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Meaning

Financial sector reforms refer to the measures taken by the government and regulatory
institutions to make the financial system more efficient, transparent, competitive, stable, and
inclusive. These reforms cover banking, insurance, capital markets, pensions, and other financial
institutions.

Major Objectives

e Improve the efficiency and stability of financial institutions.

Promote competition and reduce excessive government control.

Mobilize savings and channel them into productive investment.
e Strengthen regulation and supervision.
e Increase financial inclusion and access to credit.

e Develop capital markets and modernize financial infrastructure.



Major Financial Sector Reforms in India

e Banking-sector reforms: Introduction of prudential norms relating to capital adequacy, income recognition, asset
classification and provisioning; greater operational autonomy and competition among banks.

e Liberalisation of interest rates: Interest rates were gradually deregulated to allow market forces to play a greater role.

e Capital-market reforms: Strengthening of Securities and Exchange Board of India (SEBI), modernization of stock
exchanges, electronic trading and improved investor protection.

e Insurance-sector reforms: Opening the insurance sector to private participation and strengthening regulatory supervision
through Insurance Regulatory and Development Authority of India (IRDAI).

e Pension reforms: Development of a regulated pension system and expansion of market-linked pension products.

e Financial inclusion: Expansion of banking services, digital payments, basic bank accounts and credit facilities to
underserved sections.

e Insolvency reforms: The Insolvency and Bankruptcy Code (IBC), 2016 created a time-bound framework for resolving
insolvency and improving recovery of stressed assets.

e Digital financial reforms: Rapid adoption of UPI, mobile banking, Aadhaar-enabled services and other digital-payment
infrastructure has transformed financial access.



Significance

Financial-sector reforms have helped India move from a highly regulated financial system
toward a more market-oriented and technology-driven system. They have improved
transparency, competition, access to finance and the resilience of financial institutions.



Challenges

e Non-performing assets (NPAs) and stressed assets.

e Cybersecurity and digital fraud.

e Financial illiteracy.

e Unequal access to formal finance.

e Regulatory coordination among different institutions.

e Balancing financial innovation with financial stability.



Conclusion

Financial-sector reforms are essential for sustainable economic growth. India needs to
continue strengthening regulation, improving governance, expanding financial inclusion
and adopting technology while ensuring financial stability and consumer protection.
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