~ MANAGEMENT OF
 FINANCIAL SERVICES

—MS-46——

I

|

I

I

|

I

|

I

I

|

I

| Chapter Wise Reference Book
E Including Solved Sample Papers
|
I
I
I
I
|
I
I
I
I
|

- J

By: Taruna fJain

Based on

1IGNOU.

& Various Central, State & Other Open Universities

: Y/ Retail Sales Office:

I NEERAJ 1507, 1st Floor, Nai Sarak, Delhi - 6
| Mob.: 8510009872, 8510009878
i PUBLICATIONS E-mail: info@neerajbooks.com
: (Publishers of Educational Books) Website: www.neerajbooks.com

o e ¢ 8 8 8 8 8
\ MRP T 280/-

o — W R N N N N N S N S N S N N S N — N — —



Published by:
NEERAJ
PUBLICATIONS

(Publishers of Educational Bools)

Retail Sales Office : 1507, 1st Floor, Nai Sarak, Delhi-110 006
E-mail: info@neerajbooks.com | Website: www.neerajbooks.com

© Copyright Reserved with the Publishers only.
Reprint Edition with Updation of Sample Question Paper Only
Typesetting by: Competent Computers, Printed at: Novelty Printing Press

Disclaimer/T&C

1. Forthe best & up-to-date study & results, please prefer the recommended textbooks/study material only.

2. This book is just a Guide Book/Reference Book published by NEERAJ PUBLICATIONS based on the suggested syllabus by a
particular Board/University.

3. These books are prepared by the author for the help, guidance and reference of the student to get an idea of how he/she can
study easily in a short time duration. Content matter & Sample answers given in this Book may be Seen as the
Guide/Reference Material only. Neither the publisher nor the author or seller will be responsible for any damage or loss due
to any mistake, error or discrepancy as we do not claim the Accuracy of these Solutions/Answers. Any Omission or Error is
highly regretted though every care has been taken while preparing, printing, composing and proofreading of these Books. As
all the Composing, Printing, Publishing and Proof Reading, etc., are done by Human only and chances of Human Error
could not be denied. Any mistake, error or discrepancy noted may be brought to the publishers notice which shall be taken
care of in the next edition and thereafter as a good gesture by our company he/she would be provided the rectified Book free of
cost. Please consult your Teacher/Tutor or refer to the prescribed & recommended study material of the
university/board/institute/ Govt. of India Publication or notification if you have any doubts or confusions regarding any
information, data, concept, results, etc. before you appear in the exam or Prepare your Assignments before submitting to the
University/Board/Institute.

4. Incase of any dispute whatsoever the maximum anybody can claim against NEERAJ PUBLICATIONS is just for the price of the
Book.

5. The number of questions in NEERAJ study materials are indicative of general scope and design of the question paper.

6. Any type of ONLINE Sale/Resale of "NEERAJ BOOKS" published by "NEERAJ PUBLICATIONS" on Websites,
Web Portals, Online Shopping Sites, like Amazon, Flipkart, Ebay, Snapdeal, etc., is strictly not permitted without prior
written permission from NEERAJ PUBLICATIONS. Any such online sale activity by an Individual, Company, Dealer,
Bookseller, Book Trader or Distributor will be termed as ILLEGAL SALE of NEERAJ BOOKS and will invite legal action
against the offenders.

7. The User agrees Not to reproduce, duplicate, copy, sell, resell or exploit for any commercial purposes, any portion of these
Books without the written permission of the publisher. This book or part thereof cannot be translated or reproduced in any
form (except for review or criticism) without the written permission of the publishers.

8. All material prewritten or custom written is intended for the sole purpose of research and exemplary purposes only. We
encourage you to use our material as a research and study aid only. Plagiarism is a crime, and we condone such behaviour.
Please use our material responsibly.

9. All matters, terms & disputes are subject to Delhi Jurisdiction only.

Get books by Post & Pay Cash on Delivery :

Ifyouwant to Buy NEERAJ BOOKS by post then please order your complete requirement at our Website
www.neerajbooks.com where you can select your Required NEERAJ BOOKS after seeing the Details of
the Course, Subject, Printed Price & the Cover-pages (Title) of NEERAJ BOOKS.

While placing your Order at our Website www.neerajbooks.com You may also avail the “Special
Discount Schemes” being offered at our Official website www.neerajbooks.com.

