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Financial Infrastructure

Financial infrastructure is a network of institutions and systems that facilitate financial
transactions and money management for individuals, businesses, and the government. It
includes banks, payment systems, stock markets, and other financial institutions that
enable the flow of money and credit in the economy.

What is Financial Infrastructure?

Financial infrastructure comprises banks, payment systems, stock markets, and other
financial institutions that support economic activities by enabling monetary transactions
and managing money.

Functions of Financial Infrastructure



Facilitates deposits and savings

Provides loans and credit
Enables payments and money transfers

Supports investment through stock markets

Exam Question

Q: What are the main components of financial infrastructure and their roles?

A: Financial infrastructure includes banks that accept deposits and provide loans,
payment systems that enable money transfers, and stock markets that facilitate
investment by buying and selling shares.

Banks and Their Functions

Banks are financial institutions that collect deposits from people and lend money to
borrowers. They play a vital role in the economy by making monetary transactions easy
and supporting savings, credit, and investment.

Deposits and Accounts

Banks accept money from customers in the form of deposits and keep it safe. They offer
different types of accounts such as savings accounts, current accounts, and fixed deposit
accounts.

Loans and Credit

Banks provide loans to individuals and businesses for various purposes like buying a
house, funding education, or expanding a business. Borrowers repay the loan with interest
over time.



Exam Question

Q: How do banks help individuals and businesses through deposits and loans?

A: Banks keep individuals' deposits safe and pay interest on savings. They lend money as
loans to individuals and businesses, charging interest, which helps in economic activities
and growth.

Payment Modes and Systems

Payment modes are methods used to transfer money from one person to another.
Payment systems are mechanisms that facilitate the clearing and settlement of financial
transactions.

Traditional Payment Methods

Cash, cheques, and debit cards are common payment modes. Cheques allow payment
directly from a bank account by writing a paper instrument.

Digital Payment Systems

Digital payments, such as those using the Unified Payments Interface (UPI), enable quick
and secure money transfers using mobile phones or computers. UPI has revolutionized
payments by making transactions instant and accessible.

Exam Question

Q: What are the advantages of digital payment systems like UPI over traditional payment
methods?



A: Digital payment systems like UPI allow instant, secure, and convenient money transfers
without the need for physical cash or cheques, reducing transaction time and increasing
accessibility.

Stock Market and Investment

The stock market is a marketplace where shares of companies are bought and sold.
Shares represent ownership in a company, and investing in shares allows individuals to
earn returns based on company performance.

Shares and Stock Exchange

Shares are units of ownership in a company. The stock exchange, such as the Bombay
Stock Exchange (BSE), facilitates the trading of shares.

Market Fluctuations

Share prices fluctuate due to company performance, government policies, economic
shocks, and other factors. A rise in prices leads to a stock market boom, while a fall causes
a crash.

Exam Question

Q: Why do share prices fluctuate in the stock market?

A: Share prices change due to factors like company performance, government policy
changes, economic shocks, and investor demand and supply.

Reserve Bank of India



The Reserve Bank of India (RBI) is the central bank that supervises and regulates the
banking system in India. It manages currency issuance, sets benchmark interest rates,
and acts as a banker to banks and the government.

Functions of RBI

Issuing and distributing currency notes
Regulating banks and financial institutions

Setting benchmark interest rates

Providing loans to banks and the government

Exam Question

Q: What are the key roles of the Reserve Bank of India?

A: The RBI issues currency, regulates banks, sets benchmark interest rates, and provides
financial support to banks and the government.

Financial Frauds and Prevention

With the rise of digital payments, financial frauds have become a concern. Fraudsters use
fake calls, messages, and apps to steal personal information and money.

Common Fraud Methods

Fraudsters may ask for bank details or One-Time Passwords (OTPs) to access accounts
illegally.

Prevention Measures



Never share personal banking details or OTPs

Avoid clicking on unknown links or messages
Use secure passwords and update them regularly

Report frauds to helplines or cybercrime portals

Exam Question

Q: How can individuals protect themselves from financial frauds?

A: Individuals should not share personal or banking information, avoid suspicious links, use
strong passwords, and report any fraud attempts to authorities.

Solved Examples

Example 1: If you deposit 21000 in a bank at 6% interest compounded annually, how much
will you have after 2 years?

Solution: After 1 year: 21000 + 6% of 1000 = E1060.
After 2 years: 1060 + 6% of 1060 = 21060 + 263.60 = 21123.60.

Practice Set

Easy

e What is a bank deposit?
e Define a cheque.

Moderate



¢ Explain the role of the Reserve Bank of India.
e What is compounding interest? Give an example.

Challenging

e Describe how digital payment systems like UPI have transformed financial
transactions in India.
e Discuss the causes and effects of stock market fluctuations.

Answer Key

e Bank deposit: Money placed in a bank account for safekeeping and earning interest.

e Cheque: A paper instrument to pay money directly from a bank account.

¢ Role of RBI: Issues currency, regulates banks, sets interest rates, and supports
financial stability.

e Compounding interest: Earning interest on both the original amount and previously
earned interest; e.g., 1000 at 6% grows to 21123.60 in 2 years.

¢ UPI transformation: Enables instant, secure, and convenient digital payments,
reducing reliance on cash and cheques.

¢ Stock market fluctuations: Caused by company performance, policies, economic
shocks; effects include booms and crashes impacting the economy.

Quick Reference

e Bank: Institution accepting deposits and providing loans.

e Deposit: Money placed in a bank account.

e Loan: Borrowed money to be repaid with interest.

¢ Interest: Cost of borrowing or earning money on deposits.

¢ UPIL: Digital payment system for instant money transfer.

e Stock Exchange: Marketplace for buying and selling shares.
e RBI: Central bank regulating banking and currency.

e OTP: One-Time Password for transaction security.



Glossary

Bank

A financial institution that accepts deposits and provides loans.
Deposit

Money placed in a bank account for safekeeping and interest.
Loan

Money borrowed from a bank to be repaid with interest.
Interest

The cost of borrowing money or the earnings on deposits.
Payment System

A mechanism that facilitates the transfer of money between parties.
Share

A unit of ownership in a company.
Stock Exchange

A marketplace where shares are bought and sold.
Reserve Bank of India (RBI)

The central bank of India that regulates the banking system and currency.
Unified Payments Interface (UPI)

A digital payment system enabling instant money transfers.
One-Time Password (OTP)

A temporary code used to authorize financial transactions.

Chronology of Key Events

Year Event Significance
Establishment of Reserve Bank of o )

1935 india Started functioning as central bank of India

|

1949 RBI became banker to banks and Strengthened banking regulation and
government monetary control

1875 Establishment of Bombay Stock One of the oldest stock exchanges
Exchange facilitating share trading

Sola Launch of Pradhan Mantri Jan Expanded banking access to millions of

Dhan Yojana Indians



Launch of Unified Payments

2016
Interface (UPI)

Revolutionized digital payments in India



