient 
financial sector.36

CONCLUSION AND SUGGESTIONS
To conclude we find that it is imperative that 

the unbanked population be given access to 
official financial sources so that their dependency 
on unofficial channels and the shadow banking 
system decreases and consumer abuse is reduced. 
The recent instance of a chit fund robbing 
impoverished people of their hard-earned cash 
is a stark example. People’s need to rely on these 

36.	 “Corporate Savings Behaviour in India: A Model,” (2024).

organizations for their saving needs is a sign that the 
formal financial sector has not reached out to these 
groups and gained their confidence through an 
open and accommodating customer service policy. 
Therefore, in addition to achieving the goals of 
customer service, the architecture of the financial 
sector that we should strive for should be one that 
is most favorable to achieving the aims of financial 
inclusion and financial literacy. Given India’s 
increasing engagement with international financial 
markets, trade and capital account channels are the 
main ways in which external sector vulnerabilities 
affect India. Therefore, it’s critical that an efficient 
regulatory framework that monitors external risks 
coexist with the growth of a robust and efficient 
financial sector.
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