No needtopay in advance as youmay pay “Cash on Delivery” (All The Payment including the Price of the
Book & the Postal Charges, etc.) are to be Paid to the Delivery Person at the time when You take the
Delivery of the Books & they shall Pass the Value of the Goods to us. We usually dispatch the books Nearly
within 3-4 days after we receive your order and it takes Nearly 4-5 days in the postal service to reach your
Destination (In total it take nearly 8-9 days).




(CONTENTS)

Question Bank — (Previous Year Solved Question Papers)

( MANAGEMENT OF FINANCIAL SERVICES )

\_

Question Paper—Exam Held in February-2021 (Solved) 1-2
Question Paper—June, 2018 ( Solved ) 1-2
Question Paper—December, 2018 ( Solved ) 1
Question Paper—June, 2018 ( Solved ) 1-2
Question Paper—December, 2017 ( Solved ) 1-2
Question Paper—June, 2017 ( Solved ) 1
Question Paper—December, 2016 ( Solved ) 1-2
Question Paper—June, 2016 ( Solved ) 1
Question Paper—December, 2015 ( Solved ) 1
Question Paper—June, 2015 ( Solved ) 1
Question Paper—June, 2014 ( Solved ) 1
Question Paper—June, 2013 ( Solved ) 1
Question Paper—June, 2012 ( Solved ) 1
Question Paper—December, 2011 ( Solved ) 1
Question Paper—December, 2010 ( Solved ) 1
S.No. Chapterwise Reference Book Page
FINANCIAL SYSTEM, MARKETS AND SERVICES
1. Financial System 1
2. Financial Markets and Institutions 12
3. Financial Services: An Introduction 19
4. Management of Risk in Financial Services 26
5. Regulatory Framework 34




(

\

S.No. Chapter

Page

FINANCIAL MARKET : OPERATIONS AND SERVICES

6. Stock Exchanges: Functions and Organization 40
7. Broking and Trading in Equity 47
8. Broking and Trading in Debt Instruments 53
9. Depositories 59
FEE BASED SERVICES
10. Issue Management 68
11. Corporate Advisory Services 76
12. Credit Rating 82
13. Mutual Funds 88
14. Asset Securitization 97
FUND BASED SERVICES
15. Leasing and Hire Purchase 104
16. Housing Finance 110
17. Credit Cards 118
18. Venture Capital 125
19. Factoring, Forfaiting and Bill Discounting 132
\ J/




S.No. Chapter Page

INSURANCE SERVICES

20. Life Insurance 145
21. Non-Life Insurance 161
22. Insurance Broking Services 176

m




Sample Preview
of the

Solved
Sample Question
Papers

Published by:

B/
NEE
PUBLICATIONS

www.neerajbooks.com




www.neerajbooks.com

SOLVED QUESTION PAPER (EXAM HELD IN FEBRUARY-2021) /1

QUESTION PAPER

Exam Held in

February — 2021

(Solved)

MANAGEMENT OF FINANCIAL SERVICES

(M.S.-46)

Time: 3 Hours |

[ Maximum Marks: 100
(Weightage: 70%)

Note: Attempt any five questions. All questions carry equal marks.

Q. 1. What are the various risks faced by firms
providing financial services? How are these risks
managed? Discuss.

Ans. Ref.: See Chapter-4, Page No. 26, ‘External
and Internal Risk” and Page No. 28, ‘Types of Risk’
and ‘Management of Risk’.

Q. 2. Describe the major steps involved in the
process of a Public Issue of Securities. Discuss the
salient features of the guidelines on IPO issued by
the Securities and Exchange Board of India (SEBI).

Ans. Ref.: See Chapter-10, Page No. 69, ‘Issue
Manager and SEBI” and “Public Issue Management’.

Q. 3. (a) Discuss the benefits of selling and
buying of dematerialised shares.

Ans. Ref.: See Chapter-9, Page No. 61, ‘Selling
and Buying of Dematerialized Shares’.

(b) Explain the working of National Securities
Depository Limited (NSDL).

Ans. Ref.: See Chapter-9, Page No. 62, “Working
of National Securities Depository Limited (NSDL)’.

Q. 4. What do you mean by ‘Corporate
Advisory Services’? Discuss the services provided
by the Merchant Bankers with respect to Corporate
Restructuring.

Ans. Ref.: See Chapter-11, Page No. 80,
Q. No. 2.

