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MODEL ANSWER

Q. Explain the key roles and responsibilities of the Reserve Bank of India (RBI) Governor in
maintaining economic stability.

The Governor of the Reserve Bank of India (RBI) is a pivotal figure in the Indian financial system,
responsible for shaping monetary policy, regulating financial institutions, and ensuring economic
stability. This role encompasses a range of duties, from managing inflation and currency issuance to
advising the government on fiscal matters.

Roles and Responsibilities of the RBI Governor
1. Formulating and Implementing Monetary Policy
a. The RBI Governor chairs the Monetary Policy Committee (MPC), tasked with setting
benchmark interest rates to manage inflation and growth.
2. Implementation of the Fiscal Responsibility and Budget Management (FRBM) Act
a. The Governor advises on fiscal discipline in line with the FRBM Act, ensuring the
government adheres to fiscal deficit targets.
Regulating and Supervising the Banking Sector
a. The Governor oversees the regulation of banks, NBFCs, and other financial entities to
ensure systemic stability. Initiatives such as Prompt Corrective Action (PCA) portray
the importance of the Governor's leadership to address weak financial institutions.
Currency Management
a. Managing the issuance of currency and maintaining public confidence in the Indian
Rupee.
Financial Inclusion and Development Initiatives
a. The Governor ensures credit availability to priority sectors like agriculture, MSMEs,
and rural industries.
Crisis Management
a. He acts as the primary decision-maker during economic and financial crises.
Advisory Role to the Government
a. He provides expert advice to the Central and State Governments on fiscal and
monetary policies, ensuring cohesive economic planning.
Promoting Technological Advancements
a. He encourages innovation in the financial sector through the adoption of new
technologies.

However, the RBI Governor faces several significant challenges in managing the Indian economy.
Balancing inflation control with economic growth remains a critical task, as seen during the post-
pandemic period when inflationary pressures from disrupted global supply chains required calibrated
policy responses. Geopolitical and economic uncertainties, such as the Russia-Ukraine conflict and
volatile crude oil prices, have posed external shocks that demand strategic crisis management.
Ensuring financial stability is another key challenge, involving the resolution of non-performing
assets (NPAs) and safeguarding the banking sector. With increasing economic complexities, the role
necessitates adaptability, collaboration with the government, and a vision for inclusive growth.
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