Also Add: Corporate Restructuring: Corporate
restructuring is required in order to restructure or to
grow in a competitive environment which can be done
either by internal growth or external growth. Thus,
corporate restructuring is the process by which a
company can consolidate its business operations and
strengthen its position for achieving the desired
objective. The three different areas in which corporate
restructuring is done is as follows:

Restructuring Business Portfolio: Many
Lbusiness houses are rattled and have unviable and

unrelated business ventures but now after the
liberalization, the situation is completely changed as
the companies are now competing internally and
globally. Any business houses have restructured their
Business Portfolios by variety of ways like: Business
Alliances, Joint ventures, mergers, takeovers, foreign
franchises, etc.

Financial Restructuring: This involves
designing capital structure in such a way that it costs
least and leaves a major share of the revenue to equity
holders and planning the liquidity of the company
without reducing the profitability.

Organizational Restructuring: This is done to
facilitate and implement the above two restructurings.
The necessary changes need to have the cooperation
of all the levels of employees. Thus the three areas of
restructuring are mix of the business, the finances and
the organization.

Portfolio Optimization: The three important
decisions to be made are which business to retain,
which ones to divest and how and which are the new
ones to enter and how.

Business Retention Criteria: New criterias for
business retention have been invented and brought
forward in the renewed form. The new ideas should
focus on the coping with the bargaining powers of
customers and suppliers and the threat to the
substitutes and regulatory environment.

Divestment Strategies: A list of business is
created for divestment which has to be handled
carefully in emerging markets with the following
social concerns:

o Find out a suitable buyer at an attractive price.

o Find a joint venture partner.

o Sell to a willing buyer even at a loss.

e Be guided by differential, discounted cost

benefit analysis.

J

www.neerajbooks.com



www.neerajbooks.com
2 / NEERAJ : MANAGEMENT OF FINANCIAL SERVICES (EXAM HELD IN FEBRUARY-2021)

o Communicate with the employees and unions
and keep sharing information and forecasts
and pay appropriate compensation.

Diversification Choice: New industry sectors are
being thrown open for investment by private enterprise.
The focus should be on sticking to the knitting and
should not be followed blindly. Therefore, there is a
need to be renewed and retained.

Financial Engineering: This includes
restructuring in the face of the environmental
discontinuities of liberalization and is creating value
for shareholders, finding the appropriate mix of debt
and equity and ensuring a competitive cost structure.

Shareholders’ Value Creation: The focus of the
advisors should be not only on the turnovers, gross
profits or net profits but also on EPS-Earnings per
share. Second the strategy for value creation is the
increase in PE-Price Earnings ratio. It is possible for
the firm to enjoy higher PE which depends on the
quality of earnings, arising from the quality of products,
processes, brands, organization and leadership.

Debt-Equity Mix: The mix of debt and equity
also play a vital role while restructuring. The debt-
equity proportion is a very critical factor in corporate
restructuring.

Cost Management: Cost management is done in
following three steps:

Cost Consciousness: This involves identifying
and disseminating the information on actual costs of
inputs, products, processes, projects and overheads.

Cost Control: This includes designing and
implementing systems of budgets and standard costs
against which the actual costs can be compared.

Cost Reduction: This involves creating systems
and climate for continuous cost reduction by reviewing
and challenging the physical and financial standards
themselves.

Q. 5. Define ‘Asset Securitisation’. Explain the
process of Asset Securitisation and discuss the role
of different parties involved therein.

Ans. Ref.: See Chapter-14, Page No. 97, ‘Meaning
of Securitisation’ and Page No. 102, Q. No. 3 and Page
No. 99, ‘Parties Involved in Transaction of Asset
Securitization’.

Q. 6. Explain the significance of Housing
Finance. Describe the role and functions of the
National Housing Bank with respect to housing
finance in India.

\

Ans. Ref.: See Chapter-16, Page No. 110,
‘Introduction’ and ‘Institutional Framework for
Housing Finance: An Overview’ and Page No. 112,
‘Role of National Housing Bank’.

Q. 7. Who is eligible to become an Insurance
Broker? What are the different categories of
brokers? Describe the functions of each category
of Insurance brokers.

Ans. Ref.: See Chapter-22, Page No. 176,
‘Insurance Agent and Insurance Broker’ and ‘Types
of Brokers and Functions of a Direct Broker’and Page
No. 177, ‘Functions of a Re-Insurance Broker’.

Q. 8. Write short notes on the following:

(a) Over the Counter Exchange of India
(OTCEI)

Ans. Ref.: See Chapter-1, Page No. 6, ‘Over the
Counter Exchange of India (OTCEI)’.

(b) Treasury Bills

Ans. Ref.: See Chapter-8, Page No. 54, ‘Primary
Market Treasury Bills’.

(c) Mechanism of Forfaiting Services

Ans. Ref.: See Chapter-19, Page No. 137,
‘Mechanism of Forfaiting Services’.

(d) Role of Mutual Fund Managers

Ans. Ref.: See Chapter-13, Page No. 92, ‘Fund
Manager’ and ‘Research and Planning Cell’.

Also Add: Asset Management Companies
manage the investment of funds through a fund
manager. The basic function of a fund Manager is to
decide about which, when, how much and at what
rate securities are to be sold or bought. To a great
extent the success of any scheme depends on the
caliber of the fund manager. For many mutual funds
especially in bank sponsored funds, the entire
investment exercise is not left to one individual. They
have created committees to handle their investments.
One such mutual fund has created two committees.
First is ‘Investment Committee’ which is a broad
based committee having even nominees of the
sponsor. It decides about the primary market
investments. The second is a Market Operation
Committee having the assignment of disinvestments
and interacting with secondary market. It is normally
an in-house committee. These committees also make
their judgments on the basis of data provided by the
research wing.

(e) Venture Capital Fund

Ans. Ref.: See Chapter-18, Page No. 130, Q. No. 1.

] |
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Financial System

[©)

INTRODUCTION

This chapter introduces us to the concept of finan-
cial system and financial market. Financial system can
be defined as a set of complex and closely connected or
intermixed agents, practices, markets, transactions, etc
in the economy. In the economy and the related areas,
financial system plays a vital role. The major compo-
nents of financial system are financial institutions, fi-
nancial markets, financial instruments and financial ser-
vices.

e Financial institutions are the institutions which
mobilize and transfer the savings or funds from
the surplus units to deficit units.

e The place from where the funds are transferred
from the surplus units to deficit units are called
as financial markets

e The commodities that are traded in the finan-
cial markets are called as financial instruments

e Financial services are the services offered by
the Asset management companies and Liabil-
ity Management companies.

Financial markets play a crucial role in the economic
functions and are classified as:

e Primary and secondary markets

e Money and capital markets
The security markets play a vital role in controlling the
free flow of the funds from the surplus to deficit units
and also provide liquidity in the market. There are many
factors that have led to the integration of the financial
markets and it includes:

e Deregulation or liberalization of markets

e Technological advancements

e Increase in institutionalisation of financial

markets

Global financial markets are classified as external and
internal markets. Internal markets are also called as
domestic markets and external markets are called as
international markets.

CHAPTER AT A GLANCE

FINANCIAL SYSTEM

In finance, the financial system is the system that
allows the transfer of money between savers (and
investors) and borrowers. A financial system can operate
on a global, regional or firm specific level. In financial
system, system refers to a set of complex and closely
connected or intermixed instructions, agents, practices,
markets, transactions, claims and liability in the
economy.

The four basic components of Financial System are:

1. Financial Institutions.

2. Financial Markets.

3. Financial Instruments.

4. Financial Services.

(1) Financial Institutions: In financial economics,
a financial institution is an institution that provides
financial services for its clients or members. Probably
the most important financial service provided by
financial institutions is acting as financial intermediaries.
Most financial institutions are regulated by the
government.

www.nheerajbooks.com
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Broadly speaking, there are three major types of
financial institutions:

1. Depositary Institutions

2. Contractual Institutions

3. Investment Institutions

(2) Financial Markets: A financial market is a
market in which people and entities can trade financial
securities, commodities, and other fungible items of
value at low transaction costs and at prices that reflect
supply and demand. Securities include stocks and bonds,
and commodities include precious metals or agricultural
goods.

There are both general markets (where many
commodities are traded) and specialized markets (where
only one commodity is traded). Markets work by placing
many interested buyers and sellers, including
households, firms, and government agencies, in one
“place”, thus making it easier for them to find each other.
An economy which relies primarily on interactions

between buyers and sellers to allocate resources is
known as a market economy in contrast either to a
command economy or to a non-market economy such
as a gift economy.

(3) Financial Instruments: A financial instrument
is a tradable asset of any kind, either cash; evidence of
an ownership interest in an entity; or a contractual right
to receive, or deliver, cash or another financial
instrument.

(4) Financial Services: Financial services are the
economic services provided by the finance industry,
which encompasses a broad range of organizations that
manage money, including credit unions, banks, credit
card companies, insurance companies, consumer
finance companies, stock brokerages, investment funds
and some government sponsored enterprises. As of
2004, the financial services industry represented 20% of
the market capitalization of the S & P 500 in the United
States.

COMPONENTS OF INDIAN FINANCIAL SYSTEM

|

. -

Financial Institutions

Financial Markets = Financial Instruments

. !

Financial Services

Y TA

Banking Non-Banking  Money
Institutions  Institutions Market

I l - Call.Money Market

Commercial Cooperative | = - Treasury Bills
Banks Banks - Commercial Bills

Public Sector
Private Sector
RRBs
Foreign Banks

v

Organized Financial Unorganized Financial
Institutions Institutions

Capital
Market

- Primary Market
- Secondary Market - Secondary Securities
- Derivative Market

—

!
v v

Term Type Fund Based Fee Based
- ShortTerm - leeasing
- Medium Term - Hire Purchase
- Long Term - Factoring

- Primary Securities - Merchant Banking
- Credit Rating

- Innovative Instruments - Mergers

FINANCIAL MARKETS : AN INTRODUCTION

Broad term describing any marketplace where
buyers and sellers participate in the trade of assets such
as equities, bonds, currencies and derivatives. Financial
markets are typically defined by having transparent
pricing, basic regulations on trading, costs and fees and
market forces determining the prices of securities that
trade.

Some financial markets only allow participants that
meet certain criteria, which can be based on factors like
the amount of money held, the investor’s geographical
location, knowledge of the markets or the profession of
the participant.

In finance, financial markets facilitate:

e The raising of capital (in the capital markets).

o The transfer of risk (in the derivatives markets).

www.nheerajbooks.com
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e Price discovery.

o Global transactions with integration of financial
markets.

e The transfer of liquidity (in the money markets).

e International trade (in the currency markets).

Typically, a borrower issues a receipt to the lender
promising to pay back the capital. These receipts are
securities which may be freely bought or sold. In return
for lending money to the borrower, the lender will expect
some compensation in the form of interest or dividends.
This return on investment is a necessary part of markets
to ensure that funds are supplied to them.

ROLE OF FINANCIAL MARKETS

The states need fund for their growth and
development which is obtained either from an individual
or business firms of public sector unit or from Central,
State or Local Government, etc. The financial system
play a vital role in transferring the surplus from savers
to borrowers. This process is known as transmission
mechanism.

The flow of fund is important for achieving the
desired goals which should be in right direction and for
productive purposes. The financial market should be
efficient enough to manage the flow of funds in the
economy. Also the financial market should work towards
motivating the individuals and the institutions to save
more. In the financial market the flow of fund is either
directly through financial market or indirectly through
financial institutions.

Some more important contributions of the financial
market includes:

e Helping in the fast:growth of the industry and

economy.

e Contributing towards societies well being and
improving their standard of living.

e Allocation of economy’s savings in efficient
production of goods and services to achieve the
desired national objective.

FUNCTIONS OF FINANCIAL MARKETS

(a) Economic Functions

e Borrowing and Lending: Financial market
transfers fund from one economic agent (saver/
lender) to another (borrower) for the purpose
of either consumption or investment.

e Determination of Prices: Prices of the new
assets as well as the existing stocks of financial
assets are set in financial markets.

e Assimilation and Co-ordination of
Information: It gathers and co-ordinates
information regarding the value of financial
assets and flow of funds in the economy.

FINANCIAL SYSTEM/ 3

e Liquidity: The asset holders can sell or
liquidate their assets in financial market.

o Risk Sharing: It distributes the risk associated
in any transaction among several participants
in an enterprise.

e Efficiency: It reduces the cost of transaction
and acquiring information.

(b) Financial Functions

e Providing the borrower with funds so as to
enable them to carry out their investment plans.

e Providing the lenders with earning assets so as
to enable them to earn wealth by deploying the
assets in production debentures.

e Providing liquidity in the market so as to
facilitate trading of funds.

In addition to the above mentioned functions, the
financial market perform some other intermediary
functions which are as follows:

Intermediary Functions: The intermediary
functions of financial markets include the following:

Transfer of Resources: Financial market facilitate
the transfer of real economic resources from lenders to
ultimate borrowers.

Enhancing Income: Financial markets allow
lenders to earn interest or dividend on their surplus
invisible funds, thus contributing to the enhancement
of the individual and the national income.

Productive usage: Financial market allow for the
productive use of the funds borrowed. The enhancing
the income and the gross national production.

Capital Formation: Financial market provides a
channel through which new savings flow to aid capital
formation.of a country.

Price determination: Financial markets allow for
the determination of price of the traded financial assets
through the interaction of buyers and sellers. They
provide a sign for the allocation of funds in the economy
based on the demand and supply through the mechanism
called price discovery process.

Sale Mechanism: Financial markers provide a
mechanism for selling of a financial asset by an investor
so as to offer the benefit of marketability and liquidity
of such assets.

Price determinants: Financial market allow for
the determination of price of the traded financial asset
through the interaction of buyers and sellers. They
provide a signal for the allocation of funds in the
economy, based on the demand and supply through the
mechanism called price discovery process.

Sale mechanism: Financial markets provide a
mechanism for selling of a financial asset by an investor
so as to offer the benefits of marketability and liquidity,
of such assets.
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Information: The activities of the participants in
the financial market result in the generation and the
consequent dissemination of information to the various
segments of the market. So as to reduce the cost of
transaction of financial assets.

CLASSIFICATION OF FINANCIAL MARKETS

Within the financial sector, the term “financial
markets” is often used to refer just to the markets that
are used to raise finance: for long term finance, the
Capital markets; for short term finance, the Money
markets. Another common use of the term is as a catch
all for all the markets in the financial sector, as per
examples in the breakdown below.

Capital markets which consist of:

e Stock markets, which provide financing through
the issuance of shares or common stock, and
enable the subsequent trading thereof.

e Bond markets, which provide financing through
the issuance of bonds, and enable the subsequent
trading thereof.

Money markets provide short term debt financing

and investment.

The capital markets and money market may also
be divided into primary markets and secondary markets.

1. Primary and Secondary Markets

Newly formed (issued) securities are bought or sold
in primary markets, such as during initial public
offerings.

Secondary markets allow investors to buy and sell
existing securities. The transactions in primary markets
exist between issuers and investors, while in secondary
market transactions exist among investors.

2. Money and Capital Markets

According to the period of maturity of the financial
assets with which the markets are dealing, the markets
can be classified as:

e Money Market.

e Capital Market.

These markets are again classified as primary
markets and secondary markets.

Money market deals with instruments having a
period of maturity of one year or less like treasury bills,
bills of exchange etc. Capital market deals with all
instruments having a period of maturity of above one
year like corporate debentures, government bonds,
equity and preference shares etc.

Money Market: Money market deals in short-term
debt, and channel the savings into short-term productive
investments like working capital, call money, treasury
bills etc.

In India, money market is classified into the
organized segment and unorganized segment. The

organized segment is characterized by fairly rigid and
complex rules and is dominated by commercial banks
and major financial institutions like UTI. This segment
is subjected to tight control by the Reserve Bank of
India. Unorganized segment is characterized by informal
procedures; flexible terms and attractive rates of interest
both depositors and borrowers. The unorganized sector
is dominated by money lenders.

Capital Market: Capital market is the market for
financial assets having a period of maturity of more than
one year or of an indefinite period. Thus, capital market
provides long-term resources needed by medium and
large scale industries.

The Indian capital market which had been lying
dormant in the seventies up to mid-eighties has
witnessed an unprecedented boom and undergone sea
change with a number of financial services and banking
companies, merchant bankers, more stock exchanges,
ventures capital funds, private sector mutual funds,
foreign institutional investors, over-the-counter
exchange, national stock exchange, credit rating
services, custodial services, portfolio management
services, non-resident investment, new regulations etc.
emerging on the Indian capital scene.

Comparison of Money Market and Capital Market:

Both money market and capital market are different.
Following are some of the differences:

e Money market exist as a means of liquidity
adjustments and capital market serve as a link
between long term borrowers and long term
investors.

e In termsof risks money market generally carry
low risks whereas capital market carry higher
risks.

e Money market is dominated by one set of
financial institutions whereas no single
institution dominate the capital market.

e The money market instruments are short term
in nature whereas the capital market instruments
are comparatively long.

As far as transferring of resources is concerned both
money market and capital market is same as both
perform the same function of transferring resources from
the economic surplus units to deficit units. The flow of
fund is substantial between the money and the capital
market because the lenders and the borrowers of the
funds have to access both the money and the capital
market.

INDIAN MONEY AND CAPITAL MARKETS

(a) Indian Money Market

The Indian money market is “A market for short-
term and Long term funds with maturity ranging from
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